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UNIT OPERATING AGREEMENT
HYERS LANCLIE-MATTIX UNIT

LEA COUNTY, NEW HEXICO

THIS AGREEMENT, entered into as of the firsc day of January,
1973, by aod between the parties who have signed the original of this
instruczent, a counterpart thereof, or other instrument agreeing to be
bound by the provisions herecf;

HITNESSEIH:

WHZIREAS, the parties hereto as Working Interest O-ners have
executed, as of the date hereof, an agreezent entitled “Unit Agreement,
Myers Langlie-Msattix Uait, Lea County, New Mexico', herein referred to as
it Agree=ent™, which, asong other things, provides for a separate
egreezent to be entered {nto by Working Interest Owners to provide for
the development and aperation of the Uni: Area;

KOW, THEREFORE, {n consi{deration of the mutual agreezents hcre-
1o set forth, it (s agreed as follows:

ARTICLE 1

CONFIRMATION OF UNIT AGREFMENT

1.1 Confimati{on of Unit Agreement. The Unit Agreezent is

hereby confirzed and by reference made a part of this agreecect. The
definit{ons {n the Unit Agreement are adopted for e&ll purposes of
this agreezent. If there {s any conflict between the Unit Agreement

and this agreezent, the Unit Agreement shall govern.
‘1

ARTICLE 2
EXHIBITE

2.1 Exhibits. The following exhibits are {ncorporated
herein and madé a part hereof,

2.1.1 Exhtbi{ts A, B & C of the Unit Agreement are

incorporated herein by tzference.

2.1.2 Exhibit D attached hereto, (s 2 schedule showing
the Unit Participations of eaczh Working Interest Ovmer for Phase 1
and Phase IX of Unit Operatf{cns. Exhibit D or & revision thereof,

shell not be conclusive as to the information therein except {t
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shall be used as shcwing the Untc Participations af the Working larerestc
Cvners for purpases aof this agreement until shown to be (n ercor cor revised
as herein authorized.
2.1.3 Exhibie E, attached hereto, is the Accouncing Procedure
appllcable zo the development and operation of the UniC Area; {n the event
of conflict betveen this ag:eeﬂ;n: and Exhibtc D, this agreezeant shall prevail,
2.1.4 Exhtbtt F, actached hereto are the 33se3sshentcs which may
be made against the vork{ng Lnteresc ownars of cectai{c non-usable wells listed
thereon as provided {n Arcicle 10. In che evers the traccs for anv of the wells
listed {n Exhibic “F" fail to quallfy for tnclusion i{n che Unit on che ef-
fective dste hereof, Exhib{t "F" shall be revisz? to delece cach such well
el

ard lzs iasessmentC.

2.2 Hevislen of Exhibits. Whenever Exhi{bits A, B or C are revised,

Exnlble D shail be revised accordingly and te effeccive as of the saze dace.
Uatt Operator shall also revise Exhi¢bic D froz tize to tire as requivted te
confarz to ghamges {n ownership of which Unit Operater has been nocified as
provided {n the Un{c Agrecement.

ARTICLE 3

SUPERVISION OF OPERATIONS
BY WORKINGC INTEREST OWN:RS

3.1 Qver-sll Supervisicn. Working Inccrest Cwmers shall exercise

over-all supervision snd control of all matters pertaining to unit operations
pursuant to this agreement snd the Uanf{C Agreement. {a the exercise of such
authority, esch Uorking Incerest Owner shall act solely in its oun bdehalf in

the capacity of an (ndividuasl owvner and not on behalf of the owvners x5 sn

.o

entirety.

3.2 Spectfic Authorfities and Duties. lhe matters with respect €0

<
-

which the Working Icterest Cwners shall deci{de :nd take action shall {nclude,

buc not be limited to, the folloving:

3.2.1 Mechod of Operation. The method of operatf{on, {ncluding

any type of pressure maintenance, secondary recovery, or other recovery pro-

gram Co be employed.

J.2.2 Driliing of Wells, The drilling of sny well withtn che

Un{t Area vhether for productlon of Unf{ti{zed Substencee, for use as an in-

jection well, er for other purposes.

3.2.3 Well Recompletions and Change of Scatus, The recomplecion,

sbandonment, or change of ststus of any vell, or the use of any uvell for (n-



jectlon ot for other purposes.

3.2.4 Excenditures. The making of any single expend{ture
{n excess of Fifteen Thousand Dollars ($15,000.00); provided that, approval
by Working Incerest Ownars of the drilling, reworking, chpentng, or
plugging back of any vell shall {nclude approval of all necessary ex-
penditures required therefor, end for completing, testing, and equipping

the same, {ncluding necessary flow lines, separators, and lease tankage.

3.2.5 Disgosftion of Unit Equipment. The selling or other-

wise diaposing of any major item of surplus Unit equipment, L{f the cur-
rent 11st price cf new equipment similar thereto {& Three Thousand and
Pive Hundred Dollars (52,500.00) or more.

3.2.8 Anpearance BSefore a Court or Fegulazorv Agencvy. The

desi{gnating of a representati{ve to appeasr before any court or regulatory
sgency in matters pertaining to Unit Cperations; provided that, such
desi{gnation shall not prevent any Working Interest Owner at {ts cvn ex-
pense fro3 eppearing in person or froz designating znother representative
{o {ts own behalf,

3.2,7 Audits. The auditing of the sccounts of Unit Operator
pertaining to unit operntions hersunder; provided that, the audles shall:
(a) not be conducted core than once each year

except upon the res{gnation or rezoval of
Unit Operator.

(b) be zade at the expense of all Working Io-
terest Owvners other than the Working In-
terest COwner design;ted as Unit Operator;
and
L

(c) be made upon not less than thircy (30)
days' written notice to Unit Operstor.

3.2.8 Inventories. The tsking of periodic {nventories
under the terms of Bxhib{t E.
3.2.9 Technical Services. The authorizing of charges to

the joint account for services by consultants or Unit Operator's tech-

n{cal personnel not covered‘ﬁ} the overhead charges provided by Exhibie
E.

3.2.10 Assignments to Committees. The sppoilntment of com-

cittees to study any problems {n connection with Unit Operations.

1
3.2.11 Removal of Unit Operator and the Selection of s

Successor,
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3J.2.12 Eanlargement of the Unit Area,

3.2.13 Adjustment and Readjustment of lnvescments.

3.2.14 Terminatlion of the Unit AgreementC.

ARTICLE &

MANNER OF EXERCISING SUPERVISION

4.1 Destenution of Represencatives. Each Vorking Inceresc

Owner shall {n writing inform Ua{t Operatof of the nancs and addresses
of the represencative aand alternate who are authorized o rTepresent
and bind such Yorking Interes: Owmer with respect to Unit Operacions.
The reprasenzative or alternaze may be changed from time to Ctime by
written notice o Unit Operator.

4.2 Meetings. All meecings of che Vorking laterest Ovners
shall te called by Unit Operator upon ics own motlsza cf at the reguest
of one or more Uorking lIncerest Cuners having a2 coctal Unic Parcicipacien
of not less than cen percent (107). Yo meectng shall be czlled ca less
chan fourteen (14) days' advance written noctice, with ageanda for che
meecting attached, Working Interesc Cwners who atzend the neeting shall
not be prevenced frem imending {tems Lncluded in che agends or fro=
deciding the amended {tem or other {te=zs presenced ac cthe meeting. The
represenctacive of Unic Operator ehall be chairman of cach meecing.

4.3 V¥oting Procedurs. VWorking Imtezest Cwners shall decide

all =matters coming before them as follovus:

4.3,1 Voting Incerest. Each Vorking Interesc Owner shall

have a voring {nterest equal to {ts Unlc Participation in effect at the
time such vocte {s taken,

L.3.2 Xote Required. Except as may othervise be provided
herein or-{n the Uric Agreement, Working Interest Ovners shall acc upon
end determine all matters coming before them by the aff{rzative voce af
three (1) or more Yorking Interest Owners having a cozbined Voting
Interest of at leasc sixty-five percent (657), provided that, should
any one Working Interest 6Uner own more than thirty-five percenc (337.)
votring Incerest, {ts negative vote or failure to vote shall not defeac
8 motion and such rotlon shall pass {f such mot{on {s apprcved by l'

rajority of cthe Vou{ng Interest, and such affirmacive vate shall be

controlling on &ll parties.

el
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4.3.3 Jote at Meeting by Non-sttending Workfng Interest

Owners. Any Working Interest Owmer not represented at a meeting may vote
on any {tem {ncluded {n the agands of the meeting by letter or telegram
addressed to the chalirman of the meeting provided such vote is received
prior to the submission of such item to vote. Such vote shall not be
counted wi{th respect to any {tzm on the agenda which (s a=ended et the
meeting.

4,3.4 Poll Votes. Working Interest Owners may vote on and
declde, by letter or telegram, any matter submitted {n writing to Work-
ing Interest Owmers, Lf no meeting i{s requested, &s provided {n Section
4.2, within ten (10) days after the proposal {s sent to Working Interest
O-mers. Unit Cperator vwill give prompt notice of the results of the voting
to all Working Ih:erest Owners.

