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UNIT OPERATING AGREEMENT
MYERS LANGLIE-MATTIX UNIT

LEA COUNTY, NEW MEXICO

THIS AGREEMENT, entered Iinto as of the f{rst day of January,
1973, by and between the parties who have signed the original of this
{nstrument, a counterpart thereof, or other instruzent sgreeing to be
bound by the provisions hereof;

WIINESSETIH:

WHEREAS, the parties hereto as Working Interest Cwmners have
executed, as of the date hereof, an agreement entitled "Unit Agreement,
Myers Langlie-Mattix Unf{t, lea Ccunty, New Mexico", hereln referred to as
"Unit Agreement', which, smong other things, provides for & separate
agreement to be entered {nto by Workimg Interest Owners to prcovide for
the developrent and operation of the Unit Area;

NOW, THEREFORE, {n consideration cf the mutuel erreexzents here-
in set forth, {t is agreed as follows:

ARTICLE 1

CONFIRMATION OF UNIT AGREEMENT

1.1 Confirmation of Unit Agreement. The Unit Agreement {s

]

hereby confirmed and by reference made & part of this agreezent. The
definitions in the Unit Agreement are adcopted for all purpcses of
this agreement. I1f there is asny conflict between the Unlt Agreezent
and this agreement, the Unit Agreement shall govern.

ARTICLE 2

EXHIBITS

2.1 Exhibits. The following exhibits are {ncorporated

herein and made & part hereof.

2.1.1 Exhibits A, B & C of the Unit Agreement are

incorporated herein by reference.

2.1.2 Exhibit D attached hereto, is & schedule showing
the Unit Participations of each Working Interest Owner for Phase I
and Phase I1 of Unit Operations. Exhibit D or a Ttevision thereof,

shall not be conclusive as to the {nformation therein except it
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.all be used as showing the Unit Participat .s of the Working Interest
Owners for purposes of this agreement until shown to be (n error‘or reviced

as herein authorfzed.

2.1.3 Exhibit E, attached hereto, {s the Accounting Procedure
applicable to the development and operation of the Unit Ares;, in the event
of conflict between this agreement and Exhibit £, this agreement shall prevail.
2.1.4 Exhibit F, attached hereto sre the assesscents which wmay
be made against the working {nterest owners of certain rncn-usable wells listed
thereon as provided in Article 10, 1In the evert the tracts for any of the wells
listed in Exhibit “F" fafl to qualify for {nclusfon in the Unit on the ef-
fect{ive date hereof, Exh{bit "F" shall be revisad to delete each such well
and {ts sssessment.

2.2 Revisfon of Exhibits. Whenever Exhlbits A, B or C are revised,

Exhibit D shall be revised accordingly end be effective es c{ the came date.
Unit Operator shall also revi{se Exhibit D from time to time as requirec to
conforn to changes {n cwnership of vhich Unit Coerator has beer notified as
provided in the Unit Agreement.

ARTICLE 3

SUPERVISION OF OPERATIOHS
BY WORKING INTEREST UWM RS

3.1 Over-all Supervision, Working Intrrest Owners shall exercise

cver-all supervisicn end ceontrol ¢f all metters pertainicg to unit cperations

o

pursuant to this egrecment and the Unit Agreeme:nt. In the exercise of such
authority, each Working Interest Uwmer shall act solely in its cwn behalf in
the capacity of an I(ndividual owner and not on tehalf of the owrers as an

entirety.

3.2 Specific Authori{ties and Duties. 7The matters with respect to

which the Working Interest Quwners shall decide znd teske action shall {nclude,

but not be limited to, the following:

3.2.1 Method of Operation. The method of cperation, including

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

gram to be employed.

3.2.2 Drilling of Wells, The drilling of any well within the

Unit Area whether for production of Unit{zed Substances, for use as an in-

Jection well, or for other purposes.

3.2.3 Vell Recompletions and Change of Status. The recompletion,

abendonment, or change of status of any well, or the use of eny well for {n-

-2
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3.2.4 Expenditures. The making of any single expenditure

in excess of F{fteen Thousand Dollars ($15,000.00); provided thet, approval

by Working Interest Owners of the drilling, reworking, ceepening, or

plugging back of any well shall {nclude approval of 2ll necessary ex-

penditures required therefor, and for completing, testing, and equipping

the same, including necessary flow lines, separators, and lease tankage.

3.2.5 Disposf{tion cf Unit Equipment. The selling or other-

wise Jd{sposing of any major item of surplus Unit equipment, {f tha cur-
rent 1list price of new equiprent similar thereto {s Three Thousand and
Pive Hundred Dollars (53,500.00) or more.

3,2.6 Appearance Before a Court or Regulatorv Agencv. The

desi{gnating of & representative to appear before any ccurt or regulatory
agency in matters pertaining to Unit Cperaticns; provided that, such
designaticn eghall not prevent any Working Interest Cwner at {ts cwn ex-
pense frem appearing {n person or frem designating ancther representative
{n {ts own behalf.
3.2.7 &udits. The auditing of the sczounts c¢f Unit Operator

pertaining to unit operaiicns hereuncer; provided that, trne audits shall:

(a) not be ccnducted zore than once each year

except upon the res{gnaticn or remcval of

Unlt Operator.

o

(t) be made at the expense of all Werking In-
terest Cwners cther than the wWerking In-
terest Owner designated &s Unit Operator,
and

(c) be made upon not less than thirty (30)
days' written notice to Unit Cperator,

3.2.8 Inventcries. The taking of pericdic {nventories

under the terms of Exhibit E.

3.2,9 Technical Services. The suthorizing of charges to

the jofnt account for services by consultants or Untt Operctor's tech-
nical personnel not covcred by the overhead chargea provided by Exhiibit

E.

3.2.10 Ass{gnments to Committees. The appointment of com-

mittees to study any problems in connection with Unit Operations,

3.2.11 Removal of Unit Operator and the Selection of a

Successor.

-3-
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3.2.12 Enlargement of the Unit s.ea.

3.2.13 Adjustment and Readiustment of Investments,

3.2,14 Termination of the Unit Agreement.

ARTICLE &

MANNER OF EXERCISING SUPERVISION

4,1 Designation of Representatives., Each Working Interest

Owmner shall in writing inform Unlt Operator of the names and addresses
of the representative and alternate who are authorized to represent
and bind such Working Interest Owner with respect to Uait Cpcrations,
The representative or alternate may be changed from time to time by
written notice to Unit OQperator.

4,2 Meetings. All meetings of the wWorking Interest Cwners
shall be called by Unit Operator upon its own motion or az the request
of one or more Working Interest Owners having a tctal Unit Parsticipatien
of not less than ten percent (10%). No meetiny shrall be called on less
than fourteen (14) days' advance written nctice, with agenda for the

reeting ettached. Working Interest Cwners whc attend the meeting shell

not bte prevented frem amending i{tems ircludeld in rthe agenda or fre=
deciding the amended {tem or other items presented at the meeting, The
representative of Unit Operator shall be chairman of each meeting.

4.3 Voting Procedure. Working Interest Cwners shall decide
all ratters coming before them as follows:

4,3,1 Voting Interest. Each wWorking Interest Cwmer shall
have a voting Interest equal to fts Ualt Participaticn in effecc: at the
time such vote is taken.

4.3.2 Vote Required. Except as may otherwise be provided
herein or in the Unit Agreement, Working Interest Owners shall act upon
and determine all matters coming before them by the affirmative vote of
three (3) or more Working Interest Owners having a combined Voting
Interest of at least sixty-five percent (65%), provided that, should
any one Working Interest Owner own more than thirty-five percent (35%)
Voting Interest, {ts negative vote or failure to vote shall not defeat
4 motion and such motion shall pass {f such motion is approved by &
majority of the Voting Interest, and such aff{rmative vote shall be

controlling on all parties.

Py
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4.3.) Vote at Meetinz by Non-attending Working Interest

Owners. Any Working Intercst Owner not represented at a meeting rmay vote
on any item included {n the agenda of the meeting by letter or telegram
addressed to the chairman of the meeting provided such vote s received
prior to the submission of such {tem to vote. Such vote shall not be
counted with respect to any item on the agenda which i{s amended at the
meeting.

4,3.4 Poll Votes. Working Interest Owners may vote on and
decide, by letter or telegram, any matter submitted {n wrizing to York-
ing Interest Owners, if no meeting is requested, as provided in Section
4,2, within ten (10) days after the proposal is sent to ‘crking Interest
Owners. Unit Operator will give prompt notice of the results of the voting
to all Working Interest Owners.

ARTICLE 5

I14DIVIDUAL RIGHTS
. I8G INTEREST CWHERS

or

5.1 Reservaticn of Riehts. Workinz Interest Cwners severally

reserve to themselves all thelr rights, except as cther<ise provided
in thi{s agreement and the Unit Agreement.

5.2 Snecific Riuhts, Each Working Interes: (wrer shall have,

among others, the following specific rishts:

5.2.1 Access to Unit Area. Access to the LUnit Area at

all reasonable times to inspect Unlt operaticns, all wells, and the
records and data pertaining thereto.

5.2.2 Reports, The right to receive from Unit Qperator,
upon written request, copies of all reports to any governmental agency,
reports of crude oil runs and stocks, inventory reports, and all other
information pertaining to Unit operations. The cost of gathering and
furnishing {nformation nct crdinarily furnished by Unit (perater to all
Working Interest Owners shall be charged to the Working Interest Cvner
who requests the information.

ARTICLE 6
UNIT OPERATOR

6.1 Unit Operator. SKELLY OIL COMPANY is herchy designated

as Unit Operator.
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6.2 Resignation or Removal. Unit L _ator may resign or be

removed at any time under procedures prescribed fn Section 7 of the
Uni{t Agrecment.

6.3 Selection of Successor. Upon the resignation or rexmoval

of a Unit Operator, & successor Unit Operator shall be selected by Work-
ing Interest Owners {n the manner prescribed in Section 8 of the Unit
Agreement.

ARTICLE 7

AUTHORITIES AND DUTIES OF UNIT OPERATOR

7.1 Exclusive Right to Operate Unit. Subject tec the provisions

of this agreement end to instructions from Working Interest Qwners,
Unit Operator shall have the exclusive right and be obligated to conduct
Unit Operations.

