UNIT OPERATING AGREEMENT
FOR THE

BLUE QUAIL UNIT AREA
LEA COUNTY, WEW MEXICO

THIS AGREEMENT, made and entered into as of the 15th day
of March, 1957, by and among SKELLY OIL COMPANY, r Delaware
corporation with offlces in Tulusm, Oklahoma, herelnafter re-
ferred to as elther "Skelly" or "Unit Opera%or", and TIDEWATER
011, COMPANY, a Delaware corporation with offices in _

, SINCLAIR OIL AND GAS COMPANY,

a Maine corporation with offices in ’
THE ATLANTIC REFINING OOMPANY, a ~_ corporation
with offlces in y, CGULF OIL CORPORA-

TION, a Pennsylvania corporation with offices in

s SUNRAY MID~CONTINENT OIL COMPANY, a

corporation with offices in

y and SEABOARD OIT. COMPANY, a

Delaware corporation with offices in ,

hereinafter referred to as "Tidewater", "Sinoclair", "Atlantic",
"oulf", "Sunray Mid-Continent", and "Seaboard", respectively,
and hereinafter referred to collectlvely as "Working Interest
Owners'

WHEREAS, concurrently herewlth the parties hereto have
made and entered 1nt6 a Unit Agreement for the development and
operation of the Blue Quall Unit Area, which said agreement 1is
hereinafter referred to as "Unit Agreement", embracing the fol-
lowing described land in Leas County, New Mexico:

NEW MEXICO PRINCIPAL MERIDIAN, NEW MEXICO

Township 10 South, Range 33 East!
Section 2l SE
Section 25 NE /L

Township 10 South, Renge 3l Esat:
Section 19: All
Section 30: N/2

situated in Lea County, New Mexico, con-
taining 1,278.0l acres, more or less;



Exhibit "A" attached hereto is a map showing the unit
area and the boundaries and identity of the tracts and lsases
in said area to the extent known to the Unit Operator; éhd,

WHEREAS, Skelly has been designated the Unit Operator
under the terms of sald Unit Agreement and is s Working In-
terest Owner under said Unit Agreement and enters into thls
agreement in both capacitles; and,

-WHEREAS, the other partlies hereto have committed certain
0ll and gas leasehold interests to said Unit Agreement which
ars subject to the terms and conditions thereof; and,

WHEREAS, Articles 6 and 9 of sald Unit Agreement provide
for the apportionmentof all costs and expenses incurred in
conducting the unit operations under the terms of sald Unilt
Agreement and for the allocation of production of unitized
aﬁbstances émong the Working Interest Owners, in accordance
wich a Unit Operating Agreement to be made and entered Into
by and between the Unit Operator and the Working Interest
Owners having interests commltted to sald Unit Agreement.

NOvi, THEREFORE, 1t 1s mutually agreed between the parties
hereto as follows:

1. TiTLES: Each of the parties hereto represents that
it is the owner, respectively, of the oll and gas leasehold
interests shown by the schedule attached hereto, made a part
hereof and for purposes of identification marked Exhibit "B",

In case of loss or failure of title or of a dlspute in-
volving the interest of any of the partles ﬁereto, the same
shell be handled as provided iIn Article 20 of the Unlt Agree-
merit; provided, however, that each of the parties hereto shall
be responsible for its provnortionate part, on the basls herein-
after provlded, of the cost of drilling and completing the
Initlal test well required by the Unit Agreement, regardless

of the status of title of the leasehold interests of any of



the parties hereto. It is agreed that any loss or failure of
title to any interest or lease shall be borne by the party or
parties committing such interest or lease to the Unit Agree-~
menf; and the partlicipating interest in the unit area of the
part:ies hereto shall be revised accordingly; provided, however,
that there shall be no retroactive adjustment among the partles
hereto of costs incurred and benefits c¢eceived prior to the
final determination of the loss of title. Unit Operator is
hereby relieved of any and all liability for any failure or

loss of title.

2o UNIT OPERATOR APPOINTED - DUTIES: Skelly is hereby

appointed Unit Operator hereunder to serve until its successor
1s appointed 1n the manner provided in the Unit Agreement.

Sub ject to the terms of the Unit Agreement and this agreement,
Unit Operator shall have full management and control of the
uni® area and all leasehold interests committed to the Unit
Agreement. Unilt Operator will use reasonable diligence in all
operations and work to be performed shall be conducted in a

prudent manner,

3. INITIAL TEST WELL: By thelr joinder hereln, the par-

ties hereto and each of them agree that, within gixty (60) days
after the effective date hereof, Unit Operator shall commence
operations for the drilling of a test well for oll and gas at

a location described as being 660 feet from the South line and
660 feet from the East line of the Southwest Quarter (SW/4) of
Section 19, Township 10 South; Range 3& East, Lea County, New
Mexico, and shall drill said well with due diligence to an'ap-
proximate depth of 1,000 feet or to a depth sufficient, in

the opinion of Unit Operator, to test the Devonian Formation,
whichever is the lesser depth, or to such lesser depth as uni-

tized substances shall be discovered in paying quantities or



until, in the opinion of Unit Operator, it shall be determined
that the further drilling of said well shall be unwarranted or

impracticable.

Iy, COST OF INITIAL TEST WELL: It is understood and

agreed by and among the parties hereto that the risk, cost

and expense of drilling, completing and equipping said initial
test well for production (including by way of i1llustration but
not limitation, all necessary lines, separators and lease tank-
age) shall be borne by Skelly, Tidewater, Sinclair, Gulf,
Sunray Mid-Continent and Seaboard, and same shall be paid by

such Working Interest Owners in the followl ng proportions:

Skelly 19.923320%
‘Tidewater 12.519170%
Sinclalr 12.519170%
Gulf 12.519170%
Sunray Mid-Continent 6.259585%
Seaboard 6.259585%

All risk, cost and expense of operating sald well shall be
borne and paid by each of the parties hereto in the propor-

tion set out opposite its name in Paragraph 6 below.

5. ACREAGE CONTRIBUTION BY ATLANTIC: It is understood

and agreed that Atlantic 1is contributing to Gulf, Sunray Mid-
Continent and Seaboard an undivided one-half (1/2) interest in
1ts lease committed to the Unit Agreement in consideration of
Gulf, Sunray Mid-Continent and Seaboard bearing all of Atlantic's
proportionate share of the risk, cost and expense Incurred in
drilling, completing and equipping said initial test well for
prcduction, 8ll as 1is provided in Paragreph 4 above. By 1ts
Jolnder herein, Atlantic hereby agrees that as soon as practic-

‘able after the drilling and completion of the initial test well
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provided for herein, it wlll transfer, assign and convey unto
Gulf, Sunray Mid-Continent and Seaboard an undivided one-half
(1/2) interest in its lease committed to said Unit Agreement,
and described in Exnibit "B" attached hereto; said interest

agssigned shall be owned and held in the following proportions:

Gulf 50%
Sunray Mid-Continent 25%
Seaboard 25%

Said assignment shall be effective as among the partles thereto
without regard to whether or not same shall be approveu by the
Commissioner of Public Landg of the State of New Mexlco, and
the working Interest In the unit area shall be owned as pro-
vided in Paragraph 6 below, without regard to the record owner-
ship of the leases committed to the Unit Agreement. Atlantle
further agrees to execute any other and further Instruments
necessary and requlisite to vest effectlvely such interest in

Gul’, Sunray Mid-Continent and Seaboard.

