, CASE 3)27: Application of SKELLY
’ FOR APPROVAL OF THE SALT LAKE
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Unit Name SALT LAKE SOUTH UNIT nmxmggaowdu .

Operator 3KELLY OIL COMPANY
County LEA
DATE OCC CASE NO. 5127 EFFECTIVE  TOIAL - SECREGATION
APPROVED QCC_CRDER NQ .. R-4687 DATE ACREAGE STATE FEDERAL TNDIAN-FEE CLAUSE TERM
Commissioner 11-30-73 Vi hbl\ﬂ* 7,080.12 640,00 6,440.12 . =0= Yes 5 yrs.
1-24-76 :
- UNIT__AREA
TOWNSHIP 21 SOUTH, RANGE 32 EAST, NMPM
Sections 15 through 22: All
Sections 28 through 30: All.




SALT LAKE SOUTH UNIT Amxmggaownv
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Unit Name __°
ommﬂmnon SKELLY OLL COMPANY
County LEA
STATE LEASE INSTI- RATIF1ED ACREAGE
TRACT NO. NO. TUTION SEC. TWP. RGE. SUBSECTION DATE ACRES NOT
— RATIFIED LESSEE
14 1-3879-1 C.S. 16 21  32E All 1-17-74 640.00 J. C. Barnes
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Unit Name__ SALT LAKE SOUTH UNIT (EXPLORATORY)

Operator SKELLY COIL COMPANY ) w.

County LEA Q \ ~<
DATE OCC CASE RO, 5127 EFFECTIVE TOTAL SEGREGATION
APPROVED OCC_ORDFR_NO. R-4687 DATE ACREAGE STATE FEDERAL INDLAN-FEE CLAUSE TERM
Commissioner 11-30-73 /=25-7Y 7,060.12 640,00 6,440.12 ~0- Yes 5 yrs.

1-24-74

UNIT AREA

TOWNSHIP 21 SOUTH, RANGE 32 EAST, NMPM_
Sections 15 through 22: All
Sections 28 through 30: All
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Unit Name
Operator
County

TRACT NO,

INSTI-
TUTION SEC., TWP. RGE,

L-3879-1 C.S. 16 218 32E

SALT IAKE SOUTH UNIT (EXPLORATORY)
SRELLY OIL COMPANY

RATIFIED ACREAGE

SUBSECTION

J. C. Barnes
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Griffin, Ross & Burnett, Inc.
Ol _C’)'zo/_us'zties

4

KENNETH H. GRIFFIN 2102 WILCO BUILDING
ROBERT B. ROSS MIDLAND, TEXAS 79701
GARY G. BURNETY 2915 683.2705

January 29, 1974

QS Re: File No. 2211
B@@E A Salt Lake South Unit
‘\\\ . e ILza County, New Mexico
RSN
oM

NEW MEXIOO'BIT” CORSPRVETION COMMISSION

P. O. Box 2088
Santa Fe, New Mexico 87501

Gentlemen:
Reference is made to Case No. 5127, Order No. R-4687.
In accordance with the above referenced Order of the Commission
we enclose herewith a copy of the Unit Agreement executed by Skelly
0il Company, together with copies of Ratifications executed by
J. C. Barnes, Sr., Phillips Petroleum Company and Fluor Oil and
Gas Corporation.
Should any additional information be required, please so advise.
Yours very truly,
GRII}VIN, ROSS &

Jwi f

Kenneth H. Griffin

KHC :mw
Encl.

cc: Mr. W, B, Crownover
SKELLY OIL COMPANY
Well Towers West Bldg.
Midland, Texas
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CERTIFICATION--DETERMINATIOH : .

Pursuant to the authority vestéd in the Secretary of Interior,

vnder the act approved February 25, 1920, 4] Stat, 437, as amended,

30 U, S. C. secs. 181, et 8eq., and delegated to the Area Oil and Gas

Supervisoxs of the Geological Survey, I do hereby:

A. Approve the attached agreement for the development and

operation of the Salt Lake South Unit Area,

State of __New Mexico .

B, Certify and‘determine that the unit plan of development
and operation conteﬁplated {n the attached agreement is necessary and
advissble in the public interest for the purpuse S =ore nroperly
conserving the natural resouxces.

Cc. Certify and determine thg;,the drilling, producing,
rentai, minimum royalty, and royalty requirements of all Federal
leases committed to sald agreement are hereby established, altered,
changed, or revoked to conform with tha terme and conditions of %his

agreement.

Dated January 25, 1974 .

Acting Area 0il and Gas Supervisd
United States Geological

R
rvey

...... ~

WMmhar IQ-UB-UUUlj_I.Jola
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NEW MEXICO STATE LAND OFFICE

CERTIFICATE OF APPROVAL

COMMISSIONER OF PUBLIC LANDS, STATE OF NEW MEXICO
SALT LAKE SOUTH UNIT
LEA COUNTY, NEW MEXICO

There having been presented to the undersigned Commissioner of Public
Lands of the State of New Mexico for examination, the attached Agreement
for the development and operation of acrea§? vhich {s described within
the attached Agreement, dated November 15, 1973 , which said
Agreement has been executel by parties owning and holding oil and gas
leases and royalty interests in and under the property described, and up~
on examination of said Agreement, the Commissioner finds:

(a) Thzat such agreement will tend to promote the conservation
of 0il and gas and the better utilization of reservoir
energy in said area.

(b) That under the proposed agreement, the State of New Mexico
will receive its fair share of the reccverable oil or gas
in place under its lands in the area.

{c) That each beneficiary Institution of the State of New
Mexico will receive its fair and equitable share of the
racoverable cil and gas under its lands within the area.

(d) That such agreement is in other respects for iiic S2st

VeE =

interests of the state, with respect to state lands.

NOW, THEREFORE, by virtue of the authority conferred upon me under
Sections 7-11-39, 7-11~40, 7-11-41, 7-11-47, and 7-11-48, New Mexico
Statutes Annotated, 1953 Compilation, I, the undersigned Commissioner
of FPublic Lands of the State of New Mexico, do hereby consent to and
approve the said Agreement, however, such consent and approval being
limited and restricted to such lands within the Unit Area, which are
effectively commif.ted to the Unit Agreement as of this date, and, further,
that leases insofar as the lands covered thereby committed to this Unit
Agreement shall be and the same are hereby amended to conform with the terms
of such Unit Agreement, and said leases shall remain in full force and ef~
fect in accordance with the terms and conditions of said Agreement. This

approval is subject to all of the provisions and requirements of the afore-
sajd statutes.

IN WITNESS WHEREOF, this Certificate of Approval is executed, with seal
affixed, this 24th.  gday of January , 19 74

A d s

COMMISSIONER qy PUBLIC
of the State of New Mexic

*i!
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UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION
OF THE
SALT LAKE SOUTH UNIT AREA
COUNTY OF LEA
STATE OF NEW MEXICO

NO‘

THiS AGREEMENT entered into as of the [5th day of November,
1973, by and between the parties subscribing, ratifying or consenting hereto,
and herein referred to as the "parties heretfo".

WITNESSETH:

WHEREAS, the parties hereto are the owners of working, royaitfy, or
other oil and gas interests in the unit area subject to this agreement; and

WHEREAS, the Minerai Leasing Act of Foebruary 25, 1920, 41 Stat. 437, as
amended, 30 U.S.C. Secs, i8] et seq., authorizes fFederal! iessees ana their
representatives to unite with each other, or jointly or separately with
others, in collectively adonting and operating a cooperative or unit plan
of development or operations of any oil or gas pool, field, or like area, or
any part thereof for the purpose of more properly conserving the natural
resources thereof whenever determined and certified by the Secretary of
the IntTerior to be necessary or advisable in the public interest; and

WHEREAS, the Commissioner of Public Lands of the State of New Mexico
is authorizied by an Act of the Legislature (Sec. 7~)J1-39 N.M. Statutes 1953
Annotated) to consent to or approvelfhis agreement on behalf of the STéTe
of New Mexico, insofar as it covers and includes lands and mineral interests
of the State of New Mexico; and

WHEREAS, the 0il Conservation Commission of the State of New Mexico is
authorized by an Act of the Legisiature (Article 3, Chapter 65, Vol. 9,
Part 2, 1953 Statutes) to approve this agreement and the conservation provisions
hereof; and ‘

WHEREAS, the parties hereto hold sufficient interests in the Salt Lake

«*

South Unit Area covering the land hereinaffer described 1o give reasonably

offective control of operations therein; and



] WHEREAS, it is the purpose of the parties hereto to conserve natural

2 resources, prevent waste, and secure other benefits obtainable through
3 development and operation of the area subject to this agreement under the
4 terms, conditions and |imitations herein set forth;
5 NOW, THEREFORE, in consideration of the premises and the promises herein
6 contained, the parties hereto commit to this agreement their respective
7 interests in the below-defined unit area, and agree severaliy among them-
8 selves as follows:
_ 9 I. ENABLING ACT AND REGULATIONS. The Mineral Leasing Act of February
) 10" 25, 1920, as amended, supra, and all valid pertinent regulations, including
I operating and unit plan regulations, herefofore issued thereunder or valid,

12 pertinent and reasonable regulations nereafter issued thereunder are accepted
. i 13 and made a part of this agreement as to Federal lands, provided such regula-
? 4 tions are not inconsistent with the terms of This agreement; and as to non-
g i5 federal f{ands, the oil and gas operating regulations in effect as of the
16 effective date hereof governing drilling and producing operations, not in-
17 consistent with the terms hereof or the laws of the State of which the non-
18 Federal land is located, are hereby accepted and made a part of this agreement.
19 2. UNIT AREA. The area specified on the map attached hereto marked
20 Exhibit "A" is hereby designated and recognized as censtituting the unit area,
2] containing 7,080.12 acres, more or less.
‘é 22 Exhibit "A" shows, in addition fo the boundary of the unit area, the
‘ 23 boundaries and identity of tracts and leases in said area fo the extent known
24 to the Unit Operator. Exhibit "B" attached hereto is a schedule showing To
25 the extent known to the Unit Operator the acreage, percentage, and kind of
26 ownership of oil and gas interests in all land in the unit area. However,
27 nothing herein or in said scheduie or map shali be construed as a representa-
28 Tion by any party hereto as fto the ownership of any interest other than such
29 interest or interests as are shown in said map or schedule s owned by such
30 party. Exhibits "A" and "B" shall be revisad by the Unit Operator whenever
31 changes in the unit area render such revision necessary, or when requested
32 by the Oil and Gas Supervisor, hereinafter referred to as "Supervisor", or
33 when requested by the Commissioner of Public Lands of the State of New Mexico,
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herelnafter referred to as "Commissioner", and not less than five coples

of the revised exhibits shall be filed with the Supervisor, and two copies
thereof shall be filed with the Commissioner, and one copy with the New
Mexico Qil Conservation Commission, hereinafter referred to as "Commission".

The above-described unit area shall when practicable be expanded to
include therein any additional lands or shall be contracted o exclude lands
wheﬁever such expansion or contraction is deemed to be necessary or advis-
able 1o éonform with the ~urposes of this agreement. Such expansion or
contraction shall be effected in the following manner:

(a) Unit Operator, on its own motion or on demand of the Director
of the Geological! Survey, hereinafter referred to as "Director", or on de-
mand of the Commissioner, after preliminary concurrence by the Director
and the Commissioner, shall prepare a notice of proposed expansion or con-
Fraciion dsscribing the contemnliated changes in the boundaries of the unit
area, the reasons tharefor, and the proposed effective daie thereof, pre-
ferably *he first day of a month subsequent to the dats of notice.

(b) Said notice shall be delivered to the Supervisor, the Commissioner
and the Commission and copies thereof mailed to the last known address of
each working interest owner, lessee, and iessor whose interests are affected,
édvising that 30 days will be aliowed for submission to the Unit Operator of
any objectiorns.

(¢) Upon expiration of ths I0-day period provided in the preceding
item (b) hereof, Unit Operator shall file with the Supervisor, the Commis-
sioner and the Commission evidence of mailing of the notice of expansion
or contraction and a copy of‘any objections thereto which have been fiied
with the Unit Operator, together with an application in sufficient number,
for approval of such expansion or contraction and with appropriate joinders.

(d) After due consideration of all perfinent information, the expansion
or contraction shall, upon approval by the Superviscr, the Commissioner and
the Commission, become effective as of the date prescribed in the notice
thereof.

(e} All legal subdivisions of lands (i.e., 40 acres by Government

survey or its nearest |lot or tract equivalent; in instances of irregular
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surveys unusually large lots or tracts shall be considered in multiples
of 40 acres or the nearest aliquot equivalent thereof), no parts of which
are entitled to be in a participating area on or before the fifth annivar-
sary of the effective date of the first initial participating area estab~-
lished under this unit agreement, shall be eliminated automatically from
this agreement, effective as of said fifth anniversary, and such lands shall
no longer be a part of the unit area and shall no longer be supject to this
agreement, unless diligent driiling operations are in progress on unitized
lands not entitled to participation on said fifth anniversary, in which event
all such lands shall remain subject hereto so long as‘such drilling opera-~
tions are continued diligentiy with not more than 90 days'! time elapsing
between the completion of one well and the commencement of the next well.
All legal subdivisions of iands o7 ontitied o ba in a participating area
within 10 years after the effective date of the first initial parficipafing
area approved under this agreement shall be aQTomaTicaliy eliminated from
this agreement as of said tenth anniversary. All lands prcved productive
by diligenf driliing operations after the aforesaid 5-year period shall
become participating in the same manner as during said 5-year period. How-
ever, when such diiigent drilling operations cease, all nonparticipating
{ands shail bz automatically eliminated effective as of the 9ist day there-
after. The Unit Operator shall, within 90 days after the effective date of
any elimination kereunder, describe the area so eliminated to the satisfac-
tion of the Supervisor and the Commiésioner, and promptly notify all parties
in interest. »

If conditions warrant extension of the |0O-year period specified in
this subsection 2({e), a single extension of not to exceed 2 years may be
accomp!ished by consent of the owners of 90% of the working interests in the
current nonparticipating unitized lands and the cwners of 60% of the basic
royalty interests (exclisive of the basic royalty interests of the United
States) in nonparticipating unitized lands with approval of the Director and
Commissionesr, provided such extension application is submitfed to the Diractor
and Commissioner not later Thanvﬁo days prior to the expiration of said ten~year

period.




1 Any éxpansion of the unit area purzuant to this section which embraces

2 lands theretofore eliminated pursuant to this subsection 2(e) shall not be
3 considered automatic commitment or recommitment of such lands.
; 4 3. UNITIZED LAND AND UNITIZED SUBSTANCES. All land committed to This
‘ 5 agreement shal! constitute land referred to herein as "unitized land" or
6 "{and subject to this agreement”. All oil and gas in any and all formations
7 of the unitized land are unitized under the terms of this agreement and herein
3 are called "unitized substances".
9 4., UNIT OPERATOR. Skelly Oil Company is hsreby designated as Unit
) :if;% 10 Operator and by signature hereto as Unit Operator agrees and consents to
1‘ i I accept the duties and obiigations of Unit Operator for the discovery,
| 12 development and production of unitized substances as herein providéd. When-
I3 ever reference is made herein to the Unit Operator, such reference means
i o 14 the Unit Operator acting in that capacity and not as an owner of interest
: 15 in unitized substances, and the term "working interest owner” when used
16 herein shall include or refer to Unit Operator as inic ownor of a working
17 interest when such an interest is owned by it.
18 5. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Operator shall
19 have the right +o resign at any time prior to the establishment of a
20 participating area or areas hereunder, but such resignation shal!l not
21 become effective so as to release Unit Operator from the duties and obliga-
: 22 ‘+ions of Unit Operator and terminate Unit Operator's rights as such for a
23 period of 6 months after notice of intention fo resign has been served by
24 Unit Operator on all working interest owners and the Supervisor, the
25 Commissioner and the Commiscsion, and until 2l) walls fthen drilled here-
26 under are placed in a satisfactory condition for suspension or abandonment
27 whichever is required by the Supervisor as to federai iands and by the
28 Commissioner as fto State lands, un]ess a new Unit Operator shal!
29 have been selected and approved and shall have taken err and assumed
30 the duties and obligations of Unit Operator prior to the expiration of said
31 period.
32 Unit Operatfor sha!l‘have the right to resign in like manner and subject
33 to like limitations as above provided at any time a par%icipafing area
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establ ished hereunder is in exisivence, but, in all Instances of resignafion
or removal, until a successor Unit Operator is selected and approved as
hereinafter provided, the working interest owners Shall be jointly responsi=-
ble for performance of the duties of Unit Operator, and shali, not later
than 30 days before such resignation or removal becomes effective, appoint

a common agent to represent them in any action to be taken hereunder.

The resignation of Unit Operator shall not release Unit Operator from
any liabillty for any default by t hereunder occurring prior to the effec-
tive date of its resignation,

The Unit Operator may, upon default or failure in the performance of
its duties or obligations hereunder, be subject to removal by the same
percentage vote of the ownars of working interests as herein provided for

the selection of a new Unit Operator. Such removal shall be effective

(=9

upon notice fThereoi TG The Supervisor an

o the Commissionar.

(IJ

The resignation or removal of Unit Operator under this agreement shall
not terminate its right, title or interest as the owner of a working inter-
est or other interest in unitized substances, but upon the resignation or
removal of Unit Operator becoming effective, such Unit Operator shall
deliver possession of all wells, equipmenf; materials and appurtenances used
in conducting the unit operations to the new duly qualified successor Unit
Operator or fo the common agent, if no such new Unit Operator is elected,
to be uséd for the purpose of conducting unit operations hereunder. Nothing
herein shall| be construed as authorizing removal of any material, equipment
and appurtenances needed for the preservation of any wells.

