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APPLICATION FOR APPROVAL OF THE SOUTHEAST VACUUM UNIT AGREEMENT
LEA COUNTY, NEW MEXTCO

To the Honorable, the 0il Conservation Commission of the State of New Mexico

1l. Formal application is hereby made for the approval by the 0il Con~-

servation Commission of the Southeast Vacuum Unit Agreement, dated October 17,
1944, and subscribed by Stanolind Oil and Gas Company and The Pure 0il Company.
All of the land embraced in the unit area is land of the State of New Mexico.
Stanolind 0il and Gas Company is the sole lessee and owner of the 1760 acres of
State leases situated within the unit area described as being held byAit. The
Pure 0il Company is likewise the sole leasehold owner of the 560 acres of land
within the unit area described in the unit agreement as being held by it. Mag=-
nolia Petroleum Company is the owner of the State lease on the Northwest Guarter
(Ni/4) of Section 16 and Gulf 0il Corporation is the owner of a State lease on the
West Half of the Northwest Quarter (W/2 NW/L) of Section 9. Magnolia Petroleum
Company and Gulf 0il Corporation have not decided to become parties to the Unit
Agreement, therefore approximately ninety-one per cent (91%) of the land embraced
in or which should bhe embraced in the unit area has been committed to the agree-
ment, OSection 18 of the agreement makes possible the subsequent addition of these
other parties to the unit agreement if they should at some subsequent time decide
to become parties thereto and proper arrangements can be made therefor.

(a) This agreement will tend to promote the conservation
of o0il and gas and the better utilization of reservoir energy in that the combin-
ation and pooling of the working interests in the several tracts embraced within
this area will avoid duplicate and competitive drilling and will secure unified
operation by one management. Unity of management assures uniformity in compliance
with all necessary conservation practices prescribed or approved by the 0il Conser-
vation Gommission and uniformity in procedures in carrying out such practices.
The State is at the same time in the position to require all necessary drilling
and production to fully develop the land to the extent believed to be necessary
to secure the best interest of the State,

(b) The State of New Mexico will receive its fair share of
the oil and gas produced under this agreement for the reason that the State is
the sole Royalty Owner in the entire unit area,

(e) All rentals and royalties will be paid to the Commissioner

of Public Lands and distribution can be made by him to the several funds of the



geveral State Institutions to which income should be credited.

(d) The agreement fully protects, preserves and secures all
statutory vowers of the 0il Conservation Commission,

(e) The parties signatory thereto are the sole owners of all
interests in *he land committed to this agreement,

2. A complete geological map and renort is tendered herewith for the
confidential [ile of the 0il Conservation Commission. It is to be noted by Sec~-
tion 20 of this agreement that the term of this agreement is for five (5) years
after the effective date thereof and so long thereafter as oll or gas is produced
and it i1s asked that the term of the State leases be so extended and modifisd to
conform to the term of this unit agreement, Application is concurrently being
made to the Commissioner of Public Lands of the State of Hew ilexico for the
approval of this agreement., There is filed herewith an original executed copy of
this agreement and a photostatic copy thereof.

Herewith the applicant respectfully reguests that notice be given and

hearing be held and that the 0il Conservation Commission approve this agreement.

Respectfully subnitted,

STANOLIND OIL AND GAS CUPAN:

STATE OF OKLAMGMA

{
J ss:
COUNTY OF TULSA X

R, E. HELSON, JR., of lawful age, being duly sworn, on oath deposss
and says that he is the Supervisor of Unitization of Stanolind 0il and Gas Company;
that he has resd the foregoing application and knows the contents thereof and
states that the matters and things therein set forth are true to the best of his

informstion and belief,

Suvscribed and sworn to before me this e day of
A, U, 3 19’{&40

)

My comnission expires MY COMMISSION EXPIRES MAY 24, 1948

Notary Public
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THIG CONTRACT, made this /7>  day of October, AsDe
1944, by and betwsen STANOLIND OIL AKL GAD COMPANY, a eorporation,
hereinafter called "Stanolind”, and THE PURE OIL CONPARNY, a
corporation, hereinsfter oslled 7Pure’;

BIZHE25H2 0

WIERLAS, Pure 12 the owner of walld &nd subsisting oll
and gas leases covering lands of the State of New Mexlico desoribed
as followsy

The South Helf (3/8) of Seetion Eight.
(8), nnd the East er the Northwest
IR the Jouthwest Quarter
X } nf Seation H&na (9)s Tomship Eightesn
Sowth, Renge Thirty-six (38) East, Lea
Gmty, New Mexloos embrsolng 560 acres, more
or lesss and

WERLAS, Stanolind 1s the holder of valld and subsisting
o1l and zas leanes oovering lands of the State of Yow Mexico des~
cribed as fellows:
The Merth Half (W/2) of Beetion Eight
tsg and the Last Half im of Seetion Nine
and the Bass lalf (B/3) and the mss
W# {aw/¢) of Seetien 3 (18),

all of Seotion Seventoen (1Y) ‘I‘mm-hlp M
Bﬂ? afepresald, ombraecing 1760 acres, more
or leo

ss; ad
WHERi.AS, the partles herote desire to unitisze said lands
under the provisions of the laws of New Mexieo, therefor.

NOW, THFREFORE, in conelderation of the mutual promises
herein cantained, the parties herete do expressly asgree as followss

LANSs 7This agreenent 1s made mbjut to ctapecr
“:bzty ‘ﬂ.no, 80! Hexioo Atatutes m%td, 1041, and Chepter
Eightroight of the Nev lexico Session lLaws of 1943, and the
regulations made thereinier,

2. All deposits of oil, gzas,
casinghecad gasoline, ar! kindred substanses in and under and that



may be produsced from the sbove deseribed lands are hereby unitiszed
under the provisiona of this sgreemont,

3e BIXIT CFURATOR: Stanolind is hereby desi nated as
Unit Opersator hereunder, and all references herein made to the
Operator shall refer to Stanolind eeting in that capscity, and all
references hersin to Working Interest Owners shall refer to both
partiess herete in that capacity. The Operator is :ereby zanted
the right of possesasion of all of the above described land for
the purpose of opsrating the same under the terms and conditions
of this agresment and of the underiying leases, and except as
below provided, shall heve the contrel and manazement of the
operations under thls amreoments There shall be no ercse-
assimment of leasehald titles or estates, All operstions cone
dueted hereunder shall be in conformity with law and all wvalid
rogulations and lawful ordera lssued thersunderes In the event
that Stanolind resigns as unit operator or disposes of gll of its
working interest Pure shall have the first right and eptien upon
Fifteca_(lﬁ) days notice to beaowme the wnit eperators In the
event that Puwre falls to elegt to become the unit operator within
sald time then the weriing intercst owners shall desiymate s new
operators As soan as the new operastor shall take over operations,
but in no event later than tixty (680) days after the resi mation
of Stanolind, Stanolind shall be rolieved of the duties and oblie
sations as operstor hereunder.

Operator shall ndt do
any of the fellewing thinmgs without the consent of both Werking
Interest Owners
&s Locate or drill, eclther with its own toels or
through the ageney of a drilling contracter,
any woll or wells, oreept as provided in
Sestion 11 hereof, ovided that gonsent to



drill sny woell shall be full authority to
make sll neeessary expenditures to drill,
complete, and equip the same ineluding any
necesasry leaae tankmgey

be iHake any other mroposed sxpendlture in excess
of $58,0004,00%

6s AdopS any secomiary resovery method or make
any other radiosl change in the method of
operation

de Abandon eny well or wellsp

ee Miapose of any major items of surplus matere
f1alsy

fs Admit additional lands te participation
hereunder, but Operator may admit such lands
on suth consent and on consent of the 01
Conservation Comalasione

The Operater shall carry such worlkmen's compensstion and

other insurance as the Jorkin. Intereat Owners shall presoribe.

In addition thereto the derking Interest Owmers shall
have the right to advise and ¢onsult with the Operator generally
with respeet to the eonduot of sald operations,

8¢ IEST WELL: ‘Vithin three months after this plan has
hean exacuted by the parties hereto and approved by the Comuissioner
of public Lands of Hew iaxico and by the 041 Conservation Commission
of Hew Mexico, Operatce will commonee operations for a test well
upon the approximste senter of the Nartheast Quarter of the Northe
east Quarter (NE/4 NME/4) of Seetion ueventeen (17) afuresaid,
and wlll theoreaftey commesncs and prosecute the drilling of asaid
well with resasonable dilizence to a depth of 5500 feet unlais oil
or «as in paying quantities, water In the 3an Andres lormation,
or pranite or other impenstrable substmce 1s encountered at a
lesser depthe

3.