7.2 Workmanlike Conduct. Unit Operator shall conduct Unit

Operations in & good and workmanlike marner as would a prucent operater

under the same or simflar circumstarces. Unit Crerater shall Ireel

v
7

censult with Worklng Interest Owners and kecp ther {nformed cof all matters
which Unit Operator, in the exercise of {ts best judgzent, considers
important. Unit Operator shall not be liatle to Vorki{rg Interest Owners
for damages, unless such damages result frenm its gress negligence or wiil-

ful misconduct.

7.3 Liens and Encumbrances. Unit Operator shall encdeavor to

keep the lands and leases {n the Unit Arca frce from all liens and en-
cumbrances occasioned by Unit Operations, cxcept the lien as cutlined
in Section 11.5.

7.4 Enplovees., The number of employces useZ by Unit Cperator in
conducting unit operstf{ons, their selection, hours of labor, and com-
pensation shall be determined by Unit Operator. Such ewnployees shall be
the ezployees of Unit Cperator.

7.5 Records. Unit Operator shall keep correct books, accounts,
and records of Unit Operations hereunder and shall permit eny party
hereto to examine all records of samec at any reasonable time.

7.6 Reports to Working Interest Owaers, Unit Operstor shall

furn{sh to Working Interest Owners perfodic reports of Unit Operations
a8 prescribed by the Working Interest Owners.

7.7 Reports to Governmental Authorit{es. Unit Operator shall

nake 8ll reports to governmental authorities that [t has the duty to
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7.8 Engineering and GCeological Information. Unit Operator

shall furnish to a Working Interest QOwner, upon written request, a copy
of the log and other engincering and geological data perteining to wells
drilled for Unit Operations.

7.5 Expenditures. Unit Operator {s authorized to make single
expenditures not in excess of Fifteen Thousand Dollars ($15,000.00)
without prior approval of Working Interest Owners. 1If an ezergency cccurs,
tnit Operator may {mmediately make or incur sucli expend{tures as {n its
opinion are required to deal with the emcrgency. Unit Operator shall
report to Working Interest Owners, as promptly as possible, the nature

of the emergency and the actien taken.

7.10 Wells Drilled bv Unit Operator. All wells drilled by Unit
Operator shall be at the ususl rates prevailing {n the area. Unit Cperater
may enploy its own tools and equipment under terms and ccnditions approved
by Working Interest Cwrers.

ARTICLE B

E.1 Ad Valoren Taxes. Unit Ogerator shell, teginning with the
first calendar year after the effective date hereof, make and file for
ad valorem tax purposes all necessary renditions and returns with the
proper taxing authcrities or governmental subdivisicns covering all real
and personal property of each Working Interest Cwner within the unitized
land and used or held by Unit Opé;até: in connection with the develop-
ment and operation of the LUnitized Formation. Any Working Interest Owner
dissat{sfied with any proposed renditicn or assesszent of its interest
in real cr personal property, shall have the right, at {ts own expense,
to protest and resist the same. All such ad valorem taxes due and payable
cn account of real and pecrsonal preperty of each Working Interest Cwmer
in, on and under the unitiz%d land which {s used {n connection with Unit
Operations shall be paid by Unit Operator for the joint &ccount in the
same manner as other costs and expenses of Unit Operaticns; provided,
that {f the {nterest of a Working Interest Owner is subject to separately
asgessed overriding royalty interest, production payment, or other {n-
terest in excess of 1/8th royalty, such Working Interest Owner shall be

given credit for the reduction in taxes paid resulting therefrom.
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8.2 Other Taxes. Each Working Inter Owner shall pay or causc
to be paid all production, severance, gathering, and other taxes imposed
upon or in respect to the production or handling of its share of Unitized
Substances.

ARTICLE 9
INSURANCE

9.1 Insurance. Unit Operator, st all times while ccnducting
operations hereunder, shall purchase or provide protecticn for the beneflt
of the parties hereto, comparable to that afforded under standarc form
policfes of insurance as follows:

(1) Horkmen's Compensation end Employers' Liability insur-
ance providing benefits in accordance with the laws
of the State of New Mexico.

(2) General Public Liability {nsurance with Zodlily Irjury
l1{mits of $1C0,000 per persca and $300,000 per accident
and a Property Deamage limit of $100,0CD per eccident.

(3) automcbile Publlc Liability Imsurance with Eolily la-
jury limtts cf $100,C00 per person and $300,000 per
accicdent and a Property Damage limit of $50,008.

Unit Operater shall charge the joint account an a=ucunt not to
exceed the premium applicable to the protection proviced {n Paragraphs

1l and 2 atove.

the benef{t of the parties hercto except with mutual wr{tten consent of
the parties.

Insurance requirements for contractors or gub-contractors shall be
left to the judguent of Unit Operator.

Should Skelly 041 Company cease to be Unit Operator hereunder,
any new Unit Opecrator shall carry Werksen's Cempersaticn Insurance and
General Public Liability and Automobile Public Lf{ability sand Property
Damage Insurance with limits as above specified or as mutuslly agreed
upen by the parties hereto.

ARTICLE 10

ADJUSTMENT OF INVESTMENTS

10.1 Personsl Property Taken Over. Upon execution of this agree-

ment by the respective Working Interest Owners, each elects that its wells

as shown on Exhibit "A" are hereby committed to the Unit. Upon the effective
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date hereof, but subject to Article 12 the other provisions of this
Article 10, said Working Interest.owners shall deliver to Unit Operator
the following:

10.1.1 VWells and Casing. All those wells shown on Exhibit
A" {m Usable Condition together with that portion of all wells coompleted
or to be completed by the Unit Operator {n the Uni{tized Formation, which
are used or ugsable in whole or in part for production of Unitized Sub=
stances or for injection or other purposes tcgether with the casing
therein ebove the base of the Unitized Formation. Ia dual cozpletion
wells, Unit Operator shall take over an undivided one-half {nterest in
the casing to the base of the Unitized Formation where the Unitized
Formation lies above the other formation in which the well {s ccaopleted.
Where the other formation in which the well {s completed lies above the
Uniti{zed Formation, Unit Operator shall take over an undivided one-half
{nterest {n the cas{ng to the tase of the other formation and a full
interest below sald point.

10.1.2 Well and Lease Ecuirment. Thre tubing in each such

well, the wellhead ccnnections thereon, and all other lecazse and operating
equipment that 1s used in the operaticn of such wells znd which the Work-
ing Interest Cwners then deteraine may be necessary or desiratle fer con-
ducting Unit Operations.

10.1.3 DRecords. A copy cf all production and well records

that pertain to such dellvered wells.

10.2 Assessment in Lieu of Usable Well. Lach ¢f the Workirg

Intcrest Qwners named {n Exhibit "F", in lieu of delivering to the Unit
the wells listed thereon in Usablc Condftion as cf the effective date
hereof, does herewi{th bind itself and agrce to the follcwing:

10.2.1 Schedule I - Assessments. Each c¢f the Working In-

terest Owners listed under Schedule 1 cf Exhitit "F" will deliver its
wells listed thercunder to Unlt Operator on the effective (ate hercof,
and each shall pay {ts proportionate share of any remedial work approved
by the Working Interest Owners and done to make any Schedule 1 well a
Usable Well, based on the ratio that {ts total assessments under Schedule
1 for {its wells which are not Usable Wells on the effective date hereof
bears to the total asscesments under Schedule I for all the wells listed
thereon which are not Usable Wells on the effective date hereof. Unit

Operator shall b{1l each Working Interest Cwner who ls obligated hereunder
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_con time to time for {ts share of the cost o. remedlsl work as such
work 1s performed. 1Installation of casing to the top of the Langlie-
Mattix formation shall be initiated only after approvael by the Working
Interest Owners as provided In Article 4 of this agreement; provided,
however, that {f such casing {s not installed within two years after
the effective date of this agreement, said installation shall be at
the expense of all Worki{ng Interest Cwners rather than those listed in
Schedule I of Exhibit "F". In no event shsll any Working Interest Owner
be separately assessed hereunder an amount in excess of the total
assessments under Schedule I shown opposite {ts wells which are not
Usable Wells on the effective date of this agreement. Any costs in
excess of those separately assessed hereunder shall be charged as Unit
expense,

10.2.2 Schedule 11 - Assessments. The Working Interest

Owners of those wells listed under Schedule I1 of Exhib{t "F" may re-
tein for thel{r own use, as to formations other than the Unftized

Fermation, the wells listed thereunder. Any Working Interest C-Ter

0]

who fails to deliver as a Usable Well cn the effective date cf this agree-
rment any of the wells listed under Schedule II of Exhibit "F" shall

be assessed {n lieu thereof the aacunt set forth opposite such well,

The assessment may be paild in cash, for credit to the ioinl account, within
thirty (30) days after Phase 11 becozes effective, or may be paid out of
sixty percent (6C%) of the production allccated to the tract, under

Phase 1I, on vhich such well (s located.

10.2.3 Schedule II1 - Assessments. Working Interest Owners

may, at any time after the effective date hereof, deternine that those
wells li{sted under Schedule III of Exhibit "F' which have rot been com-
pleted as Usable Wells prior to the effective date hereof, need to be
completed es Ussble Wells. When such deterzination i{s made, Unit Operator
shall make appropriate written demands on the Working Interest Owners of
the wells determined nccessary. Within thirty (30) days after such demand,
each Working Interest Owner upon whom demand {3 made shall advise Uait
Operator of {ts election as to the following:
A. Within ninety (90) days after demand as provided
above, each Working Interést Owner upon vhom demand

{8 made shall complete and equip, at {ts sole cost,

-10-
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risk and expense, a Us . Well. Upon delivery to
Unit Operator of & Usable Well, an {nventory and
adjustment of investment shall be effected {n
accordance with the other provisions of this
Article 10,

B. Working Interest Owners upon whom demand 1is made
under this Section 10.2.3 may, (n lieu of furnish-
{ng a Usable Well, elect to pay in cash to the Unit
Operator, for credit to the joint account, the ascunt
shown under Schedule III1 of Exhibit "F'" opposite the
well for which demand is made. Paycent shall be made
wvithin thirty (30) days after receipt cf dexand for a
Usable Well,

