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UNIT OPERATING AGREEMENT
CACTUS (QUEEN) UNIT
CHAVES COUNTY, NEW MEXICO

THIS AGREEMENT, entered into as the 1lst day of November, 1988 by and
between the parties who have signed the original of this instrument, a
counterpart thereof, or other instrument agreeing to become a party hereto,

WITNESSETH:

WEEREAS, the parties hereto as Working Interest Owners have executed, as
of the date hereof, an Agreement entitled "Unit Agreement, Cactus Queen Unit,
Chaves County, New Mexico," herein referred to as "Unit Agreement," which,
among other things, provides for a separate agreement to be entered intoc by
Working Interest Owners to provide for Unit Operations as therein defined.

NOW, THEREFCORE, in consideration of the mutual agreements herein set
forth, it is agreed as follows:

ARTICLE 1
CONFIRMATION OF UNIT AGREEMENT

1.1 Confirmation of Unit Agreement. The Unit Agreenent is hereby
confirmed and by reference made a part of this Agreement. The definitions in
the Unit Agreement are adopted for all purposes of this Agreement. If there
is any conflict between the Unit Agreement and this Agreement, the Unit
Agreement shall govern.

ARTICLE 2
EXHIBITS
2.1 Exhibits. The fecllowing exhibits are incorpocrated herein by
reference:
2.1.1 Exhibits "A", "B", and "C", of the Unit Agreement.
There is no Exhibit "D".
2.1.2 Exhibit "E", attached hereto, is a schedule showing the Unit

Participaticn of each Working Interest Owner. Exhibit "E", or a revision
thereof, shall not be conclusive as to the information therein, except it
may be used as showing the Unit Participations of Working Interest Owners
for purposes of this Agreement until shown to be in error or revised as
herein authcrized.

2.1.3 Exhikit "F", attached hereto, is the Accounting Procedure
applicable to Unit Operations, If there is any conflict between this

Acreement and Exhibit "F", this Agreenent shall govern.

2.1.4 Exhibit "G", attached hereto, contains insurance provisions
applicable to Unit Operations.
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2.2 Revision of Exhibits. Whenever  Exhibits "A", "B" or "C"
are revised, Exhibit “E" shall be revised accordingly and be
effective as of the same date. Unit Operator shall also revise

Exhibit "E" from time to time as required to conform to changes in
ownership of which Unit Operator has been notified as provided in
the Unit Agreement.

2.3 Reference to Exhibits. When reference 1is made herein to an

exhibit, it is to the exhibit as originally attached or if revised, to the
last revision.

ARTICLE 3
SUPERVISION OF OPERATIONS BY WORKING INTEREST OWNERS

3.1 Overall Supervision. Working Interest Owners shall exercise
overall supervision and control of all matters pertaining to Unit Operations
pursuant to this Agreement and the Unit Agreement. In the exercise of such
authority, each Working Interest Owner shall act solely in its own behalf in
the capacity of an individual owner and not on behalf of the owners as an
entirety.

3.2 Specific Authorities and Duties. The matters with respect to which
Working Interest Owners shall decide and take action shall include, but not be
limited to, the following:

3.2.1 Method of Operation. The method of operation,
including the type or types of pressure maintenance, secondary
recovery, or other recovery program to be employed.

3.2.2 Drilling of Wells. The drilling of any well whether
for production of Unitized Substances, for use as an injection well,
- or for other purposes.

3.2.3. Well Recompletion and Change of Status. The recompletion,
abandonment, or permanent change of status of any well, or the use
of any well for injection or other purposes. The Unit Operator
shall be responsible for performing such work and such work shall be
done at Unit Expense.

3.2.4 Expenditures. The making of any single expenditure in
excess of Fifteen Thousand Dollars ($15,000.00); however, approval

by Working Interest Owners of the drilling, reworking, deepening, or
plugging back of any well shall include approval of all necessary
expenditures required therefore, and for completing, testing and
equipping the well, including necessary flow lines, separators, and
lease tankage; provided however, that in case of blowout, explosion,
fire, flood or other sudden emergencies, Unit Operator may take
steps and incur such expenses as in its opinion are required to
deal with the emergency and to safeqguard life or property but that

Unit Operator shall, as promptly as possible, report the emergency to
the Working Interest Owners.
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3.2.5  Disposition of Unit Equipment. The selling or
otherwise disposing of any major item of surplus Unit Equipment, if
the current price of new equipment similar thereto is Five Thousand
Dollars ($5,000.00) or more.

3.2.6 Appearance Before a Court or Regulatory Agency. The
designating of a representative to appear before any court or
requlatory agency in matters pertaining to Unit Operations; however,
such designation shall not prevent any Working Interest Owner from

appearing in person or from designating another representative in
its own behalf.

3.2.7 Audits. The auditing of the accounts of Unit Operator
pertaining to Unit Operations hereunder; however, the audits shall

(a) not be conducted more than once each year except upon the
resignation or removal of Unit Operator, and

(b} ke made upon the approval of the owner or owners of a majority
of Working Interest other than that of Unit Operator, at the expense
of all Working Interest Owners other than Unit Operator, or

(c) be made at the expense of those Working Interest Owners
requesting such- audit, if owners of less than a majority of Working
Interest, other than that of Unit Operator, request such an audit,
and

(d) be made upon not less than thirty (30) days written notice to
Unit Operator.

3.2.8 Inventories, The taking of periodic inventories under
the terms of Exhibit "F",.

3.2.9 Technical Services. The authorizing of charges to the
Joint Account of services by consultants or Unit Operator's
technical personnel not covered by the overhead charges provided by
Exhibit “F".

3.2.10 Assignments to Committees. The appointment of
committees to study any problems in connection with Unit Operations.

3.2.11 The removal of Unit Operator and the selection of a
successor.

3.2,12 The enlargement of the Unit Area.
3.2.13 The adjustment and readjustment or investments.

3.2.14 The termination of the Unit Agreement.



ARTICLE 4

MANNER OF EXERCISING SUPERVISION

4.1 Designation of Representatives. Each Working Interest Owner shall
inform Unit Operator in writing of the names and addresses of the
representative and alternate who are authorized to represent and bind such
Working Interest Owner with respect to Unit Operations. The representative or
alternate may be changed from time to time by written notice to Unit Operator.

4.2 Meetings. All meetings of Working Interest Owners shall be
called by Unit Operator upon 1its own motion or at the request of two (2) or
more Working Interest Owners having a total Unit Participation then in effect
of not less than ten percent (10%). No meeting shall be called on less than
fourteen (14) days advance written notice, with agenda for the meeting
attached. Working Interest Owners who attend the meeting may amend items
included in the agenda and may act upon an amended item or other items
presented at the meeting. The representative of Unit Operator shall be
chairman of each meeting.

4.3 Voting Procedure. Working Interest Owners shall decide all matters
coming before them as follows:

4.3.1 Voting Interest. Each Working Interest Owner shall have
a voting interest equal to its Unit Participation in effect at the
time of the vote. '

4.3.2 Vote Required. Unless otherwise provided herein or in the
Unit Agreement, Working Interest Owners shall determine all matters
by the affirmative vote of four or more Working Interest Owners
having a combined voting interest of at least seventy-five percent
(75%) ; however, should any one Working Interest Owner have more than
twenty-five percent (25%) voting interest, 1ts negative vote or
failure to vote shall not defeat a motion, and such motion shall
pass if approved by Working Interest Owners having a majority voting
interest, unless three or more Working Interest Owners having
combined voting interest of at least five percent (5%) 1likewise
vote against the motion or fail to vote.

4.3.3 Vote at Meeting by Nonattending Working Interest Owner.
Any Working Interest Cwner not represented at a meeting may vote on
any agenda item by letter or telegram addressed to the
representative of Unit Operator if its vote is received prior to the
vote at the meeting, provided the agenda items are not amended.