8. GCOST OF OPLHATIQHSS The oost of all operations fer
exploring and teating the land for oil, ga# and kindred substances,
and producin:, storing and msrketing the same shall be advanced
end paid by the Operator end charged to the %arkiag Interest Ownera
in proportion as the muber of sores contributed to this contraect
by eash bears to the total muber of acres subjeet to thias cone
tracte The manner of making snd collecting such charges and other
detalls respescting sald operations zhall be handled as provided
in the Accounting Precedure attached hereto and marked Ixhibit

.4, Reference thersin to thrs "Non=Operators® shall be doemed
to rofer %o the “orking Interest Owners in their capacity as such,

Te o

tion hereof, and¢ the ctate of New Mexice, by the approval hereof

TIGATION: The partles, by thelr execu~

by the Commiasioner of Publioc Iands gnd the 011 Canservation
Comminsion, agree and consent that all leases to the extent that
they apply to the lands sabtwaced in this contract shall be deemed
to be and conatitute one lease; that tho teram of all of sald leases
iz hersby extended to conform to the term of this unit contracty
that the terms and conditlons of each of sald lessss sre hereby
modified to the extent necessary to make the same conform to the
provisions hereaf, but ctherwise each lsase shall be and remaln in
full fores and effect, and that drilling end productlion on any
lsasc shall be desmed to he an? constitute drilling and procustion
on all leases within the meaning of sueh lesze.

8¢ ALLOCATION OF RONCTIONS The parties, by their
exegution hereof, and the “tate of Hew Mexlco, by the approvel

hersof by the Commisaloner of ublle Lande and the 011 Conservation
Comaission, agree and consent that the production from all wells
drilled on the abeve described land exeept that used by the Operatoy
for development, operating and camp purposes on the unit area,
shell be allocated to each lease In proportion as the number of
aorez committed o thiz agrcement out of each lesase bemrs te the
total acreaje committed theretos

P

The State of New uexleo, by

L



the approval hereof by the Commisaioner of Fublic Lands and the
011 Conservation Commiszion, a:rees and consente that royalties
shall be pald at lease rates upon the production allocated to easch |
lense above set out instead of upon the production taken fyrom wells
drilled on the individual lsase; thet unitiged substances rodused
hereunder and injected inte any formaetion for cyclinz or repressurs
ing oporations hereunder shall be {ree from royalty cherge; that 1if
Operutor Injeets gas obtained from outelde sources into any forma=
tion for represswring, stlmulatlon of produetion, or incressing
wltimate recovery in its operations herewnder, & like amount of
fee may De withdrawn from the forustion royalty free as to Sry cas
but not ss to the producta extracted therefrom, provided sueh proe
as is approved by the 01l Conservetion Comuissions Operator
shall pay fer the sssount of the verking Interest Owmors all rovale
ties due theo State of New lexico under the teras of the several
leases as modified herebys [ach party hereto shall pay and besr
all rentals due under 1lts lesscas

10« LISPOSAL OF FRODUCTICHT =ach party hereto shall
always have the right at eny time upon Thirty (30) days sdvance
notice to the Operator to receive its alloceted share of the rroe

duetlon in kind, after deduetlon of the state royaslty, snd
separately dlspese therecf, orovided that the party shall provide
all facilities neodessery for such coliveries in kind and pay all
sdditional cost oocasioned in uicdng seperate delivery. Otherwise
the Operator shall have the rigzht to sell and dispose of sald proe
duetion, or to purchase the same for its own account at not less
than the prevalling fleld meriet prieces Cperator shall make settlee
ment with the Workin: Intercst Owners Iin cash for their respective
shares ol the proeeeds of ezale not latsr than the lest day of caeh
month for the produstion seld durding the preceding ealendar month,
and ahall sccompany salic naiment with & statement ap to the guantity
and value of such predustion,

1le OFTION AS TO DHILLING) After the drillins of
the first wcll herelnabove provided for, in the svent eny verkin:
Interest Omner should refusé to concent to the drilling of any
subsequent well upan the above dercribed land within Ten (10)



days after recelvinz notlee from the Operator or the othepr Yorling
Interest Owners of the loostion at which and the depth to which it
1s desired that such well be «rilled, then the Yorkin: Interest
Ownor Jdesiring to drill such sell shall have the right to darill

the same at its sole cost mné axpense, and any non=consentin;
sorking Interest Owner shall be relisved from contributinz to

the cost, expense and risk of the drilling of such well, Ir

such well is non-ggeductive 1t shall be gbandoned «% the sole

cost and expense of ﬁha vorkin: Interest Owner who dArilled it,

If sald well is a producer, the party who drilled the well shall
have the right to continue to operate the well ror its own spocial
account and at its own risk and expense, and %o appropriate the
ezitira workin. interest ghare of the naa«partioizigting party
therefrom until the producing party shall have reeovered there~

froa one-and=one=hall times wihat otherwise wouldl have been the

share of the nonw-partieijsting party in the cost or drilling aend
equipplng the well had he pertlcipated in the arilling or the :
well in the first Lnstance, plus the noneparticipating party's |
full share of the cost of eperating the well to date of reizmburse-
ments pon such reimburesement havin: been obtained by the drilling
party out of the sbove described part of the jrodustion the Opepe
stion of mald well shall be turned over to the Operator and the
well shall thereafter be operated for the Joint sscownt of the
parties hereto, and all physieal equipment for which roimbwrsenent
has beon obtalned shall bessue the rroperty of the parties hereto,
proportionate to their intarest.

12e ZIXLES: Each party has submitted to the other
satisfactory evidence of titls to its leasshold interest in the

above desoribed lands respectively owned by each upon the basis
of whleh evidense the interest of said parties hereunder i
hereby and shall yeilnadn ixed,

6.



Mo nazisnment or other transfer shall
be made by either perty of lezs than the full sand wndivided worke
inz interest and leasehold title 0f the party in all land ocome
mitted by sald party hereto, o less than the ontire lnterest of

.the party derived by, through, and under this contraet without
the written conzent of the othor party flret had and obtained,

In the event any Yorkinz Interest Owner desires to sell all or
any part of hiles interest in the landa covered herehy, the other

Jorking Inteprest Owner hereto shall have a4 prefersntial right
to purchase the samej provided either party may assizn or transfer
its interest hereunder and In the lands above deseribed to a |
subsidisry or parent company o. sueh party without regard to the |
provisions of thies sestion. In such svent the selling party shall ;
promptly comwunicate o the othor Workinz Interest Owner the |
offer reseived by it froa g pwrchaser reedy, willing, and sble to
purchase the same, togethor with the name and sddress of sueh
purehaser, snd the other Working Interest Owner shall thereupm
have sn option for a peried of Ten (10) days after receipt of
sald notiee to purehase 2ald interest at the same price as that
offered by the outside purchaser,

Kxeept as hereinabove ex;pessly provided, the govenants |
nerein contained shall be deemed Lo run with the land and shall |
inurs to the benefit of and be binding upon the successors and
agalmms of the parties hereto.

14, Elther party hereto desiring to swre
render all or any portion of any lease or lemsss committed to
this azreement as to which thers is at that time no exlsting
drillinz er othor obliration whiech scerued after the deate of the
exocutlon of this agrement, shall glve to the ethay:orlking
Interest Owner Thivrty [30) days nobice of such intentloeny in
which event such oOther Vorking Interest Owner shall within
Thirty (30) days from the date of the glving of such notiee

e



conaent to the release of such lease or leases or portion thereof,
or shall within such Thirty (30) day period advise such notifying
party of 1ts refusal to consent to the murrender of such lease

or leases or portien thereofs In the event the party so notiffed
refuses to consent to such surrender, then the notifyinz perty
shall forthwith exmsute and deliver to such other party an

assl mment of such lemse or leases or portion thereof covered by
guch notics, and notifyin; party shall be prozptly paid at the
then salvage value for its proportionate share of all salvadble
casinz snd other asterial and equipment located on that portion
of the leased premises cevered by sush sassigmment, That portion
of any lease or leases wi.ch is released or assigned as in this
paragraph proevided shall from and after the date of such release
o asslonment be exsluded froum the operation of this sgreenent

to the same extent as though it had never been inoluded,

At sny time after the completion of
the first test well provided for herseln, this agreement may be
terninated by mutusl agreenent of the parties hereto upon notice
beingz served on tha Cemmisaioner of Public lLende and the 011
Conservation Cemmission, On the terminetion of this sgreement
all lessee shall revert to the status which they then would
otharwise have ossupled had this unit agreement not been entered
intos In the event this contract ir terminated under the prow
visions of this seétion, or upon the expiration of the term
hereof as provided in festion 20, an sccounting with respeet to
the material, equipment, strustures and facilitlies used in and _
about the joint operation shall be had between the Yorking Intereast
Owners and disposition thereof shall be waade as provided in the
Accourting Procedure hereto attached,

18, SLVEAL LLABILITY: The oblizations of the parties
hereto shall be deesed toc be several and mot jJoint, The

Be



relationship of the parties hereto shall not be construed to be
and constitute s partnership.

17, AAR SHERENCY3 The Operator shall inowr no fore
feiture, penalty or other lisbility on ascount of any default
committed by it in the performsnce of this contract or the
underlying leases, #0 lonz and to the extent that performance is
prevented by any aet of duly constituted public suthority, or
by war, insurrestion, strike, riot, act of Jod, or other eause

beyond the contrel of the (perator.