6. PARTICIPATING INTEREST OF THE PARTIES. For the pur-

posns of thls agreement and as between the partles hereto, the
royalty interest is and shall be treated as one«elghth (1/8)

and the working interest shall be treated as seven-eighths (7/8).
Excopt as otherwlse specifically provided herein, all of the
production from the unlt area attributable to the working inter-
est hereunder, and all equlpment and material acquired pursuant
hernsto, shall be owned and shared by the partlies hereto in the

following proportions:

Skelly 9.92332
Tidewater 12.51917
Sinclair 12.51917
Atlantic 6.25958
Gulf 9.38938
Sunray Mid-Continent ly. 69469
Seaboard ly. 691,69
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and, except for the cost attributable to the drilling, comple-
tior. end equipping of said inltial test well for production,
specifically provided for in Paragraph h, all costs, expenses
and liabilitles accrulng or resulting from the development and
operation of the unit area shall be borne by the parties hereto

in the same proportion.

7o OVERRIDING ROYALTIES, PRODUCTION PAYMENTS, ETC: If

any lease committed to the Unit Agreement is burdened with an
overriding royalty, payment out of production or other charge
in addition to the usual one-eighth (1/8) royalty, the owner
of each sucn lease shall bear and assume the same out of the

production allocated to it herein,

8. ADDITIONAL DRILLING: The parties hereto shall mutu-

ally egree upon the drilling of additional wells, their location,
depth, deepening, plugging back, reconditioning and abandonment,
and upon any of these operations appllcable to any wells which
may have been previously drilled hereunder. Unit Operator shall
secure the written approval of Working Interest Owners before
incurring any item of expense in excess of Five Thousand Dollars
($5,000.00) in connection with the operation of the unit ares,
except in connection with the drilling of any authorized well.
Unit Operatqr shall upon request furnish Working Interest Owners
with a copy of Unit Operator's authority for expenditures for
any project costing in excess of Two Thousand Five Hundred Dol-
lars ($2,500.00). The consent and approval of the drilling of
any wvell shall include all expenditures regardless of amount

for the drilling, testing, completing and equipping of same,

including all necessary lines, separators and lease tankage.

9, NONCONSENT OPERATIONS: 1If at any time the parties can-

‘not mutually agree upon the drilling of a particular well or the

deep=ning, plugging back or reworking of any non-commercial well

o b -



previously drilled hereunder, the party or parties d«:iring to
conduct such operations shall give the other partles written
notice thereof, specifying the location, proposed depth, and
estimated cost. The parties receiving such notice shall have
fifteen (15) days after receipt thereof within which to notify
the party or partlies desiring to conduct such operations whether
or not such parties shall elect to participate in the cost
thereof. The fallure of any psarty to give such notice within
sald period of fifteen (15) days shall be construed that such
party does not elect to participate in the cost of the proposed
drilling operations. If such parties shall elect not to partici-
pate in the cost of the proposed drilling operations, then within
sixty (60) days after the expiration of said period of fifteen
(15) days the party or parties desiring to conduct such opera-
tions, in order to be entitled to the benefits under this para-
graph, shall authorize Unit Operator to commence the same for
the account of such party or parties and thereafter prosecute
the same with due diligence until éaid operations are completed.
Any well drilled under the provisions of this pasragraph shall
conform to the then existing well spacing.program° Any drill-
ing operations under the provisions of thls paragraph shall be
conducted at the sole cost, risk and expense of the party or
par:ies electing to conduct such operations. The parties deep-
ening, plugging back or reworking aﬁy noncommercial well under
the provisions of this paragraph shall pay to the other party
or parties a sum equal to the proportlonate share of-such non-
participating party or parties in the salvage value (determined
in accordance with Exhibi: "C" and after deducting cost of re-
covery) of the equipment and reclaimable casing o1 tubing on
and in any well in which such deepening, plugging back and re-
working operations are conducted, and the amount so pald shall

form part of the cost of deepening, plugging back or reworking



such well for which the participating parties shall be entitled
to reimbursement out of production on the basis hereinafter set
out., If such operations when completed upon a particular well
should result in commercial production, the particlpating partj
or barties shall own such well and be entltled to receive all
the proceeds from the sale of each nonparticipating perty's net
share of the working interest production from such well until
said participating party or parties shall have feceived from
the proceeds of the sale of each nonparticipating party's net
shara of the production an amount equal to Two Hundred Percent
(2004) of what each nonparticipating party's share of the cost
of such operations (including equipment acquirsd or installed
in sach operations) would have been h;d each such party partici-
pated, and One Hundred Percent (100%) of each such nonpartici-
pating party's share of the cost of the operation of sald well
during the time such reimbursement is being mecde. Upon reim-
burssment to partlicipating party or parties of the share of the
cost of each nonparticipsting party, each such nonpafticipating
party shall be entitled to receive 1ts proportionate share of
such production as 1f such operations upon said well had been
conducted by mutual agreement of all parties, and upon full re-
Imbursement of such cost, such well shall be then owned as other
wells and be.operated by Unit Operator for the Joint account of
all partles hereto, the same as any other well drilled upon the
unit ares .in accordance with the provisions hereof. In the
event the participating party or parties fall to obtain from
each nonparticipating party's share of éuch production a suf-
ficlent amount to repay such party's share of the cost of such
drilling operations, plus such party's share of the cost of op-
erating any such well, as get forth above, the participating
party or parties shall have and own all such materiasl, equlpment

and suppllies placed or installed by it or them in or on the unit
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aree. In connection with the operations conducted under the
provisions of this paragrasph; provided that 1f such material,
equipﬁent and supplies have a salvage value in excess of such
remaining reimbursement figure hereinabove provided, such ex-
cess shall be owned by the parties hereto in proportion to
their then participating interest in the unit area. If the
drilling of any such well should result in & dry hole or non-
commercial production, Unit Operator shall plug and abandon
the same at pertlcipating party or parties! sole cost and ex-
pense. The participating party or parties shall hold the non-
participating party or parties free and clear of all cost, ex-
pense and 1liability in connection with the drilling of any such
well,

10. ACCOUNTING PROCEDURE AND COST OF OPERATION: All ex-

penses and charges of every kind and character arising from or
growing out of operations hereunder shall bé pgid by the Unit
Operator and charged to the parties hereto in proportion to
their respective interests hereunder. Except as hereln other-
wise provided, all costs, income, charges and credits for ma-
terials and other items in connection with éll operations under
said Unit Agreement and accounting with resbect thereto shall

be in accordance with the "Accounting Procedure" attached hereto
an¢. made a part hereof and marked Exhibit "C". The term "Non-
Operators" és used in said Exhibit "C" shall be deemed to refer

to the Working Interest Owners herein.

11. LIEN OF UNIT OPERATOR: TUnit Operator shall have a

lien on the interest or interests of eaci of the other parties
hereto which are subjected to this agreement, the proceeds from
the sale of o0il and gas produced therefrom, and such party's
interest in the material and equipment thereon and therein, to

. secure Unit Operator in the payment of any sum due to Unit Op-

erator hereunder from each such party. The lien herein provided



for shall not extend to any royelty interests in or under the
premises subject hereto or the production therefrom. And it

is egreed that in event any amount due and owing to Unit Opera-
tor by any other party hereto is not paid as herein elsewhers
provided within fifteen (15) days from the due date thereof,
Unit Operator may serve a written order on the purchaser or
purchasers of such other party's share of such oll and gas,

and the service of such written order shall authorize and re-
quire such purchaser or purchasers to pay to Unlit Operator the
proceeds thereafter becoming due and owning for such share un-
t11 Unit Operator shall have been fully reimbursed to date for
and on account of such other party's delinquent part of such
amounts so due and ' owing under this agreement, together with
intsrest thereon at the rate of six percent (6%) per annum, but
it 1s agreed that this remedy shall not be exclusive; provided,
howsver, that all parties hereto shall have the right to sell
and dlspose of their respective interests in the oll and gas
produced from the premises subject hereto free and clear of sucn
lien and the purchaser or purchasers thereof need not take no-
tice of said 1lien until default in payment and service of such
written order as above provided, 1ln whilich events each party
hereto agrees that at any time when it may be in arrears in
payments hereunder, but only in such event, it will execute
upcn request, such additional instrument as may be necessary

or desired to further evidence such lien and to provide for

the prompt discharge thereof.