4.3.4 Poll Votes. Working Interest Owners may vote on and
decide, by letter or telegram, any matter submitted in writing to
Working Interest Owners. If a meeting 1is not requested, as
provided in Section 4.2, within seven (7) days after a written
proposal is sent to Working Interest Owners, the vote taken by
letter or telegram shall become final. Unit Operator will give

prompt notice cf the results of such voting to all Working Interest
Owners.
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ARTICLE 5
INDIVIDUAL RIGHTS OF WORKING INTEREST OWNERS
5.1 Reservation of Rights. Working Interest Owners severally reserve

to themselves all their rights, except as otherwise provided in this Agreement
and the Unit Agreement.

5.2 Specific Rights. Each Working Interest Owner shall have among
others, the following specific rights:

5.2.1 Access to Unit Area. Access to the Unit Area at all
reasonable times to inspect Unit Operations, all wells, and the
records and data pertaining thereto.

5.2.2 Reports. The right to receive from Unit Operator, 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 information not ordinarily furnished by
Unit Operator to all Working Interest Owners shall be charged to the
Working Interest Owner that requests the information.

5.3 Undrilled Locations. Unit Operator shall have the option to
drill any undrilled locations on tracts committed to the Unit Area at Unit
Expense subject to partners approval as listed under Article 4.3.

ARTICLE 6
UNIT OPERATOR

6.1 Unit Operator. Yates Drilling Company, a New Mexico corporation, is
hereby designated as Initial Unit Operator.

6.2 Resignation or Removal and Selection of Successor. The
resignation or removal of Unit Operator and the selection of a successor shall
be governed by the provisions of the Unit Agreement.

ARTICLE 7

AUTHORITIES AND DUTIES OF UNIT OPERATOR

7.1 Exclusive Right to Operate Unit. Subject to the provisions of this
Agreement and to instructions from Working Interest Owners, 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 a good and workmanlike manner as would a prudent operator under the same or
similar circumstances. Unit Operator shall freely consult with Working
Interest Owners and keep them informed of all matters which Unit Operator, in
the exercise of its best judgment, considers important. Unit Operator shall
not be liable to Working Interest Owners for damages, unless such damages
result from its gross negligence or willful misconduct.

-5~
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7.3 Lliens and Encumbrances., Unit Operator shall endeavor to keep the
lands and leases in the Unit Area and Unit Equipment free from all liens and
encumbrances occasioned by Unit Operations, except the lien and security
interest of Unit Cperator and Working Interest Owners granted hereunder.

7.4 Employees. The number of employees used by Unit Operator in
conducting Unit Operations, their selection, hours of labor, and compensation

shall be determined by Unit Operator. Such employees shall be the employees
of Unit Operator.

7.5 Records. Unit Cperator shall keep correct books, accounts, and
records of Unit Cperations.

7.6 Reports to Working Interest Owners. Unit Operator shall furnish
Working Interest Owners quarterly reports of Unit Operations.

7.7 Reports to Governmental Authorities. Unit Operator shall make all
reports to governmental authorities that it has the duty to make as Unit
Operatcr.

7.8 Engineering and Ceological Information. Unit Cperator shall furnish
to a Working Interest Owner, upon written request, a copy of all logs and
other engineering and geological data pertaining to wells drilled for Unit
Operations.

7.9 Expenditures Unit Operator is authorized to make single
expenditures not in excess of Thirty Thousand Dollars ($30,000.00) without
prior approval of Working Interest Owners. If an emergency occurs, Unit
Operator may immediately make or incur such expenditures as in its opinion are
required to deal with the emergency. Unit Operator shall report to Working
Interest Owners, as promptly as possible, the nature of the emergency and the
action taken.

7.10 Wells Drilled by Unit Operator. All wells drilled Dby Unit
Operator shall be at the usual rates prevailing in the area. Unit Operator
may employ its own tools and equipment, but the charge therefor shall not
exceed the usual rates prevailing in the area, and the work shall be performed
by Unit Cperator under the same terms and conditions as are usual in the area
in contracts of independent contractors doing work of an similar nature.

7.11 Mathematical Errors. Unit Operator 1is empowered to correct any
mathematical errors which might exist in the pertinent exhibits to this
Agreement.

7.12 Border Agreement. Subject to the provisions and conditions in the
Unit Agreement, Unit Cperator shall have the right and authority to enter into
border protection agreements.

7.13 Conflict of Supervision Neither the Unit Operator nor the Working
Interest Owners, nor any of them, shall be subject to any forfeiture,
termination or expiration of any rights hereunder or under any leases or
contracts subject hereto, or to any penalty or liability on account of delay
or failure in whole or in part to comply with any applicable provisions
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thereof to the extent that the said Unit Operator or the Working Interest
Owners, or any of them are hindered, delayed or prevented from complying
therewith by reason of failure of the Unit Operator to obtain, in the exercise
of due diligence, the concurrence of proper representatives of the United
States and of the State of New Mexico in and about any matters or things
concerning which it is required herein that such concurrence be obtained.

ARTICLE 3
TAXES

8.1 Ad Valorem Taxes. Beginning with the first calendar year after the
Effective Date hereof, Unit Operator shall make and file all necessary ad
valorem tax renditions and returns with the proper taxing authorities with
respect to all property of each Working Interest Owner used or held by Unit
Operator for Unit Operations. Unit Operator shall settle assessments arising
therefrom. Any Working Interest Owner dissatisfied with any proposed
rendition or assessment of its interest in property shall have the right, at
its own expense, to protest and resist the same. All such ad Valorem taxes
shall be paid by Unit Operator and charged to the joint account; however, if
the interest of a Working Interest Owner is subject to a separately assessed
overriding royalty interest, production payment, or other interest in excess
of one-eighth (1/8) royalty, such Working Interest Owner shall notify Unit
Operator of such interest prior to the rendition date and shall be given
credit for the reduction in taxes paid resulting therefrom.

8.2 Other Taxes. Each Working Interest Owner shall pay or cause to be
paid all production, severance, gathering, and other taxes imposed upon or

with respect to the production or handling of its share of Unitized
Substances.

ARTICLE 9
INSURANCE
9.1 Insurance Unit Operatcr, with respect to Unit Operations, shall:
(a) comply with the Workmen's Compensation Laws of the State,

(b) carry Employer's Liability and other insurance required by the
laws of the State, and

{(c) provide other insurance as set forth in Exhibit "G".
ARTICLE 10
ADJUSTMENT OF INVESTMENTS

10.1 Persoral Property Taken Over. Upon the Effective Date,
Interest Owners shall deliver to Unit Operator the following:

Working
10.1.1 Wells. All wells completed in the Unitized Formation.
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10.1.2 Well and Lease Equipment. The casing and tubing in
each such well, the wellhead connections thereon, and all other
lease and operating equipment that is used in the operation of such
wells which Working Interest Owners determine is necessary oxr
desirable for conducting Unit Operations.

10.1.3 Records. A copy of all production and well records for
such wells.

10.2 Inventory and Evaluation of Personal Property. Working  Interest
Owners shall at Unit Expense inventory and evaluate, as determined by Working
Interest Owners, the personal property taken over by Unit Operator under
Section 10.1.2. Such inventory shall include and be limited to those items of
equipment considered contrecllable under Exhibit "F" except, upon determination
of Working Interest Owners, items considered noncontrollable may be included
in the inventory in order to be included in the inventory for record purposes,
but shall be excluded from evaluation and investment adjustment.