10,3 Inventory. On the effective cate hereof, or as socen there-

after as feasible, Working Interest Cwners shall, at Urit expense, {in-

W

ventory the personal preoperty taren cver under Secticn 0.1 above. Such

{nventory shall be limited to controllable rmaterial ac defined by the
"Material Classification Manual', 1967 Print, issued by the Ccuncil of
Petroleum Accountants Societies cf North America; previded however, that
for adjustment purposes conly, sucker tcds, dewn-hole pusps and other ftexs
as agreed upon by the Working Interest O-ners will be treated the same

as contrcllable equipment, Although ail casirng snall e included in full
detail in the inventory, the value of the casing for aZjustment purposes
shall be zerc. Noncontrollable {tems which are cmizre! Irem the inventory
shall, nevertheless, be taken over by the Un{t {f {n use on the propertyv.
As to any Tract, Unit Operator shall notify each Werkirg Interest Cwner
therein at least ten (10) days prior to the taking of the inventory with
respect to such Tract, so that each of said Working Interest Owners may
make arrangements to be represented at the takirg of the {nventory. Fall-
ure of a Working Interest Owner to be represented at the taking of the
inventory shall, nevertheless, bind such Working Interest Owner to accept
the {nventory taken by representatives of the other Workirg Interest Owners,

10,4 laventory Evaluation and Approval. Unit Operator shall

furnish for approval by Working Interest Owners an {nventory reflecting
the following:
(a) A list of controllable material and equipment, except

for material and equipment required for production from non-unitized

-11-
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formations, dcemed necessary or desi 1e for Unit Cperations. The
material and equipment so listed shall be valued a: cighty percent
(80%) of the price basis prescribed [or material {n Paragraph 2

of Article IV of Exhibit "E", the applicable conditions to be
indicated on the inventory; provided, however, that material and
equipment not classified to be {n condition B or € as specified

{n Paragraph 2 of Art{icle IV of Exhibit E shall not be taken over
by Unit Operator cxcept by special agreement with the owners of
sald equipment as approved by the Working Interest Owners,

(b) A list of material and equipment serving the Unitized
Formation deemed necessary by the Unit Operator for the tecporary
convenience of the Unit, Said material and equipment shall be
retained on a loan basi{s for a period of time not to exceed six
(6) months from and after the effective date of this agreerent
unless individual arrangement has been made for the further
use thereof.

(¢} A list of the mater{al and equipment <hich, althcugh
taken over by Unit Operator, {s not, as of date of submission
of sald {nventory for Worxing Interest Owner approval, deezed
necessary or desfrable fer Unlt Cperations.

10,5 Adfustment of Investment. Uson spproval by the Working

Interest Cwners of the inventory evaluation referred to in Scction 10.4
hereof, each Werking Interest Owner shall be credited with the value as
determined in accordance with Section 10,4 (a) atove, ¢f (s interest

in all material and equipment taken over by Unit Operator under Section
10.1 of this agreement and charged with an amount equal to that obtained
by multiplying the total value of all such material and equiprment taken
over by Unit Operator by such Working Interest Cwner's Phase I Uait
Participation. 1f the charge against eny working Interest C.mer is
greater than the amount credited to such Working Interest Qwner, the
resulting net charge shall be paid and in all other respects be treated

a3 any other item of Unit expense chargeable against such Working Interest
Ovner, If the cred{t to any Working Interest Owner is greater than the
amount charged against such Working Interest Owner, the resulting net credit
shall be paid to such Working Interest Owner by Unit Operator out of funds

received by 1t {n settlement of the net charges described above.
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10.6 Removal of Non-Unit Equir :. Upon approval by the Working

Interest Owners of the inventory referred to fn Secticn 1C.4 hereof, the
material and equipment listed as surplus as provided in Sectioa 10.4 (c)
shall be reclaimed by the owner thereof and may be removed from the Untt
Area at any time or shall be removed with{n a reasonable time after the
owners of such property have been requested to do 8o by Unit Operator
unless said material and equipment are necessary for use by the owners
thereof in the operation or developnent of horizons not unitized under

the Unit Agreement and th{s agreement. Material arnd equipment l{sted
under Section 10.4 (b) shall be reclaimed and removed by the owner thereof
on request of Unit Operator.

10.7 General Facilities. The acquisition of warehouses, ware-

house stécks, lease houses, camps, facility systems, and office buildings
recessary for Unit Operations shall be by negotiation by the owners thereof
and Unit Operator, subject to the approval of Working Iaterest Owners based
vpon their respective Phase 11 Unit Participations. Thzare shall te no

ed justzent for lease rcads or appurtenances thereto.

10.8 Cwnership of Personal Propertv and Faciliti{es. Each Werking

Interest Cwmer shall, by virtue herecf, own an undivided {nterest in all
personal property and facilities taken cver or otherwise acquired by Unit
Operator pursuant to this agreement, and sald undivided interest shall be
equal to its Fhase II Unit Participation.

ARTICLE 11

11.1 Basis of Charces to Working Interest QO-ners. Unit Opecrator

{nitially shall pay and d{scharge all costs and expenses fncurred {n the
development and operation of the Unit Area. Each Working Interest O-ner
shall reimburse Unit Operator for its proportionate share of all such
costs and expenses as follows:

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

effective date hereof, all operating expcnses shall be shared by Working
Interest Owners i{n accordance with their respective Unit Participation
as set out in Exhibit “D" which are in effect at the time said expenses

are incurred.

11.1.2 Cap{tal Expenditures. Beginning at 7:00 A.M., on

the effective date hereof, and thereafter during the 1{fe of this agree-

ment, all capital expenditures for development and for the purchase and

-13-~
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tallatfon of material classified as inves! : items shall bte shared
by Working Interest Owners in accordance with thelr respective Phase II
Unit Participations as set out {n Exhibit "p",

All charges, credits and acco;nting for costs and expenses shall
be governed by Exhibit “E" or, when applicable, the provisions of Section
11.1.2 hereof.

11.2 Budgets. Before or as soon as practical after the effective
date hereof, Unit Operator shall prepare a budget of estimated costs and
expenses for the remainder of the calendar year, and on or before the firet
day of each Qctober thereafter shall prepare & budget of estimated costs
and expenses for the ensuing calendar year. Such budgets shall set forth
the estimated costs and expenses by quarterly pericds. EBudgets so preparcd
shall be estimates only and shall be subject to adjustment and correction
by Working Interest Owners and Unit Cperator from time to tize whenever
it shall appear that an edjustment or correction s proper., A copy cf
such budget and adjusted budzet shall be premntly furnished each Working
Interest Owner.

11.3 Advance Billings. Unit Operater shall have the right to
require Working Interest Owners to advance their respective shares of
estinated Unit expense by submitting to Working Interest C—ners, con
or before Lhe 15th day of any month, an ftemlzed estimate therecf for
the succeeding menth, with a request for payceat in advance. Within
fifreen (15) days thercafrer, each Working Interest C-rev shall pay
to Unit Operator its share of such estimate. Adjustments between
estimated and actual Unit Expcnse shall be made by Unit Qperator at the
close of each calendar month, and the accounts of Werking Interess O-ners

shall be sdjusted accordingly.

11.4 Ceormingling of Funds, No funds received by Unit Operator

under this agreemcnt need be segregated or rmairtained tv it as & separate
fund, but may be commingled with {ts own funds.

11.5 Li{en of Unit Operator and Working Interest Owners. Each

Working Interest Owner grants to Unit Operator & lien upon its oil and gas
rights {n each Tract, its share of Unitized Substances when produced, and

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

(10%) per annum. Unit Operator shall have the right to bring suit to enforce

collection of such indebtedness with or without seeking foreclosure of the

-14-
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lien. In addition? upon default by ar rking Interest Owner in the pay-
ment of its share Jf Unit expense, Unit Operator, without prejudice to nther
existing remedies, shall have the right to collect from the purchaser the
proceeds from the sale of such Working Interest Owner's share of lnitizad
Substances until the amount owed by such Work{ng Interest Owner, plus in-
terest as afnresai{d, has been paid. Each purchaser shall be entitled to
rely upon Unit Operator's written statement concerning the arount of any
default, Unit Operator grants a like lien to the Worving Interest Owners,

11.6 Unpaid Unit Expense, 1If any Working Interest Owner fails to

pay its share of Unit expense within sixty (60) days after renditfon of a
statement therefof by Unit Operator, each Working Interest Owner agrees, upon
request by Unit Operator, to pay 1ts proportionate part of the unpaid share

of Unit expense of the defaulting Working Interest Ovmer. The Working In-
terest Owners that pay the share of Unit expense of a defaulti{ng Werking In-
terest Cwner shall be reimbursed by the Un{t Operator for the agucunt so pafd,
plus any interest collected thereen, upon receipt by Unit Cperator of any past
due gmount collected from the defaulting Working Interest O-mer., Any Working
Interest Cwner so paying & defaulting Weorking Interesc Cwmer's sharve of Unit
expense shall te subrogated to the lien and rights heteln granted Unit Cperatcr.

11.7 Uncormmitted Rovaltyv, Should sn cwner cf a Royalty Interest in

any Tract fail to become a party to the Unit Agreement, and, Bs a result there-
0%, the actual Royalty Interest payments with respect to such Tract are

more or less than the Royalty Interest payrents corpoied on the besis of the
Unitized Substances that are allccated to such Tract :nder the Unit Agree-
ment, the d{fference shall be borne by or inmure to the benefit of Working
Interest O-necrs in proportion to their respective Unit Participatlons; how-
ever, the difference to be borne hy or inure to the benefit of Werking In-
terest Owners shall not exceed an amount computed on the basis of one-eighth
(1/8) of the differencec between the Unitized Substances alleocated 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 {s an overriding royalty interest, production payment
or other interest conveyed out of a Working Interest, the obligation to make
the psyment or to otherwise satisfy such Royalty Cwner shall be the sole
obligation of the Working Interest Owner or Owners whose interest {s burdened

thereby.
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NON-UNITIZED FORMATIONS

12.1 Ripht to Operate. Any Working Interest Owner that now
has or hereafter acﬁuires the right to drill for and produce oil, gas
or other minerals, from other than the Unit{zed Formaticn, shall have
the right to do Bo notwithstanding this agreement or the Uni{t Ayreement.
In exercising the right, however, the Working Interest Owner shall
exercise reasonable precaution to prevent unreasonadle interference
wvith Unit Operations. No Working Interest Owner shall produce Unftized
Substances through any well drilled or operated by {t. If any Working
Interest Quwner drills any well into or through the Uni{ti{zed Formation,
the Unitized Formation shall be protected in & manner satisfactory to
Working Interest Owners so that the production of Unit{zed Substances
will not adversely be affected,

12.2 Multiple Comleticns -« Limitations. There ghall be no wells

{n the Unit Area ccmpleted in more than twe preducing fecrmaticns, one cf
which 15 the Unitized Formation, except under such terms end condi{tions as
may be agreed upon by the wWcrking Interest Cwners.