12. LEASE RENTALS: Each Working Interest Owner shall pay

any and all rentals which become due and payable under any oil
and gas lease of such Working Interest Owner committed to said
Unit Agreement and shall, at least ten (10) days prior to the
- tine any such rental becomes due and payable, furnish to Unit

Operator satisfactory evidence that sald rental has been paild.
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The burden of paying such rental shall fall entirely upon the

Working Interest Owner committing the oll and gas lease to the
Unit Agreement and Unit Operator as such is hereby relieved of
any and all liability for any loss of title resulting from the
fallure to pay any rental due under the terms of any such oil

and gas lease,

All rentals which may become due and payable under the
lease committed to the unit arsa by Atlantic shall be paid by
Atlantic; and Gulf, Sunray Mid-Continent and Seaboard shall
reimburse Atlantic for thelr proportionate part cf one-~half

(1/2) of all rentals so paid.

13. DRILLING CONTRACTS: All wells drilled on the premi-

ses s3hall be drilled on a competitive contract basis st the
usual rates prevailing in the area. Unit Operator, if it so
desires, may employ its own tools and equipment in the drilling
of walls, but in such event the charge therefor shall not ex-
ceed the prevalling rate in the fleld, and such work shall be
performed by Unit Operator under the same terms and conditions
as snall be customary and usual in the field in the contracts

of independent contractors who are doing work of a simllar nature.

1. ABANDONMENT OF WELLS: Except as provided in numerical

Paragreph 9 hereof, no well which 1s producing or has produced
shall be abaﬁdoned without the mutual consent of the partles
hereto; provided, however, 1f the parties are unable to agree

as to the abandonment of any well, then the party or parties

not desiring to abandon the well shall tender to the party or
parties desiring to abandon same such abandoning psrty's pro-
portionate share of the salvage value of the material and equip-
ment in and on sald well, such value to be determined in accocrd-
ance with the attached Exhibit "C" -~ Accounting Prpcedure. Upon

‘receipt of said sum, the party or parties desiring to abapdon
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such well shall, without express or implied warranty of title,
assign to the party or parties tendering said sum the abandon-
ing party's or parties' rights in all working interest produc-
tion which may be produced from séid well from the formation
or formations for which abandonment is contemplated, together
with all materlal and egqulpment used in or on sald well. If
there is more than one non-abandoning party such assignment
shall run 1In favor of the non-abandoning parties in proportion
to thelr then participating interest in the unit area. Upon
the delivery of sald assignment, the assigning party or parties
shall be relieved from all obligations thereafter (but not

theretofore) accruing hereunder with respect to such well.

15. TRANSFER OF INTERESTS: In the event any party de-

sires to sell or otherwise dispose of all or any part of its
leasehold interest committed to sald Unit Agreement, the other
parties hereto shall have a preferentisl right to purchase or
acquire the same. In such event, the selling or disposing party
shall promptly communicate to the other parties hereto the offer
received by‘it from a prospective transferee ready, willing and
able to purchase or acquire the same, together with the name and
address of such prospective transferee, and sald parties shall
thereupon have an option for a period of ten (lO)Idays after tho
recelpt of said notice to purchase or acquire such undivided in-
terest under the same terms offered by such prospective trans-
feree; provided, further, that the limitations of this paragraph
" shall not apply where any party hereto desires to mortgage its
interest or to dispose of i1ts interest by merger, reorganization,
consolidation, sale or transfer of all iFs assets or a sale or
transfer of its iInterest hereunder to a subsidlary or parent com-
pany, or to any company in which such party hereto owns a major-
1ty of the stock, or sale or other disposition by an individual

to & member of his immediate family. Any interests so acquired
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by more than one party hereto shall be shared by the parties
purchasing the same upon the basis of thelr then particirating
interest in the unit area. The sale or other dlsposition of
such interest subjected hereto shall be made expressly subject
to this agreement and the Unlt Agreement, and in the event of
a sale or other dlsposition which is not maede expressly sub-
ject to this agreement and the Unit Agreement, the selling or
dlsrosing party shall continue to be primarily llable and
agrees to pay any costs or expcenses attributable to the inter-
est so sold or disposed of should the transferee of such inter-

est fail or refuse to make such payment when due.

16. LIABILITY OF PARTIES: The 1liability of the parties

hereunder shall be several and not Jjoint or collective. Each
party shall be responsible only for 1ts obligations as herein
set out and shall be liable only for 1ts proportionate share
of the cost of devéloping and operating the unit area. It is
expressly agreed that it is not the purpose or intention of
this agreement to create, nor shall the same be construed as
creating, any mining partnership, commercial partnership or
other partnership relations, nor shall the operations of the

parties hereunder be construed or considered as a Joint venture.

17, EMPLOYEES: The number of empldyees, the selection
thereof, and hours of labor and the compensation for services
to be paid them, shall be determined by Unit Operator. Such

employees shall be the employees of Unit Operator.

18, RIGHT OF PARTIES TO INSPECT PROPERTY AND RECORDS:

The following specific rights, privileges and obligations of
the parties hereto are hereby expressly provided, but not by
way of limitation or exclusion of any other rights, privileges

.and obligations of the respective parties:



(a) Any party hereto shall have access to
the entire unit area at all reasonable
times to inspect and observe operations
of every kind and character upon the
property.

(b) Any party hereto shall have access, at
all reasonable times, to any and all in-
formation pertaining to wells drilled,
production secured and marketed, and to
the books, records and vouchers relating
to the operation of the unit area.

(¢c) Unit Operator shall, upon request, fur-
nish the other parties heretc with dally
drilling reports, true and complete cop-
les of well logs, tank tables, daily
gauge and run tickets, and reports of
stock on hand at the first of each mcntn,
and shall also, upon request, make msvall-
able samples and cuttings from any and
all wells drilled on the unit arvea.

19, SURPLUS MATERIAL: Surplus material end equipment ¥+

the unit area, which in the judgment of Unit Operator 1is not
necessary for the developmnent and operation thereof, may be sold
by Unit Operator to the other parties hereto or to others for
the benefit of the joint account, or may be divided 1n kind be-
tween the parties hereto; provided that any party furnishing
such material or equipment in kind shall have the prior right
to take back such material or equipment in kind. Proper charges
ané credits shall be made by Unit Operator as provided in the

Accounting Procedure, marked Exhibit "C", attached hereto.