6. SUCCESSUR UNIT OFERATOR. 'Whonever the Unit Operator shall Yender
his or its resignation as Unit Operator or shall be removed as hereinabove
provided, or a change of Unit+ Operator is negotiated by working interest
owners, the owners of the working interests in the participating area or
areas according to their respective acréage interests in such participating
area or areas, or, until a participating area shall have been established,
the owners of the working Interests according to their respective acreage
interests In all unitized {and, shall by majority vote select a successor

Unit Operator: Provided, That, if a majority but less than 75 per cent of
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the working interests qualified to vote are owned by one party to this
agreement, a concurring vote of one or more additional working interest
owners shall be required to select a new operator. Such selaction shall
not becoms effective until

(a) a Unit Operator so selected shall accept In writing the duties
and responsibilities of Unit Operator, and

{b) +the selection shall have been approved by the Supervisor and
the Commissloner,

If no successor Unit Operator is selected and qualified as herein
provided, the Director and Commissioner at their election may declare
this unit agreement terminated.

7. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT. If the
Unit Operator is not the sole owner of working interest, costs and expenses
incurred by Unit Operator in conducting unit operations hereunder shall be

szid and anportioned among and borne by the owners of working interests,

==

all in accordance with the agreement or agreemenis entored into by and

‘between the Unit Operator ana the owners of working interests, whether one

or more, separately or collectively. Any agreement or agreements entered
intfo between the working interest owners and the Unit Operator as provided
in this section, whether one or more, are herein referred to as the "unit
operating agreement™. Such unif operating agreement shall also provide

the manner in which the working interest owners shall be entitled to receive
their respective proporiionate and allocated share of the benefits accruing
hereto in conformity with their underiying Qperafing agreements, leases or
other independent cnntracts, and such other rights and obligations as be-
Tween Unit Operator and the working interest owners as may be agresd upon

by Unit Operator and the working interest owners; however. no such unit
vperating agreemant shali be deemed either to modify any of the terms and
conditions of this unit agreement or to relieve the unit Operater of any
right or obligation established under this unit agreement, and in case of any
inconsistency or conflict between this unit agreement and the unit operating

agreement, this unit agreement shal!l govern. Three irue copies of any unit

operating agreement executed pursuant to this section should be filed with
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the Supervisor and two truecopies with the Commissioner and one true copy '
with the Commission, prior to approval of this unit agreement.

8. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR. Except as otherwise
specifically provided hereiﬁ, the exclusive right, privilege, and duty of
exercising any and all rights of the parties hereto which are necessary
or convenient for prospecting for, producing, storing, ailocating, and
distributing the unitized substances are hereby delegated to and shall be
exercised by the Unit Operator as herein provided. Acceptable evidence of

title to said rights shall be deposited with said Unit Operator and, together

‘with this agreement, shall constitute and define the rights, privileges, and

obligations of Unit Operator. Nothing hersin, however, shali be construed
to transfer title to any land or to any lease or operating agreement, it
being understood that under this agreement the Unit Operator, in its capacity
as Unit Operator, shall exercise the rights of possession and use vested in
the parties nereto only for the purposes herein specified.

9. DRILLING TO DISCOVERY. Within 6 months after the effective dafé
hereof, the Uniit Operator shall begin fo drill an adequate test well at a

location approved by the Supervisor, if on Federal land, or by the Commissioner

if on State land, unless on such effective date a well is being drilled
conformaoly with the terms hereof, and Tﬁereaffer corntinue such drilling
diligently until such test well is drilled to the base of the Morrow clastic section

or until at a lesser depth unitized substances shall be discovered which can
be produced in paying quantities (fo-wit: quantities sufficient to repay the

costs of drilling, completing, and producing operations, with a reasonable

‘profif) or the Unit Operator shall at any time establish to the satisfaction

of the Supervisor if located on Federal lands, or the Commissioner if located
on State lands, or the Commission 1f located on fee lands, that further drili-
ing of said well would be unwarranted or impracticable; provided, however

?: P noweves .

that Unit Operator shali not in any event be required to drill said well fo

‘a depth in excess of 14,000 feet. Until the discovery of a deposit of unitized

substances capable of being producéd in paying quantities, the Unit Operator
shall continue drilling one well at a time, allowing not more than & months

between the completion of one well and the beginning of the next well, until
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a well capable of producing unltized substances in paying

quantities is completed to the satisfaction of said Supervisor

if on Federal land, or the Commissioner if on State land, or

until it is reasonable proved that the unitized land is incapable of
producing unitized substances in paying quantities in the formations driiled
hereunder. Nothing in this section shall be deemed to |imit the right of
the Unit Operator fo resign as provided in Section 5 hereof, or as requir-

Ing Unit Operator ts commence or continue any drilling during the period

pending such resignation becoming effective in order to comply with the

requirements of this section. The Supervisor and Commissioner may modify
the drilling requirements of this section by granting reasonable extensions
of time wheﬁ, fn their opinion, such action is warranted. Upon failure

1o commeﬁée any well provided for in this section within the time allowed,
including any extension of time granted by the Supervisor and Thq Com=~
missioner, this agreement will automaticalily terminate; upon failura to
continue drilling diligently any well commenced hereunder, the Supervisor
and Commissioner may, atter 15 days notice to the Unit OUperateor, declare
this unit agreement terminated.

{0. " PLAN OF FURTHER DEVELOPMENT AND OPERATION. Within 6 months afier
completion of a well capable of producing unitized substances in paying
quantities, the Unit Operator shaii submit for the apprOVai of the Supervisor
and the Commissioner an acceptable plan of development and operation for the
unitlized land which, when approved by the Supervisor and the Commissioner,
shall constitute the further drilling and operating obligations of the Unit
Operator under this agreement for the geriocd specified therein. Thereafter,
from time to time before the expiration of any existing plan, the Unit Operator
shall submit for the approval of the Supervisor and the Commissioner a pian
for An additional specified pericd for the development and operaiion of the
unitized land.

Any plan submitted pursuant to this section shall provide for the

exploration of the unitized area and for the diligent drilling necessary

for determination of the area or areas thereof capable of producing unitized

substances in paying quantities in each and every productive formation and
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shall be as complete and adequate as the Supervisor, the Commissioner

and Commissicn may determine to be necessary for timoly development and

proper conservation of the cil and gas resources of the unitized area

and shall:

(a) specify the number and locations of any wells to be drilied and

the proposed order and time for such driiling; and

(b) +to the extent practicable, specify the operating practices regarded

as necessary and advisabie for proper conservation of natural
resqurces.
Separate plans may be submitted for separate productive zones, subject to
the approval of the Supervisor, The Commissioner and the Commission.

Plans shall be modified or supplemented when necessary to meet changed
coiditions or to protect the interests of all parties to this agreement.
Reasonable ditigence shall be exercised in complying with the obligations
of the approved plan of development. The Supervisor and Commissioner are
authorized to grant a reasonable extension of the 6~month period herein |
prescribed for submission of an initial plan of cevelopment where such
action is justified because of unusual conditions or circumstances., Affer
completion hereunder of a well capable of producing any unitized substances.
in paying quantities, no further wells, except such as may be necessary 7o
afford protection against operations not under this agreement and such as may
be specificaliy approved by the Supervisor and the Commissioner, shall be
drilled except in accordance with a pian of development approved as herein
provided,

{f. PARTICIPATION AFTER DISCOVERY. Upon completion of a well capable
of producing unitized substances in paying quantities or as soon thereafter
as required by the Supervisor and Commissioner, the Unit Operator shall sub-
mit for approva! by the Supervisor and Commissioner a schedule, based on
subdivisions of the public land survey or aliquot parts fhereof, of all land
then. regarded as reasonabiy proved to be productive in paying quantities;
ail lands in said schedule on approval of the Supervisor and Comnissioner to
constitute a participating area, effective as of fthe date of compietion of

such well or the effective date of this unit agreemeny, whichever is later.
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The acreages of both Federai and non-Federal lands shall be based upon
appropriate computations from the courses and distances shown on the
last approved public land survey as of the effective date of each initial
participating area. Said schedule shall aiso set forth the percentage of
unitized substances to be allocated as herein provided to each iract in
the participating area so esfablishsd, and shall govern the allocation
of production commencing with the effective date of the participating area.
A separate participating area shall be established for each separate pool
or deposit of unitized substances or for any group thereof which is pro-
duced as a single pool or zone, and any two or more participating areas
so established may be combined into one, on approval of the Supervisor
and Commissioner. When production from two or more participating areas,
so estabilished, is subsequently found to be from a common poo! or deposit
said participating areas shall be combined into one effective as of such
appropriate date as may be approved or prescribed by the Supervisor and
Commissioner. The participating area or areas so established shall be revised
from time to time, subject to like approval, to include additional land fhen
regarded as reasonably proved fo be productive in paying quantities cr neces-
sary for unit operations, or Yo exciude land then regarded as reasonably
proved not to be productive in paying quantities and the schedule of allo-
cation percentages shail be revised accordingly. The effective data of any
revision shall be the first day of the month in which is obtained the know-
ledge or information on which such revision is predicated, provided, however,
that a more appropriate effective date may be used if justified by the Unit
Operator and approved by the Sdpervisor and Commissioner. No land shall be
excluded from a participating area on account of denletion of the unitized
substances, except that any participating area established under the provisions
of this unit agreement shall ferminate automaticaliy whenever aii completions
in the formation on which the participating area is based are abandoned.

It 1s the intent of this section that a participating area shall repre-
sent the area known or reasonably estimated fo be productive in paying quanti-
ties, but, regardiess of any revision of The participating area, nothing herein

contained shall be construed as requiring any retroactive adjustment for



| \ produciion obtained prior to the offective date of the revision of the

2 parTicipaiing area.
E 3 in the absence of agreemeni at any fime petween the Unit operator
4 and the Supervisor and Commissioner as to the proper definition or rede-
5 finition of a pariicipafing area, ©OF gntit a parficipafing area haty OF
6 areas have: been esiabiished as provided herein, the poriion of all pay~
7 ments atfected thereby shall be impounded in a manner mutual VY accepfabie
8 to the owners of workingd interests and the supervisor and Commissioner:
) 9 Royalties due the United States and the state of New Mexico, which shall
3 10 be deiermined py the gupervisor for federal jand and the Commissioner for
: \_i»di 'l State |and and The amoun® thereof shall be deposifed, as 4irected DY the
‘ ‘1 12 Supervisor and Commissioner respeciiveiy, to be held as unearned money
i 13 until 3 pariicipaiing area 19 ginally apprOVed ang then appiied as earned
fsx \4 ~or returned in accordance Nith 3 deierminaiion of the sum due 3% federal
2 15 and State royalty on the pasis of such approved parTicipaTing area.
% 16 whenever it s deiermined, sub ject 1o the approvai of the Supervisor
% \7 as tTo wells drilled on Federal {and and of the Commissioner as Yo vwells
i 18 drilied on State land, that a weli drilled under this agreemeni is not
! 19 - capable of produciion in paying quaniiTies and inclusion of the {and on
% 20 which ¥ is situated ina parTicipaiing area 15 unwarranied, produc?ion
E 2\ from such well shall, fof the purposes of seTiiemenT among all parties
E 22 other thah working interest owners, 0@ a} located o the tand ©i which the
23 well 18 {ocated uniess such jand 1S al ready within the pariicipaiing area
24 esiabiished tor the pool” or deposi™ from which such produciion is obiained{
25 Seiiiemeni for working interest penefits from such @ well shaii pe made 35
76 provided in fThe unit operaiing egreemeni.
27 12. ALLOCAiiON oF PPODUCTiON. Al unitized gubstances produced from

each pariicipaiing area esiabiished unaer fhis agreemeni, swcent any part

n
o

29 thereof used 1n conformi iy Li+h qood operating practices within The unitized

30 - area for dritling, operaiing, camp and other produciion or deveiopmenf pur-

31 : poses: for repressuring or recycting in accordance with a plan of deveiopmenf

32 approved py the gupervisor and Commissioner, or unavoidabiv \osT, shall be

33 deemed TO be produced equally on an acreag® pasis from the several fracts
.-\'2_
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of unitized land of the participating area established for such production
and, for the purpose of determining any benefits accruing under this agree-
ment, each such tract of unitized land shall have al loc~ted to it such per-
centage of said production as the number of acres of such tract inciuded
in said participating area bears to the total acres of unitized land in
said participating area, except that allocation of production hereunder for
purposes other than for settiement of the royalty, overriding royalty, or
payment out of production obligations of the respective working interest
owners, shalil be on the basis prescribed irn the unit operating agreemenf
whethar in conformity with +he basis ¢f allocation herein set forth or other-
wise. |t is hereby agreed that production of unitizied substances from a
participating area shall be allocated as provided herein regardless of
whether any wells are drilled on any particular part or tract of said part-
icipating area. 1if any gas produced froin one participating area is used for
repressuring or recycling purposes in another participating area, the first
gas.wifhdrawn from such last mentioned participating area for sale during
the 1ife of this agreement shall be considered to be the gas so transferred
until an amount equal to that fransferred shall be so produced for sale and
such gas shall be allocated to the participating area from which initially
produced as such area was last defined at The Time of such final production.
13. DEVELOPMENT OR OPERATION OF NON-PARTICIPATING LAND OR FORMATIONS.
Any party heretc owning or controlling the working interest in any unifiied
land having thereon a regular well location may with the approval of the
Supervisor as fto Federal land, the Commissioner as to State land -
and the Commission, at such party's sole risk, cost and
drill a well 4o +ect any formation for which a particinating area
has not been established or to test any formation for which a participating

area has been estabiished if such iocaiion is not within saig participating

tention to drill the well the Unit Operator elects and commences to drill such
a well in [ike manner as other wells are drilled by the Unit Operator under .
this agreement.

If any well drilled as aforesaid by a working interest owner results

- |3 -




f . in production such that the land upon which it is situated may properly be

} 2 included in a participating area, such participating area shall be established

3 or enlarged as provided in this agresment and the well shall thersafter be
4 operated by the Unit Operator in accordance with the terms of this agreement
5 and the unit operating agreement.
6 If any well drilled as aforesaid Ey a working interest owner obtains

| 7 production in quantities insufficient to justify the inclusion of the land

? 8 - upon which such well is situated in a participating area, such well may be
9 operated and produced by the party drilling the same subject to the conserva-
10 tion requirements of this agreement. The royalfies in amount or value of

i production from any such well shall be paid as specified in the underlying

12 lease and agreements affected.

13 i4, ROYALTY SETTLEMENT. The United States and any State and any

14 royalty owner who is entitled to take in Kina a shars of The cubstances

15 now unitized hereunder shall hereaffer be entitled to the right to take in

16 kind its share of the unitized substances, and the Unit Operater, or the

17 working interest owner in case of the operation of a well by a working inter- -
18 est owner as herein provided for in special cases, shall make deliveries of

19 such royalty share taken in kind in conformiiy witi the applicable contracts,

20 . laws and regulations. Settlement for royalty interest not taken in kind shall

21 be mude by working inferest owners responsible therefor under existing con-

22 tracts, laws and regulations, or by the Unit Operator, on or before the last

23 day of each month for unitized substances produced during the preceding cal-

24 endar month; provided, however, that nothing herein contained shall operate

25 to relieve the lessees of any {and from their respective lease obligations

26 for the payment of any royalties due under their leases.

27 I f gas obtained from lands not subject fo this agreement is infroduced

28 into any participating area hereunder, for use in repressuring, stimuiation

29 of production, or incieasing ultimate recovery, in conformity with a plan of

30 operations approved by the Supervisor, thc Commissioner, and Commission, a

31 |ike amount of gas, after settiement as herein provided for any gas transferred

32 from any other participating area and with appropriate deduction for ioss from

33 any cause, may be withdrawn from the formation in which the gas is introduced,

- 14 -
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royalty free as to dry gas, but not as to any products which may Be extracted
therefrom; provided that sﬁch withdrawal shall be at such time as may b2
provided in the approved plan of operations or as may oth<~wise be consented
to by the Supervisor, the Commissioner and Commission as conforming to good
petroleum engineering practice; and provided further, that such right of
withdrawal shall Terminate on the fermination of this unit agreement.

Royalty due the United States shall be computed as provided in the
operating reguiations and paid in value or delivered in Kind as to ali unitized
substances on the basis of the amounts thereof aliocated to unitized Federal
land as provided herein at the rate specified in the respective Federal lIsases,
or at such lower rate or rates as may be authorized by law or regulation;
provided, that for leases on which the rovyalty rate depends on the daily aver- %
age production per weil, said average production shall be determined in accor- %
dance with the oparating regulations as though each participating area were a
single consolidated lease. é

Royalty due on account of State lands shall be computed and paid on the
basis of all unitized substances allocated to such lands.

{5, RENTAL SETTLEMENT. Rental or minimum royaities due on leases com-
mitted hereto shali be paid by working interest owners responsible therefor
under existing contracts, laws and regulations, provided that nothing herein
contained shall operate to relieve the lessees of any iand from their respec-

Tive lease obligations for the payment of any rental or minimum royalty due
under thelr jeases. Rental or minimum royalty for lands of the United States
subject to this agreement shall be paid at the rate specified in the respective
leases from the United States unless such renfal or minimum royality is waived,
suspended or reduced by iaw O by approval of the Secretary or his duiy auth-
orized representative.

Rentals on State of New Mexico lands subject to this agreement shall be
pai¢ at the rates specified in the respective leases.