12.3 Joint Operations Provided For. Multiply completed wells

shall be handled as follows:

12.3,1 R{chts of Unft Cperator and Allocatjon of Cost Be-

tween Unitized and Noa-Unitized Cperatlons. Uait Tperator shall have the

right to operate that portion of multiply-completed wells which were
delivered to it pursuant to Article 10 above for producticn of Unitized
Substances or as injection wells or for any other purpose pursuant to

or in connection with the Unilt operetions provided for here{n. The
Working Interest Owner or Owners who own 0Ll and Cas Rights to any
formation other than the Unitized Formation wherein any such multiply-
completed well s situated, hereinafrer called “Cther Cperater’, shall
have the right at {ts sole cost, risk and expensc to cperate that portion
of such well which it has retained for the production of oil end gas

from such formation other than the Unitized Formation, hereinafter called
"Other Formation", The cost and expense of operating a multiply-completed
vell as to the Unitized Formation and keeping and maintaining the personal
property delivered to Unit Operator pursuant to Article 10, save and except

for casing, shall be borae entirely by the Working Interest Owners of the

-16-~
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Uait the same as if such wvell vere a si 2 completion in the Ualtlzed
Formation.

Except where circumstanctes and conditions warrant otherwlse,
Unit Operator shall be entitled to install tublng of 2 size equal to the
tubing Installed and used for the Other Formation, it being the (ateaticn
hereby to provide that Unit cperations shall not be subordinated to a
gecondary or inferlor status.

12.3.2 Subseguent Completion in Formaticn Otker than

Unitized Formatfon. No well in which the Unit owns a partial or fuvll

interest may be subscquently completed or recompleted in snother formation
without the consent of the Working Interest Quners.

12.3.3 Workovers or Other Si{milar Operations i{n Multiply-

Cormleted Wells, 1If cither the Unit Cperator or Other Operator should

desire to conduct a workover, reccnditioning cr ciher cperaticn which

ducted in, upon or with respect to such well bhy the cther party, then
the party desiring to undertake such cperaticn shall {irst notify the
other party in writing et least fiftcern (13) cays
the proposed opcration, sctting cut a complete and detafled description
thercof. After the expiration of the fifteen (135) day period, or
sooner 1f mutually agrceable, the party desiring tec undertake such
operatlions may proceed in aczordance with its proposa. sub-ect tec any
amendments or changes which have been mutually agreed upca by the
parties during the fifteen (15) day period. Such cperations shall be
performed in a good and workmanlike minner and, except as hereinafter
provided with respect to casing, at the scle cost, risk anc¢ expense

of the party undertaking the work, The party undertaking the work
shall at his sole cost, risk and expense make all reasonable efforts

to reastore the formation cperated by the other party to the same vWork
ing condition and status of performance which exi{sted prior to under-
taking the work., Except for gross negligence or willful misconduct,
the party undertaking such work shall not be liable beyond the duty
{mposed by the preceding sentence hereof or responsible for any damages
to or loss of production from the formation operated by the party not
desi{ring to undertake the work, nor shall such und;rtaking party be

liable for any demage to the well or the casing.
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12.3.4 Maintenance of Casing. . .he event any casing repairs

become necessary with respect to a multiply-completed well which are not
the result of workovers or other similar operations hereinabove provided
for, the Unit Operator and Other Operator shall pay the ccst of such re-
pairs in the following proportions: If the Unitized Formation lies below
the other formatfon in which the well {s completed, the Unit Operator and
the Other Operator shall share equally the cost of any casing repairs
necessary to the base of the other said formation and the cost of any
repairs necessary from the base of the other said formation to the base

of the Unitized Formation shall be borme solely by the Unit Operator;

1f the Unitized Formation lies above the other formation {n which the well
is completed, the Unit Operator and the Other QCperator shall share cquaily
the costs of any necessary repairs to the base of the Uniti{zed Formation
and the cost of any repalrs necessary below the base ¢f the Unitlzed
Formation shall be borne solely by the Other Qperator.

12.3.5 Replgcement Wells., If as a conseguence of anv deeper

drilling, workover or repairs, a rveplacement well has teen preposed by

the Uait QOperator, elther the Worxing Interest Owners cr the (Other Cperator
may elect whether or not to participate in the drilling cf such replace-
rent well as a multiple-cormletion well, In the eveat suych a replage-ernt
well is to be drilled, the cost of drilling the same to the basec of the
Unitized Formation shall be borne by the Working Interest Cwners and the
Cther Operator in equal shaves, if the Unitized Yormati{cn lies above the

other formation in which the well is cempleted, and the cesz ¢f drillin

"

said replacement well below the Unitized Formation shall te borme by the
Other Operator, If the Un{tized Formation lies below the other fcrmatien
in which said replacement well {s to be completed the cost of drilling

the same to the base of the other formation will be borne by the Working
Intéres:‘Ouners and the Other Opcrator in egual 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 Working Interest Owners and
Other Operator shall each pay their respective completion costs in any such
replacement well,

12.3.6 Communications Between Formations. Unit Operator shall

be responsible for checking communications between the Un{tized Formation

and any other Format{on; provided, lowecver, the Other Operator shall be

-18-
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notified at least twenty-four (24) hours or to the taking of any

packer leskage tests and be permitted to have a representative present if
they should so desire. The cost of any cperation perfcrmed to remedy
comrunication between zones will be borne equally by and between the Work-
ing Interest Owners and the Other Operator, or Operators, of such cosmunicat-
ing zone or zones.

12.3.7 Abandonment. 1If either party should desire at any
t{me to abandon one of its operations in any multiply-ccrpleted well and
salvage {ts material and equipment therefrom, such party shall be bound
to give the other party at least a fifteen (15) day notice in writing
prior to meking such abandonment and shall otherwise proceed as provided
above in Section 12.3.3, subject however to the terms and provisicns of
Section 22.1. 1If both parties mutually sgree to abandon the well, the cost
of such ebandonment shell be shared equally.

ARTICLE 13

TITLES

13.1 Warranty end Indexnitv. Each Workiny Interest Cwner repre-
sents and warrants that {t i{s the owner of the resprctive Working JTnterests
set forth opposite 1ts name f{a Exnibit "' c¢f tie Urit Aprcement, and hezeby
agrees to indemnify and hold harmless the other lerking laterest Cwmers
from any loss due to failure, in whole or in part, o< {ts title to any such
{nterest, except failure cf title aristrg cut vf Uni: Cperations; provided
that, such Indemnity and warranty shall te limited te an a=ount egual to
the net value that has been received from the sale or receipt of Unitized
Substances attributed to the interest as to which title faf{led. Each
fallure of title will be deemed to be effective, inscfar as this agreement
ts concerned, as of the first day of the calendar morth {n which such
failure {8 finnlly determined, and there shall be no retroactive ardjustment
of Unit expense, or retroactive allocation of Unitized Substances or the

proceeds therefrom, as a result of title failure.

13.2 Failure Because of Unit Operations. The fallure of title to

any Working Interest {n any Tract by rcason of Unit Operations, {ncludlng
non-production from such Tract, shall not chanpe the Unit Particlpation of
the Working Interest Owner whose title fatled in relat{on to the Uait Partici-

pations of the other Working Iategest Owners at the time of the title failure.

-
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LIABILITY, CLAIMS, AND SUITS

14.1 Individual Liability. The duties, obligations and liabilities

of Working Interest Owners shall be several and not joint or collective;
and nothing herein contained shall ever be construed as creating a partners
ship of any kind, joint venture, association, or trust among Working Inter-
est Owners,

14,2 Settlements. Unit Cperator may settle any single damage
claim or suit involving Unit Operations but not involving an expenditure in
excess of Two Thousand Dellars ($2,000.C0), provided the payment is in
cooplete settlement of such clalm or suit. If the amount required for
settlement exceeds the above specified amount, Wcrking Interest C-ners shall
assume and take over the further handling of the claim or suit unless such
suthority is expressly delegated to Unit Operator. All cests and expense
of handling, settling, or otherwise dischargin: such clsim or suit shall
be an {tem of Unlt expense, 1f a claim is made against eny Working Intertest
Cwner or If any Werking Iaterest Cwner {s sued on account of any natter
arising from Unit Cperations and over which such Werking Interest Ovner
individually has no contrel tecause of the righis given Werking Interest
Cwaners and Unlt Operator by this agreement and the Unit Agreement

the Work-

ing Interest Owner shall {rmediately notify the Unit Operator, and the clain
or suit shall be trecated as any other clalm cr suit {nvolving Unit Cperations,
ARTICLE 15

INTERNAL REVEWUZ PROVISION

15.1 Internal Revenue Provision. Each Working Interest O-ner

hereby elects that it and the operations covered by this agreement bhe
excluded frem the application of Subchapter K of Chapter 1 of Sub-title

A of the Internal Revenue Code of 1954, or such portion thereof as the
Secretary of the Treasury of the United States or his delegate shall permit
by election to be excluded therefrom. Unit Operator is hereby authorized
and directed to execute on behalf of each Working Interest Owner such
additional or further evidence of the election as may be requircd by resu-
lations 1ssued under said Subchapter K. Should the rugulations require each
party to execute such further cvidence, each Working Interest Owner ayrees
to execute or join in the execution thereof. The election hereby made and

the other provisions of thi{s paragraph shall apply in like manner to
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applicable state laws, regulations, an ‘l{ngs now in effect or hereafter
enscted that have an cffect similar to the federal provisions referred
to herein.
ARTICLE 16
NOTICES
16.1 Notices. All notices required hereunder shall be in writing
and shall be deemed to have been properly served when sent by rmail or
telegram to the address of the representative of each Working Irterest
Owner as furnished to Unit Operator in accordance with Section 4.1 hereof.
ARTICLE 17