18.
2tate Leases on the W/2 /4 Gection 9 and the NW/4 Seetion 18,

¢ The owners or opsrators of

Towohip 18«8, Range 36-i, Lea County, New Hexlco, who have not
executed the plan prior to tha effectlve date hereof mmy be
permitted, at a later date, to beeome parties to this cantraot
upon obtaining the gonsent of the ‘iapking Interest Owners who
are then parties hereto and upon makdng satisfactory reimburse-
ment to sush Joridng Interest Owners for their reapective share
in sost and riak of pest developmant, prepertionate to the
interest in produstiom which they will thereafter acquire by
becom'ns s party heretos In the event that ane or nore addie
tional persons become parties hereto, an eperating committee shall
be appointed consisting of & representative of each Working
Interest Owner whe shall have voting power preoportionate to the
pepresentation of his principal. Operstor's representative
shall be chairman of the comitiee and the committes may arrange
for rezular or spesial neetings or the Operator may poll the
comsittes for its vote on any cuestion in the absencs of s
mestings The majority vote shall govern the astion of the com-
mittes unless any pas¥dy holds the majority of interest, in whieh
svent his representative's vote shall require the ooncwrrence of

Be



one other representative to constitute the majority votes In
the event of the appointment of a comnmittee, the functions of
the parties hereto set out in Seotions 4 and 15 hereof shall be
exercised by the Operating Committee and the other provisions of
this contraet shall automatically be modified to the extent nec-
essary to conform hereto.

19« IAX:Ss Operator shall render, for ad valorem
tax purposes, the entire leasshold rights and interests covered
by this contract and all physical propm;rieeated thereon or
used in cemmestion therewith, or such part thereof as may be
subject to ad valorem taxatlion under existing laws, or which may
be made subject to taxation under future laws, and shall pay,
for the benefit of the Joint acoount, all such ad valorem texes
at the time and in the manner rsquired by law which may be
asaessed upon or against all or any pertion of such leasshold
rigshts and interests snc the physieal property located thereon
or used in cennestion therewith, Operator shall bill each Workw
inz Interest Owner for its proportionate share of such tax peye
ments as provided by the sccounting Prosedure hereto attached,

In the event sny taxable valustion 1s assossed upon
or azsinst sald property or any portion thereof, whiesh Operator

deems to be wwessonable, it shall be the duty of Operatar to
protest said taxsble veluation withim the time and marner as
presoribed by law, and prosesute asueh protest tc a fima] deter-
mination unless the parties s ree t0 abandon zuch preoteat prier
to final determinations When any such protested valustion of

sush property ahnl'twt been determined, Operator shall pay,
for the joint agcount, the taxes thereon, together with any
{nterest or pcnn).b’:f ssrued by reason of sueh protest, and bill
each Horking Interest tner for its proportionste share of such
payments in sscordance mith the Accounting Procedure hereto

attacheds

10



20, TERM: This contrast shell beeome effective on

the firet day of the ealendar month next ensuing after it has
been axecuted by the partises herete end approved by the Come
miseioner of Publis Lands and the 01l Conservation Commission,
and, unless sooner terminnted as provided in Seetion 18, shall
endure for the term of Iive (5) years from and after the effective
date thereof, and so lon; therssafter as oil, :as, omsinzhead zas
ar gasoline or kindred hydrosarban substances zhall be produced
from any part of the unit ares; provided that this unit contract
shall not terminate on sccount of any temporary suspension of
production csused by well sccidents or other causes over which
the Operator has ne centrol, or on asscount of any temparary
suspension granted by the Comaissloner of Public Lands or by

the 011 Conservation Comtimsions

IR WITREES WHFAEOP the parties hereto have exevouted this
contract the day and year first above written,

S TINLS58) &axm OIL ANL 3AS COMPA APPIRGVE D)
e/
1 A

vr. Frestdent e
ATTYETy /

Divinton
ATTESTy

"Asplstent Geeretary)
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STATE OF UKLAHOMA
COUNWTY F TULSA

on this %éﬂg of Cotober, A.Ds 1944, before mo spe
pesred ‘e Fe BULLAKRD, me personally Mmown who, being by my duly
sworn, 314 say thes he 13 Vice President of STANOLIND OIL AKR. JAs
CouPANY, and that the sesl affixed to said instrument is the
coxpany seal ef sald sorporatien, and thut said instrument was
sloned and sealed in behalf of sald corperation, by suthority of
ite Soerd of Diresters, and the said L. Fs BULLARD acknowledged
seld instrumsnt to De the Iree set and deed of sald corporation.

IN AITHESD MFLREOF, I have hercunto set my hand and
affixed =y Rotariaml 8Soal the dey and year first above writien.

Hy commlssion explroaMy COMMISSION EXPIRES MAY 24, 1948

S

ary P e

STATE OF TEXAS g 583
TARRANT COUNTY |

on this day of October, A.ls, 1944, vVefore ue ape-

peared H. jis, Mell » ¥R+, (o me personally known who, being b
me duly sworn, 4id that he ia Hanager Texas Produci Avision
of TLL PURE OIL COMPANY, end that the seal affixed to eald instmuc
ment is the compeny nd’. of sald corporation, and that sald
instrunent was signed and sealed in behalf of matd sorporation
gg authority eof its Board of Directors, and the assid He We ﬁeli

+ acknowledzed sald Instrumsent to be the fyee act and deed of
said corporation.

IN WITHESS 41LREAOF, I have hereuntoe set my hand and
affixed my Netarial Beal the day ané year first above written,

My commsission sxpires 74

VAIN,

APPROVED THIS DAY CF "
AesDey, 1044

T

COMMITSICNER QF PUBLIU L&

THE STATE OF HEW MEXICO

APPROVED THIS . DAY OF »
Aeluy 1944

T O, CONBERVATIOR COMMITJIOR CF
THE BTATE OF HEW HEXICO

By,




FORM 260—2-39

EXHIBIT ¢H »
ACCOUNTING PROCEDURE

The Operator shall bill the Non-Operators on or before the last day of each month for their proportionate share of costs and ex-
penditures less proper credits for any miscellaneous income received for the joint account during the preceding calendar month.
Itemized statements shall accompany such bills. Operator’s monthly billing to each Non-Operator shall reflect credit for any
amounts advanced to cover development and operating costs for that particular calendar month; and if the amount advanced was
in excess of the actual expenditure made, Operator’s billing shall be accompanied by check to refund the credit balance reflected.
If actual expenditures exceed the amount advanced, each party shall pay its proportionate share of such deficit within fifteen days
after the receipt of billing. If payment is not made within such time, the unpaid balance shall bear interest at the rate of 6 per
cent per innun; until paid. Payment of any such bill shall not prejudice the right of any party to protest or question the cor-
rectness thereot. .

Operator shall have and be entitled to a prior lien on all the rights and interests of Non-Operator in said lease, the production
therefrom, and the material and equipment thereon, to secure the payment by Non-Operator of his proportion of costs, charges and
expenses of developing and operating the joint lease as herein provided.

Operator shall furnish Non-Operator with copies of well logs of each well drilled on the joint lease; and on request, Non-Operator
shall be furnished samples of cuttings from the formations drilled.

Non-Operator shall have access to the joint lease premises, and to all books and records pertaining to said joint operation ior the.
purpose of inspection at all reasonable times.

The joint account shall not be charged with any expenditures or contributions made by the Operator toward an employees’ stock purchase,
group life insurance, pension, retirement, bonus, or other employees’ benefit plan, except such expenditures or contributions as are imposed
or required by Governmental authority.”

L—DEVELOPMENT AND OPERAT‘ING CHARGES:

Operator shall charge the joint lease account with the following items:

(1) Delay rentals, when such rentals are paid by the Operator for the joint lease account. Royalties, when not to be paid direct
to Royalty Owners by the purchasers of the oil, gas, casinghead gas or other products of the lease.

(2) Labor, teaming, and other services necessary for the development, maintenance and operation of the property.

(3) Materials, equipment and supplies purchased, and/or furnished by Operator from its warehouse stocks or from its other leases
for use on the joint lease. Insofar as is reasonably practical and consistent with efficient and economical operation, only such
materials shall be purchased for or transferred to the joint lease as are required for immediate use, and the accumulation of
warehouse and/or lease stock on the joint property shall be avoided.

(4) Moving material to the joint lease from Vendor's or from Operator's warehouse in the district, or from other leases of Opera-
tor; but in either of the last events, the distance charged to the joint lease shall not exceed the distance from the nearest
reliable supply store or railway receiving point, except by special agreement with Non-Operator.

(5) ‘Moving surplus materials from the joint lease to outside Vendees, if sold f.o.b. destination, or minor returns to Operator’s
warehouse; but charge against the joint lease account for moving major surplus materials to Operator’s warehouse, shall not
exceed the cost of moving such material to the nearest reliable supply store or railway receiving point, except by special
agreement with Non-Operator; and no charge shall be made to joint lease account for moving materials to other leases
belonging to Operator, except by special agreement with Non-Operator.

(6) Use of and service by Operator’s exclusively owned equipment and utilities at rates not exceeding those prevailing in the dis-
trict where the joint lease is located unless definitely stated under Section II, “Basis of Charges to Joint Account.”

(7) Damages or losses incurred by fire, flood, storm or other accidental or natural causes.

(8) All costs and expenses of litigation, or legal services otherwise, necessary or expedient for the protection of the joint inter-
ests, including attorney’s fees and expenses as hereinafter provided, together with all judgments obtained against the joint
account or the subject matter of this agreement; actual expenses incurred by any party or parties hereto in securing evidence
for the purpose of defending against any action or claim prosecuted or urged against the joint account or the subject matter
of this agreement.