10.3 Investment Adjustment. Upon approval by Working Interest Owners of
the inventory and evaluation, each Working Interest Owner shall be credited
with the value, as determined in accordance with Section 10.2 above, of its
interest in all personal property taken over by Unit Operator under Section
10.1.2. and charged with an amount equal to that obtained by multiplying the
total value of all such personal prcperty taken over the Unit Operator underx
Sectiorn 10.1.2. by such Working Interest Owner's Unit Participation. If the
charge against any Working Interest Owner is greater than the amount credited
to such Working Interest Cwner, the resulting net charge shall be paid and in
all other respects be treated as any other item of Unit Expense chargeable
against such Working Interest Owners. If 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 it in settlement of the net charges
described above.

10.4 General Facilities. The acquisition of warehouses, warehouse
stocks, lease houses, camps, facility system, and office buildings necessary
for Unit Operations shall be by negotiation by the owners thereof and Unit
Operator, subject to the approval of Working Interest Owners.

10.5 Ownership of Personal Property and Facilities. Each Working
Interest Owner, individually, shall by virtue hereof own an undivided
interest, equal to its Unit Participation, in all wells, equipment, personal
property and facilities taken over or otherwise acquired by Unit Operator
pursuant to this agreement.

ARTICLE 11
UNIT EXPENSE

11.1 Basis for Charge to Working Interest Owners. Unit Operator
initially shall pay all Unit Expenditures. Each Working Interest Owner shall
reimburse Unit Operator for its share of Unit Expenditures. Each Working
Interest Owner's share of such Unit Expenditures shall be the same as its Unit
Participation for:




{a) items in the nature of capital assets including, without
limitation, real property if acquired;

{b) acquiring, drilling, redrilling, equipping and re-equipping
water injection wells, replugging or converting oil wells to water
injection wells, pumping and pipeline facilities for such wells, and
changing any injection interval in any such well;

(c) re-entry and replugging of wells outside the unit area as
necessary to permit water injection into appropriate wells within
the unit area;

(d) gathering lines and facilities and common tank batteries
utilized or acquired for Unit Operations, and

(e) water purchased or otherwise contained for injection purposes
and the costs of injection thereof into the Unit Area.

Each Working Interest Owner's share of all other Unit Expenditures shall be
the same as its Unit Participation in effect at that time. All charges,

credits and accounting for Unit Expenditures shall be in accordance with
Exhibit "F".

11.2 Budgets. Befcre or as soon as practical after the Effective Date,
Unit Cperator shall prepare a budget of estimated Unit Expense for the
remainder of the calendar year and on or before the first day of each October
thereafter shall prepare such a budget for the ensuing calendar year. Budgets
shall .be estimates only, and shall be adjusted or corrected by Working
Interest Owners and Unit Operator whenever an adjustment or correction is
proper. A copy of each budget and adjusted budget shall be furnished promptly
to each Working Interest Owner.

11.3 Advance Billings. Unit Operator shall have the right, without
prejudice to other rights or remedies, to require Working Interest Owners to
advance their respective share of estimated Capital Unit Expense by submitting
to Working Interest Owners, on or before the 15th day of any month, an
itemized estimate thereof for the succeeding month, with a request for payment
in advance. Within fifteen (15) days after receipt of the estimate, each
Working Interest Owner shall pay to Unit Operator its share of such estimate.
Adjustments between estimated and actual Unit Expense shall be made by Unit
Operator at the close of each calendar month, and the accounts of Working
Interest Cwners shall be adjusted accordingly.

11.4 Commingling of Funds. Fund. received by Unit Operator under this
agreement need not be segregated or maintained by it as a separcte fund, but
may be commingled with its own funds.

11.5 Lien and Security Interest of Unit Operator and the Working Interest
cwners. Each Working Interest Owner grants to Unit Operator a lien upon its
0il and Gas Rights in each Tract and a security interest in its share of
Unitized Substances when extracted and its interest in all Unit Equipment to
secure payment of its share of Unit Expense, together with interest thereon at
the rate of twelve percent (12%) per annum, with the further provision that
Unit Operator grants a like lien to Working Interest Owners. To the extent
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that Unit Operator has a security interest under the Uniform Commercial Code
of the State of New Mexico, Unit Operator shall be entitled to exercise the
rights and remedies of a secured party under the Code. The bringing of a suit
and the obtaining of a judgment by Unit Operator for the secured indebtedness
shall not be deemed an election of remedies or otherwise affect the 1lien
rights or security interest as security for the payment thereof. In addition,
upon default by any Working Interest Owners in the payment of its share of
Unit Expense, Unit Operator shall have the right, without prejudice, to other
rights or remedies, to collect from the purchaser the proceeds from the sale
of such Working Interest Owner's share of Unitized Substances until the amount
owed by such Working Interest Owners, plus interest, has been paid. Each
purchaser shall be entitled to rely upon Unit Operator's written statement
concerning the amount of any default. The rights herein granted the Unit
Operator shall in like manner apply to the other Working Interest Owners.

11.6 Unpaid Unit Expense. If any Working Interest Owner fails to pay
its share of Unit Expense within sixty (60) days after rendition of a
statement therefor by Unit Operator, each Working Interest Owner agrees upon
request by Unit Operator, to pay its proportionate part of the unpaid share of
Unit Expense of the defaulting Working Interest Owner. Working Interest
Owners that pay the share of Unit Expense of a defaulting Working Interest
Owner shall be reimbursed by Unit Operator for the amount so paid, plus any
interest collected thereon, upon receipt by Unit Operator of any past due
amournt ccllected from the defaulting Working Interest Owners. Any share of
Unit Expense shall, to obtain reimbursement thereof, be subrogated to the lien
and other rights herein granted Unit Operator.

11.7 Carved-Out Interest. If any Working Interest Owners shall, after
executing this agreement, create an overriding royalty, production payment,
net proceeds interest, carried interest, or any other interest out of its
Working Interest, such carved-out interest shall be subject to the terms and
provisions of this agreement, specifically including, but without limitation,
Section 11.5 hereof entitled "Lien of Unit Operator." 1If the Working Interest
Owner creating such carved-out interest (a) fails to pay any Unit Expense
chargeable to such Working Interest Owner under this agreement, and the
production of Unitized Substances accruing to the credit of such Working
Interest Owner is insufficient for that purpose, or (b) withdraws from this
agreement under the terms and provisions of Article 17 hereof, the carved-out
interest shall be chargeable with a pro rata portion of all Unit Expense
incurred hereunder, the same as though such carved-out interest were a Working
Interest, and Unit Operator shall have the right to enforce against such
carved-out interest the lien and all other rights granted in Section 11.5 for
the purpose of collecting the Unit Expense chargeable to the carved-out
interest.

11.8 Uncommitted Royalty. Should an owner of a Royalty Interest in
any Tract fail to become a party to the Unit Agreement, and, as a result
thereof, the actual Royalty Interest payments with respect to such Tract are
mote or less than the Royalty Interest payments computed on the basis of the
Unitized Substances that are allocated to such Tract under the Unit Agreement,
the difference to be borne by or inure to the benefit of Working Interest
Owners shall not exceed an amount computed on the basis of one-eighth (1/8) of
the difference between the Unitized Substances allocated to the Tract and the
Unitized Substances produced from the Tract. Such adjustments shall be made
by charges and credits to the joint account.
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11.9 Salvage Credit. Credit for Unit Equipment salvaged during shall
be divided in the same proportion as the Unit Participation.

11.10 Rentals. The Working Interest Owners in each Tract shall pay
all rentals, minimum royalty, advance rentals or delay rentals due under the
lease thereon and shall concurrently submit to the Unit Operator evidence of
payment.

ARTICLE 12
NON-UNITIZED FORMATIONS

12.1 Right to Operate. Any Working Interest Owner that now has or
hereafter acquires the right to drill for and produce o0il, gas, or other
minerals, from a formation underlying the Unit Area other than the Unitized
Formation, shall have the right to do so notwithstanding this Agreement or the
Unit Agreement. 1In exércising the right, however, the Working Interest Cwner
shall exercise care to prevent unreasonable interference with Unit Operations.
No Working Interest Owner shall produce Unitized Substances through any well
drilled or operated by it. If any Working Interest Owner drills any well into
or through the Unitized Formation, the Unitized Formation shall be protected
in a manner satisfactory to Working Interest Owners so that the production of
Unitized Substances will not be affected adversely.