WITKHDRAWAL OF WORKING INTEREST OWNER

17.1 wWithdraval. If any Working Interest Owner so desires, it
may withdraw from this agreement by conveying, assigning and transferring,
witheut warranty of title efther express or {mpiied, to the other Werking
Interest Owners who do not desire to withdraw herefreom, all of the former's
right, title and interest in end to its lease or leases cr other cperating

rights {n the Unit Area insofar as sald lease, leases cor rights pertain

Cwmer's Interest in all wells, pipe lires, casing, (njecticn equiprent,
facilit{es &nd other personal property used in ccnjunction with the develop-
nent and operation of the Unit Area; provided, however, that such transfer,
ass{gnzent cr conveyance shall not relieve said Werking Interest Cwmer

frow any obllgati{on or liability {ncurred prior to the date of the execution
and delivery thereof. The interest so transferred, assigred and cecnveyed
shall be taken and owned by the other Working Interest Cwners {n propertion
to their respective Phase Il Unit Participations. After the execution and
delivery of such transfer, assignment or conveyance, the withdraving Work-
{ng Interest Onwer shall be relieved from all further olligations and
148b{l{ty hereunder and under the Unit Agreement. Thereupon, the ri{ght

of such Working Interest Owner to any benefits subsequently s&ccrulng here-
under and under the Unit Agreement shall cease; provided, that upon
delivery of said transfer, ass{gnment of conveyance, the assignees (in

the rati{o of the respective interests so acquired) shall pay to the
assignor for {ts interest in all jointly owned equipment, casing and

other personal property the fair net salvage valuc thereof, less Lts

proportionate share of the costs of terminating the Unit, &8s samc are
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termined and fixed by Working Interest Own This Sectinn shall not
prevent a Working Interest Owner from assiyning, coanveying or ctherwise
transferring its interest, in whole or {n part, provided sucl assignment,
conveyance or tronsfer {8 made subiject to the terms of this egrecrent and
the Unit Agreement.
ARTICLE 18

CREATION OF NEW INTEREST

18.1 Creation of New Interest., If any working Interest Oumer

shall, after executing this agrecment, create any overriding rcyalty,
product{on payment, or other similar interest, hercafter referred to es
"new {nterest", out of its interest subject to this agreement, such new
{nterest shall be subject to all the tems and provisions of this agree-
ment. In the event the Working Interest Ouwner owning the {nterest from
which the new interest was creatc] withidraws from tnls agreement under

the terws of Article 17, or falls to pay sny experses and costs chargeahle
to {t under this agreement and the producticn te the credic of hoWorke
ing Interest Cwner {s {nsufficient for that purpose
interest will be liable for the pro rata periion cf all ccsts and expenses
fcr which the criginal Workina Interest OU-net creatin; such new interest
would have been liable by virtue of his cwnership of the new inzerest

had the same not been transferred. 1n this event, the lien provided in

Section 11.5 may Le enforced against such new {aterest. 1

r

the owner

of the new {nterest bears & pcrticn of the costs and expenses or the same
{s enforced agzalnst such new interest, the cwmer of trne rew [nterest will
oe subrogated to the rights of the Ualt Cperator with respect to the in-

terest pricar{ly chargeable with such costs and expenses.

ABANDOIMENT OF WELLS

19.1 Rights of Former Owners. 1f Working Interest Cwners decide

to abandon permanently any well within the Unit Area prior tc termination
of the Unit Agreement, Unit Operator shall give written notice thereof to
the Working Intereet Owners of the Tract on which the well {s located, and
they shall have the option for a period of ninety (90) days after the
sending of such notice to notlfy Unit Operator in writing of their election
to take over and own the well. Withi{n ten (10) daye after the Working
Interest Owners of the Tract have notified Unit Operator of their election

to take over the well, they shall pay Unit Operator, for credit to the
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joint account, the amount estimated by & iny Interest Cwners to be the
net salvage value of the casing and equipment in and on the well. The
Working Iaterest Owners of the Tract, by taking over the well, agree to
seal of[ effectively and protect the Unitized Formation, and upon abandon-
ment to plug the well {n compliance with applicable laws and regulations.

19.2 Plugging. If the Working Interest Cwners cof a Tract do
not elect to tske over a well located thereon which is propcsed for
abandonment, Ualt Opcrator shall plug and abandon the well in compliance
vith applicable laws and regulations.

ARTICLE 20
FORCE MAJEURE

20.1 Force Majeure. 1In the event any party lLereto (s rendered
unable, wholly or in part, by force majeure to carry out its oblizstions
under this contract, other than the oblisaticns to mate peyzent of money
due hereunder, it i{s agreed that upcn such party's giving nctice and
reasonably full particulars cf force raicure in writing cr oy telegraph
to the other parties heveto within a reasonable time after the cccurrence
of the cause relied uron, then the cbligations of the party giving the
notice, so far as they are affected by force majeure, shall te scuspended
during the ccntinuance of any liabilitv so caused, 2:t for ro longzer period,
and the cause cf the force majeure shall, so far as possible, bte remed{ed
with all reasonable dispatch. The temm "f{orce maieurs’ as empleyed herein
shall mean eny cause not reasonably within the centrol c¢f the party clalm-
{ng suspension.

ARTICLE 21

EFFECTIVE DATE AND TERM

21.1 Effective Date. This agreement shall become effective on
the date and at the time that the Unit Agreement beccnes effective.

21.2 Temm. This agreement shall continue {n effect so lonx

es the Unit Agreement remains in effect, and thereafter until (a) all
Unit wells have been abandoned end plugged or turned over to Working In-
terest Owners {n accordance with Article 22; (b) &ll Unit equipment and
teal property acquired for the jolnt account have been disposed of by
Unit Operator {n accordance with {nstructions of Working Interest Owners;

and (c) there has been a final accounting.
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ABANDONMENT OF OPERATIONS

22.1 Temmination. Upon termination of the Uailt Apreement, the

following shell occur:

22.1.1 0il and Gas Rights. 0Qil and gas rights in and to

each separate Tract shall no longer be affected by this agreement, and
thereafter the parties shall be governed by the terms and provisions of
the leases, contracts, and other instruments affecting the separate Tracts,
22,1.2 Right to Operate. Working Interest Owners of any
tract that desire to take over and continue to operate wells located there-
on may do so by paying Unit Operator, for credit to the joint account,
the net salvage value of the casing and equipment {n and on the wells taren
over, as estimated by Work{ng lnterest Owners, and by agreeing to plug
properly each well at such time as it s abandoned.
22.1.3 Salvazing Wells. Unit Cperator snall salvage as
rmuch of the casing and equipment in or on wells not taxen over by wWorkingz
Interest Cwners of separate Tracts as can eccromically and reascnadly be
salvaged, and shall cause the wells to te plugged and atandcned properly.

22.1.6 Ccst cf Salvazing., Werking lnteres: COwncors shall

share the cost of salvaging, liquidation or other distrituticn of assets
and properties used in Unit Operations in proportion to their respective
Unit Par:i;ipatima gs set cut in Hxhibit D,

ARTICLE 23

COLNTERPART EXECUTION

23,1 Execution by Separate Counterparts of Ratifications. This

egreenent may be executed in any number of counterparts and each counter-
part so executed shall have the same force and effect as an criginal
{nstrument and as {f all of thc parties to the aggregate counterparts
had signed the same {nstrument; or, {t may be ratified by a scparate
{instrument in writi{ng referring to this agreement. Each such ratification
shall have the force and effect of an executed counterpart and of adopt-
ing by reference all provisions hereof.

ARTICLE 24

SUCCESSORS AND ASSIGNS

24.1 Succecsors and Assigns. The provisions hereof shall be

covenants ruaning with the lands, leascs, and interests covered hereby,
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benefit of the respective
heirs, devisees, legal representatives, successors and assigns of the
pgrties hereto.
R

IN WITNESS WHERECF
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5 “féh’:?hgpve written
N

this agreement is executed as of the date
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Y-CIL COMPANY

Uate of SLgna:ure'

Vice Prcsident
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275,
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iTE OF OKLAHOMA )
) Sss

COUNTY OF TULSA )

The foregoing fastrument was acknowlefped before me this
day of y . 1973 by L3 G

s

Vice Presiden{ of SKELLY OIL COMPANY, a Lelsvare corporation, on behalf
of sald corporation.
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UNIT OPERATING AGREEMENT

EXQIIBIT

MYERS LANGLIE-MATTIX UNIT

LEA COUNTY, NEW MEXICO

Werking Interest Owner

Allied Chemical Corporation
Amerada Hess Corporation
Arlene S. Anthony

Amoco Production Company
Atlantic Ri{chfield Company
Frank Bateman ’
George R. Bentley

0. A. Bourg Drilling Company
Tem Brown Drillinp Company
W. K. Byrom

Chevron Oil Company

Cities Sevvice 0il Company
Ralph L. Clarke

Margaret B. Clay

Clay Trusts 618-1, 2 & 3

W. J. Clay

Conka Producticn Ceompany
Continental-Ensco Company
Continental 0il Company
Crown Central Petroleum Corporation
R. DeChicchis Estate

Hrs. V. M. Donnelly

Chas. A. Dore

Clara Dwyer Estate

F. W. Dye Estate

Llder Estate

£l Paso Natural Gas Company
Flag-Redfern O{1 Company
Fluor Corporation

Gackle Ofl Cempany

General Crude 0{l Company
Getty Oil Company

Great Western Drillf{ng Ccrmpary
Gulf 0il Corporation

John H, Hendrix

Lamar Hunt

N. B. Eunt

V. H. Hunt

Johnson & French

Aubrey Kenyon

Michael L. Klein

F. D. & Lillian B, Jones

C. B. King Estate

Frank D. lortscher

Ralph Lowe Estate
Management Trust Company
Blanche McCallister

R. G. McPherson

Merchants National Bank of Terre Haute

Gertrude C. Mitchell

Mobil 04l Corporation
Petroleum Corporation of Texas
W. A. Pruett

Charles B. Read

Reserve Oil and Gas Company
Resler and Sheldon

Herbert J. Schmitz

Charles T. Scott, Jr.
Robert C. Scott

T. J. Sivley

Skelly 011 Company

R. L. Summers

M

v
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PERCUENT

Phase 1

. 59869
6.17699%
0.00000
6.21201
5.2699%6

.20003

.G2816

. 16486

.49459
1.55488

.76773
2.01036
1.22629

84250

81434
0.00000

an
L20224

1.16195
1.73554
67790
.65945
L1293
0.C30ro
.C52¢1

-~y

Ry

065

12,53466
.16599

Phase 11

1.01166
6.21268
0.C8288
5.34004
9.33544
.26117
.01469
L0513
.15392
.B4458
.64851
1.64622
.73073
.75051
. 73583
01777
.0939%3
.58852
2.08825
.88783
.20523
.62812
L0209
.04186
L28243
L1046
.08513
1.18850
.10012
.50204
.25116
.22939
2.548¢€8
10.87787
.23951
1.51044
3.C20990
1.5104¢
. 56001
.05322
.23950
.00084
.3649¢
.24364
.57930
.27061
.13893
.23817
.01469
.04185
.66977
.13537
.00104
.05969
.86361
47473
.19891
.)8288
.08288
.J8752
13.36943
08407