ARTICLE §

INDIVIDUAL RIGHTS
OF WORKING INTEREST CWNERS

5.1 feservatlon of Rights, Working Interest Ow.mers severally

reserve to thezselves all their rights, except as otherwise provided
{n this agreezenc and the Uni{t Agreement.

5.2 Spectfic Rights. =Zach Working Interest Cuwmer shall have,
eoong others, the following specific rights:

5.2.1 Access to Unit Area. Access to the Unit Area &t

all ressonable tices to {nspect Unit operations, all wvells, and the
records and data pertaining thereto,

S.2.2 Reports. The right to recei{ve from Unit Operator,
upon written requeatu’c091es of all reports to any governxmental agency,
reporta of crude otil :;na and stocks, {nventory reports, and all other
information pertaining to Unit operations. The cost of gathering and
furnishing {nformation not ordinarily furnished by Unit Operator to all
Working Interest Cwners shall be charged to the Working Interest Owner
who requests the {nformation.

ARTICLE 6
UNIT OPERATOR
6.1 Lnit Operator. SKELLY OIL COMPANY {3 hereby designated

as Unit COperator,

-5a
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6.2 Pasignation or Removal. Unit Operator may resign or be

removed at any time under procedures prescribed {n Secticen 7 of the
Unlt Agreezent.

6.3 Selection of Successor. Upen the resignation or removal

of a Unlt Cperator, & successor Unit Operator shall be selected by Work-
tng Interesc Owners in the canner prescribed {n Section & of the Untit
Agreement. ,

ARTICLE 7

AUTHORITIES AND DUTIES OF UNIT OPERATOR

7.1 Exclus{ve R{ght to Operate Unit, Subject to the provisions

of thi{s agreement and to instructions from Working Interest Owners,
Unlt Operator shall have the exclusive right and be obll{gated to conuct
Unft Operations.

7.2 WYorkzanlike Corduct. Uait Operator shall conduct Ualt

Operations (n & geod and worksanlike manner as vould a prudent operator
¢nder the saze or sf{z{lar clrcuzstances. Unit Operator shall freely
consult with Working Interest Owners a;d keep thezm {nforzed of all matters
which Uait Operator, {n the exercise of its best judg=ent, consi{ders
{=portant. Uni{t Operator shall not be lfable to Working Interest O-ners
for dazages, unleus such dazages result fro= {ts gross negligence or will-
ful misconduct.

7.3 Lliens and Encumbrances. Unit Operator shall endeavor to

keep the lands and leases {n the Unit Area free fro= all liens and en-
cuzbrances occazioned by Un{t Operations, except the lien as outlined
{n Section 11.5.

7.4 §52}21%§3. The number of ecployees used by Unit Operator in
conducting untt oge;:kions. the{r select{on, hours of labor, and com-
pensation shall te determined by Unit Operator. Such eoployees shall be
the ecployees of Unit Operator.

7.5 Records. Unit Operator shall keep correct books, eccounts,
and records of Unit Operations hereunder and shall pemit any party

hereto to examine all récords of same at any reasonable time.

7.6 Repurts to Working Interest Owners. Unit Operstor shall

furnish to Working Interest Owners per{odf{c reports of Unit Operations
as prescribed by the Working Interest Owmners.

7.7 Reports to Governmental Authoritles. Unic Operator shall

]
cake all reports to governnental suthorit{es that {t has the duty to

-6-



zake as Unit Cperator.

7.8 Encineering and Ceological Information. Unit Operator

shall furnieh to a Working Interest Owner, upon wrltten request, a copy
of the log and other engineering and geologl{cal data pertaining to vells
drilled for Unfit Cperations.

7.9 Exosenditures. Un{t Operator is authorized to zake sirngle

expenditures not {n excess of P{fteen Thousand Dollars ($15,000,00)
without prior approval of Working Interest Owners. 1f an emeargency occurs,
Unit Operator may fcrmediately make or {ncur such expenditures as {n its
opinfon are required to deal with :ke emergency. -Uait Operator shall
report to Working Interest Owners, &s promptly as possible, the nature

of the emergency and the action taken.

7.10 Yells Drilled bv Unit Operator. All wells drilled by Uni:c

[a]

Operator shall be ar the ususl rates prevailing in the area. Unir Cperator
ray exploy {ts own tools and esquipment under terms and conditions epproved

by Working Interest Cwhers,

8.1 Ad Vslorem Taxes. Unit Operator shall, teginning wi{th the

first calendar year after the effective date hereof, cake and f{i{le for

8d valorem tax purposes all necessary rendi{tlons and returns with the
proper taxirg authcritles or governmental subdivisioas covering all real
and personal property of each Working Interest Owner within the unitf{zed
land and used or held by Un{t Operator {n connection with the develop-
cant and_operu:ion of the Unit{zed Form;cion. Any Working Interest Owmer
dlssatisfled with knx proposed rendition or assesszent of {ts i(nterest

in real or peraon;ligrOper:y, shall have the right, at {ts own expense,
to proteat and re;ilt the came. All such ad velorem taxes due and payable
on eccount of resal and personal property of each Working Interest Owmer
in, on and under the unitized land uhiﬁh {s used {n connection with Unit
Operations shall be patd by Unit bpe:a:ot for the joint account {n the
sace wmanner &8 other :;i:a and expenses of Unit Operations; provided,
that Lf the interest of a Working Interest Owner {s subject to sepsrstely
assessed overrldirg royelty Interest, production psymeat, or other {n-

terest {n excess of 1/8th royalty, such Working Interest Owner shall be

glven credit for the reduction {n taxes pa{d resulting therefroa.



Exhibic "B" .
Myers lLanglie-Msttix Unit
Page 14 )
Serial No. Dasic Royalty
Tr. Description No, of and Lcase Owner and Lessce of Record Overriding Royslty Working Interest
No. of Land Acren Expiration Date Percentape and Perceatngpe OQuner ond Percentsge Owner and Percentsge
35 T23s - RIIE 80.00 B-1167-12 State of New Shell 0t1 Company - 1007 None El Paso Natural Gas Company-
Sec, 32: N/2 SW/4 W.n.p. Mexfco-All 100,00000%
36 T23S - RIE 80,00 B-165-1 State of New Texaco lnc, - 1007 tone Texaco Inc. - 100,00000%
Sec, 32: S/1 sW/4 H,B.P. Hextco-All
37 T235 - RIE 80.00 B-85-11 State of HNew Amernda llcvs Corp. - 1007 None Amcrada lless Corporation -
Sec. 32: S/2 SE/b ,s8.r. Mexico-All 50.000007%
Skelly 011 Coampany -
50.000007%
38 T23S - RITE 80,00 B-1327 State of New Skelly 011 Company - None Amcrada less Corporation -
Sec. 32: N/2 SE/4 W.B,P. Mexico-All 1007 . 50,000007%
Skclly 011 Coeopany -
50,00000%
39 T24S - RITE 79.37 B-9974-3 Statc of New Phillips Pctroleum Co, - None . Skelly 011 Company =
Sec. 2: lot 3, H.B.P. Hexico-All 100% 100.000007
SE/G WW/4
40 T24S - RITE 159.39 B-9974-0rig. State of New phillips Petroleum Co, - None Skelly 0il Coopsny =
Sec, 2: Lot &4, Dec. 10, 1942 Mex{co-All 1007
s/t NW/G, H.B.T,
N/2 SW/4
41 T24S - RI7E 80,00 B-9974-0rig. Statc of New Phillips Petroleun Co., - xocu‘_.._n E. Stripling - Skclly 04} Company -
Sec, 2: 5/2 sW/4 H,p,p. Mexico-All 1007 2.050787, 100.000007,
James N, Steednan -
2,050787%
42 T245 - R3ITE 79.35 B- 9694 State of Hew Skelly 01l Company - None Skelly 011 Company -
See. 2: lot 2, SW/4 H.B.P. Mexico-All 1007 100.000007,

HE/G

Thirteen (13) State Tracts Totalinpg 1,598.11 Acrce - 16,104017 of Unft Ares




Exhibiv 8"
Myers Langlic-Mattix Unlt

FPoge 15
Scrial No. Dasic Royalty
Tr, Description No. of and Lease Owner and Lessce of Record Overriding Royalty Working lanterest
Ho, of Laond Acres Expiration Date Perceentape and Percentape Ouner_and Percentape Owner and Perceéntape
FEE LANDS
43 T3S - R36E 40,00 Nov. 28, 1948 Atlantic Rich-  Petrolcuw Corporation of Hone Petroleum Corporastion of
Scc. 25: NW/L NE/4 fleld Coo - Texas - 1007 Texas - 50,000007
5.859387% Rescrve 011 & Gas Company -
Olive Bell - 50.000007%
0.19531%
Mark Compbell-
0,390637%
C. . Crier -
0.195317

Central Boank & Tr.
Dcos Moines, Cdn.
of Est. of Mrs,
Frank F. Faulk -
0.195317,
Fluor Corporation-
3.12500%
Ima lNays ~ 1.56250% .
W. C. Hentzler ~
0.048837
G, Jinkins -
1.562507
Hina O, Lankford -
1.562507 -t
Arne S, Maki - R
0.19531%
J. Hiram Hoore =~
0.048827
Pannie MciIntire -
0.0264627.
Mary Margaret Parr-
0.026L427.