ARTICLE 13
TITLES

13.1 Warranty and Indemnity. Each Working Interest Owner represents and
warrants that it is the owner of the respective working interests set forth
opposite its name in Exhibit “B" of the Unit BAgreement, and agrees to
indemnify and hold harmless the other Working Interest Owners from any loss
due to failure, in whole or in part, or its title to any such interest, except
failure of title arising out of Unit Operations; however, such indemnity and
any liability for breach of warranty shall be limited to an amount equal to
the net value that has been received from the sale or receipt of Unitized
Substances attributed to the interest as to which title failed. Each failure
of title will be deemed to be effective, insofar as this Agreement is
concerned, as of 7:00 a.m. on the first day of the calendar month in which
such failure is finally determined, and there shall be no retroactive
adjustment 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 failure of title of any
Working Interest in any Tract because of Unit Operations, including
nonproduction from such Tract, shall not change the Unit Participation of the
Working Interest Owner whose title failed in relation to the Unit
Participaticns of the other Working Interest Owners at the tire of the title
failure.

-11-



ARTICLE 14
LIABILITY, CLAIMS, AND SUITS

14.1 Individual Liability. The duties, cbligations, and liabilities of
Working Interest Owners shall be several and not joint or collective; and
nothing herein shall ever be construed as creating a partnership of any kingd,
joint venture, association, or trust among Working Interest Owners.

14.2 Settlements. Unit Operator may settle any single damage claim or
suit involving Unit Operations if the expenditure does not exceed Fifteen
Thousand Dollars (§15,000.00) and if the payment is in complete settlement of
such claim or suit. 1If the amount required for settlement exceeds the above
amount, Working Interest Owners shall assume and take over the further
handling of the claim or suit, unless such authority, is delegated to Unit
Operator. All <costs and expense of handling, settling, or otherwise
discharging such claim or suit shall be an item of Unit Expense. If a claim
is made against any Working Interest Owner or if any Working Interest Owner is
sued on account of any matter arising from Unit Operaticons over which such
Working Interest Owner individually has no control because of the rights given
Working Interest Owners and Unit Operator by this Agreement and the Unit
Agreement, the Working Interest Owner shall immediately notify Unit Operator,
and the claim or suit shall ke treated as any other claim or suit involving
Unit Operations.

ARTICLE 15
LAWS AND REGULATIONS

15.1 Internal Revenue Provision. Notwithstanding any provisions herein
that the rights and liabilities of the parties hereunder are several and not
joint or collective, or that this Agreement and operations hereunder shall not
constitute a partnership, if for Federal income tax purposes this Agreement
and the operations hereunder are regarded as a partnership then each of the
parties hereto elects to be excluded frcm the application of all of the
provisions of Subchapter X, Chapter 1, Subtitle A, of the Internal Revenue
Code of 1954, as permitted and authorized by Section 761 of the Code and the
regulations promulgated thereunder. Unit Operator is hereby authorized and
directed to execute on behalf of each of the parties hereto such evidence of
this election as may be required by the Secretary of the Treasury of the
United States or the Federal Internal Revenue Service, including specifically,
but not by way of limitation, all of the returns, statements, and the data
required by Federal Regqulations 1.761-1(a). Should there be any requirement
that each party hereto further evidence this election, each party hereto agrees
to execute such documents and furnish such other evidence as may be required
by the Federal Internal Revenue Service or as may be necessary to evidence
this election. Each party hereto further agrees not to give any notices or
take any other action inconsistent with the election made hereby. If any
present or future income tax lawz of the state or states in which the Unit
Areca is located, or any future inccme tax of the United States, contain
provisions similar to those in Subchapter K, Chapter 1, Subtitle A, of the
Internal Revenue Code of 1954, under which an election similar to that provided
by Section 761 of the Code is permitted, each of the parties agrees to make

-12~
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such election as may be permitted, or required by such laws., In making this
election, each of the parties states that the income derived by such party
from the operations under this Agreement can be adequately determined without
the computation of partnership taxable income,

15.2 Statutory Unitization, If working Interest Owners owning at least
seventy-five percent (75%) of the Unit Participation have become parties to
this Agreement and if Royalty Interest Owners owning at least seventy-five
percent (75%) of the Royalty Interest have become parties hereto, the Unit
Operator may make application to the New Mexico 0il Conservation Division of
the Energy and Minerals Department for statutory unitization of the
uncommitted interests.

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 mail or telegram to
the address of the representative of each Working Interest Cwner as furnished
to Unit Operator in accordance with Article 4.

ARTICLE 17
WITHDRAWAL OF WORKING INTEREST OWNER

17.1 Withdrawal. A Working Interest Owner may withdraw from this
Agreement by transferring, without warranty of title, either express or
implied, to the other Working Interest Owners, all its 0Qil and Gas Rights,
exclusive of Royalty Interests, together with its interest in all Unit
Equipment and in all wells used in Unit Operations. The instrument of
transfer may be delivered to Unit Operator for the transferees. Such transfer
shall not relieve the Working Interest Owner from any obligation or liability
incurred prior to the date of the delivery of the instrument of transfer;
however, the tender has to be accepted unless Working Interest Owners decide
within ninety (90) days to terminate the Unit. The interest transferred shall
be owned by the transferees in proportion to their respective Unit
Participations then in effect. The transferees, 1in proportion to the
respective interests so acquired, shall pay transferor, for its interest in
Unit Equipment, the net salvage value thereof as determined by Working
Interest Owners. In the event such withdrawing party's interest in the
aforesaid fair salvage value after deducting the estimated cost of salvaging
same is less than the withdrawing party's share of the estimated cost of
plugging and abandoning all wells then being used or held for Unit Operations,
then the withdrawing party, as a condition precedent to withdrawal, shall pay
in cash to the party or parties succeeding to its interest a sum equal to the
deficiency. After the date of delivery of the instrument of transfer, the
withdrawing Working Interest Owner shall be relieved from all further
obligations and liability hereunder and under the Unit Agreement, and the
rights of such Working Interest Owner hereunder and under the Unit Agreement
shall cease insofar as they existed by virtue of thlie interest transferred.

-13-



ARTICLE 18
ABANDONMENT OF WELLS

18.1 Rights of Former Owners, If Working Interest OQwners decide to
permanently abandon any well within the Unit Area prior to termination of the
Unit Agreement, Unit Operator shall give written notice thereof to the Working
Interest Owners of the Tract on which the well is located, and they shall have
the option for a period of ninety (90) days after the sending of such notice
to notify Unit Operator in writing of their election to take over and own the
well. Within ten (10) days 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 joint account, the amount
determined by Working Interest Owners to be the net salvage value of the
casing and eqguipment in on the well. The Working Interest Owners of the
Tract, by taking over the well, agree to seal off the Unitized formation, and

upon abandonment to plug the well in compliance with applicable laws and
regulations.

18.2 Plugging. If the Working Interest Owners of a Tract do not elect to
take over a well located within the Unit Area that 1is proposed for
abandonment, Unit Operator shall plug and abandon the well in compliance with
applicable laws and regulations.

ARTICLE 19
EFFECTIVE DATE AND TERM

19.1 Effective Date. This Agreement shall become effective when the
Unit Agreement tecomes effective.

19.2 Term. This Agreement shall continue in effect so long as the
Unit Agreement remains in effect, and thereafter until (a) all Unit wells have
been plugged and abandoned or turned over to Working Interest Owners in
accordance with Article 20; (b) all Unit Equipment and real property acquired
for the joint account have been disposed of by Unit Operator in accordance

with instructions of Working Interest Cwners; and (c) there has been a final
accounting.