20. RIGHT TO TAKE PRODUCTION IN KIND: Each of the parties

hereto shall take in kind cr separately dispose of 1ts propor-
tionate share of the production from the unit ares, exclusive

of production which may be used in development and producing
operations on said unit area and in preparing and treating oil
for marketling purposes and production unavoidably lost, and
shall pay or deliver or cause to be pald or delivered all ap-
pllcable royalties thereon and each party shall execute any and
. all contracts of sale pertaining to its interest in such produc-

tion. Any extra expenditures incurred by the taking in kind or
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separate disposition by any party hereto of its proportionate
share of the production shall be borne by such party. In the
event any party hereto szhall fall or refuse to make the ar-
rangements necessary to take in kind or separately dlspose of
its proportionate share of the production from caid unit sarea,
Unit Operator shall havs the right for tue time being and sub-
ject to revocation at will by the other party owning same, to
elther purchase or to market such production at not less than
the prevailing market price in the area for production of 1like
grade, gravity and quality, but in no event less than the price
which Unit Operator receives for its own portion of such pro-
ductlon determined at thie mouth of the well or wells; PROVIDED
that all contracts of sale by Unlt Operator of any Working
Interest Owner's production shall be only for such reasonable
periods of time as are consistent with the minimum needs of

the industry under the circumstances, but in no event shall

any such contract be for a period in excess of one year. Noth-
ing herein contained shell ever be construed, however, as re-
quiring Unit Operator to purchase or supply a market for the
production of Working Interest Owners. Subject to provision of
numerical Paragraph 11, each perty hereto shall be entitled to
receive directly payment for 1ts proportionate share of the pro-
ceeds from the sale of production, saved and sold from said premi-
ses.

21, INSURANCE: Unit Operator shall carry such Workmen's
Conmpensation and Employers' Liabllity Insurance as may be re-
quired by the laws of the State of New Mexlco, provided that
Unit Operator may be a self-insurer as to either or both of
such risks, if permlissable, under the laws of sald state. No
other insurance shall be carried by Unit Operator for the bene-

fit of the partlies hereto except by mutual consent of the parties.



22. SURRENDER OR TERMINATION OF INTERESTS: No lease com-

mitted to the Unit Agreement, insofar as 1t covers lands within
the Unit Area, shall be surrendered in whole or 1in part unless

all of the parties hereto mutually consent thereto. Any Working_
Interest Owner shall héve the right at any time‘while not in de-
fault of any of the provisions hereof or indebted to the joint
account: to be relieved of all further obligations, except the ob-
ligation to pay such party's proportionate part of the cost of
any well then drilling under this Agreement by assigning, subject
to the approval of the Commissioner of Public Lands of the State
of New Mexico, to the other parties hereto, in proportion to the
interest then severally held by them in the Unit Area, all of the
commit-ed working interest in the Unit Area of the Working Inter-
est aner desiring to be relieved of such further obligations.
Such interest shall be assigned free and clear of zll liens and
encumbrances, except those existing on the effective date of this
agreement. In such event the Unit Operator shall pay to the Work-
ing Interest Owner desiring to be relieved of such further obliga-
tion, at falr secondhand value, less the cost of salvaging the same,
all suzh party's proportionate interest in all casing, material,
equipment, fixtures, and personal property belonging to the Jjoint
account,

23. REGULATIONS: This agreement and the respective rights

and obligations of the parties hereunder shall be subject to all
valid and applicable state and federal laws, rules, regulations
and orders,'and in the event this agreement or any provision
therecof 1is, or the operations contemplated thereby are, found
to be inconsistent with or contrary to any such law, rules, regu-
lation or order, the latter shall be decemed to control and this
agreement shall be regarded as modified accordingly, and as so
modified, to continuc in full force and =ffect,

Unit Operator chall prepare and furnish to any such duly

constituted authority, throuch 1ts propor agency or departmont



any and all reports, statements and’'information as may be re-~
quested when such reports are required to be furnished by Unit

Operator.

2. FORCE MAJEURE: Obligations other than the obligation

to rake payments of amounts due hereunder shall be suspendad
while the parties hereto are prevented from complying therewitn
by acts of God, riots, war, acts of federal or state agencies,
Inability to secure materials, strikes, lockouts, or other mat-
ters beyond their control, whether =similar or dissimilar; pro-
videsd, that thesettlement of strikes or lockouts shall be en-

tirely within the discretion of the party having the difficulty.

25. CONTRIBUTIONS FROM OTHERS: In the event the parties

hereto or any one of them receive 2 contribution toward the
drilling of any well'located on any lands within the unit ares,
sald contribution shall be owned by the parties hereto in the

prcportion of their participation in the cost of said well.

26. NOTICES: All notices that are requirsd or authorized
to be given hereunder except as otherwise specifically provided
herein shall be given by Unlited States mail or Western Union
telegram, postage or charges prepaid, and addressed to the
party or parties to whom such notice 1s given at their respec-
tive addresses set forth under the signatures hereto or to such
other addressas any such party may have furnished in writing to
ths party sending the notice. The originating notice to be
given under any provision hereof shall be deemed given when re-
ceived by the party to whom such notice is directed and the
time for such party to glve response thereto shall run from the
date the originating notice is recsived. The second or subse-

4

guent notice shall bve deowmed siven when deposited In the United
\ Tr 1

States Post Office nr with ""2octoern Unlon Telegraph Corpany, with

pcstare or charpger rreraid.



27. FURTHER INSTRUMENTS: Each party hereto agrees that

it will execute such contracts, surrenders, assignments, or
other instruments necessary or required to carry out and make
effectual all or any of the provisions of this sgreement.

In the event that any of the leases which are now a part
of the unit covered hereby, or which may hereafter become a
part of such unit, cover lands owned by the State of New Mexico
and 1t becomes necessary to apply the provisions of numerical
Paragrephs 1l}, 15 or 22 of this agreement and in the applica-
tion of the provisions of such paragraph, or paragraphs, any
law, rule, regulation or order of the State of New Mexico or
any governmental agency having jurisdiction hereof will be vio-
lated as to a mattor of substance as distinguished from = matter
of form, the parties hereto agree that such lands or leases
shall be exempt from the applicatlion of such Paragraphs 1&, 15
or 22, and separate agreements entered into at such time. Any
assignment of a lease covering lands owned by the State of New
Mexico which under the provisions of Paragraphs 1ll, 15 or 22
would otherwise run to two or more assignors, shall be made to
the Unit Operator alone, who shall hold the interest conveyed
thereby for the benefit of those entitled thereto under the

provisions of the applicable paragraph or paragraphs.

28. PARTNERSHIP EXCLUSION: Each party hereto hereby

elezts that it and the operations covered by this agreement

be axcluded from the application of 8ll of Subchepter K of
Chapter 1 of Subtitle A of the Internal Revenue Code of 195&,
and amendments thereto, insofar as said Subchapter may be ap-
plicable in respect of the operations covered by this agree-
ment. Operator 1s authorized and directed to make thls elec-
tlon effective by complying with the requirements of the income

- tax regulations issued under said Subchapter. Each party agrees



not to notify the Commissioner of Internal Revenue that it

deslres Subchapter K to apply to the operations hereunder.

29, TAXES: Unit Operator shall render, for ad valorem
tax purposes, the premises covered hereby, together with all
tanglible property, however classified, appurtenant thereto 1if,
and to the extent that Unlt Operator deems such property then
to be subject to ad valorem taxatlon and shall pay, for the
benefit of the parties hereto, such ad valorem taxes which
Unit Operator deems to be assessed valldly against such prop-
erty. When pald, such ad valorem taxes shall be charged to

the joint account as provided in the attached Exhibit "B".

30. TUNIT AGREEMENT: The parties hereto having entered

into that certain agreement, captioned "Unit Agreement For The
Development and Operation of the Blue Quall Unlt Area, Les
County, New Mexico" (herelnafter referred to as the "Unit
Agreement™), of even date herewith, all of the terms, provi-
sions and conditions of said agreement are incorporated herein
by reference and made a part hereof with the same effect as if

set out in full herein.

31. HEADINGS FOR CONVENIENCE: The headings used in thils

agreement are inserted for convenience only and shall be dis-

regarded in construing this agreement.