§.2 Other Taxes. Each Working lnterest O-mer shall pay ar cause
to be patd all productfon, severence, gathering, &nd other taxes {cposed
upon or {n respect to the production or handling of (ts ahare of Unit!lzed
Substances.

ARTICLE 9

9.1 Inuu:an;i. Un{t Qperator, at all tizes while conducting
operations hereunder, shall purchase or provi{de protection for the benéflt
of the parties herets, comparable to that afforded under standard form
policies of {nsurance as follows:

(1) Yorkmen's Cozpensation and Empleyers' Liability icsur-
ence providing beneflts {n accordance with the laws
of the State of Kew Mexico.

(2) General Public Li{ebility insurance w{th Bodily Injury
1i={ts of $100,000 per person and $300,0C0 per accident
and a Property Lamage limit of $100,000 per 2ccident.

(3) Automabile Public Liability Insurance with Bodtly In-
Jury licits of $100,000 per person and $300,000 per
accident and 2 Property Daz=sge limit of $50,000.

Ualt Crerator shall charge the joi{nt accouni &n a=ount not to
exceed the preciu= applicable to the protection provided L{n Paragraphs
1 and 2 above.

Unit Operator shall not provide any other kinds of i{nsurance for
the benefit of the parties hereto except with mutusl written consent of
the parties.

Insurance requirezents for contractors or sub-contractors shall be
left to the judg=ent og Unit Operator.

Should Skeliy 011 Cozpany cease to be Unit Operator hereunder,
any new Unit Operator shall carry Worlmen's Compensation Insurance and
General Public Liab{lity and Automob{le Public L{ab{li{ty and Property
Dacage Insurance with limits 28 above spec{fled or as rutually agreed
upon by the parties hereto.

ARTICLE 10

ADJUSTMENT OF IMVESTMENTS

10.1 Personal Property Taken Over. Upon executf{on of this sgree-

ment by the respective Working Interest Owners, esch elects that {ts wells

as shown on Exhibft "A" are hereby 'comaitted to the Unit. Upon the effective



date heteof, but subject to article 12 and the other provisions of this
Arcicle 10, satd Working Interest Owners shall deliver to Unit Operacor
the folleoving:

10.1.1 (Walls and Casing. All those wells shown on Exhib{t

YA" {2 Usable Conditlon together with that portion of all vells cozpleted
or to be cospleted by the Unit Operator {n the Un{t{zed Forzmati{on, which
are used or usable in whole or {a part fpr production of Unftized Sub-
stances or for {njection or other purposes together with the casing
therein above the base of the Un{t{zed Formation. 1In dual cozpletion
wells, Unit Operator shall take over an undivided one-half interest (n
the casing to the base of the Unitized Formation where the Unitfzed
Formation i{es abave the other formation in which the well {s cozpleted.
Where the other forzatf{on {n whi{ch the well fs completed lies above the
Un{tlzed Ferzsation, Unit Cperator shall texe over an unciviced cne-half
interest (n the casing to the base of the other forzation end & full
inzerest telow seld point.

10.1.2 UWell and Lease Eculpzent. The tublng in each such

well, the wellhead connections thereon, aend all other lease and operating
equipcent that is used {n the operation of such wells and vhich the Work-
ing Interest Cwners then deter=ine may be necessary cr desirable for con-
ducti{ng Unit Operszi{ons,

10.1.3 Records. A copy of all production and well records
that pertafn toisuch del{vered wells,

10.2 Assessment {n lLiey of Usable Well, FEach of the Working

Interest Ovners named {n Exhibit "F", in lieu of delivering to the Unit
the wells listed :heﬁeon in Usable Condition as of the effective date

R
hereof, does herewich bi{nd {tself and agree to the folloving:

10.2.1 Schedule 1 ~ Assessments. Each of the Working In-

terest Owners listed under Schedule 1 of Exhibit "F" w{ll deliver {ts
wells listed therecunder to Un{t Operator on the effective date hereof,

and esch shall pay its propartionate share of any remedial work approved

by the Working Interest Ovners and done to make any Schedule I well s
Usable Well, based on the ratio that {ts tocal assessmencs under Schedule
1 for Lts wells which are not Usable Wells on the effect{ve date hereof
bears to the total assessments under Schedule I for all the wells listed
thereon which are not Usable Wells on the effective date hereof. Unit

' .
Operator shall bfll each Horking Interest Owner who {s obligated hereunder



from time to time for {ts share of the cost of reaedlal work as such
vork {8 perforzed. Installati{on of castng to the top of the Lenglie~
Hatt{x formation shall be {nit{ated only after approval by the Working
Interest Owners as provided (n Article & of this egreezent; provided,
however, that {f such casing {s not (nstalled wicthin twvo years after
the effective date of this agreesent, said installation shall be at
the expense of all Working Interesct Ounérs rather than those listed in
Schedule I of Exhibit "P". 1In no event shall any Working Interest Owner
be separately assessed hereunder an amount {n excess of the total
assesgzents under Schedule I shown opposite its wells which are not
Usable Wells on the effective date of this agreezent. Any costs {n
excess cf those separately assessed hereunder shall be charged as Unit
expense.

10.2.2 Schedule 11 - Assesszents, The Working Interest

C.rers of those wells liated.und:r Schedule 11 of Exhibit "F'" zay re-

tain for their ¢cwm u;u, a8 to formations other than the Unitized

For=ation, the wells I{sted thereunder. Any Working Interest Owmer

vho fa{ls to del{ver as a2 Ussble Well on the effect{ve date of th{s agree-
cent any of the wells listed under Schedule II of Exhibit "P" shall

be assessed {n lieu thereof the azount set forth opposite such well.

Tre assesszent =zy be pald in cesh, for credit to the joint accounz, wvithi{n
thirty (30) dayes after Phase 11 becomes effective, or cay be paid out of
sixty percent (6C%) of the production allocated to the trsct, under

Phase 1I, on which such well {s located.

10.2.3 Schedule I11 - Assesszments, Working Icterest Owmers

c8y, at un} tize aftér the effective date hereof, deterzine that those
vells listed under Schedule III of Exhibit “F" which have not been coa-
pleted as Usable Wells prior to the effect{ve date hereof, need to be
cozpleted as Usable Wells, When such determination {s mede, Unit Operator
shall make appropriate vwritten demands on the Working Interest Owners of
the wells detemined neées:ary. Within thirty (30) days after such demand,
each Working Interest Owner upon whom demand 1; rmade shall advise Unit
Operator of its election as to the following:

A. Within ninety (90) days after dezand es provided

above, each Working Interest Owner upon whom deaand

{s made shall cqoplete and equip, at {ts sole cost,

«10-



tisk and expense, a Usable Well., Upon delivery to
Unit Cperator of a Usable Well, an inventory and
adjustment of investment shall be effected (n
accordance with the other provisions of this
Article 10,

8. Working Interes: Owners upon whom cemand i{s wmade
urder this Section 10.2.3 may, in lieu of furn{sh-
{ng & Usable Well, elect to pay ia cash to the Unit
Operator, for cred{t to the joint account, the excunt
shown under Schedule III of Exhibic "FP" cppostite the
well for vhich demand {s nmade. Payzent shall be =zade
wlthin thirty (39) days efter receipt of dexzand for a
Usable Well,

10,3 ZInveatorv. On the effective date hereof, or as socn there-
afrer as fessible, Working Interestc Ovners shall, at Unlt expense, in-
ventory the personal property taken ov;r under Secctilon 10.1 sbove. Such
{nventery shall be limi{ted to controll;ble caterial as defined by the
"Hacer{al Clsss{fi{cat{on Manual", 1967 Princ, Issued by the Councail of
Petroleun Azcountants Societies of North Azerica; provided however, that
for ad!ustment purposes only, sucker rods, dovm-hole pu=ps and other {te=s
8s agreed uvpon by the Working Interest Cuners will be trested the smse
as controllable equipment. Although 2ll cesing shall be {ncluded in full
detail {n the inventory, the value of the cas{ng for adjustment purposes
shall be zero. Noncontrollable {tems which are o=zfitted from the {nventory
shall, nevertheless, be taken over by the Unit {f {n use on the property.
As to any Tract, Un&; Operator shall notify esch Worxking Interest Cwmer
therein at lezst Fe;n(IO) days prior to the teking of the {nventory with
respect to sach [ract, so that esch of said Working Interest Owners nmay
make arrangements to be represented st the taking of the lnventory. Fail-
ure of & Working Interest (wmer to be represented at the taking of the
{nventory shall, vevertheless, bind such Working Interest Ovmer to accept

the inventory zaken by representatives of the other Working Interest Owmers.