ARTICLE 20
ABANDONMENT OF OPERATICNS

20.1 Termination. Upon termination of the Unit Agreement, the following
will occur:

20.1.1 0il and Gas Rights, 0il and Gas Rights in and to each
separate Tract shall no longer be atffected 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.
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20.1.2. Right to Operate. Working Interest Qwners of any
tract that decire to take over and continue to operate wells
located thereon may do so by paying Unit Operator, for credit
to the joint account, the net salvage values, as determined by
Working Interest Owners, of the casing and equpment in and on
the wells taken over and by agreeing upon abandonment to plug
each well in compliance with applicable laws and requlations.

20.1.3 Cost of Abandonment. The cost of abandonment of
Unit Operations shall be Unit Expense.

20.1.4 Distribution of Assets. Working Interest Owners
shall share in the distribution of Unit Equipment, or the
proceeds thereof, in proportion to their Unit Participations.

ARTICLE 21
EXECUTION

21.1 Original, Counterpart, or other Instrument. An owner of a
Working Interest may become a party to this Agreement by signing the original
of this instrument, a counterpart thereof, or other instrument agreeing to
become a party hereto. The signing ot any such instrument shall have the same
effect as if all parties had signed the same instrument.

ARTICLE 22
SUCCESSORS AND ASSIGNS

22.1 Successors and Assigns. This Agreement shall extend to, be binding
upon, and inure to the benefit of the parties hereto and their respective
heirs, devisees, legal representative, successors, and assigns, and shall
constitute a covenant running with the lands, leases, and interests covered
hereby.

No party hereto shall assign or convey less than his entire interest in
any Tract committed hereto unless such leased interest, if any, is an
undivided interest in such entire tract; and, should any interest committed
hereto be or become owned by three (3) of more parties, then all of such
parties shall be obligated to appoint a single agent to represent such
interest for the purpose of accepting billings and receiving payments, if any,
arising hereunder, or under the Unit Agreement, and for vote upon any matter
which is the subject of determination of by the Working Interest Owners.

IN WITNESS WHEREQOF, the parties hereto have executed this Agreement on

the dates opposite their respective signatures.

YATES DRILLING COMPANY
Unit Operator and Working Interest Owner

/'7 v
By /\‘/y/z-’?’77 (//-;/(//Z:’/(
FQZL_\\K<‘// Attorney-in-Fact
S
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SIGNATURE PAGE ATTACHED TO AND MADE A PART OF UNIT OPERATING AGREEMENT
COVERING CACTUS (QUEEN) UNIT, CHAVES COUNTY, NEW MEXICO.

STATE OF NEW MEXICO)
: SS
COUNTY OF EDDY)

The foregoing instrument was acknowledged before me this l4th day of May,
1990, by Peyton Yates, Attorney-in-Fact for YATES DRILLING COMPANY, a New
Mexico corporation, on behalf of said corporation.

5) -
My commission expires: ' _‘éﬁ“ﬁ_ azf G«LM.AZ

August 28, 1991 Notary Public
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ATTACHED TO AND MADE A PART OF THE CACTUS QUEEN UNIT OPERATING AGREEMENT DATED
NOVEMBER 1, 1989 COVERING LANDS IN TOWNSHIP 12 SOUTH, RANGE 31 EAST, CHAVES
COUNTY, NEW MEXICO.

EXHIBIT "E"

I. Percentage of Unit Participation of Parties Under the Agreement:

Yates Drilling Estate of Lillie M. Myco Industries
Company Yates 111 Yates Inc.
Tract
#1 14.669900 7.334950 7.334950 -0~
Tract
#la 9.087000 4.543500 4.543500 -0~
Tract
#2 4.834350 2.417175 2.417175 -0-
Tract
#2a .556950 .278475 .278475 -0~
Tract
#3 7.553000 3.776500 3.776500 -0~
Tract
#4 9.787600 -0- -0- 9.787600
Tract
4a 3.163950 -0- -0- 3.163950
Tract
4b .347250 -0- -0- .347250
TOTAL 50.000000 18.350600 18.350600 13.298800
NAME $ OF UNIT
Yates Drilling Company 50.000000
Estate of Martin Yates III 18.350600
Lillie M. Yates 18.350600

Myco Industries, Inc. 13.298800
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Attached ta and made a vavt of Unit Opnrntinq Agrecment e e ammmnaem
Cactus. Queen. Unit, . .Chaves. .County, . New. Mesico o

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I, GUNLERAL PROVISIONS
Definitions

“Joint Droperty ™ shall niean the read and persunal proporty sublject lo the agreement to whivio s Socountiog
Procedure 1s attached.

“Joint Operations” shatl mean all opcrE\_liuns necessaty of proper for the development, oporation, protection and
maintenaiice of the Juml Property, -

“Joint Accaunt™ shall inean the account showing the charges paid and credits received in the coaduet of the Joint
QOperations and which are to be shaved by the Parties,

“Operator” shall mean the parly designated to conduct the Joint Operations.
“Non-Qperators” shall mean the parties to this agreement other than the Operator.
“Parties” shall mean Operator and Non-Operaters.

“Pirst Leve)l Supervisors” shall mean those cminlovees whose primary function in Joint Operations is the direct
supervision of other cmployees and/ov contruct labor directly cimploved on the Juint Property i a fichl aperat-
ing cupacily,

“Tecknical Emplayees” shall mean those emuloyees having special and specific enpineering, genlogical or other
professional skills, and whose prunary functon in Jont Operations is the handhng of specitie operating condi-
tions and problems for the berefit of the Joint Property.

“Ppersonul Cxpenses” shall mean travel and other reasonable reimbursable expenzes of Operator's emplovees,
“Matcrial” shall mean personal property, cquipment or supplics acquived or held for use on the Juint Propesty.

“Controllable Matesial” shalf megdn Material which at the tirae is so classified in the Material Classificsiion Manual
as most recently recomnended by the Council of Petroleum Accountants Socicties of North Ameriea.

Statement and Billings

Opceratos shall Lill Non-Orperatess on or tefore the last day of cach month for heir preportionate share of the
Joint Account for the preecding month. Such bills will be accompanicd by statements which adentity the quthes-
ity fer expenditure, lease cr facility, ind all- charges and aredits, siunmanized by appropriate clossieations of in-
vestment and expense except that items of Controllable Matenal and unusual charges and credits shatl be sep-
arately identificd and fully deseribed in cetasl.

Advances and PPayments by Non-Operators

Ubless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance (heir
share of estimated cash outlay for the succeedng month’s operation, Operator shall adjust cach monthly biliing
to reflect advances 1ecopved from the Non-Operators,

Eacn Nun-Operator shal pay its proportion of all bills within fifteen (15) dayvs after receipt. If pavment is not
made within such tine, the unnpaid balance shall bear mterest monthly at the rate of twelve porcent (124 ) nee
ammum or the snaximum contract vate permitted by the applicable usury laws in the state in which the Jeont
Property is Jocated, whichever is the esser, plus attorney’s fees, court custs, and olher costs 1n cunnchinn with
the collection of uapaid amounts,

Adjustments

Payment of any such billi shall not prejudice the right af any Nan-Operator to protest or question the correct.
ness thereol; provided, however, all bills ana slatements rendered to Non-Operators by Operator durine e
calendar year shall conctusivddy be prosumed 1o Le trme and cotreet alter teenty-fouy (24) months Io‘l..‘n\:n-\\'
the end of any such calendar Jear, unless witinn the sold twentv-four (21) woutn persad g .\'on~()1-c|"-lu;‘ " nl'. ,'.'
written exception thereto and makes chum on Cperalor for adjustment. Noadjustment favorable o (lhu.\'-mn- :h\'tl}
be made untess it is made withn the sime preenbed penind. The provisisns of this muapraph shall “l,; l"'l‘.\‘(“nl
adjustmciits resultinge from i physical inventory of Controllabie Mutertal as provided for n Scctiony V',