32. EFFECTIVE DATE AND TERM: This Unlt Operating Agreement

shall become effective as of the effective date of the Unit Agree-
ment for the development and operation of the Blue Quail Unit
Area and shall remain in full force and effect during the 1life

of such Unit Agreement, and the provislons hereof shall be con-
sidered as covenants running with the ownership of the respe;-
tives oll and gas leases committed by the parties hereto to said

‘Unit Agreement, and shall be binding upon the heirs, personal

- 19 -



representatives, successor and assigns of the partles hereto.

33« COUNTERPARTS: This agreement may be executed in aeny
number of counterparts with the same force énd effect as if
all parties had signed the same document or this agreement may:
be ratified with 1like force and effect by a separate instru-

‘ment in writing specifical ly referring hereto,

IN WITNESS WHEREOF, thls agreement 1s executed as of the

Approv ag to
Form:

day and year first hereinabove written.

SKELLY OIL COMPANY i’

M,wa

Vfce~Presidé‘F

ATTE:ST : -///éf)‘;/(’

éf24£aéizﬁziéggzi;:z:zgﬁé::r | By
GCreLary

UNIT OPERATOR

TIDEWATER OIL COMPANY

ATTEST
By _
Secretary President
SINCLAIR OIL, AND GAS COMPANY
ATTEST:
By ,
Secretary President
THE ATLANTIC REFINING COMPANY
ATTEST?
By- .
Secretary - Presldent
GULF OIL CORPORATION
ATTEST?
By
Secretary Presidemt




ATTEST:

ATTEST

Secretary

Secretary

SUNRAY MID-CONTINENT
OIL COMPANY

By

Presldent

SEABOARD OIL COMPANY

By

President

WORKING INTEREST OWNERS

- 21 -



STATE OF OKLAHOMA {
f S5
COBUTY OF TULSA |

Oon this =2 -% day ef .. . * 5 1957, before me appeared

P , to me personally rmeun, who, belng
by TG auly svorn, did say that he 1s the Vice-.: n':dent of SKELLY
OIT, SOMYANY, & corporation, and tuat the sea. affixed to sald in-
strument 1s the corporate seal of said corpora.ion, and that ssid
fnsurument was signed and sealad in behalfl of said SKELIY OIL
COIPANY by<authority of 1ts Board of Directors, and that ssid

T o tah e v acknowledged said instrument to be the
frec aet and dopo oi said corporation.

//‘

\'\,/ *// ) - 5 P
Notary Public

}Qﬂ commission expires:

Commission Expires Mar, 18, 1958
STATE OF I

i 88
COUNTY 0T i
On this day of , 1957, before mc appoared

» to me personally known, who, belng
by me duly sworn, did say that he is the Prosident of
TIDIWATER OIL COMPANY, a corporztion, and thet the scal alfflixed
to gald instrument is the corporate seal of said corporation,
and thet seld instrument was slgned and sealed In behalf of saild
corporation by authority of its Board of Ulrectors, and that
saic acknowle dged sald Instrument to be
the free act and deed of sald corporation.

Notory Public
My commission expires:

STATE OF i

COUNTY OF

On this day of , 1957, before mo appoeared

, to me personally known, who, being
by me duly sworn, did ssy that he 1s the ___ President of
SINCLAIR OII, AND GAS CONPANY, a corporation, ond that the seal
affixed to saild Instrument is the corporate seal of said corp-
oration, and that said instrument was signed and secled in bew
helf of said corporation by authority of its Board of Directors,
and thet sald acknpowledged sald
Instrument to be the free act and deed of sald corporation,

fiotary Public
My commlission expires:




STATE OF }

} ss
COUNTY OF i
On this day of , 1957, before me appeared

, to me personally known, who, being
by me duly sworn, did say that he 1s the Preslident of THE
ATLANTIC REFINING COMPANY, a corporation, and that the seal af-
fixed to said Instrument is the corporate seal of sald corporation,
and that sald instrument was signed and sealed in behalf of said
corporation by authority of its Board of Directors, and that said
acknowledged said instrument to be the
free act and deed of said corporation,

Notary Public
My commission expires:

BTATE OF i
‘ | ss
COUNTY OF J
On this day of » 1957, before me appeared

, to me personally known, who, being
by me duly sworn, did say that he 1s the _ President of GULF
OIL, CORPORATION, a corporation, and that the seal affixed to sald
instrument is the corporate: seal of ssid corporation, and that
said instrument was signed and sealed in behalf of sald corpora-
tion by authority of its Board of Directors, and that sald
acknowledged sald instrument to be the
free act and deed of said corporation.

Notary Public
My commission expires:

STATE OF ]
j ss
COUNTY OF i
On this day of , 1957, before me ap-
peared , to me personally known, who,
being by me duly sworn, did say that he is the President

of SUNRAY MID-CONTINENT OIL COMPANY, a corporation, and that the
seal affixed to said instrument is the corporate seal of said
corporation, and that said instrument was signed and sealed in
behalf of said corporation by authority of its Board of Directors
and that said acknowledged sald instru-
ment to be the free act and deed of saild corporatlon.

Notary Public
My commission expires:




STATE OF i

| ss
COUNTY OF |
On this day of , 1957, before me ap-
pearad » to me personally known, who, belng
by me duly sworn, did say that he 13 the President of SEA-

BOARD OIlL, COMPANY, a corporation, and that the seal affixed to
gald Instrument is the corporate seal of said corporation, and
that said instrument was signed and sealed in behalf of said
corporation by authority of its Board of Directors, and that

sald acknowledged said instrument to
be the free act and deed of sald corporastion.

Notary Publilc
My commission expires:
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Page #1 EXHIBIT "B"
BLUE QUAIL UNIT
SKELLY OJII. COMPANY - OPERATOR
SCHEDULE OF PERCENTAGE AND OWNERSHIP OF

OIL AND GAS INTERESTS IN

ATLT, LANDS

New HMexico *Landowner % Record Owner Over- Working Interest Owner and Percentz-—=z
Tescription No., of tate Lezse FPercentage ol Lease riding Interest Under Option Agreenmsnt
L2 Trzct No Leres ané Date ol Royelity Lyplication Royzalty Operating Agreement or Azsic oy
Tract Wo. 1 159.L48 E-1c4y State of Skelly 0il None Skelly 0il Company 87.50%
ToC no. 1 (6-10-48) New Mexico Company
32.73 ac) 123%
Lct No. 2
(39.75 ac)
% E2 NW
Sec. 30
T10S-R34E
Tract Mo, 2 478.56 E-8898 State of Skelly 0il None Skelly 0il Company 87.50%
TET To. 1 (3-15-55) New Mexico  Company
(32.58 ac) 123%
—otv No. 2
(22,62 zc)
ot No. 3
(30,65 ac)
Tot e, b
{33.70 ac)
zZz V2 Sec. 10
=4 See. 30
T10S-R3LE
Tract No.3 160.00 E~-7158 State of Tidewater None Tidewater 0il Company 57 . 207
T Sec. 19 (6-10-53) New Mexico 0il Co.
T10S-R34E 121%
Tract. No. &
Z4 Sec. 19 160.00 E-3341 State of Sinclair 0il None Sinclair 0il % Gas Company &87.50%
T105-R34E (3-10-50) New Mexico and Gas Co.
12 1%
E-7395 State of gulf 0il None @ulf 011 Corporation 87.50%
(9-15-53) New Mexico  Corporation

12i%



Tage #2 EYHIBIT "B"
BLUE QUATIL UNIT
SKELLY OIL COMFANY - Cperator
SCHEDULE OF PERCENTAGE & OWNERSEIP OIL & GAS
INTERESTS IN ALL LANDS
New Mexico #Landowner % Record Owner Over- Working Interest Owner & Percentage ol
Tescription No. of State Lease Percentage of Lesase riding Interest Under Option Agreement,
o Tract No. Acres & Date of FRovalty Applicaftion  Royzlty Uperating Agreements or Assignment
Tract No. 6 80.00 E-1857 State of Sunray-iid- Xone Sunray-Mid-Continsnt 87.50%
£7 SEL Sec. 2l (5-10-148) New Mexico Continent 0il 01l Company & Seaboard
710S-R33E 123% Company & Sea- 0il Company, jointly
: board 0il Company, : :
Jointly
Tract Noe 7 160,00 E-6290 State of The Atlantic None The Atlantic Refining
ol Sece 25 {6-10-52) New Mexico Refining Company 43.75%
710S-R33E 1234 Company .
- Sunray~-Mid-Continent

011 Company & Seaboard

0il Company, jointly 21.875%

Gulf 01l Corporation 21.875%  87.50%

* All New Mexico State Lands



EXHIRIT ‘oo PASO-T-1555.2

Attached to and made a part of Blue Quail Unit Operating
.................. Agreement., Lea County, New Mexico .. .. . .