(a) If a majority 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 the services rendered
may be made against the joint lease account, but no such charge shall be made until approved by the legal department
of or attorneys for the respective parties hereto,

(b) Fees and expenses of outside attorneys shall not be charged to the joint lease account unless authorized by a vote of
the majority of the interests hereunder.®

(9) All taxes of every kind and nature (except income taxes, and except gross production taxes not.required by law to be paid
by the Operator) assessed upon or in connection with the properties which are the subject of this agreement, the production
therefrom or the operation thereof, and which taxes have been paid by the operator. i § i -
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(10) Premiums for workmen’s compensation, contractor’s public liability and employers’ liability insurance on the joint lease
operations, and/or public liability and property damage insurance on jointly owned automotive equipment operated for the
joint lease, if any such insurance carried or required to be carried for the joint account; together with all expenditures incurred
and paid in settlement of claims or judgments, not recovered from the insurance carrier to fully discharge all liability of
Operator ensuing from an accident occuring on or in connection with operations for the benefit of the joint lease.

{an If no insurance is carried or required to be carried on any or all of the above or other risks, all actual expenditures incurred
and paid by the Operator in settlement of any and all losses, claims, damages, judgments, and ahy other expenses including
legal services shall be charged to the joint lease account.

(12) A proportionate share of the salaries and expenses of Operator’s District Superintendent and other general District Employ-
ees serving the lease, whose time is not allocated directly to the lease, and a proportionate share of maintaining and operat-
ing a District Office in conducting the management of operations on the joint lease and other leases owned and operated by
Operator in the same locality, such charges to be apportioned to all leases served in the ratios of direct labor payroll charges,
numbers of wells, or on some other equitable basis consistent with Operator’s accounting practice.

(13) Camp Expense: The expense of providing and maintaining on or in the vicinity of the joint lease all necessary camps, hous-
ing facilities for employees, and boarding employees, if necessary. When leases other than the joint lease are served by these
facilities, then an equitable distribution of expense including depreciation, or a fair monthly rental in lieu of the investment,
maintenance and operating cost of buildings and camp equipment, shall be prorated against all leases served.

(14) Handling Charges: To cover the cost of handling material into and in the warehouse, a handling charge not in excess of
59 of the net cost of the material, new or second-hand, placed upon the lease from the Operator’s warehouse may be assessed
against the joint account; except that,

(a) On new tubular goods (2”7 and over), tanks, derricks, boilers, engines, compressors, pumps, and other major items of equip-
ment, no handling charge shall be assessed against the joint account;

(b) On second-hand tubular goods (2” and over), tanks, derricks, boilers, engines, compressors, pumps, and other major items
of equipment, a handling charge not in excess of 214% of the net cost may be assessed against the joint account.



13) Overhead charges, which shall be in lieu of any charges for any part of the compensation or salaries paid to managing officers
and employees of the Operator, including the division superintendent, the entire staff and expenses of the division office, and
any portion of the office expense of the principal business office of the Operator, but are not in lieu of district or field office
expenses incurred in developing and operating any such properties, or any other expenses of the Operator incurred in the
development and operation of said leases; and the Operator shall have the right to assess against the properties covered
hereby, the following overhead charges:

(a) $100.00 per well per month for each drilling well, beginning on the date the well is spudded and terminating when
it is on production or is plugged, as the case may be; except that no charge shall be made during suspension of drilling
operations for 15 or more consecutive days.

The above overhead schedule on producing wells shall be applied to individual leases; provided that where leases covered by
this agreement are cperated as a unitized project in the interest of economic development the schedule shall be applied to the
total number of wells irrespective of individual leases.

In connection with overhead charges, the status of wells shall be as follows:
In-put or key wells shall be included in overhead schedule the same as producing oil wells.
Salt water disposal wells shall not be included in overhead schedule.
Producing gas wglls shall be included in overhead schedule the same as producing oil wells.

Wells permanently shut down but on which plugging operations are deferred, shall be dropped from overhead schedule at
the time the shutdown is effected. When such wells are plugged, overhead shall be charged at the producing well rate
during time required for the plugging operation.

Wells being plugged back or drilled deeper shall be included in overhead schedule the same as drilling wells.

Various wells may be shut down temporarily and later replaced on production. If and when a well is shut down and not
produced or worked upon for a period of a full calendar month, it shall not be included on the overhead schedule for such
month.

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

(16) Any other items oi cost and expense incurred by Operator for the necessary and proper development, equipment and oper-
ation of the joint lease,

IL—BASIS OF CHARGES TO JOINT ACCOUNT:

(1) Outside Purchases: All materials and equipme11t purchased and all service procured from outside sources will be charged
at their actual cost to Operator after deducting any and all trade and/or cash discounts actually allowed off invoices or
received by Operator.

t2) New Materials furnished by Operator (Condition “A”),

New Materials transferred to lease from Operator’s warehouse or other leases shall be priced f.o.b. the nearest supply
store or railway receiving point, at replacement cost of the same kind of materials. This will include large equipment
such as tanks, rigs, pumps, boilers and engines. All tubular goods (2” and over) will be charged on the basis of mill-
shipment, or carload price. Other materials, where the replacement cost cannot be readily ascertained, may, for the
purpose of consistency and convenience, be charged on the basis of a reputable Supply Company’s Preferential List Price,
f.0.b. nearest supply store or railway receiving point to the lease, prevailing on the date of transfer of the materials to
the lease. Cash discounts shall not be included in calculating cost prices of such transferred materials.

(3) Second-Hand Materials furnished by Operator (Condition “B” and “C”).

(a) Tubular goods (2" and over), fittings, registered machinery, and other equipment which is in sound and serviceable
condition at date oi transfer, will be classed as Condition “B” and charged at 759 of the price of new materials, in ac-
cordance with the provisions of Paragraph (2) above.

{b) Tanks, derricks, and buildings or other equipment involving erection costs on the joint lease, will be charged on a basis
not to exceed 75% of knocked-down new price for similar materials.

(c¢) Other materials and supplies, hardware, building_ materials, and similar items, in sound, serviceable condition, will be
classed as condition “B” and charged at 75% of the price of new materials, in accordance with the provisions of para-
graph (2) above.

(d) Other second-hand materials, such as units of machinery or other equipment that is serviceable, but substantially not
good enough to be considered first-class second-hand material when transierred to the lease, will be classed as Condition
“C” and charged at 509% of new price.

(e) There may also be cases when some items of equipment, due to their unusual condition, should be arbitrarily priced at
an appraised figure,

{(4) Warranty of Materials Furnished by Operator: Operator does not warrant the materials furnished by it from its warehouse
or other leases beyond or back of the dealer’s or manufacturer’s guaranty; and in case of defective materials, credit shall not
be passed until adjustment has been reccived by it from the manufacturers or their agents.

(5) Operator’s Exclusively Owned Facilities: The following rates shall apply to service rendered to the lease by facilities owned
exclusively by Operator:

(a) Water service, fuel gas, teaming, power, and compressor service: At rates commensurate with the cost of providing
and furnishing such service to the joint lease, but not exceeding rates currently prevailing in the field where the jomnt
lease is located.

(b) Automotive Equipment: At rates commensurate with cost of ownership and operation and in line with schedule of rates adopted
as recommended uniform standardized charges against joint lease account and revised from time to time by the Petroleum Motor
Transport Association. Automotive rates shall include cost of oil, gas, repairs and other operating expenses and depreciation, and
charges shall be based on use in actual service on, or in connection with, the joint lease operations. :

(c) Automotive Well Servicing Units: In the event automotive well servicing units are furnished complete with tools and equipment,
the rate charged shall be determined in keeping with tlhe cost of ownership, operation, maintenance and depreciation of same.

(d) A fair rate shall be charged for the use of drilling and cleaning out tools and any other items of Operator’s fully owned machinery
or equipment which shall be ample to cover maintenance, repairs, depreciation, and the service furnished the joint lease.

(e) Rates shall be revised and adjusted from time to time when found to be either excessive or insufficient.



111.—DISPOSAL OF LEASE EQUIPMENT AND MATERIALS:

4y

2)

)

4

The Operator shall be under no obligation to purchase interest of Non-Operator in surplus new or second-hand materials or
equipment on the joint lease. Upon request of Operator, Non-Operator shall participate in a division in kind. Rigs, tanks,
buildings and other major items of surplus equipment shall not be removed by Operator to its full interest warehouse or lease
without the approval of Non-Operator. Operator shall not sell major items of jointly owned equipment to a third party with-
out giving Non-Operator an opportunity either to purchase same at the price offered or to take its share of equipment in kind.

Materials purchased by Operator shall be credited by it to the joint lease account and included in the monthly statement of

operations for the month in which the materials are removed from the lease.

Materials purchased by Non-Operator shall be invoiced by Operator, and paid for by Non-Operator to Operator immediately
following receipt of invoice and delivery of materials. The Operator will thereupon immediately pass credit to the joint lease
account and include same in the monthly statement of operations for the month in which the materials were paid for hy
Non-Operator.

Division of materials in kind, if made between Operator and Non-Operator shall be in proportion to their respective interests
in the joint lease. Each party will thereupon be charged individually with the value of the materials received or receivable
by it, and corresponding credits will be made to the joint lease account by Operator, and both credits shall appear in the
same monthly operating statement.