With respect to aﬁy lease on non-Federal land containing provisions which
would terminate such lease unless drilling operations are commenced upon the
land covered thereby within the +;Pe therein specified or Eenfals are paid for

the privilege of deferring such dFilling operations, the rentals required

- 15 -



] thereby shall, notwithstanding any other provisions of this agreement, be

2 deemed to accrue and become payable during the term therecf as extended by
E 3 this agreement and until the required drilling operations are commenced
g 4 upon the iand covered thereby or until som~ portion of such land is inciuded
5 within a participating area.
6 16. CONSERVATION. Operations hereunder and production of unitized
B -7 substances shall be conducted to provide for the most economical and effi-
,: ;: 8 cient recovery of said substances without waste, as defined by or pursuant
o P
e 9 to State or federal laws or regulfations.
10 17. DRAINAGE. The Unit Operator shall take such measures as the
Voo Supervisor and Commissioner deem appropriate and adequate fo prevent drain-
12 age of unitized substances from unitized land by wells on land not subject
13 to this agreement.
14 i6. LEASES AND CONTRACTS COMFORMEN AND EXTENDED. The ferms, conditions
15 and provisions of all leases, subleases and other contracts relating to ex-
16 ploration, drilling, development or operations for oii or gas on lands com=~
17 mitted fo this agreement are hereby expressly mndified and amended To the
18 extent necessary to make the same conform to the provisions hereof, but
19 otherwise fto remain in full force and effect; and the parties herefo hereby
20 consent that the Secretfary as to Federal leases and the Commissioner as to
21 State leases shall and each by his approval hereof, or by the approval bhereof
22 bv their duly authorized representatives, do hereby establish, alter, change
23 or revoks the drilling, producing, rental, minimum royalty and royalty re-
24 quirements of Federal and State leases committed hereto and the reguiations
25 “in respect therefo to conform said requirements to the provisions of this
26 agreement, and, withouT iimiting ihe generality of the foregoing, all Ieéses,
27 subleases, and contracts are particularly modified in accordance with the
28 following:
29 {a) The development and operation of [ands subject to this agreemen™
30 under the Terms hereof shal! be deesmed full performance of a!l obligations
31 for development and operation with respect to each and avery separately
32 owned tract subject to this agreement, regardless of whether there is
33 any development of any particular tract of the unit area.

- 16 -
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(b) DOrilling and producing operations performed hereunder upon any
tract of unitized land will be accepted and deemed to be performed

upon and for the benefit of each and every fract of unitized iand, and
no lease shall be deamed to expire by reason of failure o drill or
produce wells situated on the land therein embraced.

{¢c) Suspension of dril}ing or producing operations on all unitized
lands pursuant fo direction or consent of the Secretary and Commissioner
or their duly authorized representatives shall be deemed to constitute

such suspension pursuant to such direction or consent as 1o each and every

 fract of unitized fand. A suspension of drilling or producing operations

limited to specified lands shall be applicable onily to such lands.
(d) Each lease, subiease or contract relating to the exploration, drill-
ing, development or operation for oii or gas of lands other than those

of the United States or State of New Meiiico committed to this agreement,

.which, by its terms might expire prior o the termination of this agree-

ment, is hereby ex‘tended beyond any such term so provided therein so
that it shall be continued in full force and effect for and during

the term of this agreement.

{e) Any Federal lease for a fixed term of twenty (20) years or any
renewal thereof or any part of such lease which is made subject to
this agreement shal! continue in force beyond the term provided therein
until the termination hereof. Any éfher Federal lease committed hereto
shall continue in force beyond the fterm so provided therein or by'law
as to the land committed so long as such iczase remsins subject hereto,
provided that production is had in paying quantities under this unit
agreement prior to the expiration date of fhe term of such lease, or in
the event actual drilling operations are commenced on unitized lands,
in accordance with the provisions of this agreeﬁenf, prior to the end
of the primary term of such lease and are being diligently prosecuted
at that time, such lease shall be extended for two years and so long
thereaffter as oil or gas is produced in paying quantities in aécordance
with the provisions of the Mineral Leasing Act Revision of 1960.

(f) Each sublease or contract relating to the operation and develcpment
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of unitized substances from lands of the United States committed

to this agreement, which by Its terms would expire prior to the

time at which the underlying lease, as extended by the Immediately
preceding paragraph, will expire, is hereby extended beyond any such
term so provided therein so that It shall be continued in full force
and effect for and during the term of the underiying lease as such
term is hereln extended.

(g) Any lease embracing lands of the State of New Mexico which is
made subject Yo this agreement, shall continue in force beyond the
term proQided therein as to the lands committed hereto until the
termination hereof, subject to the provisions of subsection (e) of
Section 2 and subsection (i) of this Section 18,

(h) The segregation of any Federal lease committed to this agree-
ment is governed by vhe following provisions in the fourth paragraph
of Sec. 17(j} of the Mineral Leasing Act, as amended by the Act of
September 2, 1960 (74 Stat. 78|~7v4j: "Any {Federai) !ezie heretofore
or hereafter commitrad to any such (unit) plan embracing lands that
are in part within and in part outside of the area covered bv any such
pian shall be segregated into separate leases as to the lands committed
and the lands not committed as of the effective date of unitization:

Provided, however, That any such lease as ro the nonunitized portion

shall continue in fqrce and eftect for the term thereof but for net

less than two years from the date of such segregation and so fong

- thereafter as oil or gas is produced in paying quantities."

(i) Any lease embracing lands of the State of New Mexico having only

a portion of its lands committed hereto, shall be segregated as To the
portion committed and the portion not committed, and the provisions of
such lease shall apply separately fo such segregated portions commencing
as of the effective date hereof; provided, however, notwithstanding any
of the provisions of this agreement to the contrary any lease embracing
lands of the State of New Mexico having only a portion of iTs lands
committed hereto shall continue in fui{ force and effect beyond the term

provided therein as to all lands embraced in such lease, if oil or gas
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{ is discovered and is capable of being produced in paying quantities

2 from some part of the lands embraced in such lease at the expiration
3 of the secondary term of such [ease; or if¥, at the expiration of the
4 secondary term, the lessee or Unii Operator is then engaged in bona fide
5 drilling or reworking operations on scme part of the lands embraced In
6 such lease, the same, -as to 2!} ia.4s embraced therein, shall remain In
b 7 - full force and effect so long a: luch operations are being diligently
8 prosecuted, and if they result In ‘he production of oil or gas, said
-;; 9 lease shali continue in full force and effect as to all of the lands
i *L& :f'j 10 embraced therein, so long thereafter as oil or gas in paying quantities
- "*if? 11 is being produced from any portion of said lands.
% ) N 2. (j} Any lease, other than a Federal lease, having oniy a portion of its
w“?:‘T” 13 lands committed kereto shall be segregated as to the portion committed
‘?%j,!3~_ 14 and the portion not committed, and the provisions of such lease shall
B 15 apply separately to such segregated portions commencing as of the effec-
6 tive date hereof. In the event any such lease provides for a lump sum
17 rental payment, such payment shall be prorated between the portions so
18 : segregated in proportion to the acreage of the respective tracts.
19 18. COVENANTS RUN WITH LAND. The covenants herein shall be construed
) 20 to be covenants running with the land with respect to the inferest of the
21 parties hereto and their successors in interest until this agreement terminates,
22 - and any grant, transfer, or conveyance of infefesf in land or leases subject
i;' 23 hereto shall be and hereby is conditioned upon the assumption of all privileges
| 24 and obligations hereunder by the grantee, transferee or other successor in
25 interest. No assigrment or transfer of any working interest, royalty, or
26 | other interest subject hereto shall be binding uper Unit Opsrator unfif the
27 | first day of the calendar month after Unit Operator is furnished with the
28 original, photostatic, or certified copy of the instrument of transfer.
?9 20. EFFECTIVE DATE AND TERM. This agreement shall become effective
.30 upon'approval by the Secretary and Commissioner, or their duly authorized
31 representatives and shall ferminate five (5) years from said effective date
32 unless:
33 (a) such date of expiraticn is extended by the Director and Commissioner, or
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(b) it is reasonably determined prior tc the expiration of the fixed
term or any extension thereof that the unitized land is incapable of
production of unitized substances in paying quantities in the formations
tested hereunder and after notice of intention to terminate the agreement
on such grouhd is given by the Unit Operator to all parties in interest
at their last known addresses, the agreement is terminated with the ap-
proval of the Supervisor and the Commissioner, or

(c) a valuable discovery of unitized substances has been made or

accepted on unitized land during said initia! term or any extension

thereof, in which event the agreement shall remain in effect for such
term and so long'as unitized substances can be produced in quantities
sufficient to pay for the cost of producing same from wells on unitized
land wifhin any parTicibaTing area esTabiisned hereunder and, »uvuia
production cease, so long thereafter as diligernt operations are in pro-
gress for the restoration of production or discovery of new production
and so long thereafter as unitized substances so discovered can be pro-
duced as aforesaid, or

(d) it is terminated as heretofore provided in this agreement. This

agreement may be terminated at any time by not less than 75 per centum,

on an acreage basis, of the working interest owners signatory hereto,
with the approval of the Supervisor and Commissioner; notice of any such
approval to be given by the Unit Operator to all barfies hereto.

2l. RATE OF PROSPECTING, DEVELOPMENT AND PRODUCTION. The Director is
hereby vested with authority to alter or modify from time fo time in his dis-~
cretion the quantity and rate of production under this agreement winen such
quantity and rate is not fixed pursuant to Federal or State law or does not
conform to any statewide voluntary conservation or allocation program, which
is established, recognized and generally adhered to by the majorifty of oper-
ators in such State, such authority being hereby !imited to alteration or mod-
ification in the public interest, the purpose thereof and the public interest
to be served thereby to be stated in the order of aiferation or modification.
Without regard to the foregoing, the Director is also hereby vested with

authority to alter or modify from time to time in his discretion the rate of

- 20 -
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prospecting and development and the quantity and rate of production under
this agreeme~t when such alferation or modification Is in the interest of
attaining the conservation objectives stated in this agreement and is not

in violation of any applicable'Federal or State law; provided, further, that
no such alteration or modification shall be effective as to any land of the
State of New Mexicc, as to the rate of prospecting and developing in the
absence of the specitic written approval thereof by the Commissioner and

as to any lands of the State of New Mexico subject fo this agreement as to
the quantity and rate of production In the absence of specific wriiten

approval thereof by the Commission.

Powers in this section vested in the Director shall only Le exercised
after notice to Unit Qperator and opportunity for hearing to be held not
less than |5 days from notice.

22, CONFLiCT OF SUPERVISION. Neither the Uait Operator nor the work-
ation or expiration of any rights hereunder or under any leases or coniracts
subject hereto, or to any peﬂaITy or liability on account of delay or failure
in whole or in part to comply with any applicabie provision thereof to the
extent that the Unit Operator, wofking intferest owners or any of them are
hindered, deiayed or prevented from compiying therewith by reason of failure
of the Unit Operator to obtain in the exercise of due diligence, the concur-
rence of proper representatives of the United States and proper representatives
of the State of New Mexico in and about any matters or things concerning which
it is required herein that such concurren: =z be obtained. The parties hereto,
including the Commission, agree that all powers and authority vested in the
Commission in and by any provisions of this agreement are vested in the Com-
mission and shall be exercised by it pursuanT To fhe pirovisions of the laws
of the State of New Mexico and subject io any case to appeal or judicial re-
view as may now or hereafter be provided by the laws of the State of New Mexico.

23. APPEARANCES. Unit Operator shall, after notice to other parties
affected, have the right to appear for and on behalf of any and all inferesis
affected hereby before the Deparfmen# of the Interlior, the Commissioner of

Public Lands of the State of New Mexico and the New Mexico 0il Conservation
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Commission and to appeal from orders issued under the regulations of said
Department, the Commission or Commissioner or to apply for relief from any
of said regulations or in any proceedings relative to operations before the
Department of the Interior, the Commissioner, or Commission, or any other
legally constituted authority; provided, however, tha? any other interested
party shall aiso have the right at his own expense to be heard in any such
pro;eeding.

24, NOTICES. All notices, demanis or statements required hereunder
to be given or rendered to the parties hereto shall be deemed fully given if
given in writing and personaily delivered to the party or sent by postpaid
registered or certitied mail, addressed to such party or parties ai their
respective addresses set forth in connection with the signatures heretfo or
to the ratification or consent hereof or o such other address as any such
party may have furnished in writing to party sending the notice, demand or
statement.

25. NO WAIVER OF CERTAIN RIGHTS. Nothing in this agreement contained
shall be construed as a waiver by any party hereto of the right to assert
any legal or constitutional right or defence as to the validity of invaliaity
of anv law of the State wherein said unitized lands are located, or of the
United States, or regulations issued thereunder in any way affecting such
party, or as a waiver by any such party of any right beyond his or its
authority to waive.

26. UNAVOIDABLE DELAY. All obligations under this aéreemenf requiring
the Unit Operator to commence or continue drilling or to operate on or pro-
duce unitized substances from any of the lands covered by this agreement shall
be suspended whiie Tne Unii Cpeiravor, daspits the oxercice of due care and
diligence, is prevented from compiying with such obligations, in whole or in
part, by sirikes, acts of God, Federai, State or municipal law 6r agencies,
unavoidable accidents, uncontroliable delays in transportation, inability
to cbtain necessary materials in open market, or other matters beyond the
reasonable confrbl of the Unit Operator whether similar to matters herein
enumerated or not. No unit obligation which is suspended under this section

shal |l become due less than thirty (30) days after it has been determined that
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the suspension is no longer applicable. Determination of creditable
"Unavoidabie Delay" time shall be made by the Unit Operator subject to
approval of the Supervisor and Commissioner.

27. NONDISCRIMINATION, In connection with the performance of work
under this agreement, Tthe operator agrees to comply with all of the pro-
visions of section 202 (1) *to (7) inclusive of Executive Order 11246 (30 F.R.
12319), as amended,which are hereby incorporated by reference in this agreement.

28. LOSS OF TITLE. In the event title To any tract of unitized land
shall fail and the true owner cannot be induced to join in this unit agree-
ment, such tract shall be automatically regarded as not committed hereto
and there shall be such readjustment of future costs and benefits as may
be required on account of the loss of such title. In the event of a dis-
pute as to title to any royalty, working interest or other interests subject
thereto, payment or delivery or account thereof may be withheld without
liability for interest until the dispute is finally settied; provided, that,
as to Federal and State land or leases, no payments of funus duc the United

States or State of New Mexico should be withheld, but such funds of the

-United States shal| be deposited as directed by the Supervisor and such

funds of the State of New Mexico shall be deposited as directed by the
Commissioner fo be held as unearnea money pending fina! setflement of the

titie dispute, and then applied as earned or returned in accordance with

such final settlement.

Unit Operator as such is relieved from any responsibility for any
defect or failure of any Title hereunder.

29. NON-JOINDER AND SUBSEQUENT JOINDER. If the owner of any sub-
stantial interest in a tract within the unit area fails or refuses fo sub-
scribe or consent to this aareement, the owner of ths werking interest in
that tract may withdraw said tract from this agreement by written notice
delivered to the Supervisor and the Commissioner and the Uhi+ Operator
prior to the approval of this agreement by the Supervisor and Commissioner.
Any oil or gas interests in lands within the unit area not committed hereto
prior to submission of this agreement for final approval may thereafter be

commitied hereto by the owner or owners thereof subscribing or consenting

- 23 -



i to this agreement, and, if the interest is a working interest, by the owner

2 of such interest also subscribing to the unit operating agreement. After
3 operations are commenced hereunder, the right of subsequent joinder, as
4 provided in this section, by a working inferest owner is subject to such
5 requirements or approvals, if any, pertaining to such joinder, as may be
6 provided for in the unit operating agreement. After final approval herecf,
7 joinder by a non-working interest owner must be consented to In writing by

; 8 +he working interest owner committed heretvo and responsibie for the payment
9 of any benefits that may accrue hereunder in behalf of such non-working

) 10 interest. A non-working interest may not be committed to this unit agree-

H ment unless the corresponding working interest is committed hereto. Joinder

. S 12 fo the unit agreement by a working interest owner, at any time, must be
» 13 accompanied by appropriate joinder to the unit operating agreement, if more

14 than one committed working interest owner is involved, in order for the
i5 inTerssT To be regarded as committed to this unit agreement. Except as
16 may ctherwise herein be provided,vsubsequenf Joinders to this agreement shall
17 be effective as of the first day of the month following the filing with the

? 18 Supervisor and the Commissioner of duly executed counterparts of all or any

E 19 papers necessary to establish effective commitment of any tract to this

g 20 agreement unless objection to such joinder is duly made within 60 days by

% 21 the Supervisor, provided, however, that as to State lands all subsequent

% 22 joinders must be apbroved by the Commissloner.

? 23‘ 30. PROTECTION OF POTASH DEPOSITS. No wells wili be drilled for oil
24 or gas at a location on Federal lands which in the opinion of the Supervisor
25 or at a iocation on State lands which in the opinion of the Commissioner would
26 resuit in Gndue waste of potash deposits or constitute a hazard to or unduly
27 interfere with mining operations being conducted for the extraction of potash
28 deposits.
29 : The drilling or abandonment of any weli on unitized land shail be done
30 in accordance with applicable oil and gas operating regulations, including
31 such requirements as to Federal lands as may be prescribed by the Supervisor
32 and as to State lands by the Commissioner, as necessary +o prevent the infil-
33 tration of oi}, gas or water into formations containing potash deposits or

- 24 -
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into mines or workings being utillzed In the extraction of such deposits.

Well records and survey plats that an oll and gas iessee of Federal
lands must file pursuant to applicable operating regulations (30 CFR Part 221)
shall be avallable for Inspection at the Office of the Supervisor to any
party holding a potash permit or lease on the Federal !and on which the well
Is situated insofar as such records are pertinent to the mining and protoction
of potash deposits.

31, COUNTERPARTS. This agreement may be executed in any number of
counterparts no one of which needs to be executed by all parties or may be
ratifled or consented to by separate instrument in writing specifically

referring heretfo and shail be binding upon all those parties who have exe-

~ cuted such a counterpart, ratification, or consent hereto with the same force

and effect as if all such parties had signed the same document and regardiess
cf whether or not it is executed by all other parties owning or claimlng an
interest in the lands within the above described unit area.