—



mst <44z 382

Exhi “p"
Unit Operating Agreement
Page Two
PERCENT

WVorkinz Interest Owner Phase 1 Phase 11
Superior 0i1 Company 0.00000 L0064
Texaco Inc. 8.80313 10.28603
Texas Pacific 0il Company 16.89701 12.96196
J. E. Warren .18428 .28249
Finn Watson .20423 .09394
Unleased Interest 0.00000 .27336

TOTAL 100.cC000 100 en6u0
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COPAS — 1682
11.3444.170 Recommended by the
Council Bt Petroleum
. . e Accountonts Societm of
EXHIBIT £ North Amerea.
ExCept a3 moaltied

Attached to and made a part of... Unit Operating Agreement_ . .. __ .. Sl bars

Myers lenglie-Matfix Unit. :::::I e
.. Lea County, New Mexico St -0

Sec. IV Par, 2A{1}
ana SA

ACCOUNTING PROCEDURE

(JOINT OPERATIONS)

I. GENERAL TROVISIONS
Definitions
“Joirnt Property™ shall mean the real and personal property subject to the ¢greement t¢ w hich this “Accounting Pro-
cedure™ is attached.
< Joint Operations” shall mean all opcrations necessary or proper for the development, operation, protection and
maintenance of the Joint Property.
“Operator” shall mean the party designaterd to conduct the Jour.t Oprrations
“Non-Operators™ shail mean the nonoperating partics. whether one or more .
“Joint Account” shall mean the account showing the charges and credits accruing because of the Joint Operations
and which are to be shared by the Parties.
“Parties” shall mean Operator and Non-Operatlnrs.
“Material” shall mcan personal property. equipment or supplies acquired ot neld for use on the Joinl Property.
“Controllable Material™ shall mean material which at the time 13 50 classified 1n the Material Classification Manual
as most recently recommended by the Council of Petroleum Accountants Societies of North America.
Conllict with Agreement
In the cvent of a canflict between the provisions of )
ment to which this Accounuing Prccecure 15 attached. tre prov

Collective Action by Non-Operators

Where an agreement or other actian of Non-Operators 1s cxpressly requred onder this Accounting Procedure

and tf the agreement to which this Accounting Procedure is atlached cor s r.o contrary provisions in regard

thereto. the agreement or action of 3 majority in interest of the Non-Ogprvatars shall bte controlling on all Non-

QOperators

Statements snd Billings

Ogerator shall bilt Non-Ogerators on or before the last das ¢f each mnntn for

excenses. for the precedirg month  Soch hills will be acremnaniad by '3

and credits as sct {orth under Subparagraph clow

& Statement in detail of all charges and credits to the J

Statement of all charars and eredite to the Joint Acce

of the nature thercof.

C. Statermecnt of all charges and credits to the Joint Acceunt summarized by appropriate classifications indicative
of the nature therno!f, excep! that items of Controllable Ma‘erial and urusual (harges and credits shall be detailed.

Payment and Advances by Non-Operators

¢ rropertionate share of costs and
mrrts refllecting thve total charges

m 3

crroproate classifications indicalive

Unless othetwise peavided for in the agreement. the Operator may eequise the NonOpeeators to advancer their share of esti-
mated cash outlay for the suceeeding month’s operation. Opeeator <hall adpast co b manthly billing to eellect advances
received from the No hperators,

Fach Non Operator shall pay its propoction of ali bills withun filteen {15y das~ after eecvipt. [T payment is not made within
surh time, the unpaid batane .-h.hl bear interest monthls et the rate of ten pee ceat (10) per annam or the maximum con-
tract rate peemitted by the appheabb ey o in the state in which the Joint troperty is lorated, whichever is the lesser.
Adjustments .

Pavment of any such bulls shall not prejudice the right of any Non-Opcrators 'n protest or guestion the correctness
thereof: provided however. all bulls and statements rendered to Nor-Operaisrs v Operator during any calendar
year shall conclusively be presumed to be true and correct after twenty-four (24) months tollowing the end of any
such calendar year, unless within the said twenty-four (24) rronth period 3 Non-Operator takes written excep-
tion thercto and makes claim on Opcrator for adjustment No adjustment [uvorable 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 inventory of the Joint Property as provided for in Section VIIL

Audits

A Non-Operator, upon notice in writing to Operator and all other Non-Ogcrators. shall have the right to audit
Operator's accounts and records relating to the accounting hercurder for any calendar yvear within the twenty-four
(24) month period [ollowing the cnd of such calendar year: provided however, the making of an audit shall not ex-
tend the time for the taking of writlen cxception to and the sdiustment of accounts as provided for in Paragraph
6 of this Section 1. Where there are two or more Non-Operatars, the Non-Operators shall make every reasonable
effort to conduct joint or simultancous audits in a manner which will result in a minimum of inconvenience to
the Operator.

11. DIRECT CHARGES

Subject to limitations hereinafter prescribed, Operator shall charge the Joint Account with the following items:
Rentals and Royalties

Delay or other rentals and royalties when such rentals and royalties are paid by Operator for the Joint Account
of the Parties.

Labor

A. Salaries and wages of Oparatar's employees directly cnpaged on the Joint Property in the conduct of the Joint
Operations, and salurics or wages of technical empiovees who are temporarily assigned to and directly
employed on the Joint Property.
Operator's cast of holiday, vacation, sickness and disability benelits and other customary allowsnces paid to the
emplovees whose salarics and wages are chargeable to the Joint Account under Paragraph 2A of this Section II
and Paragraph | of Section 111; except that in the case of those employees only a pro rata portion of whose
salarics und wages are chargeable to the Joint Account under Paragraph 1 of Scction 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 a “when and as paid basis™ or by “percentage assessment” an the
amount of salarics and wages chargeable to the Joint Account under Paragraph 2A of this Section 11 and Para-
graph 1 of Scction 111 If percentage assessment is used. the rate shall be based on the Operator’s cost expericnce.

B.
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C t {iturcs or cnntributions made putsuant to as<sessments in d by governmental authority which are ap-

plicahle to Operator's labor cost nf salaries and wages chargeable to the Joint Account under Paragraphs 2A
and 2B of this Scction Il and Paragraph 1 of Scction I11.

D. Rcastunahle persanal expenses of those employees whose salaries and wages are chargeatle to the Joint Account
P g

under Paraciaph 2A of this Section 11 and for which expenses the employees are reimbursed under Operator’s
usuul practice.

FEmployvee Benefits

Qperator’s current cost of established plans for employvees” group life insueance, hospitdization. pension. retitement, stock

purchase, thrift, bonus, and other brnefit plans of a bk natnee applicable G Operator’s lahne cost: provided however, the

total of such chaeges shall not exceed fifteen pereent (1577) of Dperatue’s lahor costs chargrable to the Juint Aecount under

Puragraphs 2\ and 21 of this ¥eation Hand Varagraph 1ol Section 111

Material .

Material puichased or furnished by Operator for use on the Joint Property So far as it is reasonably practi-

cal and consistent with effivient and cconomical operatton, anly cuch Ma*eniat :ha!l be purchased for or transferred

to the Jownt Praperty as may be required for immediate use: and the aceumu’atior of surplus stocks shall be avoided.

Transportation

Tianspoitation of employees and Matenal necessary for the Joint Cherations Lut subject tn the following limitations:

A. It Material is moved to the Juint Property drom the Operatae’s warchouse or ther properties, no chaege shall be made
tu the Joint Acegunt for a distance greater than the dutance from the avgeest reliahle cupply <tore, trcoznized barge
teeminal, e railway eeeviving point where ke pateridd & noemally availebde il o a;rm-:s‘ to by Operator and Non-
Operators,

B. I sueplus Matereal is newed to Operator’s warchonse o uthee slaraze poral, no charge shall be nade to the Joint
Account fur & distanee geealer than the distanee to the negrest eelable supply store, recagnized barge teeminal, or rail-
wiy rereivin lu-inl unless agr('ﬂl to ||.\' Hwrators ans| \c»u-')pvr.nlnn. N charge <hall he mnade ta lhrjninl Account
for moving \fd--rial tu uther propertics hrlongiog to Operator, inless agesed to by Operatar and NonOperators

C. In the spplication of Subpacagraphs A and I ahove thoeee ~hall b oo vgaalization of artudd gross teucking costs of
$100 e liss.

Services

A. The oot of contracl services and utilitics procured [iom outside sources other than services covered by Para-
graph 8 of this Section If and Paragraph 2 of Secuien I

B. Use and sevvice of equipment and facilities furnished by Operator asprosided in Paragraph § of Section IV,

Damages and Losses to Joint Property

All costs or expenses necessary for the repair or replacemment of Joirt Propeity made nocessary because of damages

or lesses incuired by fire, flond, storm, theft. accident, or any other cause except to the extent that the damage or

loss could have been avoided through the exercise of ressonabie diligence on the part of Orperator  Operator shall

furn.sh Ner-Orperators written natice ¢of damages cr lesses mourre! as seon a3 praciutatie aller 3

s repart thereco!
has been received by Operater.

Legal Expeuse

All costs and eaxpenses of handling investigalis

Ope:utions or recessa:y lo protect ¢i recever th

t cf investigation or ptocuring ev
ciaims; provid=d. {a) ro charae s» a'zr's legalstall cr ntherreg-

r.zned perscnnel (such services teing cons ‘erhead under Section I11), ex-

agreement with Non-Operators, and {b) no charge shall be made for the fees and expenses of outside at-

tornrys unless the employment of such attorneys is agreed to by Ozerater and Non-Operalors.

Taxcs

All taxes of cvery kind and nature assessed or levied upon or in connecticn with the Joint Property. the operation

thereof, or the production therefrom. and which taxes hawe been paid Ly the Operator for the benelit of the Parties.

Insurance Premiums

Premiums pa:d for insurance 1eg:

Other Expenditures

Any olher cxaenditure net covered or dealt with in the [oregoing provisiers of this Sectian 11, or in Section I,

and which is incurred by the Operator for the recessary and proper conduct cf the Jeint Operations.

rezscn of the Joint
ed to atiorneys’ fees,
sment cor satisfaction of any

red to Le carried on the Joint Property for the protection ¢f the Partics
I3 P

111 INDIRECT CHARGES

Operator may charge the Joint Account for indirect costs either by use of an allocation of disirict experse items plus a
fixed rate for administiative overhead, and plus the warehousing charges, all as proviced for in Paragraphs 1,2, and 3 of

this Section 111 OR by combining all three of said items under the fixed rate provided for in Paragraph 4 cf this Section
I, as indicated next below:

1.