Sales to outsiders of materials or equipment from the joint lease shall be credited by Operator to the joint lease account at
the full amount collected by him from Vendee. Any claims by Vendee for defective materials or otherwise shall be charged
back to the joint lease account.

1V.—BASIS OF PRICING MATERIALS TRANSFERRED FROM JOINT LEASE:

(1)

-{2)

3

(4)

(6)

Materials and equipment purchased by either Operator or Non-Operator, or divided in kind between them, unless otherwise
agreed, shall be valued on the following basis of condition and price. (New price as used in the following paragraphs shall
have the same meaning and application as that used above in numbered Paragraph (2) under “Basis of Charges to Joint Ac-
count” for materials furnished by Operator.)

New Materials: (Condition “A”) being new equipment or supplies purchased or procured for the lease, but never used
thereon; at 1009 of current new prices.

Good Second-Hand Materials: (Condition “B”) being good serviceable materials which are further usable without repair, at:
(a) 75% of current new prices, if they were originally new materials when charged to the lease:

(b) 75% of current new prices less 25% depreciation for their usage on and service to the joint lease, if materials were
originally charged to the lease as second-hand at 75% of new prices.

Other Used Materials: (Condition “g”) being materials further usable for their original function only after repair and recondi-
tioning ; at S0% oI current new prices.

Bad Order Materials: (Condition “D") being materials not further usable for their original function, but ior possible other
service; at 25% of current new prices.

Junk: (Condition “E”) being obsolete and unserviceable materials; at prevailing junk prices in the district. Where prac-
ticable, junk will be disposed of at the lease.

Temporarily Used Materials: When the use oi certain items of equipment on the joint lease was only temporary, and the
time oi actual use thereon does not justify the deduction of depreciation as listed in Paragraph (2-b), such materials will be
priced on a basis that will leave a net charge against the lease account consistent with the service rendered and adequate for
the time the materials were in use,

V.—INVENTORIES:

1
2)
(3

[£)]

Periodic inventories shall be taken by Qperator of the materials and equipment on the joint lease, which shall include such
materials and equipment as are ordinarily considered controllable by operators of oil and gas properties.

Notice of intention to take inventory shall be given by Operator to Non-Operator a week before any inventory is to begin,
so that Non-Operator may be represented when any inventory is taken.

Failure of Non-Operator to be represented at the physical inventory shall bind him to accept the inventory taken by Operator
who shall in that event furnish Non-Operator with a copy thereof.

Reconciliation of inventory with charges to the joint lease acount shall be made by each party at interest, and a list of
overages and shortages shall be jointly determined by Operator and Non-Operator.

Inventory adjustments shall be made by Operator on the Joint lease account for overages and shortages, but Operator shall
only be held accountable to Non-Operator for shortages due to lack of reasonable diligence.
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- end between TANOLIND OIL AND GAS COMPANY, & corparati
hereinafter called ":tanolind", and THEL PURE OIL COMPANY, a

S St

74 ' N
0UTE LR ACT, made this /7 7 day of October, AAD;v

corvoration, uercinafter called "Pure";

—— - e e e o Geet e —

Lok AS, Pure 1s the owner of valid and subsisting 0112

leases covering lands of tae htate of New Mexico describhh;

as follows:

cribed as

under the

The South Half (S/2) of Section Eight
(°) and the Tast Half of the Northwest
warter (E/2-1W/4), and the Southwest Quarter
(s7v/4) of Section Nine (9), Township Eighteen
(10) South, itanze Thirty-six (36) East, Lea
County, New rexlico; embracins 560 acres, more
or less; and :

(A4S, Stanolind is the holcder of valid and aubsistin%é
leases covering lands of the State of New Mexlco des~-
follows:

~ "he Morth Half (N/2) of Section Eight

(8), and the ¥ast Falf (E/2) of Section Nine

¢), and the ilast Iialf (E/2) and the Southwest

uarter (8v/4) of Sectlon Sixteen (16), and

all o. Zcctlon Seventeen (17) Townshlp and
nan ;¢ aforecalu, eubracinzg 1760 acres, more

3

or less; anc

ALILAS, the parties hercto desire to unitize said lands

Hrovisions ol the laws of YNew !lexlco, therefor.

W, 0 LI dlis, in consilderation of the mutual promises

balned, the moarties hereto co expressly agree as followésig

~1l, LAUS: ™his g reement 1s made subgect to Chapter

cw Texico ftatutes Annotated, 1941, and Chapter

Dichbo-cloht of the Tlew [Tciico Session Laws of 1943, and the

e ulations

nade Croerauncer. -

S  loloudll el iA UL A1l deposits of oil, gas,

casoline, und kindred substances in and under and that%’

Y
B
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I ST

may be procuced from the above described lands are rercby unitized
|

underl the provisions ol this agreement.

3¢ Ulil'y OP:swa'f0d: Stanolind is rereby cdesi-nated as

5t

n made to tlte

l..l.

Unit |Operator hereuncer, and all references here
Opergtor shall refer to Stanolind actins in that caracity, and all
referiences lerein to “orkins Intercst Ouners chall refer to both

partles her¢to in that capacity. The Operator is iereby -ranted

the right of nossession of all of the above described land for
the gurposelof operating: the same uncer the teras and conditions
of tﬂis agréencnt anc. oi the unﬁerlyin“ leases, anc e:cedt as
belo% provicded, shall have the control anc mans-ement of the
oper%tions ﬁnder this arreement. There chall be no cross-
assi%nment @f ieaseholﬂ titles,or estates. All orerations con-
ducted hereunder shall be in conformity with law and all valid
reguiationS‘and lawiul orders lssued tlercun'ere. In the event
tﬁat;Stanolina resi mns as unlt operator or disposes of all of its
WOrking intercst Purc shall have the first right and ontion upon
Fiftéen (15) davs notice to become the wnit operatore. In the
event that Purc falls to elect to pecome the unit onerator within

seld time then thie working interest ovners shall desi nate a new

operator. As soon as tie new operator shall take over operations,
but in no event later than Sixty (60) days after the resiznation
of Stbnolin@,:StanolindAshall be relieved of the duties and obli-

gations as operator hereunder.

4e¢ LINITATIO4S UPO. OrniArCh: Opcrator shall not do

both Yorkin-

[

any of the followin- thinss without thc consent o
Inter%st Oimers:
ag Lecate or drill, either with its own tools or
tirouw h ti. agency of g {rillin- contractor,

an:

well or wells, ercc -t as rrovided in

s

Zecclon 11 hereof, ~rovi co thut consent to




b
of {5,000.00;

any other radical chanve in the méﬁhaﬁ’

e

! - pperation; _ ? l'?%‘

| de Abandon any well of wells;
! . Y

e. FPispose of any maJer ltems of surplua mat

ials-

i
i

fo Admit additional 1ands to particip&ticn

hereunder, but Operator may admit auch lgnél

bn such consent and on consent of the 011-

ConQervation Commission.
The Operator shall carrJ such workmen's compena;t

other insurance as the Jorking Ipterest Owners sgall,pr&ger;

*n addluion thereto tha Working Interedt Ownera
have the rl“ht to advice and consult with the Operator g o

with reupect to the conduct of sgid operations. e &

5o TESE WLLL: Wiﬁhingthree'months aféer thiégﬁiiﬁﬂ
been ézechted by the perties herato and approved by the Cc :
of Public Londs of licw Mexico and by the 011 Conservitien GVA
of Jey “lexico, Operator will cormence operations&ror a test
upon Lhe “pUPOuiﬂdLC center of the Northeast Quaﬁter of’tha
east Quarter (NE/4 NE/4) of Section Seventeen (17) afor&aii}
and ”ill thereaftor commence and prosecute the drilling ef [
well Wlth reasonable diligence ta a depth of 550&.feeb= ;
or as in sayin: quantities, water in the San Andres format;
or rénite or other 1mpenetrable . substance is: enﬂeunteredugg

1e°ser denth.

Se ‘ ’ !y i ‘




] numbar*lflaorea contributed to this oontra&t

B total nnmber of ‘acres subjeot to thia con= ;
of mnklngsané collecting such charges and othor
ai&,operatiohs shall be handled as providsd

U
e

o,éunting ocedure attaoheﬁ hereto and marked Exhibit 1;

o

f&arence therein ta thz ’Ebn-eperators" shall be deemed }}] T

EFFECT OF U§ITI%ITIGN: The partiea, by their execu-

: erpof, and tha Stato of Kew Mexlco, by the approval hereof
fYCgmmissioner of Pﬁblic Lands and the 01l Conservation
nd consant thﬁt all leases" to the extent that

B one lease' that the term of all of saié leases S
iextended to conform te the term of this unit contract~:

+terms and conditions of‘eaoh of said leasea are hereby .

5,1§d<to the extent necessany,to make the same conform to thei

?;f; ioés hereof, but otherwiae each lease shall be and remain 1n A

i é&qo and effect, and that drilling and production on any

CZ e

*ggiil be deemed to be-and éonétitute drilling and production

all:leases within the meaning of such leases

. 8. ALLOCATION OF PRODUCTION: The parties, by their

7:“1on hereof, and the State of New Mexico, by the approval

t bg the Commissioner of Public Lands and the 0il Conservation
:gién, agree and consent that ‘the production from all wells
»edrﬁn the above described land except that used by the Operator
lifar dsveﬂopment, operating and camp purposes on the unit ares,
; be allocated to each lease 1n proportion as the number of
copmitted to this agreement out of each lease bears to the
acgoage committed thereto.