(UNIT AND JOINT LEASE OPERATIONS)

I. GENERAL PROVISIONS
Definitions
“Joint property ' as herein used shall be construed to mecan the subject arca covered by the agreement to which this "Accounting Procedure” is at-
tached.
“Operator™ as herein used shall be construed to mean the party designated to conduct the development and operation of the subject area for the
joint account o’ the parties hereto.

“Non-Operator’ as herein used shall be construed to mean any onc or more of the non-operating parties.
Statements znd Billings

Operator shall bill Non-Operator on or before the last day of each mrnth for its proportionate sharc of costs and expenditures during the preced-
ing month.  Such bills will be accompanied by statements, reflecting the wotal costs and charges as sct forth under Subparagraph ... 8. below:
A. Suatement in detal of all charges and credits to the joint account.
B. Statcment of all charges and credits to the joint account, summarized by appropriate classifications indicative of the nature thereof.
C. Statements 15 {ollows:

(1) Detailed statement of material ordinarily considered controllable by operators of o.l and gas properties;

(2) Statement of ordinary charges and credits to the joint account summarized by appropriate classifications indicative of the nature thercof;

and

(3) Detailed statement of any other charges and credits.
Payments by Non-Operator

Each party shall pay its proportion of all such bills within fifteen (15) days after receipt thercof. 1f payment is not made within such time, the
unpaid balance shall bear interest at the rate of six per cent (657) per annum until paid.

Adjustments

Payment of any such bills shall not prejudice the right of Non-Operator to protest or question the correctness thereof.  Subject to the exception
noted in Paragriph § of this section I, all statements rendered to Non-Operator by Operator during any calendar year shall conclusively be presumed
to be true and correct after twenty-four (24) monthe following the end of any such calendar year, unless within the said twenty-four (24) month
period Non-Operator takes written exception thereto and makes claim on Operator for adjustment.  Failure on the part of Non-Operator to make
claim on Operator for adjustment within such period shall establish the correctness thereof and preclude the filing of exceptions thereto or making
of cliims for adjustment thereon. The provisions of this paragraph shall not prevent adjustments resulting from physical inventory of property as
provided for in Section VI, Inventories, hereof.

Audits

A Non-Operatar, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Operator’s accounts and records
relating to the accounting hereunder for any calendar vear within the twenty-four (24) month period following the end of such calendar year, pro-
vided, however, that Non-Operator must take -written exception to and make claim uvpon the Opcrator for all discrepancies disclosed by said
audit within said twenty-four (24) month period. Where there ate two or more Non-Operators, the Non-Operators shall make every reasonable

effort 1o conduct joint or simultaneous audits in 3 manner which will result in a2 minimum of inconvenience to the Operator.

II. DEVELOPMENT AND OPERATING CHARGES
Subject to limitations bercinafter prescvibed, Operator shall charge the joint account with the following items:
Rentals and Royalties

Delay or other rentals, when such rentals are paid by Operator for the joint account; royalies, when not paid directly to royalty owners by the
purchaser of th: oil, gas, casinghead gas, or other products.

Labor

A. Salaries anc wages of Operator’s employces directly engaged on the joint property in the development, maintenance, and operation thereof,
including salaries or wages paid to geologists and other employees who are temporarily assigned to and directly employed on a drilling well,

B. Operator’s cost of holiday, vacatien, sickaess and disability benefits, and other customary allowances applicable to the salaries and wages charge-
able under Subparagraph 2 A and Paragraph 11 of this Section 1. Costs under this Subparagraph 2 B may be charged on a “when and as
paid basis” or by “‘percentage assessment” on the amount of salaries and wages chargeable wnder Subparagraph 2 A and Paragraph 11 of this
Section 1I. If percentage assessment is used, the race shall be based on the Operator's cost experience.

C. Costs of expenditures or contributions made pursuant to assessments imposed by governmental authority which are applicable to Operator’s labor
cost of salaries and wages as provided under Subparasraphs 2 A, 2 B, and Paragraph 11 of this Section 11,

Employee Benefits

Operator’s curreat cost of cstablished plans for employees” group life insurance, hospitalization, pension, reticement, stock purchase, thrift, bonus,
and other benefit plans of a like naturc. apphcable to Operator’s Tabor cost, provided that the total of such charges shall not exceed ten per cent
(10%) of Operator’s labor costs as provided in Subparaeriphs A and B of Parasraph 2 of this Section 1t and in Paragraph 11 of this Section 1L
Material

Materisl, equipment, and supplies purchased or forriched by Operacor for use of the jenr proporty. Se far as it is reasonably practical and con-

sistent with efficient and cconomical operation, only ~uch matenal snall b purchascd for or trassteered to the joint property as may be required for

immediate use; and the accumulation of surplus todke hadl he sverded,

Trarsportation

Transportation of employees, equipment, marcrizl, ! cupphes ooy 00 the devdopueans, muntensnee, and operation of the joint property

subject to the following limitations:

A. Uf macerial is moved to the joint property from vindes's o from the Oersror . v ieei o or wher propertics, no harge shall be made te the
joint acconat for a distance greater ehan the diccinee frens rhe peaeea el bl e v n e s »uoreceiving porst where such material s

available, cecepe by special agreemient sl Moo oper -



6.

-l

10.

11.

12.

B. If surp us materia} is moved to Operator's warchouse o other sworage point, no charge shall be made to the joint account for a distance greater
than the distance from the nearest reliable supply store or railway receiving point, except by special sgreement with Non-Operator. No charge
shall b: made to the joint account for moving material to other propertios belunging to Operator, except by special agreement with Non-Operator.

Service
A. OQutside Services:

The ccst of contract services and utilities procured from outside sources.

B. Usc of Operator’s Equipment and Facilities:
Use of and service by Operator's exclusively owned equipment and faciities as provided in Paragraph § of Section M1 entitled *“Operator's Ex-
clusively Owned Facilities.”

Damages and Losses to Joint Property and Equipment
All costs cr expenses necessa*y to replace or repair damages or losses incurred by fire, flood, storm, theft, accident, or any other cause not con-

trollable by Operator through the txercise of reasonable diligence. Operator shall furnish Non-Operator written notice of damages or losses in-

curred as ioon as practicable after report of the same has been reccived by Operator.

Litigation Expense

All costs and expenses of litigation, or legal services otherwise nccessary or expedient for the protection of the joint interests, including attorneys'

fees and expenses as hercinafrer provided, vogether with all judgments obtained against the parties or any of them on account of the joint operations

under this agreement, and actual expenses incurred by any pacty or parties hereto in securing evidence for the purpose of defending against any
action or :laim prosecuted or urged against the joint account or the subject matter of this agreement.