32. NO PARTNERSHiIP. |t is expressly agreed that the relation of the

parties hereto is that of independent contractors and nothing in this agree-

“ment contained, expressed or implied, nor any operations conducted hereunder,

shall create or be deemed to have created a partnership or association between
the parties hereto or any of them.
IN WITNESS WHEREOF, the parties hereto have caused this agreement to be

executed and have set opposite their respective names the date of execution.

UNIT OPERATOR AND WORKING INTEREST OWNER

11§74

ADDRESS :

P, 0. Box_ 1351

i

Midlaend, Texas 79701

ATTEST:

WORKING INTEREST OWNERS

Date:
Address:

2
jaiai




THE STATE OF OELANGM )
COUNTY OF Twsa g

The foregoing instrument was acknmledged be

day of January. 1974 » XaRRY by 3

Attorney-in-Fact for SKELLY 0IL company

» @ Delaware Corporation, on

Notdry Pubijc in and for !‘413
County, Oklashoma

fore me thls _lg_t_!z__

behalf of sald corporation.

e

My Commission Expires:

12-23-74
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RATIFICATION

KNOW ALL MEN BY THESE PRESENTS; THAT:

WIEREAS, certain instruments entitled UNIT AGREEMENT FOR THE DEVELOPMENT
AND OPERATION OF THE SALT LAKE SOUTH UNIT, LEA COUNTY, NEW MEXICO, and UNIT
OPERATING AGREEMENT, SALT LAKE SOUTH UNIT, LEA COUNTY, NEW MEXICO, have been
exccuted as of the 15th day of November, 1973, by various persons conducting
operations with respect to the SALT LAKE SOUTH UNIT AREA located in Lea County,
New Mexico, as more particularly described in saild agreement; and

WHEREAS, the Unit Agreement, by Exhibit '"A", shows on a map the boundary
lines of the Unit Area and the Tracts therein and, by Exhibit 'B'" describes
each tract within the Unit Area; and

WHEREAS, the Unit Agreement and Unit Operating Agreement each provides
that a person may become a party thereto by signing the original of said in-
strument, a counterpart thereof, or other instrument agreeing to be bound by
the provisions thereof; and

WHEREAS, the undersigned (whether one or more), is, or claims to be, the
owner of a royalty, overriding royalty and/or working interest in one or more
of the Tracts described in Exhibit '"B" of the Unit Agreement.

NOW THEREFORE the under51gned (whether one or more), for and in consider-
aticn of the }_.).Lc:uu.at:a and uie benerits ant u..quat.cu {0 accrue under each of said
agreements, does hereby agree to become a party to, and to be bound by the pro-
visions of, the said Unit Agreement, and also the said Unit Operating Agreement,
if the undersigned is a Working Interest Owner, and the undersigned does hereby
agree that the parties to said agreements are those persons signing the originals
of said instruments, counterparts thereof, or other instruments agreeing to be
bound by the provisions thereof. The undersigned does. also hereby acknowledge
receipt of a true copy of the said Unit Agreement, and also the said Unit Operat-
ing Agreement, if the undersigned is a Working Interest Owner.

IN WITNESS WHEREOF, the undersigned has executed this iastrument on the
date set forth below opposite the undersigned's signature,

Date: L"/ 7-72Y% jq’ﬂ}m/w% fa

J. g{ﬁBARNEs

d. Texas 79701

Address:

THE STATE OF GUneummmes /exas
COUNTY OF  wmmemi® | Migland |
The foregoing instrument was acknowledged before me this /_Zﬂ, day of

IR '/),
i /,,,A{\, [

Notary Public in and

Gouny~ o £

My Commission Expires:

June 1, 1975




RATIFICATION

KNOW ALL MEN BY THESE PRESENTS; THAT:

WHEREAS, certain instruments entitled UNIT AGREEMENT FOR THE DEVELOPMENT
AND OFERATION OF THE SALT LAKE SOUTH UNIT, LEA COUNTY, NEW MEXICO, and UNIT
OPERATING AGREEMENT, SALT LAKE SOUTH UNIT, LEA COUNTY, NiW MEXICO, have been
executed as of the 15th day of November, 1972, by various persons conducting
operations with respect to the SALT LAKE SOUTH UNIT AREA located in Lea County,
New Mexico, as more particularly described in said agreement; and

WHEREAS, the Unit Agreement, by Exhibit '"'A'', shows on a map the boundary
lines of the Unlt Area and the Tracts therein and, by Exhibit "B" describes
each tract within the Unit Area; and

WHEREAS, the Unit Agreement and Unit Operating Agreement each provides
that a person may become a party thereto by signing the original of said in-
strument, a counterpart thereof, or other instrument agreeing to be bound by
the provisions thereof; and

WHEREAS, the undersigned (whether one or more), is, or claims to be, the
owner of a royalty, overriding royalty and/or working interest in one or more
of the Tracts described in Exhibit "B'" of the Unit Agreement.

4 NOW, THEREFORE, the undersigned (whether one or more), for and in consider-
ation of the premises and the benefits anticipated to accrue under each of said
agreements, does hereby agree to become a party to, and to be bound by the pro-
visions ot, the said Unit Agrecment, and also the said Unit Opﬂratlng Agreement,
if the under51gned is a Working Interest Owner, and the undersigied docs hereby
agree that the parties to said agreements are those persons signing the omgmals
of said instruments, counterparts thereof, or other instruments agreeing to be
bound by the provisions thereof. The undersigned does also hereby acknowledge

; . receipt of a true copy of the said Unit Agreement, and also the said Unit Operat-
ing Agreement, if the undersigned is a Working Interest Owner,

i R A 52 R 2o ShoEen R 5 =

i IN WITNESS WHEREOF, the undersigned has executed this instrument on the
: date set forth below opposite the undersigned's 51gnature

[ESUIOREY

P et Cyaan
i .o :.-.,~--\' bW

Date: January 4, 1974 O g ,:

Fred Forward, Attorney-in-Fact ’ ?r/m A otat—t—

- i

g
503 Phillips Building ﬁu}u‘l i
; o ]

Odessa, Texas 79761 i
Address: -

THE STATE OF TEYAS 1
COUNTY OF ECTOR 1

The foregoing instrument was acknowledged before me this 4th day of

_January » 1974, by FRED FORWARD, Attorney-in-Fact for Phillips Petroleum
Company, a Delaware corporation, on behalf of. said corporation.
%/ MW (June H. Dolman)
Néfary Public in and for Ector
County, Texas

My Commission Expires:
June 1, 1975
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. of said agreements, does hereby agree to become a party to, and to be bound by

. COUNTY CF MIDLAND I

RATIFICATION

KNOW ALL MEN BY THESE PRESENTS, THAT:

WEREAS, certain instruments entitled UNIT AGREEMENT FOR THIE DEVELOPMENT
AND OPERATION OF TIE SALT LAKE SOUTH UNIT, LEA COUNTY, NEW MEXICO, AND UNIT
OPERATING AGREEMENT, SALT LAKE SOUTH UNIT, LEA COUNTY, NEW MEXICO, have been
executed as of the 15th day of November, 1973, by varicus persons conducting
operations with respect to the SALT LAKE SOUIH UNIT AREA located in Lea County,
New Mexico, as more particularly described in said agreement; and

WHEREAS, the Unit Agreement, by Exhibit "A", shows on a map the
boundary lines of the Unit Area and the Tracts therein and, by Exhibit 'B",
describes each Tract within the Unit Are{cl; and

WHIEREAS, the Unit Agreement and Unit Operating Agreement each provides
that a person may become a party thereto by signing the original of said instru-
ment, a counterpart thereof, or other instrument agreeing to be bound by the
provisions thereof; and

WHEREAS, the undersigned (whether one or more) is, or claims to be,
the owner of a royalty, overriding royalty and/or werking interest in one or
more of the Tracts described in Exhibit "B of the Unit Agreement.

NOW, THEREFORE, the undersigned (whether one or more), for and in
consideration of the premises and the benefits anticipated to accrue under each

the provisions of, the said Unit Agreement, and also the said Unit Operating
Agreement, if the undersigned is a Working Interest Owner, and the undersigned
does hereby agree that the parties to said agreements are those persons signing
the originals of said instruments, counterparts thereof, or other instruments
agreeing to be bound by the provisions thereof. The undersigned does also here-
by acknowledge receipt of a true copy of the said Unit Agreement, and also the
said Unit Operating Agreement, if the undersigned is a Working Interest Owner.
This ratification is expressly subject to all the terms and provisions of that
certain ACREAGE ACQUISITION AGREEMENT. covering Sections 17 and 18, T-21-S, R-32-E,
Lea County, New Mexico, dated November 15, 1973, betwecen Fluor Oil and Gas Corpor-
ation and Skelly 0il Company, an executed copy of which is in the possession of
both parties and to which reference is here fully made for all purposes.

Anything contained herein to the contrary notwithstanding unless final approval
of said Unit Agreement is obtained from the necessary governmental agencies and
the Initial Test Well provided for in said Acreage Acquisition Agreement is
commenced on or before March 1, 1974, this Ratification will not be effective

as to the interest of Fluor 0il and Gas Corporation.

IN WITNESS WHEREOF, the undersigned has executed this instrument on

‘the date set forth below opposite the undersigned's signature.

Gate:  DEC 4 01973

ATTEST: FLUOR OIL AND GAS CORPORATION _
ﬂm v A — ,-0 2
‘ BY: <Z=aA_ /
1stant Secretary roy E ce President e
. 26pR0%5D |
THE STATE OF TEXAS I
LAV/ DZPT.

The foregoing instrument was acknowledged before me this 70 day
of , 1973, by LEROY ESTERAK, Vice President for FLUOR OIL
AND GAS CORPORATION, on behalf of said corporation.

Notary Public in and for Midland County,
M+ Commission Tixpires Texas C. L Viare

June 1, 1975 Notory Public, Midland County, Te
’ m. Expires June i :;l:/
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ACREAGE ACQUISITION AGREEMENT

THIS AGREEMENT, made and entered into this 15th day of November, 1973,
by and tetween FLUOR OIL AND GAS CORPORATION - , hereinafter
sometimes called "'FIRST PARIT', and SRELLY OIL COMPANY, a Delaware Corporation,
whose address is 2nd Floor, Wall Towers West Building, Midland, Texas 79701,

hereinafter sometimes referred to as "'SECOND PARTY".

— o — — —— - - man

WHEREAS, FIRST PARTY is the holder of valid and subsisting Oil and Gas |
Leases covering the lands described in the exhibit which is attached hereto,
marked Exhibit "A'" and made a part hereof for all purposes; and

" WHEREAS, SECOND PARTY desires to earn an assignment of certain of FIRST
PARTY's interest in and to said leases;

NOW, THEREFORE, for and in consideration of the mutual covenants and
agreements hereinafter contained and for the benefits to be derived therefrom,
the parties hereto do covenant, contract and agree 25 follows:

. . R i

A. The parties hereto acknowledge that the lands described in Exhibit "A"
hereof are subject to the Salt Lake South Unit Agreement, hereinafter called the =
"Unit Agreement" and the Salt Lake South Unit Operating Agreement, hereinafter !
called the "Unit Operating Agreement'. The lands included within the unit area are
hereinafter called the '"Unit Area".

B. If SECOND PARTY is unable, for any reason, to secure the required
approvals and agreements from the necessary parties so as to commence the drilling
of the Test Well hereinafter specified under Article I1 hereof, on or before
March 1, 1974, this agreement shall become null and void, in which event all rights,
duties, liabilities, and obligations of the parties hereto and hereunder shall
cease and terminate.

II.
TEST WELL

Subject to the other terms, provisions and conditions of this agreement,
SECOND PARTY agrees to commence, or cause to he commenced, on or before March 1, 1974,
operations for the drilling of a well in search of 0il or gas at a location in the North-
west Quarter (NW/4) of Section 21, T-21-S, R-32-E,N.M.P.M., Lea County, New Mexico, and to
thereafter drill said well with due diligence and in a workmanlike mamner to the base of
the Morrow clastic section, or to a dopth of 14,000 feet whichever is the lesser depth.
The depth to which said well is to be drilled is hereinafter reicrred to as ''Contract
Depth". Said well is hereinafter sometimes referred to as ''Test Well''.

II1.
SUBSTITUTE WELL

If, in the drilling of the Test Well provided for hereinabove, SECOND PARTY
encounters a drilling condition or substance before reaching Contract Denth which
cannot be overccre by means or methods customarily used by prudent operators in the



area, then and in such event, the Test Well may be plugged and abandoned at the
depth at which such substance or condition is encountered. SECOND PARTY shall
have and is hereby given and granted the right to drill a substitute well for
said well. Operations for the drilling of any substitute well shall be commenced
within thirty (30) days from the date that said well is plugged and abandoned
pursuant to this Article III. Any substitute well shall be located at a location

-mutually acceptable to both parties hereto, Any substitute well shall be drilled

to the same depth and under.the same terms and conditions as are applicable to
the Test Well. _ ' :

v,
GEOLOGICAL REQUIREMENTS

FIRST PARTY agrees to furnish SECOND PARTY, on or before December 15,
1973 a list of the geolcgical data and other information which FIRST PARTY shall
reasonably require in connection with the Test Well. : :

V.

ACCESS TO PREMISES AND NOTICES

A. FIRST PARTY's representatives shall at all times have access to
the premises, at FIRST PARTY's sole risk, {ov the puirpose of observing all operations
conducted under this agreement.

B. ALL notices, information and data required hereunder to be furnished to
FIRST PARTY shall be furnished as follows:

Company Name ¢ FLUOR OIL AND GAS CORPORATION

Address ! 615 Midland Tower Bldg. '
Midland, Texas 79701

Attention . : Leroy Esterak

Office Telephone: =~ (915) 683-2731

Home Telephone : (915) 694-2023

C. All rnotices, information and data required to be furnished to SECOND
PARTY hereunder shall be furnished as follows: '

SKELLY OIL COMPANY

2nd Floor, Wall Towers West

Midland, Texas 79701

Attention: M, E. Robinson

Office Telephone:  683-4881, Ext. 289
Home Telephon 694-4079

D. Either party may change its address or the designation of its repre-
sentatives by 50 notilying the other party hereto in writing of any such change.

VI,
ASSIGNMENTS

A. In the event SECOND PARTY drills, completes and equips the Test Well
as a commercial prcducer of oil and/or gas in paying quantities within the time
and manner hereinbefore provided, FIRST PARTY agrees to execute and deliver to
SECOND PARTY an assigmment of operating rights covering 50% of FIRST PARTY's right,
title and interest in and to the oil and gas lease covering the lands described in
Exhibit "A'"" from the surface of the ground down to but not below a depth of 50 feet
below the depth drilled in the said Test Well.




: B. There shall be excepted from the foregoing assignment and reserved
to FIRST PARTY an overriding royalty equal to one-sixteenth of eight-eighths (1/16th
of 8/8ths) of all of the oil, gas and associated minerals produced and sold from
the assigned premises, which shall be the total overriding royalty to which the
assigned interest will be subject.

C. The overriding royalty to be excepted and reserved unto FIRST
PARTY pursuant to this Article VI shall be reduced in proportion to the 50% interest
covered by such assignment.

D. The overriding royalty to be excepted and reserved unto FIRST PARTY
shall be free of all costs and expenses of operation but shall pay and bear its
proportionate part of all pipeline charges and taxes measured by production. Said
excepted and reserved overriding royalty shall not be computed on a unit basis,
but rather on a lease basis and payment for the pioceeds of production attributable
"thereto shall be computed and paid on a lease basis. )

E. In the event the Test Well is not completed as a commercial producer
or is plugged and abandoned, which ever occurs first, SECOND PARTY will have the
option for a period of six (6) months from that date, at its sole election and at
no cost to FIRST PARTY, tc cormence or cause to be commenced an additional test
well within an area comprised of the W/2 of Section 16, all of Section 17, all of
Section 18, the N/Z of Section 19 and the N/2 of Section 20, T-21-S, R-32-E, NM.D M,
If such additional well is completed as a commercial producer of oil and/or gas
in paying quantities,SECOND PARTY shall earn the identical rights as provided above
in connection with the Test Well, except as hereinafter provided in Paragraph F of this
Article VI.

F. 1If the additional well provided in E above is drilled on Section 17 or
18, T-21-S, R-32-E, N.M.P.M.; and is completed as a commercial producer of oil and/or
gas, then, and in that event as to the proration unit assigned to such well only,
FIRST PARTY shall receive in lieu of the overriding royalty provided above, a 1/16th
of 8/8th overriding royalty in such proration unit, which shall be the total over-
riding royalty to which such proration unit shall he subject, with the option to
convert one-half of such override to a 50% working interest in such proration unit
after SECOND PARTY has recovered the cost of drilling, completing, equipping and
operating the well on said proration unit from the production from such well, or the
proceeds therefrom, after first deducting the royalty due the lessors, all overriding
royalties, payments out of production and other such encumbrances affecting such
production including, but not limited to, the overriding rovalty reserved unto FIRST PARTY.
Any additional wells drilled on said Sections 17 or 18 will be drilled under the
terms of the Unit Operating Agreement and will give effect to the overriding royalty
reserved by FIRST PARTY in Paragraph B of this Article VI, with the risk, cost and
expense of such additional wells being as set-out in Exhibit “E" attached to the
U{]}it Operating Agreement and the production being shared as set-out in Exhibit "C"
thereto.

VTTY
vaa

NO LIABILITY

Notwithstanding anything contained in this agreement to the contrary, it
is understood and agreed that the only liability to which SECOND PARTY shall be
subject for failure to drill the Test Well will be the ‘waiver of the Assignments
provided for in Article VI hereof.