©1° 9, ROYALTIES AND RENTALS: The State of New Mexico, by

4.
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10. DISP

ppreval hereof

aﬁéérvation Comulss

edéqn the inaividniiv,

by t

ase r:

perdtions hereunder 8’.’1 ,

8 ﬁéve the rig
5 to the Opera

on%in kind,

ately dispose
cilitles nece

@onal cost oce

onh or to purc

the prevalling

é of the proce

for the produ

such o

hall accoxapany s

tor to receivs ;fa.allecatsd

'after deduction of the a:ats ;ﬁa

fleld market price. Opereta§fs§t,:

~ Interest Owners in cash f r

roductiOn.
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p AS TO DRILLING:

After the | Hr




3 Mbrkiqg xpterest Owﬁer shall be relieved from contributing to

,cost

part

| atlo
‘well
| part

has

satl

o
D
1

|
r receiv1n% notice from the Operator or the other Wbrking

g

st ‘owners of the location gt ‘which and the depth to which 1t

7"‘&

ziireﬁ that suc well be drilled then the Working Interesat

idegiring to drill such well shall have the right to drill

;%:the s#me at its sol% cost and expense, and any non-consenting

l
ab, expense and risk. of the drilling of such welle If

' 7? is non-pp ductive 1t shall be gbandoned at the ‘sole

#nd expense of}the Wbrkinv Interest Owner who drilled it.

1|1 said well is a Pf°du°er, the party who drilled the well shall

%he right to antinue to operate the well for its own special

t gnd at 1ts pwn risk and expense, and to appropriate the L
working inte*est share of the non-participating party
'Irom until theLproducing party shall have recovered there-

neiand-one-ha £ timeg what otherwise would have bsen the

ﬁshare'of ‘the non-pa#ticipating party in the cost of drilling and
éequipping the well had he participated in the drilling of the

in the first ihstance, plus the non~-participating party's

Share of the dost of operating the well to date of reimburse-

Upon such rqimbursement having been obtalned by the drilling
out of the aJove described part of the production the oper-
of sald well‘shall be turned over to the Operator and the
shall thereafder be operated for the Jjoint account of the

ps hereto, and all physical equipment for which reimbursement

een obtained 4hall become the property of the partles hereto,

. prop ftionate to t&eiriinterest.
. L !

. 12, TITIES: Each party has submitted to the other

&actory evidence of title to its leasehold interest 1n the

abovaédescribed lands respectively owned by each upon the basis

of whﬁch evidence ﬁhe interest of said parties hereunder 1is

hereby and shall remain fixed.
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13, ASSTZOENI: No assigmment or other transfie

be made by either party of less than the full and undividedrwﬁr
ini interest and leasehold title df the party in all lagd;ogﬁ;

mitted by sald osurty hereto, or less than the entire 1nterest§o

tlie party derived oy, through, and under this contract uithdﬁt
L 2 <L

the written consentﬁof the other party first had and obtalned.

In the event any ﬁokking Interest Owner desires to sell all or-

any part of his intbrest in the lands covered hereby, the other -

Workinc Interest Oﬂner hereto chall have a preferential figpt
to‘purchase the saﬁe° provided either party may assign Qé;tranaféri%
its interest ncreunoer and in the lands above described to a ﬁ
subsidiary or parent company of such party without regard to the
provisgions of thlsiqectlon. In such event the selling party sha;l
promptly connunlcaue to the other Working Interest Owner the }
offer received by it frou a purchaser ready, willing, and able fb
purchase the sane,jto;ether with the name and address of such ‘
purchaser, anc the;other Vorking Interest Owner shall thereupcnvi
have | an option for%a neriod of Ten (10) days after receipt of -
gald notice to purdhase salda interest at the same price as that?
offered by the outgide purchaser.
txcept as hereinabove expressly provided, the covenant
nerein contained shall be deemed to run with the land and shall '
inure to the bcnefit of and be binding vpon the successors and

asglirns ol the narties heretoe.

14, E&EQ&Qihh : Tither pnarty hereto desirins to sur-f'
render all or any ﬁoftion of any lease or leases committed to
thig| arreenent as to which there is at that time no existing
érillin~ or otncr oblization which accerued after the date of @h{

v

execution of tnis a-reement, shall psive to the other “Jorking

v
Intepest QOwner Thirty (30) days notice of such iIntention; in R
wrich -vent such other .orkins Interest Owner shall within

Trirty (30) days froxn the date of the ~ivin~ of such notice




T TN

consent to the release of such lease or leases or portion thereof,

or shall within such Thirty (30) day period acdvise such notifying

party of its refusal to consent to the surrender of such lease

or leases or portion thereof. In the event the party so notifled

refuses to consenﬁ to such surrender, then the notifying party
shall forthwith e?ecute and celiver to such other party an
ess8 @nment of sucﬁ lease or leases or »ortion thereof covered by .
sucﬁ.notice, anc ﬁotifying party shall be promptly pald at the

i

then salvare valud for its proportionate share of all salvable
casihz and other ﬁaterial and egulpment located on that nortion
of the leased preﬁiqes covered by suchr assinments. That nortion
of any lease or léases which is releasec or assined as in this
par ﬁraph provided chall from and after tre date of such release
or assignment Dbe e#cluded fron the operation of this arreenent

to the samne extent as though 1t had never heen included.

15 LIERITwATION: At any tiane after the coupletion of

irst test. well provided for herein, this arreement may Dbe

lnated by mutuél arreenent of the narties hereto upon notice

served on the Corralssioner of Public Lands and the 0il

| ‘

Consgrvation Cormmissione On the teraination of tnis s reement
all leases shall revert to the status which thev then would

otheTwise have occupied had this unit s reenent not been entered
intoT In the event thls contract ig terminated under the nro-

visi¢ns of this section, or umon the e=xniration of the term
|

here$f as provicecd in Sectlon 20, an accountin.- with respect to
‘ :
|

the #aterial, c.nipaent, structures anc Tacilities rsed in and

abouti the joint operation sizall be brac between the Jorkin~ Interest

i Ownerls and cdisvosition thereoi shall be wade as »roviied in the

Accoﬁntin; Procecrve ereto attached,
|
|

3 16,  OVelan LlasILi™s The ooli-ations of the parties
|

heretp slall be Jeelied to e several and not

|
|
|
|
B




relat

and ¢

feltw

cormi

under
preve
by wa

beyon

State

Towns

. \
executed the onlan nrior to the effective date hereof may be

perml
upon
are t
ment
in co

inter

becoming a party hereto. In the event that one or more addi-

tlonal persons become parties hereto, an operating oommittee ehall.ia.

be ap
Intenr
repre
chall
for r
commi
meetl
mitte

event

fonship of the parties hereto ehall not be

onstitute a partnership. - ;~_~_ L

17. MWAR E:ERGLNCY; The Operator shelI tncee o
$e,epenalty or ' :
%ted by 1t in
iyiﬂg leases,
ﬁted by any ac
ﬁ, insurrection, strike, riot, act of God, df'et”Wb

d the control of the Operator..

~ 18. SBSE WUEST JOINDER:

Leases on the W/2 NW/4 Sectlon 9 snd the Nﬁ/4 Seotion 15’
\
hin 18-3, Ran-s F 36-E, Lea Countv, New Mexico, who have nﬁi

tted at a latpr date, to become partiee to this contract
obtainin the pon cent of the VWorking Interest Owners who\

hen parties lereto and upon making satisfactory reiﬁburse-

st and risk of past development, proportionate to th.f

est in productlon which they will thereafter acquire by‘

"f

i

pointed consisting of a representative of each Working

est Owner who svall have votlng power proportionate to the

sentatlon of hiq nrincipales Operator's representative '
e.ular or S)ecgal neetinss or the Operator may poll the
ttee for 1its vpte on any questlion in the. absence of a

nee The 1aJor¢t vote shall povern the actlon of the com=-

e unlc¢ss anv gartv holds the majority of lnterest, 1n whioh

S

to such worhinL Interest Owners for their reepective ehare g;;;

be chnilaan ou the committee and the commlttee may arrange!

his representpelve's vote shall require the concurrence ots~




tax p
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;haed

subje

~ |'be ma
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®

_ bher”representgtive to constitute the majority vote. In

Vedt of the apgointmeht of & committee, the functions of

»Erties hereto set out in Sections 4 and 15 hereof shall be

sed by the Operating Committee and the other provisions of
l
éontract shall‘automatically be modified to the extent nec~

% tO«conlorm hfreto.