M

10.4 Irventorv Evaluation and Aoproval. Un{t Operator shall

furnish for appzoal by Working Interest Owners an inventory reflecting
the followings
Ce}i A list of controllable materfal and equipzent, except

. ' °
for material and equipment required for production from non-unitized

“1ta



formaticery, deemed necessary or desirable for Unit Cperations. The
matertal and equipment so listed shall be valued at eighty percent
(8C7%) of the price basis prescribed for cater{al {n Paragraph 2
of Article IV of Exhibi{t "E", the applicable conditions to be
{rndi{cated on the laventory; provided, however, that material and

. equisment not class{fied to be {n condition B or C as speci{fied
in Paragraph I of Article IV of Exhibit E shall not be taken over
by Un{t Operator except by special agreezent with the ovners of
said equipment as approved by the Working Interest Owners.

(b) A list of mater{al and equipment serving the Unitized
Formation deemed necessary by the Unit Operator for the temporary
ccnvenlence of the Unft, Said materizl and eguipment shall te
retained on a loan basis for a perfod of time not to exceed six
(e)A:an:hs froz and afrer the effective date of this esgreezent
unless {nd{vidual aczrange=ent has been rmade for the further
use thereof.

(¢) A list of the material and equipcent vhich, although
taken over by Unit Cperator, is not, as of date of sub=ission
of said {nventory for Working Interest Owmer approval, deezed
recessary or desirable for Unlc Operations.

10,5 Adtustment of Irvestment, Upon approval by the Working

Interest C.mers of the {nventory evaluation referred to {n Sectlon 10.4
hereof, each Norking Interest Cwmer shall be credited vi:h‘:he value as
deternined in accordance with Section 10.4 (a) sbove, of its {nterest
{n all material and equipment taken over.by-UnL: Operator under Section
10.1 of this ezreement and charged with an eoount equal to that obcained

1
by multiplying the :uéil value of all such caterial and equipzent taken
over by Unit Operatér by such Working Interest Owner's Phase IT Un{t
Parcicipation. If the charge s2gainst any Working Iateresc Owmer is
greacer than the ajount credfted to such Working Interest Owner, the
resulting net charge shall be patd and {n all other respects be treated
as any other item of UnLE expense chargeable against such Working Interest
Ovner. If the credit to sny Working Interest Owner {s greater than the
emount charged agalnst such Worki{ng Interest Owmer, the resulting net credit
shall be pa{d to such Working Interest Owvner by Un{t Operator out of funds

received by it {n settlement of the net charges described above.
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10.6 Removal of Non-Ualt Equipment. Upon approval by che Working

Interest Ownera of the {nveatory referred to {n Sectfon 10.4 hereof, the
caterial and equipment listed as surplus as provided (n Section 10.4 (c)
shall be reclaimed by the owner thereof and may be removed from the Unit
Area at any tize or thall be removed within & reasonable time after the
ovners of such property have been requested to do so by Unit Operator
unless safd zaterial and equipment are necessary for use by the owners
thereof in the operatfon or development of horizons not uni{tized under

the Unit Agreement and this agreement. MHaterial and equipment listed
under Section 10.4 (b) ehall be reclaimed and removed by the cwner thereof
on request of Unit Operator.

10.7 General Facilit{es, The acguisfclon of varehouses, ware-

house stocks, legse hcuses, cawss, facility systems, and office bufldings
necessary for Uaft Cperatfons shall be by negotfation by the cwners thereof
and Unit Operator, subject to the approval of Working Interest Owners based
upon thef{r cespeciive Phase 1I Unit Participations. 7There shall bte no
adjust=eat for lease roads or a;purcena;ces thereto.

10.8 O-mership of Perscnal Property and Facil{ti{es. Each Working

Interest Ovmer shall, by virtue hereof, own an undivided I(nterest in all
personal property and fazilitles taken over or otherwise scquired by Uait
Operetor pursuant to thi{s agreezent, and ssid undivided {nterest shall be
equal to {ts Fhase Il Unit Parzicipaticn.

ARTICLE 11

UNIT EXPENSE

11.1 Easis of Charpes to Working Interest Ouners. Unit Operator

{nitlally shall pay and discharge all costs and expenses incurred {n the
Q!

developrment and operation of the Unit Area., Each Working Interest Ovmer

shall reimburse Unit Operator for {ts proportionste share of all such

costs and expenses as follovs:

11.1.1 Operating Expense. Beginning at 7:00 A.M., on the

effective date hereof, all operating expenses shall be shared by Working
Interest Ovners in accordance with their respective Unit Partfcipation
as set out {n Exhibit "' vhich are {n effect at the tice said expenses

are {ncurred,

11.1.2 Cacital Experd{tures. Beginning at 7:00 A.M., on

.he effective date herecf, and thereafter during the life of this agrée-

]
=ent, all capital expendftures for development and for the purchase and

+*e
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{nstallazion of zazertal classified as {nvestment ftems shall de shared
by Working Interest Owners i{n accordance with thelr respective Phase II
Unit Participacions as set out in Exhibic "D".

All charges, credits and accougting for costs and expenses shall
be governed bty Exhibir “E" or, vhen applicable, the provisions of Section
11.1.2 hereof.

11.2 Budgecs, Before or as soon as practical afcer the effective
date hereof, Unit Cperator shall prepare a budget of estizated costs and
expenses for the remainder of the calendar year, and on or before the fi{rst
day of each October thereafter shall prepare a budget of esticated costs
and expenses for the ensuing calendar year. Such budgets shall set forth
the esti-azed costs and expenses by quarterly periods. Eudzels 60 prepared
shall be est{zates only and shall be subject to adjustzent and correction
by Working Interest Owners and Unit Cperator from time to tize whenever
it shall aﬁ;eer that an adjustrment or correctlon is proper. A copy of
such budzec end adjusted buizez shall be promptly furnished each Working
Interest C.mer.

11,3 Advance Billings., Unitc Operator shall have the right to

requite Working Interest Owners to advance thefr :espec:iv€ shares of
estizated Uaiz expense by submitting to Working lnterest Cemers, on

or before the 15th day of any month, an itemized estirmate thereof for

the succeeding month, with & request for payment {n advence, Within
fifteea (15) days thereafter, each Working Interest Owner shall pay

to Unlt Operator its share of such estimate. Adjustments betveen
escicated and actunl Un{t Expense shall be wade by Uait Operator at the
close of each calendar month, and the accounts of Working Interest Cwners
shall be adjusted acc%;dingly.

11.4 COmningllng of Funds. No funds recefved by Unit Operstor
under this agreement need be segregated or caintained by it as & separate
fund, but oay be commingled with its own funds,

11.5 Lien of Unit Operator and Workinp Interest Owners. Each

Working Interest Cwner grants to Unit Operator a lien upon its oil and gas

rights in each Tract, its share of Unitized Substances when produced, and

Lts {nterest in all Un{t equipment, as security for payzment of {ts share of
Unit expense, together with interest thereon at the rate of ten percent

(107) per annua. Unit Operator shall have the right to bring suit to enforce

collect{on of such {ndebtedness with or without seeking foreclosure of thé
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fea. Ia addlzlon, upon default by any Working Interest O-ner {a the pay-
ment of (ts share of Unit cxpense, Unit Operacor, without prejudice to other
existing remedies, shall have the right to collect from the purchascr the
proceeds froa the sale of such Working Interesat Owner's share of Unitized
Substances until the amount owed by such Working Interest O-ner, plus {n-
terest as aferesald, has been patd, Each purchaser shall be encitled to
rely upon Unit Operator's written sctacement concerming the e&mount of any
default. Unit Operator grants a like lien to the Working Interest Owners.

11.6 Unpaid Unit Expense. If any Working Interest Qunmer fails to

pay its share of Unit expense within sixty (60) days after rendi{tion of a
statement therefoé bty Unit Operator, each Working Interest Ovner agrees, upon
reguest 5y Unit Cperator, to pay {ts proportionate part of the unpaid share

of Unit expense of the defaulting Working Interest Owner. The Working In-
terest Cwaers that pay the share of Unlt expense of a cefaulting ¥orking In-
terest C.ner shall be reimbursed by the Unit Operator for the ewount so pald,
slus any fnterest collected thereon, upon Tecelpt by Untt Cperster of eny pasct
due e=ount collected froz the defaulting Working Intereat O-mer. Any Working
Interest Owner so paying a defaulting Working Interest Cvner's share of Unit
expense shall be subrogated to the lien and rights herein granted Ualct Cperator.