VIII
DELAY RENTALS

A. From and after the date of this agreement and during the term hercof
and during the term of any assignment which may be executed by FIRST PARTY pursuant
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to the termms hercof, FIRST PARTY agrees to pay any and all delay rentals which

may become due and payable under any lease covering the lands described in Exhibit
"A'", FIRST PARTY will never be liable for any inadvertent failure to pay any such
rentals or for any improper payment thereof. SECOND PARTY agrees to reimburse FIRST
PARTY for fifty percent (So%gaof all rentals so paid insofar as such rentals cover
and apply to the lands described in Exhibit "A" upon being billed therefor by

FIRST PARTY.

B. In the event either party hereto intends to relinquish, surrender,
abandon, allow to terminate, cancel for non-payment of any payment necessary to extend
any of the leases covering the lands described in Exhibit "A", or any part of such
lands, the party desiring to relinquish, surrender, abandon, terminate or cancel
(Hereinafter called 'Abandoning Party') shall give the other party hereto written
notice of such intention not less than ninety (90) days before making any such re-
linquishment, surrender, release, abandonment or other act or omission which may result
in the termination or cancellation of any lease subject hereto. The party receiving
such notice shall have thirty (30) days from its receipt of such notice in which to
notify the Abandoning Party whether or not the party receiving such notice desires
an assignment of all or any part of the premises described in the aforesaid notice.
If such party desired to receive an assignment of all or any part of the premises
described in said notice, the Abandoning Party shall, promptly upon being so notified
by the other party, assign to the other party all of the Abandoning Party's right,
title, and interest in and to the premises desired to be acquired by such other
party. If the Abandoning Party owns any interest in any weil o1 wcllc located on
the premises to be assigned pursuant to this Paragraph B, the party receiving such
assignment shall have the right to acquire the Abandoning Party's interest in such
well or wells by paying to the Abandoning Party the salvage value of the Abandoning
Party's share of the salvable material and equipment. From and after the date of
any such assignment, the interest covered thereby shall no longer be subject to the
terms, provisions and conditions of this agreement.

X
INSURANCE
A. All operaticns conducted by SECOND PARTY in and on any well pursuant
to this agrcoment shall be conducted at no risk, cost or expense to FIRST PARTY.

B. During the term of this agreement, SECOND PARTY shall carry the
insurance required by the Unit Operating Agreement under the cenditions and at the
cost of the parties as more particularly set forth in said Agreement.

C. The cost of all insurance which is paid by SECOND PARTY pursuant to this
Article IX shall be deemed to be part of the operating costs to which SECOND PARTY
is entitled to recover pursuant to Article VI hereof. '

X.
TAXES

Any taxes which may accrue or which may be assessed against the lands des-
cribed in Exhibit "A" at any time prior to the execution of the assignment provided
for in Paragraph A of Article VI hereof, shall be paid and borne solely by FIRST
PARTY. If FIRST PARTY executes the assignment provided for in Paragraph A of
Article VI above any taxes which may accrue or be assessed against the interests
covered by said assigmment from and after the date thereof shall be paid and borne
proportionately by the parties hereto.

-4 -
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XI.
TITLE PAPERS

FIRST PARTY agrees to furnish to SECOND PARTY, promptly upon the execution
of this agreement by both parties hereto, all abstracts, and copies of all title
papers presently contained in FIRST PARTY's file affecting the lease (s) covering
the lands described in Exhibit "A'. SECOND PARTY shall conduct such title examination
as it deems necessary of the lease(s) covering the proration unit on which the Test
Well is located. The cost and expenses incurred in connection with any such examina-
tion and the obtaining of any curative which may be necessary in connection therewith,
shall be deemed to be a part of the cost of drilling of the Test Well. All costs
relating to all subsequent title examinations shall be borne and paid as provided in
the Unit Operating Agreement. :

XII.
LAWS, RULES AND REGULATIONS

A. All of the provisions of this agreement are expressly subject to all
applicable laws, orders, rules and regulations of any duly constituted Federal,

" State or local authority having jurisdiction of the premises and all operations

contemplated hereby shall be conducted in conformity therewith. Any provision of
this agreement which is inconsistent with any such laws, orders, rules or regulations
is hereby modified so as to conform therewith and this agreement, as so modified,
shall continue in full force and effect.

B. In connection with thie porformance of any work under this agreement,
SECOND PARTY agrees to comply with all of the provisions of Section 20z, (i) to (7}
inclusive of Executive Order 11246 (30 F. R. 12319}, which are incorporated by
reference in this agreement.

XIII.
RELATIONSHIP OF THE PARTIES

No partnership, agency, joint venture or mining partnership or other
entity is intended or created by this agreement and no z«t by either party hereunder
shall operate to create such a relationship, nor shall any of the provisions of this
agreement be construed or implied as creating any such relationship whatsoever. The
liability of the parties hereto shall be several and not joint or collective.

X1v
COVENANTS RUN WITH THE LAND

All of the temms, provisions and conditions of this agreement shall be
deemed to be covenants running with the lands described in Exhibit "A" and the lease-
hold estates which are subiect hereto, and the same shall be binding upon and inure
to the benefit of the parties hereto, their respective successors and assigns.

XVI
HEADINGS
The headings set forth above the Articles of this agreement are for

convenience only and shall in no manner be used in construing or interpreting any
provision hereof. '




IN WITNESS WHEREOF, the parties hereto have executed this agreement as
of the day and year first above written.

SKELLY OIL COMPANY

Qe
)
ATTEST:
(Wi i/
NN 1 Lan) pAC
‘ ﬂ/ Assistant Secretary Leroy ?éie k, Vice President R

THE STATE OF Qelelong.
COUNTY OF Jtl. [

APP!:&IED
l‘r;/

LAWY DEPT.

Y

The foregoing instrument was acknowledged before me this 3/ day of

N | 1977, by JUDD H OUALLINE
f .
Att_:omey—m-Fact for SKELLY OIL COMPANY, a Delaware Corporation, on behalf of

said corporation.

Lo Notary Public z 2d for ~te U
) - A Comty, S,
My Comnission‘EXpires:
v f e B
12-23- 72¢

THE STATE OF TEXAS
COUNTY OF MIDLAND |

Mg instrument was acknowledged before me this /7 /{day of

, 1973, by LEROY ESTERAK .

-z

Vice President for FLUOR OIL AND GAS CORPORATION, on behalf of

said corporation. W
e

Notary Public in and for Midland
County, Texas

. C. L Wens
My ‘Commission Expires: Netary Public, Midland County, Tes.
Commimian Expires June |, 19,230

6-1-75

1
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EXHIBIT "A" '

Attached to and made a part of that certain Acreage
Acquisition Agreement dated the 15th day of November,
1973, by and between FLUCR OIL AND GAS CORPORATION and
SKELLY OIL COMPANY '

Township i South, Range 32 East, N.M.P.M., Lea County, New Mexico

Section 17: All, containing 640 acres, more or less; -
Section '18‘: All, containing 652,52 acres, more or less;

Containing in all 1292.52 acres, more or less
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CASE NO. 5127

exploration and develniment of any lands committed to the unit and
production of oil or gas therefrom.

(3) That the unit operator shall file with the Commission an
executed original or executed counterpart of the unit agreement
within 37 days after the effective date thereof; that in the event
of subsequent joinder by any rarty or exransion or contraction of
the unit area, the unit operator shall file with the Commission
within 30 days thereafter counterparts of the unit agreement
reflectinyg the subscrirtion of those interests having joined or .
ratified.

(4) That this order shall become effective uron the approval
of said unit agreement by the Commissioner of Public lands for the
State of New Mexico and the Director of the United States Geological
Survey; that this orde» shall terminat? ipso facto upon the termina-
tion of said unit agreemant; and that ¢he last unit operator shall
notify the Commission immediately in writing of such termination.

(5) That jurisdiction of this cause is retained for the entry
of such further orders as tne Commission may deem necessary.

DONE at Santa Fe, MNew Mexico, on the day and year hereinabove
designated.

STATE OF NEW MEXICO
OIL CONSERVATION COMMISSION

AN /’ ')
7 et e
I.”R. TRUWILLO, Chairman

‘IJO Member

L. TER, JR., Membe“ Secretary

n
n
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BEFORE THE NEW MEXICO
OIL CONSERVATION COMMISSION

PLICATION OF SKELLY OIL COMPANY
OR APPROVAL OF THE SALT LAKE SOUTH
IT AGREEMENT, LEA COUNTY, NEW
ICO

ENTRY OF APPEARANCE

Comes now L. C. White, of White, Koch, Xelly & McCarthy, P. O.
fgox 787, Santa Fe, New Mexico, and herewith enters their
pppearance as local counsel for and on behalf of the applicant

Bkelly 0il Company in the above entitled matter,

WHITE, KOCH, KELLY & McCARTHY

By




& &L S
g

0 ﬁ‘?ﬁ;":ﬁi‘ﬁ “Hi?,s?*,:lqiﬁ,
R ~. , 1

bHov 1o o0 i
§ o gt
';'<‘.

OH.CbNS;uQU,Q” i
SKELLY OIL COMPANY " *

P. O. BOX 1880
LAW DEPARTMENT TULSA, OKILAHOMA 74102
CHESTER E, BLODGETY -
sENIOR ATTORNEY WJ November 14, 1973

Re: Application of Skelly 0il Company
for Approval of the Salt Lake South
Unit Agreement, Lea County, New Mexico

New Mexico 0il Conservation Commission
P. 0. Box 2088
Santa Fe, New Mexico 87501

Gentlemen:

We are enclosing herewith the original and two copies of the above-
referenced application for approval of a unit agreement.

It is our understanding that Kenneth H. Griffin has heretofore
contacted vou and that this matter has been set down for hearing -
on the November 28, 1973 Examiner Docket as Case No. 5127. :

Yours very truly,

-~ :
CEB:br e.ter E. Bloéé%%aéﬁgiyfﬁﬂa—‘i |

Encl.
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BEFORE THE NEW MEXICO OIL CONSERVATION COMMISSICN

IN THE MATTER OF THE APPLICATION OF

) CASE NO. 5127
SKELLY OIL COMPANY FOR APPROVAL OF )
)
)

THE SALT LAKE SOUTH UNIT AGREEMENT,

FILED
LEA COUNTY, NEW MEXICO

HEARING November 28, 1973

APPLICATION

Comes now Skelly 0Oil Company on behalf of itself and others and
respectfully states as follows:

1. That it is the owner and operator of leases in the hereinafter
described unit area, Lea County, New Mexico.

2. That it seeks approval of the Salt Lake South Unit Agreement

covering 7080.1l2 acres, more or less, of State and Federal lands
described as fcllows:

Lea County, New Mexico

Township 21 South, Range 32 East, NMPM
Sections 15 through 22: All

Sections 28 through 30: All

3. That approval of the proposed Unit Agreement should promote

the prevention of waste and the protection of correlative rights within
the unit area.

WHEREFORE, PREMISES CONSIDERED, Applicant prays that this Commission,

=Lhnv +Fhn ~rvrirmey AF nAatiAan aa ryammidraAl her 15r1 ant +hia annltimnao+srinn Rr\vm
Lde o s wiall Y v masy a sV AL T Do TR TW s

ST e whiaw Sppaeaws L el

for hearing, and that at the conclusion of said hearing based on the
evidence adduced approve the Unit Agreement for the Salt Lake South Unit,

and for such other orders, rules and regulations as may be necessary in
the premicges.

Respectfully submitted.

SKELLY OIL COMPANY

BY W
Chester E. BIodge

Attorney

Of Counsel:

L. C. White, Attorney

White, Koch, Kelly & McCarthy
P. 0. Box 787

Santa Fe, New Mexico 87501




BEFORE THE NEW MEXICO OIL CONSERVATION COMMISSION

IN THE MATTER OF THE APPLICATION OF ) CASE NO. 5127
SKELLY OIL COMPANY FOR APPROVAL OF )

THE SALT LAKE SOUTH UNIT AGREEMENT, ) FILED

LEA COUNTY, NEW MEXICO )

HEARING November 28, 1973

APPLICATTION

Comes now Skelly 0il Company on behalf of itself and others and
respectfully states as follows:

1. That it is the owner and operator of leases in the hereinafter
described unit area, Lea County, New Mexico.

2. That it seeks approval of the Salt Lake South Unit Agreement
covering 7080.12 acres, more or less, of State and Federal lands
described as follows:

Lea County, New Mexico

Township 21 South, Range 32 East, NMPM
Sections 15 through 22: All

Sections 28 through 30: All

3. That approval of the proposed Unit Agreementvshou]d promote

the prevention of waste and the protectiocn of correlative rights within
the unit area.

WHERESFORE, PREMISES CONSIDERED, Applicant prays that this Commission,
after the giving of notice as required by law, set this application down
for hearing, and that at the conclusion of said hearing based on the
evidence adduced approve the Unit Agreement for the Salt Lake South Unit,

and for such other orders, rules and regnlations as may be necessary in
the premises.

Respectfully submitted,

SKELLY OIL COMPANY

BEL‘=£f§2§;¢A£::‘—;? A/igééégéééi:::::ﬁ“
Chester E. Blodge

Attorney

Of Counsel:

L. C. White, 2Zttorney

White, Koch, Kelly & McCarthy
P. 0. Box 787

Santa Fe, New Mexico 87501



BEFORE THE NEW MEXICO OIL CONSERVATION COMMISSION

IN THE MATTER OF THE APPLICATION OF ) CASE NO. 5127
SKELLY OIIL COMPANY FOR APPRGVAL OF )

THE SALT LAKE SOUTH UNIT AGREEMENT, ) FILED

LEA COUNTY, NEW MEXICO )

HEARING November 22, 1973

APPLICATION

Comes now Skelly 0il Company on behalf of itself and others and
respectfully states as follows:

1. That it is the owner and operator of leases in the hereinafter
described unit area, Lea County, New Mexico.

2. That it seeks approval of the Salt Lake South Unit Agreement
+ covering 7080.12 acres, more or less, of State and Federal lands
. described as follows:

Lea County, New Mexico
Township 21 South, Range 32 East, NMPM
Sections 15 through 22: All

Y " Sections 28 through 30: All

3. That approval of the proposed Unit Agreement should promote
the prevention of waste and the protection of correlative rights within
the unit area. -

WHEREFORE, PREMISES CONSIDERED, 2Applicant prays that this Commission,
after the giving of notice as required by law, set this application down
for hearing, and that at the conclusion of said hearing based on the
evidence adduced approve the Unit Agreement for the Salt Lake South Unit,
_ and for such other orders, rules and regulations as may be necessary in
: the premises.

Respectfully submitted,

SKELLY OIL CCMPANY

LD s B
By
Chester E. Blodget

Attorney

Of Counsel:

L. C. white, Attorney

White, Koch, Kelly & McCarxrthy
P. 0. Box 787

Santa Fe, New Mexico 87501
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I UNIT AGREEMENT

2 FOR THE DEVELOPMENT AND OPERATION
3 OF THE
4 SALT LAKE SOUTH UNIT AREA .
5 COUNTY OF LEA
6 STATE OF NEW MEXICO
7 NO.
' 8 THIS AGREEMENT entered into as of the |5th day of November,
_‘fijj:: 9 1973, by and between the parties subscribing, ratifying or consenting hereto,
| 10 and herein referred fo as the "parties hersto”. |

! WiTNESSETH:
12 WHEREAS, the parties hereto are the owners of woiking, royalty, or
13 other oil and gas interests in the unii area subject To this agreement; and
14 WHEREAS, the Mineral Leasing Act of February 25, 1920, 4| Stet. 437, as
15 amended, 30 U.S.C. Secs. I8| et seq., authorizes Federal lessees and their
16 | representatives to unite with each other, cor jointly or seﬁarafely with
'7 others, in collectively adopting and operating a cooperative or unit plan
I8 of deveiopment or operations of any oil or gas pool, field, or like area, or
19 any part thereof for the purpose of more preoperly conserving the natural
20 resources thereof whenever determined and certified by the Secretary of
21 ' the Interior to be necessary or advisable in the public interest; and
22 WHEREAS, the Commissionei- of Public Lands of the State of New Mexico
23 is authorizied by an Act of the Legislature (Sec. 7-11-39 N.M. Statutes 1953
24 Annotated) to consent to or approve-fhis agreement on behalf of the Sféfe
25 of Now Mskico, insofar as iT covers and includes lands and miﬁeral interests
26 of the State of New Mexico; and
27 WHEREAS, the Qil Conservation Commission of the State of New Mexico is
28 authorized by an Act of the lLegis!ature (Article 3, Chapter 65, Vol. 9,
29 Part 2, 1953 Statutes) to approve this agreement and the conservation provisions
30 hereof; and
3 WHEREAS, the parties hereto hold sufficient interests in the Salt Lake
32 South Unit Area covering the land hereinafter described fo give reasonably

33 effective control of operations therein; and




| WHEREAS, it is the purpose of the parties hereto to conserve natural

2 resources, prevent waste, and secure other benefits obtainable through
3 development and operation of the area subjeéf to this agreement under the
4 terms, conditions and |limitations herein set forth;
5 NOW, THEREFORE, in consideration of the premises and the promises herein
6 contained, the parties hereto commit to this agreement their respective
7 interests in the below-defined unit area, and agree severally among them-
! 8 selves as follows:
F \.é 9 |. ENABLING ACT AND REGULATIONS. The Mineral Leasing Act of February
. ; i0 25, 1920, as amended, supra, and all valid pertinent regulations, including
' I operating and unit plan regulations, heretofore issued thereunder or valid,
: : 12 pertinent and reasonable regulations hereafter issued thereunder are accepted
] 13 and made a part of this agreement as to Faderal lands, provided such regula-
_*‘_; ; 14 tions are not inconsistent with the terms of this agreement; and as to non-
% 15 Federal lands, the oil and gas operating regulations In effect as of the
; i6 effective date hereof governing drilling and producing operations, not in-
17 consistent with the terms hereof or the laws of the State of which the non-
(8 Federal land is located, are hereby accepted and made a part of this agreement.
g 19 2. UNIT AREA. The area speéified on the map attached hereto marked
é 20 Exhibit "A" is hereby designated and recognized as constituting the unit area,
% 21 containing 7,080.12 acres, more or less.
% 22 Exhibit "A" shows, in addition to the boundary of the unit area, the
% 23 boundaries and identity of tracts and leases in said area to the extent known
24 to the Unit Operator. Exhibit "B" attached hereto is a schedule showing to
25 the extent known to the Unit Operator the acreage, percentage, and kind of
26 ownership of oil and gas interests in ali land in the unit area. However,
27 nothing herein or in said schedule or map shall be construed as a representa-
28 »+ion by any party hereto as to the ownership of any interest other than such
29 interest or interests as are shown in said map or schedule as owned by such
30 party. Exhibite "A" and "B" shall be revised by the Unit Operator ihenever
3] changes in the unit area render suckh revision necessary, or when requested
32 by the 0il and Gas Supervisor, hereinafter referred to as "Supervisor", or

33 when requested by the Commissioner of Public Lands of the State of New Mexico,
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hereinafter referred to as "Commissioner'", and not less than five copies

of the revised exhibits shall be filed with the Supervisor, and two copies
thereof shail be filed with the Commissioner, and one copy with the New
Maxico Oil Conservation Commission, hereinafter referred to as "Commission".