; t3319. géggé- Operator shall render, for ad valorem
mrposes, the ebtire leasehold rigshts and interests covered
is contract anﬁ all physical property located thereon or
in connection Fherewith or such part thereol as may Dbe

?t to ad valor%m taxation under exlsting laws, or which may
49 Bubject to taxatlon under future laws, and shall pay,

ﬁe benefit of Fhe Jjoint account, all such ad valorem taxes

at th¢ time and in the manner required by law which may be

Qed upon or a)ainst all or any portion of such leasehold
8 and interestL anc. the physical property located thereon
pdlin connectiin therewithe. Operator shall bill each Worke~ "
ntérest Owner for its proportionate share of such tax pay-

as provided b# the Accounting Procedure hereto attached,

In the event eny taxable valuatlon 1s assessed upon
|

or agéinbt sald pro#erty or any portion thereof, which Operator

deems
prote
presc
minat
to I}
such
for t
inter
‘each
payme

attac

‘
:td be unreaso#able, it shall be the duty of Operator to
ét sald uavablp valuation within the time gnd manner as
ribed by law, Pnd prosecute such protest to a final deter-
1on unless thn narties agree to abandon such Hrotest prior
mal neterzinutpon. then any such protested valuation of
property sball‘rave been uetermincd, Operator chall pay,
ﬁe joint \coouht, the taxes thoereon, to ether with any

§st or ponalt:iuccrned by reason oi such protest, and oill
ﬁorkin; Interert Owner for its vroportionate chare of cuch

nts In accoraahce with the Accountin - Procedure iereto

Rf{led‘o

10.
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HL—DISPOSAL OF LEASE EQUIPMENT AND MATERIALS:
T Operator shall be under no obligation to purchase interest of Non-Operator in surplus new
equipment on the joint lease. Upon‘ggguest of Operator, Non-Operator shall participate in a divuioa kind, !
buildings and lother major items of surplus equipment shall not be removed by tor to its full interest warshousy of
without the approval of Non-Operator. Operator shall not sell major items of jointly owned equipment to a third l&-
out giving Non-Operator an opportunity either to purchase same at the price offered or to take its share of equipment i Mok

(1) Mgaterials purchased by Operator shali‘be credited by it to the joint lease account and included in the monthly m
operations for the month in which the materials are removed from the lease.

(2) Materials purchased by Non- Operatot shall be invoiced b 6 Operator, and paid for by Non-Operator to ator )
jollowing receipt of invoice and delivery of materials. The perator will thereupon immodmely pass credit to the 3
account and |include same in the monhhly statement of operations for the month in which the materials were plil ) i;' .

Non-Operator.

*

(3) Diyision of materials in kind. if made rem een Operator and Non-Operator shall be in proportion to their reapective tn m
in the joint lease. Each party will thereupon be charged individually with the value of the materials received or vahie
by jit, and corresponding credits will be made to the joint lease account by Operator, and both credits shall lppelr the
sathe monthly operating statement. 1 :

(4) Sales to outsiders of ‘materials or equipment from the joint lease shail be credited by Opentor to the joint lease acee uttt :
the full amount collected by him froxin Vendee. Any claims by Vendee for defecme materials or otherwise shall be E
ba k to the joint lease account. i -

Iv—B SIS OF PRICING MATERIALS ‘TRANSFERRED FROM JOINT LEASE:

Materials and equipment purchased b\ either Operator or Non-Opcrator, or divided in l.md between them, unless oth!erwin
agreed. shall |be valued on the follownilg basis of condition and price. (New price as used in the following paragr fh

have the same meaning and apphcano as that used above in numbered Paragraph (2) under “Basis of Charges to oig:t Ac-
coynt” for materials furnished by O erator)

(1) Nep Materials: (Condition “A”) being new equipment or supplies purchased or procured for the lease, but never uud
thqreon at 100¢% of current new pn¢es

(2) Gopd Second:Hand Materials:

(a) 75% of

(Condition “B") being good serviceable materials which are further usable without repmr. at:
urrent new prices, if they were originally new materials when charged to the lease:

(b) 75% of current new prices less 25%c depreciation for their usage on and service 1 the joint lease, if materialsi were

| ongmall ‘charged to the lease as pccond -hand at 75% of new prices.
) Ot er Used

latenals (Condition “C"j being materials further usable for their original function only after repair and rqcoadis
0% of current new pnce

(4) Ba (Condition “D") being materials not further usable for théir original function, but ior posnble other
service; at 25% of currem new prices.

(3) Junk:

(Condition “E”) being obsolete and unserviceable materials; at prevailing junk prices in the dnstnct. Where prace

tic

(6) Temporarily Used Materials:

able, junk

will be disposed of at the lease.

When the use of certain items of equipment on the joint lease was only temporary, lpd the
| use thereon does not sttlh the deduction of depreciation as listed in Paragraph (2-b), such materials will be

time oi actua
prited on a basis that will leave a net icharge against the lease account consistent with the service rendered and adequate for
the time the materials were in use. i

V.—INVENTORIES: i

(1) Periodic inventories shall be taken by | Operator of the materials and equipment on the joint lease, which shall include such
materials and; equipment as are ordmwnly considered controllable by operators of oil and gas properties.

(2) Notice of intention to take mventorywshall be given by Operator to Non-Operator a week before any inventory is to: be[in,
so that Non-QDperator may be represerited when any inventory is taken.

(3) Failure of Non-Operator to be represented at the physical inventory shall bind him to accept the inventory taken by Opentor
whp shall in|that event furnish Non-Operator with a copy thereof.

4 Reconciliation of inventory with chaqges to the joint lease acount shall be made by each party at interest, and a list of
ovdrages and shortages shall be jointly determined by Operator and Non-Operator.

+3) Inventory adjustments shall be mzade by Operator on the Joint lease account for overages and shortages, but Operator shall

only be held accountable to Non- ()pcrator for shortages due to lack of reasonable diligence.




FORM| 260—2-39

EXHIBIT “A »
ACCOUNTING PROCEDURE

The Operator shall bill the Non-Operators jon or before the last day of each month for their proportionate share of costs and ex-
penditures less proper credits for any miscellaneous income received for the joint account during the preceding calendar month.
Itemized statements shall accompany such bills. Operator’s monthly billing to each Non-Operator shall reflect credit for any
amounts advanced to cover development and operating costs for that particular calendar month; and if the amount advanced was
in excess of the actual expenditure made, Operator's billing shall be accompanied by check to refund the credit balance reflected.
I actual expenditures exceed the amount advanced, each party shall pay its proportionate share of such deficit within fifteen days
after the receipt of billing. If payment is not made within such time, the unpaidpobalance shall bear interest at the rate of 6 per

cent per annum until paid. Payment of any such bill shall not prejudice the right of any party to protest or question the cor-
rectnesy thereof. | ‘
|

therefrom, and the material and equipment, thereon, to secure the payment by Non-Operator of his proportion of costs,
expenses of developing and operating the joint lease as herein provided.

Operator shall furnish Non-Operator with ¢opies of well logs of each well drilled on the joint lease; and on request, Non-Operator
shall be furnished samples of cuttings from| the formations drilled.

Non-Operator shall have access to the joint lease premises, and to all books and records pertaining to said joint operation for the
purpose of inspection at all reasonable times.

The joint account shall not be charged with any expenditures or contributions made by the Operator toward an employm’ stock purchase,
group life insurance, pension, retirement, bonus, or other employees’ benefit plan, except such expenditures or contributions as are im
or required by Governmental autharnity, :

1.—DEYELOPMENT AND OPERATIN(]}CHARGES:
Op}crator shall charge the joint lease account with the following items:

(1) D ’lay rentals, when such rentals are paid by the Operator for the joint lease account. Royalties, when not to be paid direct
to Royalty Qwners by the purchasers of the oil, gas, casinghead gas or other products of the lease.

(2) La{bor, teaming, and other services necessary for the development, maintenance and operation of the property.

(3) Materials, equipment and supplies purchased, and/or furnished by Operator from its warehouse stocks or from its other leases
for use on the joint lease. Insofar as |is reasonably practical and consistent with efficient and economical operation, only such
materials shall be purchased for or transferred to the joint lease as are required for immediate use, and the accumulation of
warehouse and/or lease stock on thc;}

Opcra!§r shall have and be entitled to a eror lien on all the rights and interests of Non-Operator in said lease, the mcﬁon
¢ and -

oint property shall be avoided.

(4) Miwing material to the joint lease from Vendor's or from Operator’s warehouse in the district, or from other leases of Opera-
tor; but in either of the last events, t}xc distance charged to the joint lease shall not exceed the distance from the nearest
rcll%able supply store or railway receiving point, except by special agreement with Non-Operator.

(3) M@)ving surplus materials from the joint lease to outside Vendees, if sold f.o.b. destination, or minor returns to Operator's
warchouse ; but charge against the joint lease account for moving major surplus materials to Operator's warehouse, shall not
exceed the cost of moving such material to the nearest reliable supply store or railway receiving point, except by special
agfcement with Non-Operator; and np cuarge shall be made to joint lease account for moving materials to other leases
belonging to| Operator, except by special agreement with Non-Operator.

{(6) Use of and service by Operator’s exclusively owned equipment and utilities at rates not exceeding those prevailing in the dis-
tritt where the joint lease is located lunless definitely stated under Section II, “Basis of Charges to Joint Account.”

(7) I)aimages or [losses incurred by fire, flood, storm or other accidental or natural causes.

(8) All costs and-expenses of litigation, or] legal services otherwise, necessary or expedient for the protection of the joint inter-
ests, including attorney’s fees and expenses as hereinafter provided, together with all judgments obtained against the joint
acdount or the subj:ct matter of this agreement; actual expenses incurred by any party or parties hereto in securing evidence
for the purpose of defending against .any action or claim prosecuted or urged against the joint account or the subject matter
of /this agreement, :

(a) If a majority 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 the services rendered
may be made against the joint ledse account, but no such charge shall be made until approved by the legal department
of or attorneys for the respective parties hereto.