A. If a2 majoricy of the interests hereunder shall so agree, actions or claims affecting the joint interests hereunder may be handled by the legal
staff of one or more of the parties hereto; and a charge commensurate with cost of providing and furnishing such services rendered may be
made against the joint account; but no such charge shall be made until approved by the legal dcpaumcnts of or attorneys for the respective
partics hereto.

B. Fees and expenses of outside attorneys shall not be charged to the joint account unless authorized by the majority of the interests hereunder.
Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the properties which are the subject of this agreement, the produc-
tion thereirom or the operation thereof, and which taxes have been paid by the Operator for the benefit of the parties hereto,

Insurance and Claims

A. Premiums paid for insurance required to be carried for the benefit of the joint account, together with all expenditures incurred and paid in
secclement of any and all losses, claims, damages, judgmencs, and other expenses, including legal services, not recovered from insurance cacrier.

B. If no insurance is required to be carried, all actual expenditures incurred and paid by Operator in settlement of any and all losses, claims, dam-
ages, udgments, and any other expenses, including legal services, shall be charged to the joint account.

District and Camp Expense (Field Supervision and Camp Expense)

A pro rata portion of the salaries and expenses of Operator's production superintendent and other employees serving the joint property and other
properties of the Opcrator in the same operating area, whose time is not allocated directly to the_properties, and 2 pro rata portion of .he cost of
maintaining and operating 1 production office known as Opcrnors NeWMejailCO Dls.trlct

office located at or near ... HObbS; New Mexico . ceieirevieeeeesceieneeeeee. {OF 2 comparable office if location changed), and
necessary suboffices (if any), maintained for the convenienve of (hc above descnbed office, and all necessary camps, including housing facilities for
employees if required, uted in the conduct of the operativns on the joint property and other properties operated in the same locality. The expense
of, less ary revenue from, these facilities should be uulusnve of d«.prunuon or a fair monthly rental in licu of depreciation on the investment. Such
charges shall be apportioned to all properties served or 4 f

a well basis; one drilling well equals four producing wells.

Administrative Overhead

Operator shall have the right to assess against the joint property covered hercby the following management and administrative overhead charges,
which shall be in licu of all expenses of all offices of the Operator not covered by Section I, Paragraph 11, above, including salaries and expenses
of personnel assigned to such offices, except that salaries of geologists and other employees of Operator who are temporarily assigned to and directly
serving on the joint property will be charged as provided in Section I, Paragraph 2, above. Salaries and expenses of other technical employees as-
signed to such offices will be considered as covered by overhead charges in this paragraph unless charges for such salaries and expenses are agreed
upon between Operator and Non-Operator as a direct charge to tnhe joint property.

WELL BASIS (Rate Per Well Per Month)

PRODUCING WELL RATE

DRILLING WELL (Use Completion Depth)
RATE
AR Wells
Well Depth Each Well First Five Next Five Over Ten
r——— et [tubebi A, ——————————— e ——

~all.dapths ... .. -$200.0Q.... .....$50.00 $35.:00 $254 00—

A. Overhead charges for drilling wells shall begin on the date each well is spudded and terminate when it is on production or is plugged, as the
case may be, except that no charge shall be made during the suspension of drilling operations for fifteen (1) or more consecutive days.
B. In connection with overhead charges, the status of wells shall be as follows:
(1) Injection wells for recovery operations, such as for repressure or water flood, shall be included in the overhead schedule the same as produc-
ing oil wells.
(2) Water supply wells urilized for water flooding operations shall be included in the overhead schedule the same as producing oil wells.
(3) Producing gas wells shall be included in the overhead schedule the same as producing oil wells,

—_g—



13.

2.

3.

5.

(4

~

Wells permanently shut down but on which plugging operations are defcrred shall be dropped from the overhead schedule at the time the

shutdown is effected. When such wells are plugged. overkead shall be charged at the producing well rate during the time required for the

pluggirg operation.

(5) Wells seing plugged back, drilled deeper, ar wonverted to 1 source or input well shall be included in the overhead schedule the same as drill-
ing wells.

(6

~—

Temporarily shuc-down wells (other than by governmental regulatory budy) which are not produced oc worked upon far a period of 2 full

calendir month shall not be included in the overhead schedule; howmever, wells shut in by governmental regulatory body shall be included

in the overhead schedule only in the evcat the allowable preduction is transferred to other wells on the same property. In the event of a

unit alfowable, all wells capable of producing wili he ccunted in determining the overhead charge
(7) Wells completed in dual or multiple horizans shall be considered as two wells in the preducing overhead schedule,

(8) Lease :alt water disposal wells shall not be included in the overhead tchedule unless such wells are used in a secondary recovery program
on the joint property.

C. The above overhead schedule for producing wells shill be applied to the total number of wells operated under the Operating Agreement to which
this accounting procedure is attached, irrcspective of individual leases.

D. It is specifically understood that the above overhead rates apply only to drilling and producing operations and are not intended to cover the
construction or operation of additional facilities such as, but not [imited to. gasoline plants. compressor plarts, tepressuring projects, salt water
disposal failities, and similar installations. If at any time any or all of these become necessary to the operation, a scparate agreement will be
reached rclative to an overhead charge and allocation of district expense.

E. The above specific overhead rates may be amended from time to time by agreement between Operator and Nown-Operator if, in practice, they are
found to Le insufficient or excessive.

Operator’'s Fully Owned Warehouse Operating and Maintenance Expense
(Describe fully the agreed procedure tn be followed by the Operator.)

e e - . None

Other Expenditures

Any expenditure, other than expenditures which are covered and dealt with by the foregoing provisions of this Section 1, incurred by the Opera-
tor for the necessary and proper development, maintenance, and operation of the joint property.

111, BASIS OF CHARGES TO JOINT ACCOUNT
Purchases
Material and equipment purchased and service procured shall ke charged at price paid by Operator afrer deduction of all discounts actually received.
Material Furnished by Operator

Material required for operations shall be purchased for dircet charge to joint account whenever practicable, except that Operator may fuenish such
material from Operator’s stocks under the following conditions:
A. New Material (Condition “A’)

(1) New material transferred from Operator’'s warehouse or other properties shall be priced f. .5, the nearcst repurable supply store or railwsy
rece ving point, where such material is available, at current replacernent cost of the same kind ~f macterial. This will include macerial such
as tanks, pumping units, sucker rods, engines. and other major equipment. Tubular goods, two-inch (2”) and over, shall be priced on car-
foad basis effective at date of transfer and f.ob. railway receiving point nearest the joint account operation, regardless of quantity transferred.

(2) Other material shall be priced on basis of a reputable supply company’s preferential price list effective at date of eransfer and f.0.b. the store
or riilway receiving point nearest the joint account operation where such material is available.

(3) Cash discount shall not be allowed.

B. Used Material (Condition #'B” and "C")

(1) Material which is in sound and serviceable condition and is suitable for rev:v withaut reconditioning shall be classed as Condition “B” and
priced at seventy-five per cent (73%) of new price.

(2) Maerial which cannot be classified as Conditton "B" but which,
(a) After reconditioning will be further serviccable for original function as guod secondhand material (Condivon "B}, or
(b) Is serviceable for original function but substantially not suitzble for reconditioning,
shall be tlassed as Condition "C' and priced at fifty per cent (509¢) of new price.

(3) Material which cannot be classified as Condition “B” or Condition “C” shall be priced at a value commensurate with its use.