The above-described unit area shall when practicable be expanded to
include therein any additional lands or shall be contracted to exclude lands
whenever such expansion or contraction is deemed to be necessary or advis-—
able to conform with the purposes of this agreement. Such expansion or
contraction shall be effected in the following manner:

(a) Unit Operator, on its own motion or on demand of the Director
of the Geological Survey, hereinaffer referred to as "Direcior", or on de-
mand of the Commissioner, after preliminary concurrence by the Director
and the Comnissioner, shall prepare a notice of proposed expansion or con-
traction describing the contemplated changes in the boundaries of the unit
area, the reasons therefor, and the proposed effective date thereof, pre-
ferably the first day of a month subsequent to the date of notice.

(b)Y Said notice shall be delivered to the Supervisor, the Commissioner-
and the Commission and copies Thereof mailed To the last known address of
each working inferest owner, lessee, and lessor whose interests are affected,
advising that 30 days will be allowed for submission to the Unit Operator of
any objections.

(c) Upon expiration of the 30-day period provided in the preceding
item (b) hereof, Unit Operator shall file with the Supervisor, the Commis~
cioner and the Commission evidence of mailing of the notice of expansfon
or contraction and a copy of any objections thereto which have been filed
with the Unit Operator, together with an application in sufficient number,
for approval® of such expansion or contraction and with apprepriate joinders.

(d) After due consiceration of all pertinent information, ihe expansion
or contraction shall, upon approval by the Supervisor, the Commissioner and
the Commission, become effective as of the dafevprescribed in the notice
thereof.

{e) AIll legal subdivisions of lands (i.e., 40 acres by Government

survey or its nearest lot or tract equivalent; in instances of irregular
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surveys unusually large lots or tracts shall be considered in multiples
of 40 acres or the nearest aliquot equivalent thereof), no parts of which
are entitled 7o be in a participating area on or before the fifth anniver-
sary of the effective date of the first initial participating area estab-
lished under this unit agreement, shail be eliminated automatically from
this agreement, effective as of said fifth anniversary, and such lands shall
no longer be a part of the unit area and shall no longer be subject to this
agreement, unless diligent drilling operations are in progress on unitized
lands not entitled to participation on said fifth anniversary, in which event
ali such lands shall remain subject hereto so long as such drilling opera-
tions are continued diligently with not more than 90 days' time elapsing
hatween the completion of one well and the commencement of the nexfywell.
All legal subdivisions of lands not entitled to be in a participating area
within 10 years after the effective date of inhe first initial participating
area approved under this agreement shall be aﬁfomafically el iminated from
this agreement as of said tenth enniversary. All lands proved pfoducfive
by dilfgenf drilling operations after the aforesaid 5~year period shall
become participating in the same manner as during said 5-year period. How-
over, when such diligent drilling operations cease, all nonparticipating
lands shall be automatical ly eliminated effective as of the 9ist day there-
after. The Unit Operator shali, within 90 days after the effective date of
any elimination hereunder, describe the area so eiiminated to the satisfac-
tion of the Supervisor and the . ..ussioner, and promptly notify all parties
in inferest. |

If conditions warrant extfension of the [0O-year period specified in

this subsection 2(e), a singie extension of notT fo exceed 2 years may be

y
accompl ished by consent of the owners of 90% of the working interests in the
current nonparticipating unitized lands and the owners of 60% of the basic
royalty interests (exclusive of the basic royalty interests of the Unlted
States) in nonparticipating unitized lands with approval of the Director and
Commissioner, provided such extension application is submitted to the Director

and Commissioner not later than 60 days prior to the expiration of said ten-year

period.



| Any expansion of the unit area pursuant to this section which embracoes

| 2 lands theretofore eliminated pursuant to this subsection 2(e) shall not bpe
| 3 considered automatic commitment or recommitment of such lands.
4 3. UNITIZED LAND AND UNITIZED SUBSTANCES. All land commitfed fo this
5 agreement shall constitute land referred to herein as "unitized land" or
| 6 "land subject tc this agreement™. All oi! and gas in any and all formations
7 of th2 unitized land are unitized under the terms of this agreement and herein
8 are called "unitized substances".
E i 9 4., UNIT OPERATOR. Skelly 0il Company is hereby designated as Unit
‘  10 Operator and by signature hereto as Unit Operator agrees and consents to
- ﬂi-éé bl accept the duties and obligations of Unit Operator for the discovery,
‘g (2 development and production of unitized substances as herein providéd. When-
i I3 ever reference is made herein to the UniT Operator, such reference means
14 the Unit Operator acting in that capacity and not as an owner of interest
15 in unitized substances, and the term "working interest owner" when used
16 herein shall include or refer To Unit Operator as ihe ownei i a working
» 17 interest when such an interest is owned by it.
18 5. RESIGNATION OR REMOVAL CF UNIT OPERATOR. Unit Operator shall
i9 have the right to resign at any time prior to the establishment of a
20 parficipating area or areas hereunder, but such resignation shall not
21 become effective so as to release Unit Operator from Thé duties and obliga-
22 Tions of Unit Operator and terminate Unit Operator's rights as such for a
23 period of 6 months after notice of intention to resign has been served by
24 unit Operater on all working inferest owners and the Supervisor, the
25 Commissioner and the Commission, and until all wells then drilled here~-
26 under are placed in a satisfactory condition for suspen%ion or abandonment
27 whichever is required by the Supervisor as Yo Federal }lands and by the
28 Commissioner as to State tands, unless a new Unit Operaior shall
29 have been selected and approved and shall have taken over and assumed
30 the duties and obligations of Unit Operator prior to the expiration of said
31 period.
32 Unit Operator shall have the right to resign in Iike manner and subject
33 fo like limitations as above provided at any time a participating area
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established hereunder is in exirtence, but, in all instances of resignation
or removal, until a successor Unit Operator is selected and approved as
hereinafter provided, the working interest owners shall be jointly responsi-
ble for performance of the duties of Unit Operator, and shall, not later
than 30 days before such resignation or remcval becomes effective, appoint

a common agent to represent them in any action to be taken hereunder.

The resignation of Unit Operator shall not release Unit Operator from
any liability for any default by it hereunder occurring prior to the effec~
tive date of its resignation,

The Unit Operator may, upon default or faiijure in the performance of
its duties or obligations hereunder, be subject to removal by the same
percentage vote of the owners of working interests as herein provided for
the selection of a new Unit Operator. Such removal shall be effective
upon notice thereof Yo the Supervisor and the Commissioner.

The resignation or removai of Unit Operator under this agreement shali
not terminate its right, title or interest as the owner of a working inter-
est or other interest in unitized substances, but upon the resignation or
removal of Unit Operator becoming effective, such Unit Operator shall
deliver possession of all wells, equipmenf; materials and appurtenances used
in conducting the unit operations to The new duly qualified successor Unit

Operator or to the common agent, if no

1))

uch naw Unit Operator is elected,

to be used for the purpose of conducting unit operations hereunder. NotThing
herein shall be construed as authorizing removal of any material!, equipment
and appurtenances needed for the preservation of any weils.

6. SUCCESSOR UNIT OPERATOR. Whenever the Unit Operator shall tender
his cr its resignation as Un't Operator or shall be removed as hereinabove
provided, or a change of Unit Operator is negotiated by working interest
owners, the owners of the working interests in the participating area or
areas according to their respective acreage interests in such participating
area or areas, or, until a participating area shall have been established,
The owners of the wérking interesfs according fo their respective acreage
interests in all unitizad land, shall by majority vote select a successor

Unit Operator: Provided, That, if a majority but less than 75 per cent of

-6 -
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| the working interests qualified to vote are owned by one party to this

2 agreement, a concurring vote of one or more additional working interest
3 owners shall be required to select a new operator. Such selection shall
4 not become effective until
5 (a) a Unit Operator so selected shall accept in writing the duties
1 6 and responsibilitises of Unit Operator, and
7 (b} the selection shall have been approved by the Supervisor and
3 8 the Commissioner. |
é 9 If no successor Unit Operator is selected and qualified as herein
_; 10 provided, the Director and Commissioner at their election may declare
‘% I this unit agreement terminated.
E 12 7. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT. If the
13 Unii Operator is not the sole owner of working interest, costs and expenses
14 incurred by Unit Operator in conducting unit operations hereunder shali be
i5 paid and apportioned among and borne by the owners ot working inverests,
16 all in accordance with the agreement or agreements entered intc by and
17 "between the Unit Operator and the owners‘of working interests, whether one
8. or more, separately or collectively. Any agreement or agreements entered
19 into between the working inferest owners and the Unit Operator as provided
20 in this section, whether one or more, are herein referred to as the "uni¥
21 operating agreement™. Such unit operating agreement shall also provide
22 the manner in which the working interest owners shal| be entitled tfo receive
23 their respective proportionate and allocated share of the benefits accruing
24 hereto in conformity with their underlying operating agreements, leases or
25 other independent contracts, and such other rights and obligations as be-
26 tween Unit Operator and the working intferest owners as may be agreedfupon
27 by Unit Operator and the working interest owners; however, no such unit
28 operating agreement shall be deemed either to modify any of the terms and
29 .conditions of this unit agreement or fo relieve the Unit Operator of any i
30 right or obligation established under this unit agreement, and in case of any %
31 inconsistency or conflict between this unit agreement and the unit operating .l
32 agreement, this unit agreement shall govern. Three true copies of any uniT
33 operating agreement executed pursuant to this section should be filed with
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the Supervisor and two truecopies with the Commissioner and one true copy .
with the Commission, prior to approvai of this unit agreement.

8. RIGHTS AND OBLIGATIONS OF UNIT QPERATOR. Except as otherwise
specifically provides hereiﬁ, the exclusive right, privilege, and duty of
exerclsing any and all rights of the parties hereto which are necessary
or convenient for prospecting for, producing, storing, allocating, and
distributing the unitized substances are hereby delegated to and shall be
exercised by the Unit Operator as herein provided. Acceptable evidence of
Title to said rights shall be deposited with said Unit Operator and, together
with this agreement, shall constitute and define the rights, privileges, and
obligations of Unit Operator. Nothing herein, however, shall be construed
to transfer title to any land or to any lease or operating agreement, it
being understood that under this agreement the Unit Operator, in its capacity
as Unit Onerator, shall exercise the rights of possession and use vested in
the parties hereto only for the purposes herein specified.

9. DRILLING TO DISCOVERY. Within 6 months after the effective dafe
hereof, the Unit Operator shall begin to drili an adequate fest well at a

location approved by the Supervisor, if on Federal land, or by the Commissioner

if on State land, unless on such effectlve date a well is being drilled
conformably with The ferms hereof, and thereafter continue such drilling
diligently until such test well is driiied tc the base of the Morrow clastic section

or until at a lesser depth unitized substances shall be discovered which can
be produced in paying quantities (fo-wit: qugnfifies sufficient to repay the
costs of drilling, completing, and producing operations, with a reasonabile
profit) or the Unit Operafor_;hqll at any time establish to the satisfaction
of the Supervisor it iocaied on Fedaral lands, or *the Cémmissioner if located
on State lends, or the Commission if focated on fee lands, that further drill-
ing of said well would be unwarranted or impracticable, provided, however,
that Unit Operator shall not in any event be required fo drill said well to

a depth in excess of 14,000 feet, Until the discovery of a deposit of unitized
substances capable of being produced in paying quantities, the Unit Operator
shall continue drilling one well at a time, allowing not more than 6 months

between the compietion of one well and the beginning of the next well, until

-8 -
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a waell capable of producing unitized substances ln paying

quantities is completed to the satisfaction of sald Supervisor

if on Federal land, or tho Commissioner if on State iand, or

unti! it is reasonable proved that the unitized land Is incapable of
producing unitized substances in paying quantities In the formations driiled
hereunder. Nothing in this section shal!l be deemed to |imit the right of
the Unit Operator to resign as provided in Section 5 hereof, or as requir-

ing Unit Operator Yo commence or continue any drilling during the period

pending such resignation becoming effective in order to comply with the

requirements of this. section. The Supervisor and Commissioner may modify
the driiling requirements of this section by granting reasonable extensions

of time when, in their opinion, such action is warranied. Upon failure

to commence any wel! provided for in this section within the time allowed,

including any extension of time granted by the Supervisor and ‘the Com-
missioner, Tnis agreement will automatically terminate; upon failure fo
continue drilling diligently any well commenced hereunder, the Supervisor
and Commissioner may, after |5 days notice to the Unit Operator, declare
this unit agreement terminated.

10. PLAN OF FURTHER DEVELOPMENT AND OPERATION. Within 6 months affer
completion of a well capable of producing unitized substances in paying
quantities, the Unit Operaior shal!l submit for ine approval of the Supervisor
and the Commissioner an acceptable plan of development and operation for the
unitized land which, when approvedlby the Supervisor and the Commissioner,
shall constitute the further drit!ling and operating obligations of the Unit
Operator under this agreement for the period specified therein., Thereafter,
from time to time before the expiration of any exisfinggpian, The Unit Operator
shall submit for the approval of the Supervisor and the Commissioner a plan
tor an additional specified period for the development and operation of the
unitized land.

Any plan submitted pursuant to this section shal!l provide for the
exploration of the unitized area and for the diligent driiling necessary
for determination of the area or areas thereof capable of producing unitized

substances in paying quantifies in each and every productive formation and




| shall be as complete and adequate as the Supervisor, the Commissioner

2 and Commission may determine to be necessary for timely development and

3 proper conservation of the oil and gas rescurces of the unitized area

4 and shall:

5 (a) specity the number and locations of any wells to be driiled and

6 the proposed order and time for such drilling; and

v . 7 (b) +o the extent practicable, specify the operating practices regarded
R é 8 as necessary and advisable for proper conservation o% natural
i 9 resources.

1 | 10 Separate plans may be submitted for separate productive zones, subject to

I the approval of the Supervisor, the Commissioner and the Commission.

N

; Plans shall be modified or supplemented when necessary to meet changed

% 15 conditions or to proteci The inTeresis of all parties fo this agreement.

i 14 " Reasonable diligence shall be exercised in complying with the obligations

% I5 of the approved plan of development. The Supervisor aéd Commissioner are
15 .authorized fo grant a reasonable extension of the 6-month period herein

»% i7 prescribed for submission of an initial plan of development where such

é 18 action is justified because of unusual conditions or circumstances. After

% [ compieiion hereunder of -a weii capabis of producing any unitized substances

% 20 in paying quantities, no.furfher wells, except such as may be necessary to
2] afford protecticn against operations not under this agreement and such as may
22 be specifically approved by the Supervisor and the Commissioner, shall be
23 drilled except in accordance with a plan of development approved as herein
24 prﬁ;’dcd
25 Il. PARTICIPATION AFTER DISCOVERY. Upon completion of a well capable
26 of producing unitized substances in paying quantities or as soon thereafter
27  as required by the Supervisor and Commissioner, the Unit Operator shall sub-
28 mit for approval by Tﬁe Supervisor and Commissioner a schedule, based on
29 subdivisions of the public land survey or aliquot parts thereof, of all land
30 then regarded as reasonably proved to be productive in paying quantities;
31 all lands in said schedule on approval of the Supervisor and Commissioner to
32 constitute a participating area, effective as of the date of completion of
33 such well or the effective date of this unit agreement, whichever s later.

-]0_
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The acreages of both Federal and non-Federal lands shall be based upon
appropriate computations from the courses and distances shown on the

last approved public land survey as of the effective date of each initial
parlicipating area. Said schedule shall also set forth the percentage of
unitized substances to be allocated as herein provided to each tract in
the participating area so established, and shall govern the allocation

of production commencing with theeffective date of the participating area.
A separate participating area shall be established for each separate pool
or deposit of unitized substances or for any group thereof which is pro-
duced as a singlie pool or zone, and any two or more participating areas
so established may be combined into one, on approval of the Supervisor
and Commissioner. When production from 1wo or more participating areas,
so established, is subsequently found to be from a common pool or deposit
said participating areas shall be combined into one effective as of such
appropriate date as may be approved or prescribed by the Supervisor and

Tha ~A;made? ~l A

Thc participsting zrea or araas so established shall be revised
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from time to time, subject to like approval, to include additional land Then
regarded as reasonably proved fo be productive in paying quantities or neces-
sary for unit operations, or to exclude land then regarded as reasonably
proved not to be productive in paying quantities and the schedule of allo-
cation percentages shall be revised accordingly. The effective data of any
revision shail be the first day of the month in which is obtained the know-
‘tedge or informafion on which such revision is predicated, provided, however,
that a more appropriate effective date may be used if justified by the Unit
Operator and approved by the Supervisor and Commissioner. No land shal!l be
excluded from a barficipafing area on account of deple%ion of the unitized
substances, except that any participating area established under the provisions
of this unit agreement shall terminate automatically whenever all completions
in The‘formafion on which the participating area is based are abandoned.