(b} Fees and expenses of outside attorneys shall not be charged to the joint lease account unless authorized by a vote of
the majdrity of the interests hereunder.

(9) All taxes of |every kind and nature (éxcept income taxes, and except gross production taxes not required by law to be pgid
by!the Operator) assessed upon or in'‘connection with the properties which are the sub)ect of this agreement, the production

therefrom orthe operation thereof, and which taxes have been paid by the operator. Wmm-brm—ﬂm!-
shareoiany such tax-ortaxes—so-paid; but Operatorshall-harenofurtherobligation—with-respect-to—such—protested-tan—pay-
mei. 1 :

(10) Premiums for workmen's compensation, contractor's public liability and employers’ liability insurance on the joint lease
opérations, a‘nd/or public Liability and'property damage insurance on jointly owned automotive equipment operated for the
joipt lease, if any such insurance carrield or required to be carried for the joint account; together with all expenditures n_lcurred
and paid in settlement of claims or judgments, not recovered from the insurance carrier to fully discharge all liability of
Opierator ensuing from an accident occuring on or in connection with operations for the benefit of the joint lease.

(13)

(14)

and paid by

he Operator in settlement of any and all losses, claims, damages, judgments, and any other expenses including

If ipm insural}ce is carried or required to be carried on any or all of the above or other risks, all actual expenditures incurred

legdal services

| . !
A proportion
eey serving

shall be charged to the joint lease account,

ate share of the salaries :@nd cxpenses of Operator’s District Superintendent and other general District Employ-
he lease, whose time is not allocated directly to the lease, and a proportionate share of maintaining and operat-

inp} a District Office in conducting the management of operations on the joint lease and otl_mr leases owned and operated by
Oplerator in the same locality, such charges to be apportioned to all leases served in the ratios of direct labor payroll charges,
nuh\bcrs of wells, or on some other c¢quitable basis consistent with Operator's accounting practice.

Camp Expen
ing facilities

se: The expense of providing and maintaining on or in the vicinity of the joint lease all necessary camps, hous-
for employees, and bourding employees, if necessary. When leases other than the joint lease are s~rved by these

fadilities, then an equitable distribution oi expense including depreciation, or a fair monthly rental in lieu of the investment,

maintenance

and operating cost of buildings and camp equipment, shall be prorated against all leases served.

Haimd]ing Charges: To cover the cost of handling material into and in the warehouse, a handling charge not in excess of

74 of the ne
against the )
(a)i On new

! ment, no

t cost of the material, new or second-hand, placed upon the lease from the Operator’s warehouse may be assessed
int account; except that,

ubular goods (2% and over), tanks, derricks, boilers, engines, compressors, pumps, and other major items of equip-
handling charge shall be assessed against the joint account;

(bj On sccond-hand tubular goods (2% and over), tanks, derricks, boilers, engines, compressors, pumps, and other major items
" of equipment, a handling charge not in excess of 2% of the net cost may be assessed against the joint account.




13 Ovdrhead chafpes, which <hall be in Gicf of any charges for any part of the compensation or salaries paid to managing officers

and
any
exp
dev
her

(4)

th)
(c)

td)

ciuploveey of the Operator, mciudigg the division superintendent, the entire statt and expenses of the division office, and
portion of the office expense ot thy principal business office of the Operator, but are not in lieu of district or field office
nses ancupred in developing and operating 2oy such properties, or any other expenses of the Operator incurred in the
Jopment and operztion of said leases s wnd the Operator shall have the right to assess against the properties covered
Ly, the follewing overhead charges:

N~ ~ Y . aqe . . . N -
s 100,70 per well per month for cach drilling well, beginning on the date the well i1s spudded and terminating when
it is on proeduction or 4s plugged, as the case may be; except that no charge shall be made during suspension of drilling
aperaiiond for 13 ar more consecutive days.

. ~ o - ' .

§ D 20 per well per moenth for the first 5 producing wells.
1 .

e IS : :

i§ 15.90 per well per month tor the second 5 praducing wells,

«$ 10,10 per wedl per month for all producing wells over 10

The above ovierhead schedule on produring wells shall be applied to individual leases; provided that where leases covered by
this] agreement are operated as @ umtized project in the interest of econamic development the schedule shall be applied to the

tot;

1’1 number of wells irrespective of nghividual leases.

In dounection) with overhead charges. the status of wells shall be as follews:

iln~1mt or |key wells shall be includeld in overhead schedule the same as producing oil wells.
Salt watelr disposid wells shall not be included in overhead schedule.
[Producing gas wells shall be included in overhead schedule the same as producing oil wells.

i\\'(-lls permanettly shut down but on which plugging operations are deferred. shall be dropped from ovverhead schedule at
ithe time the shutdown is eifected. 'When such wells are plugged, overhead shall be charged at the producing well rate
jeluring timre required tor the plugging operation.

1
‘Wells being plugged back or drilled deeper shall be included in overhead schedule the same as drilling wells.
Various wells may be shut down temporarily and later replaced on production. If and when a well is shut down aud not

produced jor worked upon for a penod of a full calendar month, it shall not be included on the overhead schedule for such
month.

Thd¢ above specific overhead rates may be amended from time to time by agreement between Operator and Non-Operator if,

in

ractice, they are found to be insufficient or excessive.

116) Any other itgms of cost and expense incurred by Operator for the necessary and proper development, equipment and oper-
atian of the joint lease.

1L.—BASIS OF CHARGES TO JOINT ACCOUNT:

t1) Oufside Purchases: All materials and equipment purchased and all service procured from outside sources will be charged

at
ree

heir actual cost to Operator after ideducting any and all trade and/or cash discounts actually allowed ofi invoices or

ved by (Jperator.

(23 New Materials furnished Ly Operator :(Condition “A").

INew Materials transicrred to leasp from Operator’s warehouse or other leases shall be priced f.o.b. the nearest supply
islore or tailway recciving point, at replacement cost of the same kind of materials. This will include large equipment
isuch as tyanks, rigs, pumps, boilers and engines. All tubular goods (2”7 and over) will be charged on the basis of mill-
shipment] or carload price. Other materials, where the replacement cost cannot be readily ascertained, may, for the
purpose of consistency and convenience, be charged on the basis of a reputable Supply Company’s Preferential List Price,
f.0.h. nearest supply store or railway receiving point to the lease, prevailing on the date of transfer of the materials to
the lease| Cash discounts shall not be included in calculating cost prices of such transferred materials.

(3) Seclond-Hand| Materials furnished by Qperator (Condition “B” and “C”).

(a)

(b)

(c)

td)

(e)

Tubular goods (27 and over), fiuir‘igs, registered machinery, and other equipment whicly is in sound and serviceable
condition| at date ot transfer, will ibe classed as Condition “B” and charged at 754 of the price of new materials, in ac-
cordance |with the provisions of Paragraph (2) above.

Tanks, derricks, and buildings or other equipment involving erection costs on the joint lease, will be charged on a basis
not to exceed 75% of knocked-down new price for similar materials.

Other materials and supplies, hardv:vare. building_materials, and similar items, in sound, serviceable condition, will be
classed as condition “"B"” and charged at 75% of the price of new materials, in accordance with the provisions of para-
graph (2)-above.

Other second-hand materials, such as units of machinery or other cquipment that is serviceable, but substantially not
good enough to be considered first-class second-hand material when transierred to the Jease, will be classed as Condition
“C" and gharged at 50% of new price.

There maly also be cases when some items of equipment, due to their unusual condition, should be arbitrarily priced at
an appraised figure. .

(4) Widrranty of  Materials Furnished by Qperator: Operator does not warrant the materials furnished by it from its warehouse

or
be

(5) Op

other leases beyond or back of the dealer’s or manufacturer’s guaranty; and in case of defective materials, credit shall not
passed until adjustment has been reccived by it from the manufacturers or their agents.

prator's chlusively Owned Facilitﬁes: The following rates shall apply to service rendered to the lease by facilities owned

exdlusively b#f; Operator :

(a)

(b)

-~

(c

(d)

Water sdrvice, fuel gas, teaming, ;j‘)ower, and compressor service: At rates commensurate with the cost of providing
and furnishing such service to the joint lease, but not exceeding rates currently prevailing in the field where the joint
lease is located. !

Automoti\Le Equipment: At rates commensurate with cost of ownership and operation and in line with schedule of rates adn?ted
as recommended uniform standardized charges against joint lease account and revised from time to time by the Petroleum Motor
Transport| Association. Automotive rates shall include cost of oil, gas, repairs and other operating expenses and depreciation, and
charges shall be based on use in actual service on, or in connection with, the joint lease operations.

Automotive Well Servicing Units: In the event automotive well servicing: units are furnished complete with tools and equipment,
the rate charged shall be determined in keeping with the cost of ownership, operation, maintenance and depreciation of same.

A fair rate shall be charged for the uisc of drilling and cleaning out tools and any other items of Operator’s fully owned machinery
or equipment which shall be ample to cover maintenance, repairs, depreciation, and the service furnished the joint lease.

Rates shall be revised and adjusted from time to time when found to be either excessive or insufficient.

A: - ’
: ‘ . ’ )