OPERATOR SHALL CHARGE THE JOINT ACCOUNT UNDER THE TERMS OF:
[0 Paragraphs I, 2 and 3. (Allocation of district expense plus fixed rate for administrative overhead plus
warehousing.)
® Paragraph 4. (Combincd fixed rate)
District Expense

Opeiator shall charge the Joint Account with a pro 1ata poirtich of the salaiies, wages and expenses of Operator’s
production superintendcnt and other employecs serving the Joint Property and other properties of the Operator in
the :ame operating area, whose time is not allocated direc!ly to the properties, and a pro rata portion of the cost of
maintaining and operating a production office known as Operator’s .
office located at or near .. .. . o . {or a comparad
sary sub-offices (if any). maintained for the convenience of the above-described office and all necessary camps,
including housing facilities for employces il required, used in connection with the cperations of the Joint Property
and other propeities in the same operating atea The expense of, less any revenue from, such facilities may, st the
option of Operator. include depreciation of investment or a fair monthly rental in lieu of depreciation. Such

charges shall be apportioned to all propeities served on some equitable basis consistent with Operator's accounting
practice.

Administrative Overhead

Operator shall charge administrative overhead to the Joint Account at the following rates, which charge s}pll be‘ in
lieu of the cost and expense of all offices of the Operator not vovered by Paragraph 1 of this Section 111 mcludx_ng
salaries. wages and expenses of personnel assigned to such offices. Such charges shall be in addition to the salaries,

wages and expenses of employees of Opetator authorized 1o be charged as direct charges as provided in Paragraphs
2 and 8 of Section 1I.
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WELL BASIS (RATE PER . _LL PER MONTH)

PROOUCING WILL RATY
DRILLING WELL RATE Corrvat bradusia
{Use Torel Depth) Yee Corrom! Produricg Dopth)

AN W
Wall Bwpth Tosh Walt Viret five Huat Pive Over v.:

The cost and expense of services from outside sources in connection with matters of taxation, traflic, sccounting, or "~
matters before ot involving governmental agencies shall be considered as included in the overhead rates provided for in

this Paragraph 2 of Section IIL. unless such cost and expense ave agreed upon between Operator and Non-Operators
as a divect charge to the Joint Account.

3. Operator’s Fully Owned Warehouse Operating and Maintenance Expense

{Describe fully the agreed procedure to be followed by the Operator.}

4. Comblined Fixed Rates .
Operator shall charge the Joint Account for the services covered by Paragraph 1, 2 gnd 3 of this Section III, th
following fixed per well rates:

WELL BASIS (RATE PER WELL PER MONTH)
BRILLING WILL RATL w.t“é’?.'.’.‘.'."‘,‘.."ﬂ.‘;,i‘alﬁ..;
(Usa Tete! Dupth)
AR Wells
Well Dupth Toch Wall Heut Five Over Tea
AT Deptha__ $E0Y 395, ) L
Said fixed rate (XK (shall not) includ~ salaries and expenses of production [oremen.

5. Application of Administrative Overhead or Combined Fixed Rates
The following limitations, instructions and charges shall apply in the applicaition of the per well rates as provided
under either Paragraph 2 or Paragraph 4 of this Section Iil:

A. Charges for drilling wells shall begin on the date each well is spudded and terminate on the date the drilling or
completion rig is relessed, whichever is later, excep! that no charge shall be made during the suspension of
drilling operations for fifteen (13) or more consecutive days.

B. The status of wells shall be as follows:

{1) Producing gas wells, injection wells for recovery operations, water supply wells utilized for water flooding
operations and salt water disposal wells shall te considered the same a3 producmg wells.

(2) Wells permanently shut down but on which plugging operations are deferred shall be dropped from the
well schedule at the time the shutdown is effected. When such & well is plugged a charge shall be made
at the producing well rates.

(3) Wells being plugged back, drilled deeper, converted to a source or input well, or which are undergoing any
type of workover that requires the use of & drilling cr workover rig shall be considered the same as drilling
wells,

(4) Temporarily shut-down wells, which are not produced or worked upon for a period ol a full calendar month,

/\ shall not be included in the well schedule, provided however, wells shut in by governmental regulstory

body shall be included in the well schedule only in the event the allowable production is transterred to some
other well or wells on the Joint Property. In the event of a unit allowable, all wells capatle of producing
will be counted in determining the charge.
(5) Gas wells shall be included in the well schedule if directly conrected to a permanent sales outlet even
though temporarily shut in due to overproduction or failure of purchaser to take the allowed production.
(€) Wells completed in multiple horizons shall be considered a3 producing well for each separately producing horizon,
providing each completion is considercd s separate well by zuv:rnmcntzfcr other statewide regulatory authority.
The well rates for producing wells shall be applied to the indisidual leuses: provided that, whenever leases covered by
this agreement are nj)eralrd as a unitized project, the well rates <hall be applied to the total number of producing wells,

0

irrespective of individual lrases. :
D. The well rates shall be adjusted on the flirst day of April of each year following the effective date of the agree-
ment to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the
/ rate currently in use by the percentage increase or decrease in the average weekly earnings of Crude Petroleum
! and Gas Production Workers for the last calendar year compared to the preceding calendar year ss shown by
“The Index of Average Weekly Eamnings of Crude Petroleum and Gas Production Workers™” as published by the
United States Department of Labor, Buresu of Labor Statistics. The adjusted rates shall be the rates currently
in use, plus or minus the computed adjustment.

8. For the construction of compressor plants, water stations, secondary recovery systems, sait water disposal facili-
ties, and other such projects, as distinguished from the more usua) drilling and producing operations, Operator
in addition to the Administrative Overhead or Combined Fixed Rates provided for in Parsgraph 2 and 4 of this
Section 111, shall charge the Joint Account with an additional overhead charge as follows:

A. Total cost less than $25,000, no charge.
B. Total cost more than $25,000 but less than $100,000, _3 % of total cost, .

C. Total cost of $100,000 or more.__3_ 9 of the first $100,000 plus 2% of all over $100,000 of total cost.
Total cost shall mean the total gross cost of any one project. For the purpose of this Paragraph the component parts
of & single project shall not be treated separately and the cost of drilling wells shall be excluded,

The specitic rates provided for in this Section I1I may be amend~d from time to time by mutusl agreement between
the Parties hereto if, in practice, the rates are found to be insufficient or excessive,

IV. BASIS OF CHARGES TO JOINT ACCOUNT .
Subject 10 the further provisions of this Section IV, Operator will procure all Materlal and services for the Joint Prop-
/.\ erty. At the Operator’s option, Non-Operator may supply Material or services for the Joint Property.

1.

1. Purchases
Material purchased and service procured shall be charged at the price pald by Operator after deduction of all dis-
counts actually received.

2. Materlal furnished {rem Operator’s Warehouse or Qther Propertles
A. New Material (Condition “A") .

(1) Tubular goods, except line pipe, shall be priced on & maximum carload and/or barge load weight basis n‘u’dleu of
quantity tranalerred and equalized Lo the lowest prevailing price £.0.b. railway receiving point or recognised barge
terminal nearest the ]ointegroprr(y where such Material is normally eveilable «ffective at date of tranefer.

Line pipe shall be priced at the current replacement cost effective at date of transfer from a relisble aupply store
nearest the Joint Property wheee such Material is normally available if the movement is less than 30 poundt_. .
If the movement is 0.080 pounds or more, it shall be priced on the same basis as casing and tubing under thie

paragraph.

—_3—
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When the Uperstor has equalized actaad haaling vosts as peoviear in Puragraplc 3 of Section 11, Operator is per-
milted to include ten eents (10¢) pee bunderd-weight an all tabalse goods furnished from his stocks in lieu of loading
and unloading costs eustained.

(2) Other Material shali be priced at the current replacenicnt cost of the sane kind of Material, effective at date
of movement and f. 0. b. the supply storc or railway receiving point nearcst the Joint Property where
Material of the same kind is available.

(3) The Joint Acrount shall not be credited with cash discounts applicable to prices provided for in this Para-.
graph 2 of Scction IV,

B. Used Material {Cnndition “B™ and “C")

(1) Material in sound and serviceable condition and suitable for reuse without reconditioning. shall be classified
as Condition “B™ and priced at seventy-five per cent (75'7) of the current price of new Material.

(2) Material which cannot be classified as Conditivn “B” but which,

(a) After rcconditioning will be further serviceable for original function as good secondhand Material
(Condition “B"), or . :

(b) Is servireable for original function bu! substantially not suitable for reconditioring. shall be classifi-
ed as Condition “C™ and priced at {tfty per ceat {3077) of current new price.

(3) Obsolete Ma'erial or Material which cannot be clussified as Condition "B™ or Condition “C" shall be priced
at a value commensurate with its use. Material no longer suitatle for its original purpose but usable for
some other purpose, shall be priced on a basis tomparable with that of items normally used for such other
purpose,

Material involving erection vosts shall be charged at upplicable percertage ¢f the current knocked-down
price of new Material.
3. Premium Prices

Whenever Material is not readily obtainable at prices specified in Paragraphs 1 and 2 of this Seclion 1V because of

naticnal emergencies, strikes or other unusual causes over which the Operator has no control, the Operator may

charge the Joint Account for the required Muterial at the Operator's actual cost incurred in procuring such Material,
in making it suitable for usc, and in moving ®_to the Joint Property, provided. that notice in writing is
furnished to Non-Operators of the proposed charge:;rior to billing Non-Operators for such Material. Each Non-

(4

Operator shall have the right, by so ¢lecting and ing Opcrator within 10 days sfter receiving notice from
Operator, to furnish in kind all or part of his share uch Material suitable for use and acceptable to Operator,

4. Warranty of Material Furnished by Operator
Operatcr does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the
Joint Account until adjustment has been received ty Orcrator fiam the manufacturers or thelr agents.

5. Equipment and Facilitles Furnished by Operator

A. Opecator shall charge the Joint Account for use of equipment and {acilities at rates commensurate with cost uf owner-
ship and operation. Such rates shall indlude cost of waintenaner . eepain, other operating expense, insurance, taxes,
depreciation, and inteeest un investient not to excecd siv pee vent (6} per anmum. provided such rates shall not exceed
those currently prevailing in the immediste seeg within whicli the foint Property is located. [n lieu of rates based on
coets of ownership and operation of equipnient, other than sutomutise. Operator may elect to use commercial rates

revailing in the weea af the Juint Property Tess 2076 for sutometise equipnient. rates as published by the Petroleum
Motor Tranepart Asaciation may be uwd. Hates for Liboratory seevices shall nut exeeed those currently prevailing if
peeformrd by outside service beborataries Hates for tewe ke deacters and well woevice units may inclide wagrsand expenses
of operator.