Audils

A. Nen-Operator, upon notice in writimg to Operator and all other Now-Opetators, shall have the it to
Fator's accounts and rernds vkt to the Jeant Account tor any calendar year within 1he lm-m\-:l:.m' (21) vt
pevind follwange the end of tuch cadentiar year: provided, however, e malang of on e thald not extvndg thye
fine for the Lok of wastten exception 1o G the ey tatinents o seemmnds an pnovarbed for g Pacaviaph 4 ai lln.m
Section 1 AWhere thae are bwa or mote Noa-Opeiatoe s, the Nan-Opecatons shall makie every Feaanidte “liort 10
conduct jmnt or siultneous audits mea nanoer whach will il o esamam of inconvemence 1o 1he Oyati-
tor, Opctator shall hear no poitton of the Nen-Operimors” audnt cont e red under oy parapraph unleas
to by the Operatos.

aadit Ope.

apveadd

Anproval by Non-Operaims

Wheaee an ap pravad or othier srecient of the Paties or Nan-Oporatoers os expaeedy requited under other »oc.
Gons of i Aceountag Proceaare and of the aereenment fo whicis s Aceounting: Pias eeusss veoattaebed u-m‘.n.\
N EonE Iy (I OVISIS 3D poavnd theroro Qeopatar shatl wahfy atl o0 Ope tatars of 1 OPerstar's sl ..'unl
Uit fgute e b oF Spppoval 08 oty oaetere ol Bae JioneCeanaiers shail e contralimgs oo sl .\'ou-h).-"\ e
tor:.,
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1L DILCr CHARGLS (
Operator shall charpe the Joint Account with the (ollawy items:
1. Rentuls aud Hoyalies
Lease rentals and royaltics paid by Operator for the Joint Operations,
2. lLaboe

A. (1) Salaries and wages of Operator's field cmployees directly emplnyed on the Joint Property in the conduct
ot Joinl Operatious,

{2) Salavies of Fitat Level Supervisors in the ficld, .

3) Salarics and wapes of ‘Technical Employees directly employed on the Jaint Praperty i such charpes ave
excluded from the Overhead rates.

B. Opcrator’s cost of holiday, vavation, sickness and disability benefits and ather custamary allawances paid to
emplovees whose salaries and wapes ave chargeable to the Jomt Account uneer Paragraph 2A of this Sechn
H. Such costs under thus Parazaaph 283 may be charged on a “when i as patd Lasts™ or by “pereentage as-
sexsrment” on the amount of solanes and wares charveable o the Joint Account under Parseraph 2A of ths
Scction 1. I percentage assessment s used, the vate shall be based on the Operator's ¢ost experience.

C. Expenditures or contributions made pursuant to assessments imposed by governmental authborny which are
apphcable 1o Opurutor's costs chargeabh to the Joint Account under Paragraphs 2A and 213 of this Sec-
Aion 1.

D. Pursonal Expenses of those emplovees whose sularies and wages are chzrgeable to the Joint Account under
Paragraph 2A of this Section 11,

3. Emploxce Benelits

Opcrator’s current costs of established plans for emiployees’ group life insurance, hospitalization, pension, re-
tiremnent, stock purchase, thrift, bonus, and other benefit plims of a like natwe, apphcable to Operator's Ybor ¢
cost charieable 10 the Joint Account under Paragraphs 2A and 2B of this Scction I shall Le Operator's actual

cost nat 16 exceed Lwenty per cent (20%0)y OT percentage most recently recommended by COPAS.
4. Material

Material purchased or {furnished by Operator for use on the Joint Property as provided under Section 1V, Only :
such Material shall ‘be purchased tor or transferrved to the Joint Property as may be requuired for immemate use N
and is reasonably pracltical and consistent with effic:ont and cconoml.cu! operations. The aceumulation of sur- !
plus stocks chall Le avouded.

S. Transpartation
Transportation of employces and Material necessary for the Joint Operations but subject to the followmys inmiae
tions:

A. If Material is moved to the Joint Property from the Operator's warchouse or other properties, no eharge shall
be mude to the Joint Account for u distance greater than the distance from the nearest velidide supphy sioe, '
recognized barge ternmnal, or railway receiving point where hke material is normatly avinlable, unless apvveed
to by the Partics. .

&

If surplus Material is moved to Operator's warchouse or other storage puiat, uo chirpe sholl bie mude 10 the
Joint nccount for a distance grewter than the distance to the nearvest rehubie supply store, recormized Large

ferniinal, or railway recenving point unless agreed to by the Parties. No charge shull be made 1o the Jownt Ac- l
count for moving Muteria! to other praperties belonging to Operator, unless agreed (o by the Dacties,
C. In the application of Subparanrzphs A and 13 above, there shall be no equalization of actual gross trucking cost
of $200 or less excluding accessorial charges.
C. Services .
The cost of contract services. cquipment ioxd ulilities provided by oulside sources. except services exeluded Ly
Paragraph 9 of Scetton 1 and Paragraph 1.1 of Scection J11. The cost of protessional consultant services iyl con. '
tract servicues of technical pevsonnel divectly enarozed an the Joint Property il such chapies are exchuded fren the N

Overhead rates. The cust of professionad consuliimt services or contratt services of tevhmial petsanned
rectly enpared on the Joint Praperty shal) not be charged to the Joint Account unless previousdy
the Parties. ) .

not di-
agrecd ta by

7. Dguipment o Pacilities Furnished by Qperatar

A. Operator shall charye the .h:ml Account for use of Operator owned cquipment and facilities
mensurale with costs of owner<hip and eperatinon, Such rades shall nclude costs of mantenance, 1epas, oy
operating! expense, ansuranee, Laxes, Geptecidion, and Inlerest anmvestinent nol 10 exeeed L per eeny ()
per annumn. Such ates shall not eacevd wverape commeraal yates currently prevaching in the nnne
of the Juint I'ropetty.

N. In sieu of charges in Parapraph A above, Operator may elect 1o use average commercial rates prov
the immedaate men of the Jomt Propenty Jess 207 Por automotve equipmcnt, Operator may
publishced Ly the Poetroleun alotor Fransputrt Association, k

Gt orites coam-

il Do

ahing in
cloet o use vates

3 .
8. Damapes and Losses o Joint Property

Al tosts or exparnres nevessary for the repinr o eplacement of Joint Thoperty made necessary Lecause of das-
anes o1 loseos eurred by (e, tood, storm. thett, secrirnt, o othee Cnse, cieett. tane yesultnge from Operator’s
pross nephpenee o withul pmsconduct. Qpevatar stual fusnsh Mo Opey cler witien notice

et Tt e seon gy praciicable alter Goepuit thereof has been scceived by Operaton,

uf damnages or luoses

9. Lepal Erpense
Expenas of haadbimp, sovestyzing ond setthinge hligatien o elums, diseharping of Jens, Pavment of judements,
and anenints pand for setlement of clams eanied e oe esultneg iom apae o thder, the atcement oy
Moty e peateet we toover the done Proponv, exeept thad no chir e bie sy e of Operatia s Jepal ~1aff
ur fees or vipense Bf oot she stlaineys sheadl b e undes peeviousdy appeed o by the 10 ten. AN athey o
espenre 1. comsaderen to e coverst By the ovennead proviaois of Secton 11 undess othierve e apiced 1o by the
Patties, vacept ax peovided i Secting j, Pudagaaph 3,




10.