11,7 tUncoczitted Povalty, Should an ovmer of a Poyalty Interest (n

any Tract fall to become a party to the Unit Agreement, &nd, as a result there-
of, the actusl Royalty Interest payments with respect to such Tract are

rore or less than the Royalty Interest payments cocputed on the basis of the
Unitized Substances that are allocated to such Tract under the Uait Agree-
ment, the d{fference shall be borne by or {nure to the benefit of Working
Interest Cwmers in propottion to their respective Unit Partici{pations; how-
ever, the differenc?itu be borne by or {nure to the benefit of Working Ia-
terest Ovmers shall not exceed an amount computed on the basis of one-eighth
(1/8) of the difference between the Unit{zed Substances sllocated to the
Tract and the Unitized Substances produced from the Tract. Such adjustments
shall be made by charges and credits to the joint account. If the interest
of such Royalty Owner.is an overriding royalty {nterest, production payment
or other interest conveyed out of a Working Interest, the obligastion to make
the peyzent or fo otherwise sat{sfy such Royalty Owner shall be the sole
obligation of the Working lnterest Owner or Owners whose i{ntereat is burdened

thereby.
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ARTICLE 12

NON-UNITIZED FORMATIONS

12.1 Right to Operate. Any Working lnterest C-ner that now

has or hereafter ac&uires the right to drill for and produce ofl, gas
or other mlnerals, from other than the Unitlzed Forzation, shall have
the right to do 60 nctwithstanding this agreezment or the Unit Agreementc.
In exercising the right, however, the Wotrking Interest C-ner shall
exerci{se resscnable precaution to prevent unreasonable interference
vith Unit Operacions. HNo Working Interest Owmer shall produce Unitized
Substances through any well drilled or operated by it. If any Working
Interest Cwner drills any well inta or through the Unltized Formacion,
the Uniclized Formazion shall be protected in a rmanner satisfacctory to
Working Interest Owvnura go that the production of Unitized Substances
vill not adversely be affected.

12.2 H.ltisle Cormletions - Limitations. There shall be no wells

in the Unit Area ce=pleted in zore than two producing fcrzetions, one of
wvhich is the Unlt{zed Forzation, except under such terzs and conditions as
may be agreed upon by the Working Interest O-mers.

12.3 Joint Operaticns Provided For. Multiply completed vells

shall be handled 25 follows:

12.3.1 R{ghts of Unit Oserator and Allocation of Cost Be-

tween Uniti{zed end Non-Unit{zed QOperations. 'Unit Cperator shall have the

right to operate that portion of multiply-completed wells vhich vere
.delivered to {t pursuant to Article 10 above for producticn of Unitized
Subatances or as {njection wells or for .any other purpose pursuant to

or in connection ui:huthe Unit operations provided for herefn. The
Working Interest mne::or Osners who own 0{1 and GCas Rights to any
formation other than the Un{t{zed Formation wherein any such multiply-
completed well {3 ¢{tuated, hereinafter called "Other Operator”, shall
have the right at {ts sole cost, risk and expense to operate that portion
of such well vhich 1c' has retained for the production of oil and gas

from duch format{on ot:h.e"r than the Uniti{zed Formation, here{nafter called
"Other Formatfoa". The cost and expense of operating & nultiply-completed
vell as to the Unitized Formation and keeping and maintaining the personal

property delivered to Unft Operator pursuant to Article 10, save and except

for casing, shall le borne entirely by the Working Interest Owners of the

t
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Un{t che saze as {{ duch well vere a sfngle completfon in the Unic{zed
Formation.

Except where c{rcumstances and conditifons wvarrant otherwise,
Unit Operator shall he enci{tled to {nstall tubing of a size equal to the
tubling {nstalled end used for the Other Formatioa, it belng the {ntencion
hereby to provide that Uni{t operations shall not be subordinated to a
secondary or {(nferior stactus. .

12.3.2 Subseguent Completion in Formatiocn Other than

Un{ti{zed Formation, No well {n which the Unit owns & partial or full

interest nay be subsequencly compleced or recocpleted in snother formation
wvithout the consent of the Working Interestc Owners,

12.3.3 Vorkovers ot Other Similar Cserations in M.1¢{slv-

Completed Wells. I efther the Unit Operator or Other Operator should
cdes{re 2o conduct a workover, veconditioning or other operation which
would result in any laterruption or cessation of operetions bteing con-
cducted in, vpon or with respect to such well by the other party, then
the par:y desiring to undertake such o;eration shall firsc not{fy the
other party (r writing at least fifteen (15) days prior to commencing
the precposed cperation, setting out a complete and detailed description
thereof. After the expiration of the fi{fteen (15) dey period, or
sooner Llf mutually agreesble, the party desiring to undertake such
operations ray prozeed in accordance with {ts proposal subject to any
amendments or changes which have been mucually agreed upon by the
parties during the fifteen (15) day period. Such operations shall be
performed {n & gocd and workmanlike minner and, except as hereinafcer
provided with respect to casing, at the sole cost, risk and expense
of the party undex:aging the work, The party undertaxing the work
shall at his sole cost, risk and expense make all ressonable efforts
to restore the formation operated by the other party to the same vorks
{ng condition and status of performance which ex{sted prior to under-
taking the vork. Except for gross negligence o; willful misconduct,
the party undertaking such work shall not be liable beyond the duty
{rposed by the preceding.sen:ence hereof or responsible for any damages
to or loss of production from the formacion operated by the party not
desiring to undertake the work, nor shall such undertaking party be

l{able for any demage to the well or the casing.
1
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12.3.4 Ma{ntenance of Casing. In the eventc any casing repalrs

become necessary vith respect ts a multiply-corpleted well which are not
the result of workovers or other similar operations hereinabove provided
for, the Unit Cperator and Other Operator shall pay the cost of such re-
pairs in the folloving proportiona: 1If the Unitized Formation lies below
the other formation {n which the well i{s completed, the Unit Operator and
the Other Operator shall share cqually the cost of any casing repairs
necessary to the base of the other said formation and the cost of any
repa!ru necessary from the base of the other ssid formation to the base
of the Un{tized Formation shall be bomne solely by the Unit Operator;

I£ the Unitized Formation lies above the other formation {n vhich the well
16 complezed, the Unit Operator and the Other Cperator shall shave equally
the costa of any necessary repairs to the base of the Unitized Forzation
and the cost of any repairs necessacy below the base of the Unlt{zed
Formation shall be borne solely by the Other Operator.

12.3,5 PRenlaceman:z Walls, 1If as a consequence of any deeper

drilling, workcver or repairs, 1 teplac;men: well has been proposed by

the Untt Cperator, either the Working Interest Owners or the Other Operator
cay elect whether or not to participate in the drilling of such replace-
rment well as a multiple-completion well., 1In the evenc such a replacement
well {s to be drilled, the cost of drilling the saze to the base of the
Uaizized Formetion shall be borne by the Working Interest Owners and the
Other Operator in equal shares, {f the Unitized Fomation lies above the
other forzation {n vhich the well {s completed, and the cost of drilling
gald replacement well below the Unitized‘Formltion shall be borne by the
Other Operator. If FSe Unitized Formation lies below the other forzation
in which said replace;En: well {s to be completed the cost of drilling

the same to the ba;e of the other formation w{ll be borne by the Working
Interest Ovners and the Other Operator in equal shares, and the cost of
drilling said replacement well below the base of the other formation shall
be borne by the Working Interest Owners. The Horking Interest Ovwners and

Other Operator shall each pay their respective cocpletion costs in any such

replacement well,

12.3.6 Communi{cstions Between Forzatfons. Unit Operator shall

be responsible for checking communications betveen the Uanftized Formation

and any other Formation; provided, however, the Other Operacor shall be
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actifled at least tventy-four (24) hours prior to che taking of any

packer leakage tests and be perm{tted to have & representative present {f
they should so desi{re, The cost of any operaticn performed to remedy
cocmzunication between zones will be borne equally by and betveen the Work-
{ng Interest Cwners and the Other Operator, or Opevators, of such cor—unicat-
{ng zone or zones.

12.3.7 Abandonment., If either parcty should desire at any
time to abandon one of {ts operations in any zulti{ply-completed wvell and
salvage its cater{al and equipment therefrom, such party shall be bound
to give the other party at least a f{fteen (13) day notice {n vriting
prior to making such abandonment and shall othrrwise proceed as provided
egtove {n Section 12.3.3, subject however to the terwms and provisions of
Section 22.1. 1If both parties mutually agree to abandon the well, the cost
of such abandcament shall be shared equally.