It ié the intent of this section that a participating area shall repre-
sent the area known or reasonably estimatead to be productive in paying quanti-
ties, but, regardiess of any revision of the participating area, nothing herein

contained shall be construed as requiring any refroactive adjustment for




| production obtained prior to the effective date of the revision of the

2 participating area.
3 In the absence of agreement at any time between the linit Operator
4 and the Supervisor and Commissioner as to the proper definition or rede-
5 finition of a participating area, or until a participating area has, or
6 areas have, heen astablished as rnrovided herein, the portion of all pay-
7 ments affected thereby shall be impounded in a manner mutually acceptable
8 Yo the owners of working interests and the Supervisor and Commissioner.

. 9 Royalties due the United States and the State of New Mexico, which shall
10 bs: determined by the Supervisor for Federal tand aﬁd the Commissioner for

‘ 1 State land and the amount thereof shall be deposited, as directed by the

12 Supervisor and Commissioner respectively, to be held as unearned money

13 until a participating area is finally approved and then applied as earned
14 or returned in accordance with a determination of ths sum due as Federal
15 and Sivaie royaity on the basis of such approved parTic}paTing area.

16 Whenever it is determined, subject to the approval of the Supervisor
17 as to wells drilled on Federal land and of the Commissioner as fo wells

18 drilled on Svate land, that a well driiled under this agreement is not

19 ‘ capabla of production in paying quantities and inclusion of the land on

20 which it is situated in a participating area is unwarranted, production

2] from such weil shall, for the purposes of settiement among al!l parties

22 >o+her than working interest owners, be allocated to the land on which the
23 well is located unless such land is already within the participating area
24 established for the pool cor deposit from which such productfion is obtained.
28 Settiement for working interest benefits from such 3 waii shall be made as
26 providea in The unit operating agreement.

- 27 12. ALLOCATION OF PRODUCTION., All unitized substances produced from
28 each participating area established under this agreement, except any part
29 thereof used in conformity yifh good operating practices within the unitized
30 area for drilling, operating, camp and other production or development pur-
3i poses, for repressuring or recycling in accordance with a plan of development
32 approved by the Supervisor and Commissioner, or unavoidably lost, shall be
33 deemed to be produced equally on an acreage basis from the several fracts

- |2 -
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of unitized land of the participating area established for such production
and, for the purpose of determining any benefits accruing under this agree-
ment, each such tract of unitized land shall have allocated to it such per-
centage of said production as the number of acres of such tract included
in said participating area bears to the total acres of unitized land in
said participating ares, except that allocation of production hereunder for
purposes other than for settlement of the royalty, overriding royalty, or
payment out of production obligations of the respective working interest
owners, shall be on the basis prescribed in the unit operating agreement
whether in conformity with the basis of allocation herein set forth or other-
wise. |t is hereby agreed that production of unitizied substances from a
participating area shall be allocated as provided herein regardless of
whether any wells are drilled on any particular part or tract of said part-
icipating area. |f any gas produced from one participating area is used for
repressuring or recycling purposes in another participating area, the first
gas withdrawn from such last mentioned participating area for sale during
the {ife of this agreemen% shall be considered to be the gas so transferred
until an amount equal to that transferred shall be so.produced for sale and
such gas shall be allocated to the participating area from which initially
produced as such area was last defined at +he time of such final production.
i5. DEVELOPMENT OR OPERATION OF NON-PARTICIPATING LAND OR rORMATIONS.
Any party hereto owning or controiling the working interest in any unitized
land having thereon a reguiar weli location may with the approval of the
Supervisor as to Federal land, the Commissioner as to State land -
and Tﬁe Commission, at such party's sole risk, cost and
expense, drilli a'well to test any formation for which a participating area
has not been established or to fest any formation for which a participating
area has been established if such focation is not within said participating

area, unless within 90 days of receipt of notice from said party of his in-

" tention to drill the well the Unit Operator elects and commences to drifl such

a well in like manner as other weils are drilled by the Unit Operator under
this agreement.

If any well drilled as aforesaid by a working interest owner resuits
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in producticon such that the land upon which it is situated may properiy be
included in a participating area, such parTicipafing area shall be establ ished
or enlarged as provided in this agreement and the well shall thereafter be
operated by the Unit Operator in accordance with the terms of this agreement
and the unit operating agreement.

If any well drilled as aforesaid By a working interest owner obtains
production in quantities insufficient to justify the inclusion of the land
upon which such well is situated in a participating area, such welil may be
operated and produced by the party drilling the same subject to the conserva-
tion requirements of this agreement. The rovalties in amount or vaiue of
production from any such well shall be paid as specified in the underlying
lease and agreements affected.

{4. ROYALTY SETTLEMENT. The United States and any 5tate and any
royaitv owner who is entitlied to take in kind a share of The substances
now unitized hereunder shall hereafter be entitied fo the right to take in
kind its share of the unitized substances, and the Unii QOperator, or the
WorRing intercst owner in case of the operation of a well by a working inter-
est owner as herein provided for in speclal cases, shall make deliveries of
such royalty share taken in kind in conformity with the appliicable contracts,
laws and regulations. Settlement for royalty interest not taken in Kind shall
be made by working inferest owners responsible therefor under existing con-
tracts, laws and regulations, or by the Unit Operator, on or before +he last
dey of each month for unitized substances produced during the preceding éal-
endar month; provided, however, that nothing herein contained shall operate
1o relieve the fessees of any fand from their respective lease obligations
for the payment of any royalties due under their leases.

If gas obtained from lands not subject To this agreement is introduced
into any participating area hereunder, for use in repressuring, stimulation
of production, or increasing ultimate recovery, in conformity with a plan of
operations approved by the Supervisor, the Commissioner, and Commission, a
| ike amount of gas, after seitlement as hereln provided for any gas Transfefred
from any other participating area and with appropriate deduction for loss from

any cause, may be withdrawn from the formation in which the gas is introduced,
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royalty free as to dry gas, but not as to any products which may be extracted
therefrom; provided that such withdrawal shall be at such time as may be
provided in the approved plan of operations or as may otherwise be consented
to by the Supervisor, the Commissioner and Commission as conforming to good
petroleum engineering practice; and provided further, that such right of
withdrawal shall terminate on the termination of this unit agreement.

Royalty due the United States shall be computed as provided in ths
operating regulations and paid in vaiue or delivered in kind as to all unitized
substances on the basis of the amounts thereof allocated to unitized Federa!l
jand as provided herein at the rate specified in the respective Federal leases,
or at such lower rate or rates as may be authorized by taw or regulation;
provided, that for leases on which the royalty rate depends on the daily aver-
age production per well, said average production shall be determined in accor-
dance‘wifh the operating reguiations as though each participating area were a
single consolidated {ease.

Royalty due on account of State lands shall be computed and paid on the
basfé of all unitized substances aiiscated Yo such iands.

15. RENTAL SETTLEMENT. Rental or minimum royalties due on leases com~
mitted hereto shall be paid by working interest owners responsible therefar
under existing contracts, laws and regulations, provided that nothing herein
contained shall operate to relieve the lessees of any land from their respec-
Tive iease obligations for the payment of any rental or minimum royalty due
under thelir leases. Rental or minimum royalty for lands of the United States
subject to This agreement shall be paid at the rate specified in the respective
leases from the United States unless such rental or minimum royalty is waived,
suspended or reduced by law or by approval of the Secrétary or his duly auth-
orized representative.

Renfals on State of New Mexico lands subject fo this agreement shall be
paid at the rates specified in the respective leases.

With respect fo aﬁy jease on non-Ffederal fand containing provisions which
would Terminate such lease unless drilling operations are conmenced upon the
land covered thereby within the time therein specified or rentals are paid for

the privilege of deferring such drilling operations, the rentals required
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thereby shall, nofwithstanding any other provisions of this agreement, be
deemed to accrue and become payable during the term thereof as extended by
this agreement and until the required drilling operations are commenced

upon the land covered thereby or until some portion of such land is inciuded
within a participating area.

16. CONSERVATION. Operations hereunder and production of Qnifized
substances shall be conducted to provide for the most ecoriomical and effi-
cient recovery of said substances without waste, as defined by or pursuant
fo State or Federal laws or regulations.

{7. DRAINAGE. The Unit Operator shall take such measures as the
Supervisor and Commissioner deem appropriate and adequate to prevent drain-
age of unitized substances from unitized i{and by wells on land not subject
to this agreement.

18. LEASES AND CONTRACTS CONFORMED AND EXTENDED. The terms, conditions
and provisions oé all leases, subleases and other contracts relating to ex-
ploration, drilling, development or operations for oil or gas ¢a lands com-
mitted to this agreement are hereby expressiy modified and amended to the
extent necessary o make the same conform to the provisions hereof, but
otherwise To remain in full force and effect; and the parties hereto hereby
consent that the Secretary as to Federal leases and the Commissioner as to
State leases shall and each by his approval hereof, or by the approval hereof
by their duly authorized representatives, do hereby estabiish, alter, change
or revoke the drilling, producing, rentai, minimum royalty and royalty re-
quirements of Federal and State leases committed hereto and the regulations

in raspect thereto to conform said requirements to the provisions of this

- agreement, andg, without limiting The generality of The foregoing, all leases,

subleases, and contracts are particularly modified in accordance with the
fojlowing:
(a) The development and operation of lands subject to this agreement
under the terms hereof shall be deemed full performance of all obligations
for development and operation with respect to each and every separately
owned tract subject to this agreement, regardiess of whether there is

any development of any particular tract of the unit area.
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(b) Orilling and producing operations performed hereunder upon any

tract of unitized land will be accepted and deemed to be performed

upon and for the bensfit ¢f each and every tract of unitized land, and

no lease shall be deened f¢ expire by reason of faiiure To drill or
produce wells situated on the land therein embraced.

(¢c) Suspension of driljing or producing operations on all unitized

tands pursuant to direction or consent of the Secretary and Commissioner
or their duly authorized representatives shall be deened Yo constitute
such suspension pursuant fto such direction or consent as to each and every
tract of unitized land. A suspension of drilling or producing operations
limited to specified lands shall be applicable only to such lands.

(d) Each lease, sublease or contract relating to the exploration, drill-
ing, development or operation for oil or gas of lands other fﬁan those

of The United States or State of New Mexico committed to this agreement,

- which, by ite terms might oxpire prior fo The fermination of this agree-

ment, is heéeby extended beyond any such ferm so Srovided therein so
that it shall be continued in full force and effect for and during

the term of this agreement.

(e) Any Federal lease for a fixed term of twenty (20) years or any
renewal thereof or any part of such [ease which is made subject to

this agreemant shall continue in force beyond the ferm provided therein
untll the termination herecf. Any other Federal lease commitied hereto
shal! continue In force beyond the term so provided therein or by law
as to the land committed so long as such lease remains subject hérefo,

provided that production is had in paying quantities under this unit

the event actual drilling operations are commenced on unitized lands,
in accordance with the provisions of this agreement, prior fo the end
of the primaryvferm of such lease and are being diligenfiy prosecuted
at that time, such lease shall be extended for two years and so long
thereafter as oil or gas is produced in paying quantities in accordance
with the provisions of the Mineral Leasing Act Revision of 1960.

(f) Each sublease or contract relating to the operation and development

-7 -




{ of unitized substances from lands of the United States committed

2 to this agreement, which by Its terms would expire prior to the
3 time at which the underiying lease, as extended by the immediately
4 preceding paragraph, will expire, is hereby extendad beyond any such
5 term so provided therein so that it shall be continued in full force
6 and cifect for and during the term of the underliying lease as such
7 term is herein extended.
8 (g) Any lease embracing lands of fthe State of New Mexico which is

; 9 made subject to this agreement, shall continue in force beyona the

  @ {0 term proQided therein as to the lands comnitted hereto until the
‘ 1 termination hereof, subject to the provisions of subsection (e) of
P § 12 Section 2 and subsection (i) of this Section 18.-

i

‘é 13 (h) The segregation of any Federal lease committed to this agree-

% 14 ment is governed by the following provisions in the fourth paragraph

f 15 of Sec. 17{(j) of the Mineral Leasing Act, as amended by the Act of

E 16 September 2, 1960 (74 Stat. 781-784): "Any (Federal) lease heretofore

| 17 or hereafter committed fo any such (unit) plan embracing lands that
18 are in part within and in part outside of the area covered by any such
19 plan shall be segregated into separate leeses as 15 the lands committed
20 and the lands not commitfed as of the effective date of unitization:
21 Provided, however, That any such lease as to the nonunitized portion
22 shall continue in force and effect for the term fthereof but for not
23 less than two years from the date of such segregation and so long
24 thereafter as oil or gas is produced in paying quantities.”
25 (i} Any lease embracing lands of the State of New Mexico having only
26 a portion of its lands committed hereto, shall beusegregafed as to the
27 portion committed and the portion not committed, and the provisions of
28 such lease shall zpply separaiely to such segregated portions commencing
29 as of the effective date hereof; proviced, however, notwithstanding any
30 of the provisions of this agreement o the contfrary any lease embracing
31 lands of The.STaTe of New Mexico having only a portion of its lands
32 committed herefo shal! continue in full force and effect beyond fthe term
33 provided Theregn as to all lands embraced in such lease, if oil or gas

- {8 -




SRS,

ifaes DAR D TR EI  agta A e

[T

T

25
26
27
28
29
30
31
32

33

Is discoveroed and |s capable of being produced In paying quantities
from some oart of the lands embraced in such |ease at the expiration
of the sacondary tarm of such lease; or [f, at the expiration of the
secondary term, the lossoo or Unit Operaior s ihen engaged in bona fide
driliing or reworking operations on some part of the lands embraced in
such lesse, the samo, as 1o all |ands embraced therein, shall remain in
full force and effect so long as such operations are being diligently ' '
prosecuted, and If they result In tThe production of oil or gas, said
lease shall continue In full force and effect as to all of the lands 1
embraced theraln, so long thereafter as oil or gas in paying quantities
Is being produced from any portion of sald lands. . ‘ ‘
(J) Any lease, other than a Federal lease, having only a portion of its
lands committed hereto shall be segregated as to the portion committed '
and the portion not committed, and the provisions of such leate shall ,
appiy separateiy T0 such segregated portions commencing as of the effec- 1
tlve date hereof. In the event any such lease provides for a Iump-sum
rental payment, such payment shall be prorated between the portions so
segregated In proportion to the acreage of the respective tracts.
19. COVENANTS RUN WITH LAND. The covenants herein shall be constried
To be covenants running with the land with respect to the interest of tte
parties hereto and their successors In interest until this agreement terminates,
and any grant, transfer, or conveyahce of inferest in land or leases subject
hereto shall be and hereby is conditioned upon the assumption of all privileges
and obligations hereunder by the grantee, transferee or ofher successor in
interest. No assignment or fransfer of any working interest, rovyalty, or
other interest subject hereto shall be binding upon Unft Operator until the
first day of the éalendar month affter Unit Operator is-%urnished with tha

original, photostatic, or certified copy of the instrument of fransfer.

20. EFFECTIVE DATE AND TERM. This agreement shall becoime effective
upon approval by the Secretary and Commissioner, or their duly authorized » |
representatives and shall terminate five (5) years from said effective date
unlass:

{a) such date of expiration is extended by the Director and Commissioner, or
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{b) it is reasonably determined prior to the expiration of the fixed
term or any extension thereof that Tthe unitized land is incapable of
production of unitized substances in paying quantities in the formations
cd hereunder and after notice of intention to terminate the agreement
on such ground is given by the Unit Operator to all parties in interest
at their last known addresses, the agreement is terminated with The ap-
proval of the Supervisor and the Commissioner, or

(c) a valuable discovery of unitized substances has been made or
accepted on unitized land during said initial term or any extension
thereof, in which event the agreement shall remain in effect for such
term and s® long as unitized subsfances can be produced in quantities
sufficient to pay for the cost of producing same from wells on unitized
land within any participating area established hereunder and, shoulu
production cease, so long thereafter as diligent operations are ir pro-

gress for the restoration of produciici o d4i

covery of new production

(5]

and so long thereafter as unitized substances so discovered can te pro-

duced as aforesaid, or

(d) it is terminated as heretofore provided in this agreement. This

agreement may be terminated at any Time by not less than 75 per centum,

on an acreage basis, of the working interest bwners signatory hereto,
with the approval of the Supervisor and Commissioner; notice of any such
approval to be given by the Unit Operator to &all parties hereto.

21. RATE OF PROSPECTING, DEVELOPMENT AND PRODUCTION. The Director is
hereby vested with authority to alter or modify from time to time in his dis-
cretion the quantity and rate of prcduction under this agreement when such
quantity and rafé is not fixed pursuant to federal or State law or does not
conform to any statewide voluntary cbnservafion or ailocation program, which
is established, recognized and generally adhered to by the majority of oper-
ators in such State, such authority being hereby limited 1o alteration or mod-
ification in the public interest, the purpose thereof and the public interest
to be served thereby to be stated in the order of alteration or modification.
Without regard to the foregoing, the Director is also hereby vested with

authority to alter or modify from time to time in his discretion the rate of
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prospecting and development and the quantity and rate of production under
this agreement when such alteration or modification is in the interest of
attaining the conservation objectives stated in this agresmeni end is not

in violation of any applicablie Federal or State law; provided, further, that
no such alteration or modification shall be effective as to any fand of the
State of New Mexico, as to the rate of prospecting and developing in the
absence of the specific written approval thersof by the Commissioner and

as to any lands of the State of New Mexico subject to this agreement as fo
the quantity and rate of production in the absence of specific written

approval thereof by the Commission.