1

(o

Tuacs -

Al taxes uf v\( kud wod nutute assessed or levied upon or invconnection with the Jomt Pioperty, the opera-
tion theweal, ar the production therefram, utud whieh taxes have been paid by the Operatar far the bencefit ot the
Parties.

lusurancoe

Net prenmums paid {or insuranee required ta be carried for the Joint Operations fue the protection af the Par-
ties. In the event Jort Opecatians are conducted it a state in which Opevator may et as self-unurer for Warke-
men's Compensation and,ov Ewmplovers Liability  under the yespective state’s laws, Qpevatar may, at its election,
inchude the rink under its sell-insurance pragram and n that event, Opevator shatl include a charge ot Operator's
cost ot 10 exewed manual rates,

Qther FEapenditlures

Any ather expenditure not cavered or dealt with in the foregoing pravisions of this Section 11, or in Section U,
and which is incurred Ly the Operator in the necessary and proper cotduct of the Juint Opevitians,

HI. OVERHEAD

Overhead - Dritling and Producing l)pcrn(ions.
i.  As compensation for administrative, supervisidn, office services and warchousing costs, Operator shall charge
drilling and producing operations on cilher:
( X )} Fixed Rate Basis, Paragraph 1A, or
{ ) Percentage Basis, Paragraph 1B.

Unless otherwise agreed to Ly the Purtics, such charge shall be in licu of costs and expenses of all offices
and salaries or wapes plus applicable burdens and expenses of all personnel, except those nectly chareeable
uder Yaragraph A, Section 110 The cost and expense ol services {1om oulside sources i cunnecton with
matiers of taxation, tratfic, accotmting or matiers before or involving governniental mpencies shatl be considdered
as included in the Overhead rates proviacd for in the above selected Paroztaph of this Section 11 unless auch
cost and expense are agreed to by the Parties us a direet charge to the Jant Account.
it. The salanies, wages and Personal Expenses of Technical Employees und.or the cost of professional consultant
services and contract services of technical personnel directly emiployed on the Joint Property shall () shatl
not ()() be covered by the Overhead rates. - N -
L]
A. Overhead - Fixed Rate Basis ‘
(1) Operator shall charge the Joint Account at the following rates per well per month;
Drilling Well Rate $3350.00
Producing Well Rate s 355,00

(2) Application of Overhead - Fixed Rate Basis shall be as follows:
(a) Drilling Well Rate

{1] Charges for onshore drilling wells shall begin on the date the well is spudded and termnate on
the date the drilling or vompiction rig is released, whichever is later, except that na charge shall
be made during suspension of dnlling operations for fifteen (153) or more consccutive dayy,

{2} Charges for offshore drilling wells shall begin on the date when drilling or completion cgnimnent
arrives on Jocation and terminate on the date the drilling or completion cquipiment moves off Joci-
tion or rig is released, whichever occurs first, except that no chuvve shall be made during suspen-
sion of drilling opeiations for fiftecn (15) or more conseculive days ’

[3] Charges for wells underpoing any type of workover or recompletion for a period of five (5) con-
scculive days or more shall be made at the drilling well rate. Such charpes shall be applicd for
the period from date workover operations, with rig, commence through date of rig el
that no charge shall be mude during suspension of operations for {ifteen (13) or more
days.

(L) Producing Well Rates

[1) An active well either produced or injected into for any portion of the month shall be considered
as a onc-well charpe for the entire month,

ase, exeept
conseculive

(2

1)
~—

Fich active comypletion in a mulli-caompleted well in which praduction is not comumingted down
hole shall be contidered as a onc-well cliange providing cach completion is considered a sepavate
well Ly the govermng: regulmory authorsty.

{3} An inactive gas well shut in hecause of everpraduction or failure of puichaser o |
tion shall be considered as w onc-well charge providing the pas we
manent sades outdet,

ake the produca
s diectly conpected w a per-

{1) A onc-well charge may be made for the month in which plugging and abandonment oper

ulions
ure completed on any well,

15) Al ather inactive wells Gnzluding hut not lunited o inactive wells covered by ungt mMowable,

ease sdlowalide, tuansforred allowabde, ctel) shadl not quakify for an overbesd charee,

(33 The well 1ates shull he adjustead as of the first day of Apeit cach year following the ¢ffective date of the
aptecnt to wheh this Avcounting Procedure as attached, The adpustivent shall be compited by nmubta-
plying the rate cutentdy monre by the peeeentage inerease or decteis e s the sverag e wevidy L‘:n.mny:\ of
Ciude Petralewnn and Gas Prodoctien Workers for the st edendae vear cosnpared o the calaare vear
preveding s ahawn by the vdex of avereee weekly catmmes of Coude Petyobenm sond Lias Fachis l‘n»;hu‘-
tion Worless i pabdedwed by the Bated Stalcs Dopiatiaent of Labor, Paseas of Valar SEchies, o the
vauivabent Citeedizar sadex e pahile bed by SGde ey Cangday, as apphicable, The sdjusted e shudl be
the otes cutsently in use, plus or nonus the cumputed adprament,
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0 Overbead < epcanbaye i~
(1) Operatoy charn the Juit Account ot the following rn\(
(n) Doeveldynent

. Peveent ( 1) of the cost of Develupment of the Juint Property exclusive of custs
provided under Parngraph 8 of Scetion 11 and all sidvape eredits,

{b) Operating

Peecent ( 45) of the cost of Operatingt the Jaint Prapcerty exclusive of cavts provided
under "aragraphs 1 and 9 of Scetuion 1L, all salvage credits, the value of wgected subatances purchased
for secondary recovery and all taxes aud assedsments whuch sve levied, oseased and pasd upsen the mine
ecral interest iy and to the Junt [Mtoperty,

—

(2) Application of Qverbiead - Pereentage Basis shall be as follows:

For the purpose of determining chargex an 2 pereentage basis under Pararraph 18 of this Scection 111 de-
velopment sinall include Gl costs i connection with drilhing, sedeslling, decpening or any remedial GINTe
tions on any or all wells involving the use of drithng crtew and cquipment: ilo, prehmimary expoaditures
necessary in prepacation for dilhing and expeaditures incurred in abandoming when the well is not vome-
pleted as a praducer, and oreanal cost of constiuction or installation of fixed amsets, the expansion of fixed
assets and any other paject viearty discernsble as a fixed a:set, except Mogor Cesstruction as
Paragraph 2 of this Section 11 Al ather costs shall be considered as Operating,

Ceoned an

2. QOverhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the exe
panston of fixed assets, and any other project cleaviy discermble as a fixed asset required for the development snd
operation of the Joint 'roperty, Operaior shall either negotiate a rate prior 1o the Inginnimg of construetion, o 2hatl
charge the Joint Account for Overhead Lased on the following rates for any Major Cunstiuction project 11 ¢xcess
of §.25,000_ _____ _:

A. 6 ___ 7 of 1atal costs if such costs arc more than § 25,000 but Jess than $_100,000_.__: plus

B. -8, < of total costs in excess of §.109,880 __ but less than $1,000,600; plus

C. _.5___ _ < of total costs in excuss of §1.000,000.

Total cost shall mean the pross cost of any one project. For the purpose of this paragraph, the component parts
of a single projuct sliall not be trealed separately and the cost of drithing and workover wells shall Le eacluded.

3. Amendment of Ilates

The Overhead rates provided for i this Section J11 may be amended from tisme to time only by mutual arreement
between the Patlies hercto o, 1n pracuce, the rutes are found to-Le msufficicnt or oxeessive,

IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, THANSFENS AND DISIOSITIONS

Gperator is responsible for Joint Account Miatenal cnd shall make proper and tuncly charges and credits far all mma-
terial movements aflvcting the Joint Property. Operator shall provide wil Jlaternal for use on the Jomt Preperty: how.
ever, at Operator’s oplioa, such Material may Le supphed by the Non-Opceratar, Operator shadl tmake tunely dispusition
of idle and,or surplus Material, such disperal bemg made ether through rale to Operatar ur Non-Operator, division m
kind, or sale (o outsnders. Operutor may pu:chase. but shill be under no oblization 1o purchase, interest of Nan-Operi-
tors in surplus condition A or 13 Matersal. The disposal of surplus Controllable Mauderial not purchased by the Qpera-
tor shall Le agreed to Ly the Partics.