TITLES

13.1 Varrantvy and Indemnity. Each Working Interest Ovner repre-

sents and varrants that it is the owner of the respective Working Interescs
set forth opoosite its name in Exhibit "B" of the Unit Agreement, and hereby
agrees to indennify and hold hamless the o:h}r)Uorking Interest Eumers
from eny loss due to failure, in whole or {n part, of its title to any such
{nterest, except failure of title ar{sing out uf Unit Cperations; provided
that, such {ndemnity and warranty shall be limited to an a=cuct equal to
the net value that has been received from the sale or receipt of Unitized
Substances attributed to the interest as to which title failed. Each
failure of title will be deemed to be effective, insofar ss this agreement
]
{s concerned, as of :%E first day of the calendar month {n which such
fallure is tinally.de:ermlned, and there shall be no retroactive adjustment
of lnit expense, or retroactive allocation of Unitized Substances or the
proceeds therefrom, as & result of title faflure,

13.2 Faflure Because of Unit Overations. The fallure of title to

any Working Interest {n any Tract by rcason of Unit Operations, including
anon-production from such Tract, shall not chaape the Unit Participacion of
the Working Interest Ouner whose title fafled in relation to the Unit Parcici-

pations of the other Working Iaterest Owners at the time of the title failure.
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ARTICLE 14

LIABILITY, CLAIMS, AND SUITS

14,1 Indfvidual Liab{lity. The dut{es, obligations and ll{abil{tles

of Working Interest Ovners shall be several and not joint or collective;
and nothing herein contained shall ever be construed as creating a partner-
ship of any kind, joint venture, zssociation, or trust a=ong Working InCer-
est O-mers. !

14,2 Settlements. Unit Operator may settle any single damage
claim or suit {nvolving Unlt Operatlons but not {nvolving &n expendlture in
excess of Two Thousand Dollars ($2,000.00), provided the payment {5 {n
ccoplete settlezent of such clalz= or suit., If the sa—ount required for
setctlement exceeds the above spec{fled amount, Woerking Interest O-ners shall
assuze and take over the further handling of the claiz or suit unless such
authority {8 expressly delegated to Uni{t Operator. All costs and expense
of handling, seztliag, or otherwise discharging such claiz or sult shall
be an {te= of Unit expense, £ a clatn is cade ggainst eny Working Intercest
Ouner or Lf say Working Interest Owner {s sued on account ¢f any matter
erising from Ualt Operatione and over which such Working Interest Ovner
{nd{vidually has ro control because of the rights glven Working Inzerest
Owners and Unit Cperator by this agreecent and the Ualt Agreement, the Work-
tng Interest C=ner shall {zmediately notify the Ualt Operator, and the clai=m
or suit shall be treated as any other claim or suit {avolving Unit Cperacions.

ARTICLE 15

INTERNAL REVENUE PROVISION

15.1 1Internal Revenue Provision. Each Working Interest Cwner

hereby elects that it ipd the cperations covered by this agreezent be
excluded from the appli;ation of Subchapter X of Chapter 1 of Sub-title

A of cthe Internal Revenue Code of 1954, or such portion thereof as the
Secretary of the Treasury of the United States or his delegate shall pemmit
by election to be excluded therefrom. Untt Operactor {s hereby asuthorized
and directed to execute og‘behalf of each HWorking Interest QOwner such
add{tional or further evié;nce of the elect{on 23 may be required by regu-
lations {ssued under said ;ubchepcer K. Should the regulations require each
party to execute such further evidence, each Work{ng Interest Owner ayrees

to execute or joln {n the execution thereof. The election hereby made and

the other provisions of this paragraph shall apply {n llke manner to
. 1
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applicable ctacc lavs, regulations, and ruliugs nov (na effecct cc hecaaiter
enactcd ¢nat Save an effect similar to the federal provisioas tefaerred
to herewn.
ARTICLE 16
HOTICES
6.1 Notteces. All racices required hereunder shall be i{n vriting
and shall te deemed to have been properly sarved when sent by aail or
telegram co che addreas of the representative af each Working [ncarest
Ovner as furnished to Unit Operator i{n accardance with Sectlon &.1 hereof.
ARTICLE 1/

VITHDRAWAL CF WOAKINC INTZZZST CWNER

7.1 victhdraval., 1€ any VWorking Intarest Uwmer so desires, it
may vithdraw from this agreenent by cenveying, 3ssigning and transferring,
victheut warranty of title elcher express or implied, to the other 'orking
Inzerest Owners who do not cesire to viendrsw hereirem, all of che fcrmer's
tight, ticle and incerest (n and Co (ts lease or leases or cther cperating
cights ln the Unic Area insofar as said lezse, lcases or rcights pertain
co the Un{tized Farmation, together vich the vithdraving YWorking Interest
Cwner's {(nterest {n all uvellas, pipe lines, casing, lnjecticn eguipment,
facllicies and other personal propercy used {n conjunction wvich the develop-
ment and operation of the Unit Area; provided, hovever, tha: suzh cransfer,
assigntent or conveyance shall noct relieve said Working Interest Owmer
from any obli{gacion or l{ad{lity (ncurred grior to the date of the executfon
and del{very che;cof. The {nrterest so transferred, assigned and conveyed
shall be taken and owned by the other Working Incerest Ovners {(n proportion
to thetr respective Phase II Un{t Psrti{cipations. After the execuCion and

1
delivery of such tran%?er, assignment or conveyance; the vi{thdraving Work-
{ng Interest Onucrvshlll be relieved from all furcher obli{gations and
1{ab{lity hereunder and under the Uni{t Agreement. Thercupon, che right
of such Working Interest Owmer to any benefics subsequently accruing here-
under and under the Unic Agreement shall cease; provided, that upon
dellvery of said cransfer, ass{gnment of conveyance, the assignees ((n
the reclo of che respeccive incerests so acquired) shall pay to the
sssignar for {ts lncerest Ln all jointly oumed equipment, caslng and
other personal property che fair net salvage value thereof, less its

proporcicnate share of the costs of terminat{ng the Un{t, a3 same sre
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deterni{ned aad fixed Ly Working Interest Qwners. This Secticn shall not
prevent a Working Interest Quwner from assigning, conveying or othervise
transferring (s {nteresc, {n whole or i{n part, provided such assi{gnment,
conveyance or transfer {8 made subject to the tcrms of this sgreement and
the Unit Agreement.

ARTICLE 18

CREATION OF NEW INTEREST

18.1 Creatfon of New Iaterest, If any Working Interest Owner

shall, after execuﬁing th{s agreement, create sny overriding royalty,
production peyment, or other similar {nterest, hereafter referred to as
"new interest”, out of {ts {nterest subject to this agreement, such new
fnteresc shall te subject to all the terms aad provisions of this azree-
zent., In the event the Work{ng Interest Cwner owning the interest from
which the nev {ntercst was created withdraws from this zgreement under

the terms of Article 17, or fails to pay any expenses and costs chargeable
to 1z under thls agreement and the preduction to the crediz of such Work-
{ng Interest Cuner L; {nsufficient for.:ha: purpose, the owner of the nev
{interest vill be liable for the pro rata portion of all costs and expenses
for which the otiginal Working Interest Owner creasting such nev {nteresc
vould have teen liable by virtue of his ownership of the new lnterestc

had the saze not been transferred, 1Ia this event, the lien provided (n
Section l1.5 =ay be enforced against such new {nterest. I1f the owner

of the new finterest bears a portion of the costs and expenses or the same
{s enforced aga{nst such new interest, the owner of the new {nterest will
be subrogsated to khe rights of the Unit Operator with tespect to the {n-

terest prizerily chargeable with such costs and expenses.
‘1

-

ARTICLE 19

ABANDONMENT OF WELLS

19.1 Rights of Former Ovners. 1If Working Interest Ovners decide

to ebandon permanently any well within the Unit Area priocr to tersination
of the Unit Agreement, Un{t Operator ahall give written notice thereof to
the Working Interest o;&ers of the Tract on which the well {s located, snd
they shall have the option for a period of ninety (90) days after the
scnding of such notice to aotify Unit Operator {n vriting of their electlion
to take over snd own the well, Within ten (10) days after the Working

Interest OJners of the Tract have not{fled Unit Operator of their election

to take over the well, they shall pay Uait Operator, for credit to the
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Joint account, the zmount esticated by Working Incerest O-mers to be the
net salvage value of the casing and equipment in and on the vell. The
Working Interesc Owners of the Tracg, by ctaking over the vell, agree to
seal off effectively and protect the Unttized Formation, and upon abandon-
cent to plug the vell fn compliance with applicable lavs and regulations.

19.2 Plugging. 1f che Working Interest Qwners of a Tract do
not elect to take over a well located thereon which is proposed for
abandonzent, Unit Operator shall plug and sbandon the well in compliance
vith applicable lavs and regulations.

ARTICLE 20
FORCE MAJEURE

23.1 Force Majeure. In the event any party herelo is rendered
unable, vholly or in part, by force rmajeure to carry out {ts obligations
under this contract, other than the obligations to make payment of money
due hereunder, ft {s sgreed that upona such party's giving nctice and
reesorably full parcticulars of force zajeure {n writing cr by telegraph
to the ozher parties hereto within a r;asonable time afcer the occurrence
of the cause relied upon, then the obligaclons of the party giving the

not{ce, 8o far as they are affected by force majeure, shall be suspended

and the cause of the force majeure shall, so far as possidle, be rezedied
with all reasonable dispecch. The term “force majeure’ as employed herein
shall cean any ceuse not reasanably within the control of the party clatm-
{ng suspension.