(4) Tanks, buildings, and other equipment invelving ercction costs shall be charged at applicable percentage of knocked-down new price.
Premium Prices

Whenever raterials and equipment are not readily obtainable at the customary supply point and at prices specified in Paragraphs 1 and 2 of this
Section 111 because of natiorial emergencies, strikes or other unusual causes over which the Operator has no control, the Operator may charge the
joint account for the required materials on the basis of the Operator’s direct cost and expense incurred in procuring such materials, in making it
suitable for use, and in moving it to the location, provided, however, that notice in writing is furnished to Non-Operator of the proposed charge prior
to billing the Nod-Operator for the materiai and/or cquipment acquired pursuant to this provision, whereupon Non-Operator shall have the righe,
by so electing and notifying Operator within 10 days after receiving notice from the Operator, to furnish in king, or in tonnage as the parties may
agree, at the location, nearest railway receiving point, or Operator’s storage point within a comparable distance, all or part of his share of material
and/or equipment suitable for use and acceptable to the Operatar. Transportation costs on any such material furnished by Non-Operator, at any
point other than at the location, shall be borne by such Non-Operator. 1f, pursuant to the provisions of this paragraph, zny Non-Operator furnishes
material ard/or equipment in kind, the Operator shall make appropriate credits therefor to the account of said Non-Operator.

Warrant;»dF Material Furnished by Operator

Operator does not “warrant the material furnished beyond or back of the dealer’s or manufacturer’s guaranty; and in case of defective wmaterial, cred-
it shall no: be patsed until adjustment has been received by Operator from the manufacturers or their agents.

Operator’s Exclusively Owned Facilities

The following rates shall apply to service rendered to the joint sccount by facilities ovned exclusively by Operator:

A. Water, fuel, power, compressor and other aunibary cervices 20 rates corvaensurate with cost of providing and furnishing such scrvice to the

joint iccount but not exceeding rates currently srocathng n b Foebe cberc o s property v lowatedd



B. Automotive cquipmen: 2t rates commensurate with cost of ownership and uperation.  Such rates should generally be in line with the schedule of
rates sdupted by the Petrcieurn Mowr Transport Association, or some other recognized organization, as recommended uniform charges against
joint .ccount operations and revised from time to time.  Automotive rates shall include cost of oil, gas, repairs, insurance, and other operating
expense and deprecuation; arnd charges shall be based on use in actual service on, or in connection with, the joint account operations. Truck
and tiacter rates may include wages and expenses of driver. -

C. A fair rate shall be charged for the use of drilling and cleaning-out touls and any other items of Operator's fully owned machinery or equip-
mient whicli shall be ample to cover maintenance, repairs, depreciation, and the service furnished the joint property; provided that such charges
shall sot ecveed those currently prevailing in the field where the joint property is located. Pulling units shall be charged at hourly rates com-
mensurate wath the cost of ownership and operation, which shall include repairs and maintenance, operating supplies, insurance, depreciation, and
waxes.  Pulling umit rates may include wages and expenses of che operator.

D. A fair rate shall be charged for laboratory services performed by Operator for the benefit of the joint account, such as gas, water, core, and any
other amalyses and wests; provided such charges shall not exceed those currently prevailing if performed by outside service laboratories.

E. Whenrver requested, Operator shall inform Non-Operator in advance of the rates it proposes to charge.

f. Rates shall te revised and adjusted from time to time when found to be cither excessive or insufficient.

V. DISPOSAL OF LEASE EQUIPMENT AND MATERIAL
The Operator shall be under no obligation to purchase interest of Non-Operator in surplus new or secondhand material. The disposition of major
items of surplus material, such as derricks, tanks, engines, pumping units, and tubular goods, shall be subject to mutual determination by the parties
hereto; provided Operator shall have the right to dispose of normal accumulations of junk and scrap material either by transfer or sale from the
joint progerty.
Material Purchased by the Operator or Non-Operator

Material durchased by either the Operator or Non-Operator shall be credited by the Operator to the joint account for the month in which the
material is removed by the purchaser.

Division in Kiad

Divicion «f mawial in kind, if made between Operator and Nan-Operator, shall be in proportion to their respective interests in such material. Each
party wiil theeccvpon Le charged individually with the value of the material reccived or receivable by cach party, and corresponding credits will be
made by the Opeiator to the joint account.  Such credits shall appear in the monthly statement of operacions.

Sales to Outsiders

Sales o cutsder. of anuterial frem the joinr property shall be credized by Operator to the joint account at the ner amount collected by Operator
from vendee.  Any claiins by vendee for defective material or otherwise shall be charged back to the joint account if and when paid by Operator.

V. BASIS OF PRICING MATERIAL TRANSFERRED FROM JOINT ACCOUNT

Matevial purchased by either Operator or Non-Opevator or divided in hind, unless otherwise agreed, shall be
valued on the following busis:

New Price Deficed

New price as used in the following paragraphs shall have the same meaning and application as that used above in Section 111, “Basis of Charges to
Joine Ao

New Material

Wew maaidd (Coaditien YA"), being new maternl procured for the jeint account but never used thercon, at one hundred per cent (100%) of cur-
rent new price (phoy sales tax iF any),

Good Used Material

Goed usd vneern! (Coaditien "B, being used miaterial in sound and scrviceable condition, suitable for reuse without reconditioning:

A Ac seventy five per cent (755 ) of current new price if material was charged to joint account as new, or

B. At sxty-hiee per cent (6% ) of current new price if material was originally charged to the joint property as secondhand at seventy-five per
cent (75%) o1 new price.

Other Used Material

Used material (Condition “C"), at fifty per cent (509 ) of current new price, being used muterial which:

. Afwr reeondinioneng will be further serviceable for original function as good secondhand material (Condition “B™), or

b. 1, seeviceable for origined function but substantially not saitable for reconditioning.

Bad-O.deyr BMalerial

Miuteriad and eguipment (Condition 17}, & hich is no longer wsable for ics oniginal purpose without excessive repaic cost but is further usable for

soine other purpose, shiall be priced on « basis comnarable with that of items normally used for that purpose.

Junk

lunk (Condirion "L”), beirg obsclete and scrap maeerial, at prevailing prices,

Tempcerarily Used Material

When thie use of saaterial is temporary and its service to the joint azcount docs not justify the reduction in price as provided in Paragraph 3 B,

above, sich mitenial shelf be priced on 2 basis that will leave 2 net charge to the joint account consistent with the value of the service rendered.
V1. INVENTORIES

Periodic Inventories, Notice and Representation

At ressonable intervals, lnveatories shall be taken by Operator of the juint account material, which shall incfude all such material as is ordinarily
considered controllabic Ly operators of oil and gas properties.

Written notice of inteation co take inventory shall be given by Operator at least thirty (30) days before any inventory is to begin so that Non-
Operator may be represented when any inventory is taken.

Failure of Non-Operator o be represented az an inventory shall bind Non-Operator to accept the inventory taken by Operator, who shall in thas
event farnish Nou-Operztor with a copy thereot.

Reconciliation snd Adjustment of Inventories

Reconciliation of inventusy wich ch.cges to the joint account shall be made by each party at interest, and a list of overages and shortages shall be
jointly determined by Operator and Non-Operator,

Invertory adjustments shall be made by Operator with the joint account for overages and shortages, but Operator shall be held accountable to Non-
Operatcr only for shortages Jdue 1o lack of reasonable diligence.

Special Inventorics

Special inventories may be taken, ac the expense of the purchuser, whenever there is any sale or cliange of interest in the joint property; and it shall
bs the ducy of the party selling to nocify all other parties hereto as quickly as possible after the transfer of interest takes place. In such cases, both
the scller and the purchaser shall be represeried and shall be governsd by the inventory »0 taken,

e