B. Whenever requestad, Opcrator shall inform Non-Ogprrators in advance of the rates it proposes to charge.
C. Rates shall te revised and adjusted from time to time when fourd lo be either excessive or insulficient.

V. DISFOSAL OF MATERIAL
The Operator may purchase, but shall be undcr no obligation tn purchase, interest of Non-Operators in surplus Condi-
tion “A” ©r "B Material. The disposition of surplus Controllable Material. not purchased by Operalor, shall be subject
to agreement between Operator and Nun-Operators, provided Operator shall dispose ¢f rnermal accumulations of junk
and scrap Material either by transfer or sale from the Jaoint Property
1. Material Purchased by the Operator or Non-Operators
Material purchased by either the Operator or Non-Operators shall be credited by the Operator to the Joint Account
for the month in which the Material is removed by the purchaser.
2. Division In Kind
Divisicn of Materlal in kind, if made tetween Operator and Non-Operators. shall be in preportion to the respective

interests in such Material. The Parties will thereupon be charged individually with the value of the Material re-
ceived or receivable. Proper credits shall be made by the Operator in the monthly statement of operations.

Sales to Qutsiders

Sales to outsiders of Material from the Joint Property shall be credited by Operator to the Joint Account at the net

amount collected by Operator from vendee. Any claim by vendee reiated to such sale shall be charged back to the
Joint Account if and when paid by Operator.

w

V1. BASIS OF PRICING MATERIAL TRANSFERRED FROM JOINT ACCOUNT
Material purchased by either Operator or Non-Operators or divided in kind, unless otherwise agreed to between
Operatar and Non-Operators shall be priced on the [olfowing basis:
1. New Price Defined
New price as used in this Section VI shall be 1he price specified for New Material in Section IV.
2. New Material
New M.terial (Condition “A™), being new Material procured for the Joint Property but never used, &t one hundred
per cent (100%) of current new price (plus sales tax if any).
3. Good Used Material
Good used Material (Condition “B"), being used Material in sound and serviceable condition, suitable for reuse
without reconditioning: .
A. At seventy-five per cent (15%.) of current new price if Matcrial was charged to Joint Account ss new, or
B. Atsixty-five per cent (65%) of current new price if Material was originally charged to the Joint Account as
secondhand at seventy-five percent (757 ) of new price.
. Other Usad Materlal

Used Material (Conditlon “C"), at fifty per cent (5075 ) of currcnt new price, being used Material which:

A. 1s not In sound and serviccable condition but suitable for reuse after reconditioning, or

B. Is serviceable for original tunction but not suitablc for reconditionitg. )

Bad-Order Materlal

Materlal (Condition “D"), no longer suitable for its orivinal purpose without excessive repair cost but usable for

some other purpose at a price comparable with that of items nocmally used for such other purpose,

. Junk Materlal
Junk Material (Condition “E"), being obsoleti- and scrap Material, at prevailing prices.

. Temperarily Used Materlal
When the use of Material is temporary and its service to the Joint Property does not justify the reduction In price as
provided for in Paragraph 3 B of this Section V1. such Material shall be priced on a basis that will leave a net charge
to the Joint Account consistent with the value of the service rendered.
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Vil. INVENTO

perator shall maintain detailed records of Material generally .unsidered controllable by the Industry.
Periodic Inventories, Notice and Representation
At reasonable intervals, inventories shall be taken by Operator of the Joint Account Material, which shall include
all such Material as is ordinarily considered controllable. Written notice of intention to take inventory shall be
given by Operator at least thirty (30) days befare any inventory is to begin so that Non-Operators may be repre-
sented when any inventory is taken. Failure of Non-Operators to be represented at an inventory shall bind Non-
Operators tu accept the inventary taken by Operator, who shall in that event furnish Non-Operators with a copy
thereof.
Reconciliation and Adjustment of Inventories
Reconciliation of inventory with charges to the Joint Account shall be made, and a list of overages and shortages
shall be jointly determined by Operator and Non-Operators. Invenlory adjustments shall be made by Operator
with the Joint Account for overages and shortages, but Operator shall be held accountable to Non-Operator only
for shortages due to lack of reasonable diligence.
Special Inventories
Special inventories may be taken whenever Lhere is any sale or change of interest in the Jcoint Property. It shall be
the duty of the party sellini lo notify all other Parties as quickly as possible after the transfer cf interest takes
place. In such cases, both the seller and the purchaser shall te governed by such inventory.



EXHIBIT "F"
UNIT OPERATING AGREEMENT
MYERS LANGLIE-MATTIX UNIT
LEA COUNTY, NEW MEXICO

ASSESSHENTS
Tract Lease Name and Well No.
No. Well location Working Interest Owner(s)
SCHEDULE 1
76 Sec. 9-T24S-R3T7E Iwperial Royalty No. 1
SE/4 NW/4 Ralph Clarke
70 Sec. B-T24S-R37E Cooper No. 1
NE/4 SW/4 Continental O{l Cowmpany
& Sec, 12-T24S-R36E Vaughn A-12 Fed. No. 1
SW/4 NW/4 Atlantic Richfield Company
Chevron 0{1 Company
Continental 011 Co=pany
Azoco Production Company
33 Sec. 36-T23S-R36E J. R. Holt B-State No. 2
SE/4 SE/4 Gulf 0i{l Corporation
12 Sec. 10-T24S-R37E Mattix B Fed. No, 2
Nw/& SE/G L. Hunt
N. B. Hunt
W. H. Hunt
12 SE/4 SW/4 Mattix B Fed. No. 3
L. Hunt
N. B. Hunt
W. H. Hunt
13 Sec. 10-T24S-R37E Matti{x B-10 No. 1
SE/4 NW/4 L. Hunt
N. B. Hunt
W. H. Hunt
44 Sec. 25-T235-RI6E Carter No. 1
NE/4 KE/&4 Mrs. V. M. Donnelly
Reserve 011 & Gas Company
80 Sec. 9-T24S-R37E lee Carter No. 1
SE/4 NE/4 Atlanti{c Richfield Company
74 Sec. 9-T24S-RI7E Fowler Hair No. 2
SW/4 NW/4 Atlantic Richfield Company
66 Sec. 12-T24S-RIGE Toby Ro. 1
SE/4 SR/4 Atlantic Richfield Cocpany
32 Sec. 36-T23S-R36E Mexico D No. 1
NW/4 SE/4 Skelly Otl Company
32 SW/4 SE/G Mexico D No. 2
Skelly Oil Company
68 Sec. 7-T24S-R37E Toby No. 1
SW/4 SW/4

Skelly 011 Company

W.1. Owvner(s)
Assessment

$ 6,098.00

$ 6,%906.00

$ 1,456.50
1,456.50
1,456.50
1,456.50

$ 5,626.00

$ 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.C0

$ 1,476.00
2,952.00
1,476.00

— e

$ 5,904.00

$ 3,659.00
3,659.00

— s

$ 7,318.00

§ 6,408.00

$ 6,423.00

$ 6,448.00

$ 5,843.00

$ 5,843.00

$ 6,307.00



Ex..bit “pP"
Myers Langlie-Mattix Unit
Page Two
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W.1, Owner(s)
Axgessment

Tract Lease Name and Well No.
Ko. Well location Working Interest Owner(s)
14 Sec. 31-T23S-RITE Blinebry "A" (NCT-1) No. 1
NW/4 SE/& Texaco Inc. s
15 Sec. 31-T23S-RI7E Bl{mebry "B" (NCT-1) No. 3
NKE/4 SW/4 Texaco Inc. s
TOTAL $
SCHEDULE TT
27 Sec. 9-T24S-R37E C. Meyers B Ped. No. 13 -
KW/4 SW/4 Amoco Production Company [
28 Sec. 7-T245-R37E C. Meyers B Fed. No., 10
SW/4 NE/& Amoco Production Company $
28 Sec. 6-T24S-R37E C. Mevers B Fed. No. 11
N{/4 NE/4 Azoco Production Cozpany $
47 Sec. 31-T23S-R3ITE Cowden "C" 1-A
NE/&4 NE/4 Gackle 01l Cocpany $
63 Sec. 3-T24S-R3I7E S. J. Carr No. 1
NA/& SW/& Gulf 0{1 Corporation $
35 Sec. 32-T238-R3IJE State JL No. 1
Nw/4 SW/G El Paso Katural Cas Cozcany $
23 Sec. 34-T235-RI7E Blinebry B Fed. No. 3
NE/4 Nw/& Texas Pacific Oil Company $
SCHEDULE III
30 Sec. 36-T23S-R36E State IMT No. 2 i
SE/4 NW/&4 Amerada Hess Corporation $
27 Sec. 4-T245-R37E Mvers B Fed. No., 2
SW/4 SW/i4 Azoco Producticn Company $
64 Sec. 12-T248-RIGE Cooper No. 2
SE/4 NW/4 Atlantic Richfi{eld Cocpany $
7 Sec. 28-T23S-R3JE Stuart 29 FPed. No. 2
KE/4 SW/4 Continental 011 Company $
34 Sec, 32-T23S-R37E leonard B State No, 2
NW/4 NW/& 5 Great Western Drilling Cocpany $
58 Sec. 6-TZA§-R37E ‘2 Carter Eaves "A" No, 1
NE/4 NW/4 PR Gulf 0il Corporation $
- 5 Cities Service 0il Company
I3 Blanche McCallister
SES Blanche McCallister, et al
, o $
3 Sec. 29-T235-R3I7E LaMunyon Ped. No. &
NW/4 Ml/4 Gulf Oil Corporation $
71 Sec. 8-T24S-RI7E Yowler Hair No. 1
SW/4 SW/4 Gulf 0i{1 Corporation $

¢ 389

Y bl

5,825.00

5,824.00

98,561.00

1,642.00

1,240.00

1,866.00

4,794.00

$,642.00

2,939.00

958.00

15,313.00

63,834.00

15,563.00

17,736.00

29,075.00

14,494.00
9,662.00
2,415.00

2,416.00

28,987.00

10,791.00

17,768.00
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