ARTICLE il

EFFECTIVE DATE AND TERM

‘l
21.1 Effective Date. This agreement shall beccne effective on

the date and at the time that the Un{t Agreement becomes effect{ve,
21.2 Term. This sgreement shall continue in effect so long
as the Unit Agreement remains i{in effect, and thereafter until (2) sll

Unft wells have been abandoned and plugged or turned aver to Working la-

-

teresc O/ners {n accordance with Arcicle 22; (b) all Unit equipment and
real property acquired for the joint sccount have been disposed of by
Unit Operater in accordance with fnstructlons of Working lnterest Owners;

and (c) there has been a final accounting.
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ARTICLE 22

ABANDONMENT OF OPERATIONS

22.1 ZIerzination. Upon termtnation of the Unit Agreement, che
following shall occur:

22.1.1 01l and Cas Rights. O0f{l and gas rights {n and to

each separate Tract shall no longer be affected by chis sgreezent, and
thereafter the parties shall ba governed by the terms and provisions of
the lesses, contracts, and other instruments affecting che separate Trasccs.

22.1.2 Right to Operate. Working Interest Owners of any

tracc that desi{re to take over and continue to operate wells located there-
on ray do so by paying Unit Operator, for credit to the joilnt account,
the net salvage value of the casing and eguipzment L{n and on the wvells taken
over, as estimated by Working Interest Owners, and by agreeing to plug
prcperly eech well at such time as {t {s abandoned,

22.1.3 Salveagine Wells. Unit Operator shall salvage as
=ueh of the cesing and equipzeaz in or on vells not taxen over by Wothing
Interest Ovmers of separate Tracts as ;an economically and reasonadly be
salvaged, and shall cause the wells to be plugged and sbandoned properly,

22.1.4 Cost of Salvezing., Working Interest Cwners shall

share the cost of salvaging, liquidation or other d{stribucion of assets
and properties used {n Unit Operations {n proportion to thelr respective
Unit PertL;Lpacian as set out in Exhibit D.

ARTICLE 23

COUNTERPART EXECUTION

23.1 Execution by Sesarate Couﬁ:ggpartl of Rat{fications. This

egreement nay be executed {n any number of counterparts and each counter-
part so execuyted sha%& have the same force and effect as an original
instrument and as {f all of the parties to the aggregate counterparts

had stgned the saze instrument; or, {t may be rac{fied by a separate
Lastrument {n writing referring to this agreement, Each such ratification
shall have the force and effect of an executed counterpart and of adopt-
ing by reference all p;bvilions hereof.

ARTICLE 24

SUCCESSORS AND ASSICNS

26.1 Successors and Assigns. The provisfons hereof shall be

covenants running w{th the lands, leases, and intercsts covered herebdy,

] .
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and shall be Sinding upon end tnure to the benefit of the respective
heirs, devisees, legal representatives, successors and assigns of the
parties hereto.

IN WITNESS WHEREOF, this agreement is executed as of the date

firsc above written.

ATTEST: SKELLY OIL COMPANY

.

By,

Assiscant Secrecary Vice President

Date of Signature:

-
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STATL OF OKLAMOMA )
) Ss
COUNTY OF TULSA )

The forenoing instrument was acknouledged before me chis
day of , 19 by

Yice Prcaident of SKELLY OlL COMPANY, a Declaware corporatian, on bchalf
of said corporation.

My Commission expires: . Notary Public

-
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EXHIBIT "D
UNIT OPERATING AGREEMENT

HYERS LANGLIE-MATTIX UNIT

LEA COUNTY, NEW MEXICO

Yorkinz Interest Ouner

Allied Chemical Corporation
A=erada Hess Corporaction
Arlene S. Anthony

Azoco Production Company
Arlanti{c Richfleld Company
Frank Bateman

George R. Bentley

0. A. Bourg Drilling Company
To=z Brown Drilling Company
H. K. Byrom

Chevron Oil Company

Cities Service 0Oil Compuny
Palph L. Clarke

Margaret B. Clay

Clasy Trusts 618-1, 2 & 3

W. J. Clay

Conka Production Company
Continental-Zmsco Company
Continental 0{l Company
Crown Central Petroleum Corporation
R. Delhicchis Estate

Mrs. V. M. Donnelly

Chas. A. Dore

Clara Dwyer Estate

F. W. Dye Estate

Elder Estate

El Paso Natural Cas Cocpany
Flag-Redfern O{l Company
Fluor Corporation

Gackle 01l Company

General Crude Ofl Company
Cetty 0il Cormpany

Great Western Drilling Company
Gulf 011 Corporaticn

Joha H. Hendrix

Lazar Hunt

N. B. Hunt

W. H. Hunt

Johason & French

Aubrey Kenyon

Michael L. Klein

F. D. & Lillian B. Jones

C. B. King Estace a
Frank D. Lortscher b
Ralph Love Estate
Mansgement Trust Company
Blanche McCallister

R. G. HcPherson

Herchants Natlonal Bank of Terre Haute
Gertrude C. Mitchell

Mobil 041 Corporatioca
Petroleum Corporation of Texna
W. A. Pruett

Charles B, Read .
Reserve O{l and Cas Company .,
Resler end Sheldon ’
Kerbert J. Schmitz

Charles T. Scott, Jr.
Robert C. Scott

T. J. Stvley

Skelly O{l Company

R. L. Summers

PERCENT

Phase [

.59869
6.17699
0.00000
6.21201
$.26996

.20003

.02816

.16486

.69459
1.55489

.76773
2.01056
1.22529

. 84250

LE1434
0.00000

. 20426
1.16195
1.73554

.67790

L65945

41296
0.00000

.05261

.18428
1.31890
0.00000
2.61669

.09902
1.00774

.31562

46205
2.88702
7.68827

.25581
1.03064
2.06130
1.03066

L65264

.05685

.25581
0.00000

.36857
0.000060

L74L190

.30232

.29047

.41688

.02816

.05260

.84166

31649
0.00000
.10421
.82849
3.93863
0.00000
0.00000
0.00000
.19074
12.53466
.16599

Phase 11

1.01166
§.21268
0.08288
5.34004
9.353544
.26117
.0l469
.05131
.15392
L8458
.64851
1.684622
.73075
.750s51
. 713583
01777
.093938
.58852
2.08825
.88783
.20523
.62812
.0020%
.0418%
. 28249
LL1046
.08618
1.18850
.10012
. 90204
.25116
.22939
2.564868
10.87787

.23951 -

1.51044
3.02090
1.51046
. 56001
.05322
.23950
.00084
. 56499
. 24864
.57950
.27061
.13893
.23877
.01469
.04186
.66977
.13537
.00104
.05969
.86361
1.47673
.19391
.05288
.08288
.38752
13.36943
T .08407



Exhibic "D"
Uai{t Operating Agreement
Page Tvo

Vorkinz Interest Owner

Superior Otl Company
Texsco Inc.

Texas Paclflic Qil Cozpany
J. E. Warren

Pinn Watson

Unleased Interest

TOTAL

at

-

PERCENT

Phase 1

0.00000
8.60313
16.89701
.18428
.20423

0.00000

100.00000

Phase 11

.00648
10.28601
12.96196

.28249

.09398

.27556

100.00000
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ACCOUNTING PROCEDURE

(JOINT OPERATIONS)

1. GENERAL PROVISIONS

Delinltions

“Joint Property” shall mean the real and personal property subject to the agreement to which this “Acsounting Pro-
cedure™ is attached.

*Joint Operations” shall mean all operations necessary or proper for the development, operation, protection and
maintenance of the Joint Property.

“Qperator” shall mean the party designated to conduct the Joint Operations.

*Non-Operators” shail mean the nonoperaling parties, whether one or more.

“Joint Account” shall mean the account showing the charges and credils accruing because of the Joint Operations
and which are to be shared by the Parties.

“*Parties” shall mean Operator and Non-QOperators.

~Material™ shall mean personal property, equiprnent or supplies acquired or held for use on the Joint Property.
“Controllable Material” shall mean material whizh at the time is so classified in the MMaterial Classifizatan Manual
as most recently reccmmended ty the Council of Petroleum Accountants Sccieties of North Ameriza.

Conflict with Agreement
In the event of 2 conflict between the provisions of this Accounting Procedure and the provisions aof the sgree-
ment to which this Accounting Procedure is attached, the provisions of the agreement shall control

Collective Action by Non-Operators
Where an agreement or cther action of Non-Operators is expressly required under this Accoumnting Procedure
and if the agreement to which this Accounting Procedure is attached contains ro contrary provisions in regard
thereto, the agreement or azlisn of 2 majority in interest of the Non-Operatzrs shall be contollng cn ald Non-
Oprerators.
Statements and Billings
Ogzerator shall bill Non-Ogerators on or before the last day of each month for Iheir propertionate share of cosus and
expenses, for the preceding manth. Such bills will be sccompanied by statemen®s reflecting the toul charges
and credits as set forth under Subparagraph . ... C.. ... below:
A. Statement in detail of sll charges and credits to the Joint Account.
B. Statement of all charges and credits to the Joint Account, summarized by appropriate classifications indicative
of the nature thereof,
Statement of all charges and credits to the Joint Account summarized by appropriate classificatians indicative
of the nature thereof, except that items of Controllable Material and unusual charges and credits shall be detailed.