1. Purchases

Material purchased shall be charped at the price paid by Operator after deduction of all discounts reeeived. In case
of Material found to be defective or returned to vendor for any other reason, credit shall be passed 1o the Joint
Account when adjustimeint has heen receved by the Operator.

2. Transfers and Dispositions .
Material furmshed to the Joint Property and Materiad transferred from the Joint Property or disposed of by the
Qperator, unless otherwise agreed 1o Uy the Jarties, shall be priwced on the folloving bases exe . o ihy (i

. i cluatve of cash tiga
counts:
A. New Material (Condition A)

(1) Tubulur poods, except line pipe, shall be priced at the current new price in effeel on date of movennnt on a
maximum carload or baree load weipht basia, regardless of quanttly transferred, cqualized 1o the Im-'\‘s.l
published prive fob. rdviay recciving prant of recognized  bavge termimal nearest the lowmt !‘.u-,l“ g
where such Matenio! is normally avadaule. purty

(2) Line Pipe
(a) Movement of less than 30,000 pounds shall be priced at the current newe

nmovement, as hsted by oo rchable supply store hearest the Joint Pioper by
mally available,

price, in effect at date of
where sueh Materiad s nore

(L) Movement of J0.000 paunds ur more thall be priced under jrovinions of tubulag fouds pricieg an Pagn

praph 24 (1) of tny Scchon IV, A RIHTS

(3) Other Muterrad shalt he pnced od the vurrent new prvean vifect st date of iovement,

3 supply scre or Lot pahway rccoving pomt neatest the Jum Fieperly whete such
avanlable.

B. Good Ured Mateval (Conditiony 1)

as histed by o orehable
Material s nurmally

Aaderial in sound ond serviceable condition and suiteble for teuse without 1eennditioning:
(1) ALderial taoved to the doint Propenty

{a) Avoeventy-five peteent (75) of cunent new nrice, ax detoypined By Parapraph 24 of Uns Seveton 1V,
(2) Materiad nraced froan the Jomt Dopeeiy

(2} AL revenle-five peteent (3000) o cunent rew prave e fernaegd by Pavarsiple 24 of this S 1V,
HOMatental was engandiy chornpe 4 e the Jemt Avconnt as wew Lintennl, oy

P




(L) Wt nxe e USR] ol Cutrenl pew puoce, as o7 CPagnaph TA of thaes Sectiang
[ AT Ak cas organally chaveed to the Joml .\cnv( s s ased Mt sl roventy-fise per-
cent (9 ) of cunient new pree,
The cost of reconditignuge, 1f any, thall be absorbed Ly the transferring property.
C. Other Used Material (Condition C and D)
(1) Conditivn C

Material which is not in sound i serviceable condition and not suitable for its ovigmal function until
after recondiitonming shall be priced ot plty percent {504 ) of current new price as deternnned Ly Parae
graph 20 of this Secuon 1V, The cust of recondittomny, shatl be charped to the receiving prapetty, prus
vided Conthition € value plux cost of reconditioning does not exceed Contition 13 value,

(2) Condition D

Al other Matenial, including junk, shall he priced at a value commensurate with its use or at previaidine
prices. Matevial no lomuer daitable for ats origmal puipose but usable for some other purpose, shall be
priced an a basis comparabile with that of items normally used for such ather puipose. Qpecator may dis-
jose of Condiion D Material uader procedures normally utilized Ly the Operater without prior approval
of Non-Qperators,

D. Cbsolete Material

Material which is serviceable and usable for its original function hant condition and or vilue of such Material
is not eaisvarient to that wiinch woull justify a price as provided above may be spectdly priced as agieed to by
the Partres. Such price should resuit in the Jomt Account beimng charged with the value of the service 1en-
dered by such Materul.

.
L. Pricing Conditions
(1) Loading ind unloading costs may be charged to the Joint Account at the rate of fifteen cents (13¢) per
hundeed wentht on all tubular goads movements, in hew of loading and unluading costs sustaned, when
actual hauling cost of such tubulir poeds arc cqualized under provisions of Patagraph 5 of Scetion 1L
(2) Material involving crection costs shall be charped ut applicable percentage of the current knocked-down
price of new Matenul

3. Premium Prices

Whenever Matenal is not readidy obtumable at published or listed prices because of national emerpencies, stitkes
or other unusual causes over winch the Operator has no control, the Operator may charge the Joint Accaunt far the
required Materal at the Operator’s actual cost incutred in providing such Materal, in makime it surtable for use.
and in moving it to the Joamnt Pruperty: provided notice in winting is furmshed 10 Non-Operators of “the propused
charge prior to billing Non-Operators for such Matenal, Fach Non-Operator shall have the night, by so electing and
notifying Operator witiun ten dayvs atter 1cceving notice from Operator, to (urmsh in Kind all or part of ais share
of such Material suitable for use and acceptuble to Operator.

4. Warranty of Material Furnished by Operator

Operater does nt warrant the Matevial furnished. In case of defective Muterial, credit shall not Lo passed 1o the
Joint Account unli} adjustment has been 1eceived by Operator from the manufuciirers or thewr agents,

V. INVENTORICS
The Operator shull maintain detailed recerds of Caontrollable Material.

1. Pcriodie lnventories, Nolice and Representation

At reasonable intervals, Inventories shall Le taken by Operator of the Joint Account Controlluble Material,
Written notice of intentinn to take nventory shall e given by Operater at least thirty (30) dayvs before inv nven-
tory is to begin <o thut Non-Operators may Le represented when any inventory is taken, Fulepe of Z\'un-Ol,QrmOx.S
to Le represented at inanventory shall bind Non-Operators to sceept l!nc inventory Laken by Operator,

2. lecenciliation and Adjustment of Inventorics

Reconciliation of a physical inveatory with the Juint Aczount shatl be made, and a list of overapes
shull be furnished to the Non-Operators within six manths following the taliung of the inventan v,
justments shall be made by Operator with the Jomt Account 1or overages ;
held accountable only for shortages due to lack of reasonable diligence.

and shortages
loventory il
and shwitages, Lut Operator shall be

3. Special Inventovies
Special Inventories may be talien “whenever there is any sale ar change of interest in the Joing )°
Le the duly of the party schling 1o notfy all other Parties as quickly as posuable after the tr
place. Tnosudh caney, Loth the setler s the purchuser shall be poverned by such mventory,

operty, TU shatll
anster of interest 1akes

4, Lxpense of Conducting Perindic Inventories

.

The exrense of conductng periudic Inventories shall not be charged to the Joint Account enleay

agreed o by the
Vartics,
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EXHIBIT "g"

ADDITIONAL INSURANCE PROVISIONS

Operator, during the term of this agreement, shall carry insurance for the
benefit and at the expense of the parties hereto, as follows:

ay Workmen's Compensation Insurance as contenmplated by the state in
which operations will be conducted, and -Eaployer's "Liability
Insurance with limits of not less than $100,000,00 per employee.,

(B) Public Liability Insurance:
Bodily Injury - $500,000.00 each occurrence.

(C) Autonobile Public Liability Insurance:
Bodily Injury - $250,000.00 each person.
$500,000.00 each occurrence.

Property Damage - $100,000.00 each occurence.

Cxcept as authorized by this Exhibit "G", Operator shall not make any charge to
the joint account for insurance premiums. Losses not covered by Operator's
tnsurance (or by insurance required by this agreement to be carried for the
benefit and at the expense of the parties hercto)

shall be charged to the
joint account.