Payment and Advances by Non-Operators ‘

Unless otherwive provided fue in the agreement, the Uperator may require the Non-Uperators to adveace their share of esti-
mated ca-h oullz< fue the suececding month's operation. Operator shall adjust cach monthly billing to reflect sdvancas
teceived [rom the Nour-Oparators.

Each Non-Operator stall pay its proportion of all bills within fifteen (15) days after receipt. I{ payment is not made within
such time, the unpaid balance shlgl bear interest monthly at the rate of ten per cent (10%) per anaum oc the mazimum coa-
tract rate permitted by the applicable usury laws in the state in which the Joint Property is located, whicherver is the lesser.
Adjustments i

Payment of any such bills shall not prejudice the right of any Non-Operators to protest or question the correciness
thereof: provided however, all bills and statements rendered to Non-Operators by Operator during any calendar
year shall conclusively be presumed to be true and correct after tweaty-four (24) months {ollowing the end of any
such calendar year, unless wilthin the said twenty-four (24) month period a Non-Operator takes written excep-
tion thercio and makes claim on Operator for adjustment. No adjustment favorable to Operator shall be made
unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent adjust-
ments resulting from a physical irlvenlory of the Joint Property as provided for in Section VII..

Audits - .

A Non-Operator, upon nofice in writing to Operator and all other Non-Operatars, shall have the right to audit
Operator's accounts and records relating to the accounting hereunder for any calendar year within the {wenty-four
{24) month period lollowing the end of such calendar year; provided however, the making of an audit shall not ex-
tend the time (qr the taking of written exception to and the adjustment of accounts as provided for in Paragraph
€ of this Section 1. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable

elfort to conduct joint or simultaneous audils in 2 manner which will result in a minimum of incoavenience to
the Operator.

iI. DIRECT CHARGES

Subject to llmitations herelnaflter prescribed, QOperator shall charge the Jolnt Account with the fallowing ltems:
Rentals and Royaltles T
Delay or other rentals and royaltles when such rentals and royalties are paid by Operator for the Joint Account
of the Parlies
Labor
A Sa!arie; and wages of Oparator’s employees directly cngaged on the Joint Property in the conduct of the Joint
Operations, and salarics or wages of technical employees who are temporarily assigned to and directly
employed on the Joint Property.
B. Operalor’s cost of holiday, vacatien, sickness and disability benefits and other customary allowances paid to the
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section I
2d Paragraph ! of Section [1I: except that in the case of those employees only & pro rata portion of whose
laries and wages are chargeable to the Joint Account under Paragraph | of Section 111, not more than the same
pro rata portion of the benefits and allowances herein provided for shall be charged to the Joint Account. Cost
under this Paragraph 2B may be charged on & “when and as paid basis" or by “percentage assessment™ on the
amount of salarics and wages chargeable 10 the Joint Account under Paragraph 2A of this Section [l and Para-
graph 1 of Scction lIL. If percentage sssessment is used, the rate shal) be based on the Operator’s -~ <t experience.



EXH1BIT "P“
UNIT OPERATING AGREEMENT
KYERS LANGLIE-MATTIX UNIT

LEA COUNTY, NEW MEXICO

ASSESSMENTS
Tract Lesse Name and Well No.
No. Well location VWorking Interest Ovner(s)
SCHRDULE I
76 Sec. 9-T24S5-R37E Izperisl Royaley No. 1
SE/& NW/b Ralph Clarke
70 Sec. B-T24S-R37E Cooper No. 1
NE/4 SWH/4 Continental 0Ll Coxpany
6 Sec. 12-T245-P36F Vauchn A-12 Ped, No. 1
Sdib NW/4 Atlantic Richfileld Co=rany
Chevron 011 Co=pany
Continental 0Ll Cocpany
Azoco Production Co=pany
33 Sec. 35-723S-RIGE J. R. Kolt B-State No. 2
SE/4 SE/L Culf 011 Corporsatica
12 Sec. 10-T245-R3ITE Mactix B Fed. No. 2
N</4 SE/G L. Hunt
N. B. Hunt
%. H. Hunt
12 Se/4 SW/4 Mattix B Fed. No. 3
L. Hunt
N. B, Bunt
W. H. Hunt
13 Sec. 10-T248-R37E Mattix B-10 No, 1
SE/L NW/4 L. Hunt
N. B. Hunt
W. H. Hunt
L4 Sec. 25-T23S-R36E Carter No. 1
NE/4 NE/& o Hrs. V. M. Donnelly
.- Resarve 011 & Gas Co=pany
80 Sec. 9-T245-R37E lee Carter No. 1
SEZ/4 NE/4 Atlentic Richfleld Cocpany
74 Sec. 9-T24$-R3?! Fowler Hair No. 2
SW/& XW/6 Atlancic Richfield Company
66 Sec. 12-T245-RISE .  Toby No. 1
SE/4 SE/& Atlantic R{chfield Coopany
32 Sec. 36-T23S-RISE ' Mexico D No. 1
NW/4 SE/G Skelly 01l Company
32 SW/4 SE/4 Kex{co D No. 2
Skelly 0{1 Company
68 Sec. 7-T24S-R3IR Toby No. 1
SW/4 Sd/4 Skelly Ol Cozpaay
1

W.l, Ovoer(s)

Assessment

$ 6,058.00
$ 6,906.00
§ 1,456.50
1,456.50
1,456.50
1,456.50
$ 5,826.00
$ 5,872.00
$ 1,473.25
2,946.50
1,473.25
$ 5,893.00
§ 1,455.75
2,911.50
1,455.75
§ 5,823.00
§ 1,476.00
2,952.00
1,476.00
$ 5,904.00
$ 3,659.00
3,659.00
§ 7,318.00
§ 6,608.00
$ 6,623.00
$ 6,448.00
$ 5,843.00
$ 5,843.00

$ 6,307.00



Exhibic "F"
rrrers Langlle-Mattix Ualt
e Two

Tract Lease Nazme and Well No.

Ko . Well location Working Interest Owner({s)

14 Sec. 31-T235-R37E Blinebry "A" (NCT-1) No. 1
NW/& SE/G Texsaco Inc.

15 Sec. 31-T23S-R3JE Blimebry "B" (NGT-1) No. 3
NE/&4 SW/4 Texaco Inc.

SCHEDULE II

27 Sec. 9-T24S-RITE C. Meyers B Fed. No. 13 -
NW/& SW/G Azoco Production Company

28 See. 7-7T245-237E C. Hevers B Fed, No. 10
Sw/& NE/G Azoco Producction Company

28 Sec. 6-T24S-R37E C. Mevers B Fed. No. 11
Na/b4 NE/4 A=oco Production Co=pany

47 Sec, 31-T235-R37E Cowden "C" 1-4
NE/4 NE/G Gackle 0Ll Co=pany

63 Sec. 3-T2LS5-R1I7E S. J, Carr No.- 1
Na/b Salb Gulf Otl Corporation

s Sec. 32-T23S-R37E State JL No. 1
NW/4 SW/é El Paso Natural Gas Co=pany

-J Sec. J4-T23S-R3ITE Bl{nebrv B Fed. ¥o. 3
NE/& NW/4 Texas Pacific 01l Company

SCHEZDULE 111

30 Sec. J5-T2]S-R34E State LMT Na. 2
SE/4 N4/4 Azerada Hess Corporation
27 Sec. 4-T24S-RITE Myers B Fed. No. 2
SWiL SW/& Azoco Production Company
64 Sec. 12-T24S-R36E Cooper No. 2
SE/4 Nd/4 Atrlantic Richfield Cozpany
7 Sec. 28-T23S-R3I7E N Stuart 29 Fed, No. 2
KE/4 SW/6 - Continental O0{l Company
34 Sec. 32-T235-RI7E Leonard B State No, 2
NW/4 NW/& Great Western Drilling Cocpany
58 Sec. 6-T245-RITE Carter Eaves "“A" No. 1
NE/4 NW/4 Culf O{l Corporatioen
Cities Service 0i1 Company
Blanche McCallister
Blanche McCallister, et al
3 Sec. 29-T23S-RIZE "LaMunyon Ped. No. &
KW/4 NW/4 Gulf 0Ll Corporation
71 Sec. 8-T245-R37B Fowler Hair No. 1
SW/4 SW/4

Gulf Q{1 Corporation

W.I, Owner(s)
Assesament

$

5,825.00

5,824.00

98,561.00

1,642.00
1,240,00

1,866.00

$,64L2.00

2,935.00

15,313.00
63,634.00
15,563.00
17,736.00
29,075.00

14,494.00
9,662.00
2,415.00

_2,416.00

28,967.00

10,791.00

17,768.00