Powers in this section vested in the Director shall only be exercised
after notice to Unit Operator and opporfunity for hearing to be held notv
less than 15 days from notice.

22. CONFLICT OF SUPERVISION. Neither the Unit Operator nor the work-
ing interest owners nor any of them shall be subject to any forfeiture, termin-
ation or expiration of any rights hereunder or under any leases or contracts
subject hereto, or to any penalty or {iabiiity on account of delay or failure
in whole or in part to comply with any applicable provision thereof to the
extent that the Unit Operator, working interest owners or any of them are
hindered, delayed or prevented from compiying therewith by reason of failure
of the Unit Operator tc obtain in the exercise of due diligence, the concur-
rence of proper representatives of the United States and proper represenfafives
of the State of New Mexico in and about any matters or things concerning which
it is required herein that such concurrence be obTajned. The parties herefo,
including the Commission, agree that all powers and authority vested in the
Commission in and by any provisions of this agreement dre vested in the Com-
mission and shall be exercised by it pursuant +c {he provisions of the laws
of the State of New Mexico and subject io any case to appeal or judicial re-
view as may now or hereafter be provided by the laws of the State of New Mexico.

23. APPEARANCES. Unit Operator shalil, after notice to other parties
affected, have the right to appear for and on behalf of any and all inferests
affected hereby before the Department of the Interior, the Commissioner of

Public Lands of the State of New Mexico and the New Mexico Oil Conservation
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Commission and to appeal from orders issued under the regulations of said
Department, the Commission or Commissioner or to apply for relief from any
of said regulations or in any proceedings relative to operations before the
Department of the interior, the Commissioner, or Commission, or any other
legally constituted authority; provided, however, that any other interested
party shall also have the right at his own expense to be heard in any such
proceeding.

24, NOTICES. All notices, demands or statements required hersunder
fo be given or rendered to the parties hereto shall be deemed fully given if
given in writing and personally delivered fto the party or sent by postpaid
registered or certified mail, addressed to such party or parties at their
respective addresses set forth in connection with the signatures hereto or
to the ratification or consent hereof or to such other addresc as any such
party may have furnished in writing to party sending i‘he notice, demand or
statement.

25. NO WAIVER OF CERTAIN RIGHTS. Nothing in this agreement contained
shall be construed as a waiver by any partly hereto of The right to assert
any legal or constitutional right or defense as to the validity of invalidity
of any law of the State wherein said unitized lands are located, or of the
United States, or regulations issued thereunder in any way affecting such
party, or as a waiver by any such party of any right beyond his or its
authority fo waive.

26. UNAVOIDABLE DELAY. All obligations under this agreement reguiring
the Unit Operator to commence or continue drilling or fo operate on or pro-
duce unitized substances from any of the lands covered by this agreement shall
be suspended while the Unit Operator, despite the exercise of due care and
diligence, is prevented from complying with such obligations, in whole or in
part, by strikes, acts of God, Federal, State or municipal law or agencies,
unavoidable accidents, uncontrollable deiays in transportation, inability
to obtain necessary materials in open market, or other matters beyond the
reasonable control of the Unit Operator whether similar o matters herein
enumerated or not. No unit obiigation which is suspended under this section

shali become due less than Thirty (30) days affer it has been defermined That
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the cuspension is no longer applicable. Determination of creditable
"Unavoidable Delay" time shail be made by the Unit Operator subject to
approvai of the Supervisor and Commissioner.

27. NONDISCRIMINATION. In connection with the performance of work
under this agreement, the operator agrees to comply with all of the pro-
visions of section 202 (1) to (7) inclusive of Executive Order 11246 (30 F.R.
12319), as amended,which are hereby incorporated by reference in this agreement.

28, LOSS OF TITLE, In the evant title to any tract of unitized land
shall fail and the true owner cannot be induced to join in this unit agree~
ment, such tract shall be automatically regarded as not committed hereto
and there shall be such readjustment of future costs and berefits as may
be required on account of the loss of such title. In the event of a dis~
pute as to title to any royalty, working interest or other interests cub
thereto, payment or delivery on account thereof may be withheld without
liability for interest until the dispute is finally settled; provided, that,
as to Federal and State land or leases, no payments of funds due the United
States or State of New Mexico should be withheid, but such funds of the
United States shall be deposited as directed by the Supervisor and such
funds of the State of New Mexico shall be deposited as directed by the
Commissicner o be held as unearned money pending final settlement of the
title dispute, and then applied as earned or returned in accordance with
such final settlement.

Unit Operator as such is relieved from any responsibility for any
defect or faiiure of any title hereunder.

29. NON-JOINDER AND SUBSEQUENT JOINDER. [f the owner of any sub-
stantial intersst in a tract within the unit area fails or refuses to sub-
scribe or consent to this agreement, the owner of the working interest in
that tract may withdraw said tract from this agreement by written notice
deiivered to the Supervisor and the Commissioner and the Unit Operator
prior to the approval of this agreement by the Supervisor and Commissioner.
Any oil or gas én?eresfs in fands within the unit area not committed hereto
prior to submission of this agreement for final approval may thereafter be

committed hereto by the owner or owners thereof subscribing or consenting
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to this agreement, and, if the interest !s a working intersst, by the owner
of such interest also subscribing to the unit operating agreement. After
operations are commenced hereunder, the right of subsequent joinder, as
provided in this section, by a working inferest owner Is subject to such
requirements or approvals, if any, pertaining to such joinder, as may be
provided for in the unit operating agreement. After final approval hereof,
joinder by a non-working interest owner must be consented to in writing by
the working interest owner committed hereto and responsible for the payment
of any benefits that may accrue hereunder in behalf of such non-working
inferest. A non-working interest may not be committed to this unit agree-
ment unless the corresponding working interest is committed hereto. Joinder
to the unit agreement by a working interest owner, at any time, must be
éccompanied by appropriate joinder Yo the unit operating agreement, if more
than one committed working inferest owner is invoived, in order for the
interest ta bhe reéardcd T CCHMITYSS T3 s wnii agree&enT. Except as
may otherwise herein be provided, subsequent joinders to this agreement shall
be effective as of the first day of the month following the filing with the
Supervisor and the Commissicnor of duiy executed counterparts of all or any
papers necessary to establish effective commiiment of any tract to this
agreement unless object.on To such joinder is duly made within 60 days by
the Supervisor, provided, however, that as to State lands all subsequent
Joinders must be approved by the Commissioner.

30. PROTECTION OF POTASH DEPOSITS. No wells will be drilled for ol{
or gas at a location on Federal lands whichk in the opinion of the Supervisor
or at a location on State lands which irn the opinion of the Commissioner would
result In Qndue waste of potash deposits or constitute a hazard to or unduly
interfere with mining operations being conducted for the extraction of potash
deposits. |

The drilling or abandonment of any well on unitized land shall be done
in accordance with applicable cil and gas operating regulations, including
such requiremants as to Federal lands as may be prescribed by the Supervisor
and as .~ State lands by the Commissiocner, as necessary to prevent the infil-

tra-ion of oil, gas or water into formations containing potash deposits or
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DATE:

into mines or workings being utillzed In the exfraction of such deposits.

Well records and survey plats that an oil and gas lessee of Federal
lands must file pursuant to applicable operating regulations (30 CFR Part 221)
shal! be available for inspection at the Office of the Supervisor to any
party holding a potash permit or lease on the Federal land on which the well
is situated insofar as such records are pertinent to the mining and protection
of potash deposits.

31. COUNTERPARTS. This agreement may be executfed in any number of
counterparts no one of which needs to be executed by all parties or may be
ratified or consented to by separate instrument in writing specifically
referring hereto and shall be binding upon all those parties whe have exe-
cuted such a counterpart, ratification, or consent hereto with the same force
and effect as if all such parties had signed the same document and regardless

of whether or not it is execu*ed by ail other parties owning or claiming an
Ads Within The Ghove desCribed unii area.

32. NG PARTNERSHIP. It is expressly agreed that the relation of the
parties hereto is that of independent contractors and nothing in this agree-
ment contained, expressed or implied,.nor any operations conducted hereunder,
shall create or be deemed to have created a partnership or association between
the parties hereto or any of them.

IN WITNESS WHEREOF, the parties hereto have caused this agreement to be

executed and have set opposite their respective names the date of execution.

UNIT OPERATOR AND WORKING INTEREST QWNER

SKELLY OIL COMPANY

ADDRESS :

BY:

ATTEST:

WORKING INTEREST OWNERS

BY:

Date:

Address:




THE STATE QF I
COUNTY OF X
The foregoing instrument was acknowledged before me this

day of » 1973, by

Attorney-in-Fact for SKELLY OIL COMPANY, a Delaware Corporation, on

behalf of said corporation.

Notary Public iniand for

County,

My Commission Expires:
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EXHIBIT "A"

SALT LAKE SOUTH UNIT AREA
T-21-S, R-32-E, N.M.P.M.
Lea Counity, New Mexico
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EXHIBIT '"B"

SALT LAKE SOUTH UNIT AREA
T-21-S, R-32-E, N.M.P.M.
Lea County, New Mexico

SERIAL NO. § EXP,

DESCRIPTION OF NIMBER OF DATE OF LEASES BASIC ROYALTY OVERRIDING ROYALTY WORKING INTEREST
TRACT NO. LAND v ACRES (New Mexico Serials) ONNERSHIP PERCENTAGE = LESSEE OF RECORD - : AND PERCENTAGE AND PERCENTAGE
1 Section 15: E/2 320,00 N4 2515 USA 12,5 Amini 0il Company Amini: All
HBP . :
2 Section 20:  NW/4 160.00 NM 7824 USA 12.5 Skelly 0il Company R. James Smith - Skelly: All
11-30-78 $750/ac. P.P.
. out of: 5%
3 Section 15: W/2 320.00 N 10470 USA 12.5 Perry R. Bass , Bass: A1l
10-31-79 ;
4 Section 17: All 1,292.52 NM 14328 USA 12.5 Fluor 0il and Gas Clem L. Ware: 1% Fluor: All
Section 18: lots 1,2, 7-31-81 : Corporation
3,4,E/2 W/2,
E/2
5 Section 21: N/2 § SW/4 1,360.00 NM 14330-A USA 12,5 Skelly 0il Compary Opel Chapman: 3% Skelly: All
Section 22: N/2 1-31-83 : G. W. Allen: 1%
Section 28: W/2, S/2 R. B. Adams,Jr: 1%
NE/4 § SE/4
6 Section 19: Lots 1 § 1,620.75 NM 14331 USA 12.5 Skelly Oil Company Central Southwest Skelly: All
2, E/2 NW/4 3-31-83 0il. Corp: 4% .
Section 20: S/2 _ Fred Eble: = 1%

Section 29: NW/4 NW/4,
) NE/A SW/4 & E/2
Section 30: lots 1,2,3,4,E/2 W/2,
S/2 NE/4, 8E/4

7 Section 21: SE/4 560,00 w@uwmmwo . USA 2.5 Skelly 0il Company K. W. Bumgarner: 6.25% Skelly: All

Section 22: S/2
Section 28: N/2 NE/4
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Page 2

SERIAL NO, § EXP.

] DESCRIPTION OF NUMBER OF DATE OF LEASES BASIC ROYALTY OJERRIDING ROYALTY WORKING INTEREST
TRACT NO. LAND ACRES (New Mexico Serials)  OVNERSHIP PERCENTAGE LESSEE OF RECORD AND PERCENTAGE AND PERCENTAGE
8 Section 20: NE/4 160.00 NM 0496384 USA 12.5 Skelly 0il Company Elsie G.Gorman: 5% Skelly: All
3-31-74
9 Section 29: SW/4 NW/4, 160.00 NM 0521198 USA 12.5 Phillips Petroleum Katherine Johnson: 5% Phillips: All
E/2 NW/4, 5-31-74 Company
SW/4 Su/4
10 Section 19: Lots 3,4,E/2Z 366.85 NM 0557333 USA 12.5 Skelly 0il Company  Ceroline W. Law: 5% Skelly: All
. SwW/4, SE/4 8-31-75 , v
Section 30: NE/4 NE/4
11 Section 30: NW/4 NE/4 40.00 NM 0557334 USA 12.5 Skelly 0il Company 320 Minerals,Ltd.: 5% Skelly: All
8-31-75
12 Section 29: NW/4 Sw/4 40,00 NM 0557834 USA 12,5 Phillips Petroleum Curtis Little: 4% Phillips: All
9-30-75 Company Borica 0il,Inc.: 1%
13 Section 29: SE/4 SW/4 40.00 N 0557835 USA 12.5 Skelly Oil Company F. J. Bradshaw: 54  Skelly: All
11-30-75
HM mn&wﬂmw awmnﬁmu. 6,440.12 acres, ow‘oo.OON of Unit Area
14 Section 16: All 640.00 L-3879-1 State 12.5 J. C. Barnes Foyce E. Lawson: 3.125%  Barnes: All
12-16-79 :
1 State Tract: 640,00 acres, or 9.04% of Unit Arsa

TOTAL: 14 Tracts: 7,080.12 acres in entire Unit Area
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| EXHIBIT "A"

SALT LAKE SCUTH UNIT AREA
T'ZI'S, R‘SZ-E, NoMuPnbi-
Lea County, New Mexico
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. | JCEEE
KOCH, KELLY |
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t

»
McCARTHY

New Mexico 0il Conservation Commission
State Land Office
Santa Fe, New Mexico 87501

s - L Re: Applications of Skelly 0il Company for

s (a) Approval of the Salt Lake South Unit
T Agreement, Lea County, New Mexico

(b) An Order Authorizing a Waterflood Project
in the Grayburg-Jackson Pool by Injection
Into its Lea "C" Lease Well Nos. 4, 7 and 9,
Located in Section 11, Township 17 South,
Range 31 East, Eddy County, New Mexico

O

(c) An Order Authorizing the Drilling of Two
Wells at Unorthodox Locations in the Grav-
burg-Jackson Skelly Unit Waterflood Project,
Edly County, ¥=2w Mexico

{(d) An Order Authorizing a Waterflood Project
in the Fren Seven-Rivers Pool Underlying
the Skelly Unit Area, Eddy County, New Mexico

Gentlemen:

I have enclosed an original entry of appearance in
each of the above captioned matters on behalf of Skelly
0il Company.

Sincerely,

Ll

L. C. White

LCW:m
enclosure as indicated

L.C. White
Sumner S. Koch
William Booker Kelly
John F. McCarthy, Jr.
Kenneth Bateman

Rondverore I 0~
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"APPLICATION OF SKELLY OIL COMPANY i
{FOR APPROVAL OF THE SALT LAKE SOUTH k
JUNIT AGREEMENT, LEA COUNTY, NEW i
|

|

i

EFEXICO
}

!

ENTRY OF APPEARANCE

{
i
|
I
i
|
! Comes now L. C. white, of White, Koch, Kelly & mcCarthy, P. O.

Box 787, Santa Fe, New Mexico, and herewith enters their 1

appearance as local counsel for and on behalf of the applicant

,bkelly 0il Company in the above entitled matter.

WHITE, KOCH, KELLY & McCARTHY

- .
BY.;;zi-C?/. /(JZQ//éi




DPocket No. 34-73

DOCKET: COMMISSION HEARING - TUESDAY - NOVEMBER 27, 1973

OI1. CONSERVATION COMMISSION - 9 A,M. - MORGAN HALL,
STATE LAND OFFLICE BULLDING -~ SANTA FE, NEW MEXICO

CASE 5063: (De Novo)

Application of Shell 0il Company for an unorthodox oil well locationm,
Lea County, New Mexico. Applicant, in the above-styled cause, seeks
approval of an unorthodox location for its Sanger Well No. 6Y to be
located 1220 feet from the North line and 180 feet from the West
line of Sectiom 27, Township 18 South, Range 38 East, Hobbs Pool,
Lea County, New Mexico.

Upon application of Samedan 0il Corporation, this case will be
heard De Novo pursuant te the provisions of Rule 1220.

Docket No. 36-73

DOCKET: EXAMINER HEARING — TUESDAY - DECEMBER 11, 1973

9 AM. - OIL CONSERVATION COMMISSION CONFERENCE ROOM,
STATE LAND OFFICE BUTLDING - SANTA FE, NEW MEXICO

The following cases will be heard before Daniel S. Nutter, Examiner, or Richard L.
Stamets, Alternate Examiner:

ALLOWABLE: (1) Consideration of the allowable production of gas for
January, 1974, from fifteen prorated pools in Lea, Eddy,
Roosevelt and Chaves Counties, New Mexico;

(2) Consideration of the ailowable production of gas from
nine prorated pools in Sam Juan, Rio Arriba, and Sandoval
Counties, New Mexico, for January, 1974.




EXAMINER HEARING -~ WEDNESDAY - NOVEMBER 28, 1973 Docket No. 35-73

.
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CASE 5127: Application of Skelly 01l Company for a unit agreement, Lea County,
<:::.. New Mexico. Applicant, in the above-styled cause, seeks approva

of the Salt Lake South Unit Area comprising 7080.12 acres, more or
less, of State and Federal lands in Township 21 South, Range 32 East,
Lea County, New Mexico.

CASE 5125: Northwestern nomenclature case calling for the creation and extension
of certain pocls in McKinley, San Juan, Rio Arriba and Sandoval
Counties, New Mexico:

(2) Create a new pool in McKinley County, New Mexico, classified as
an oil pool for Mesaverde production and designated as the Blackeye-~
Mesaverde 01l Pool. The discovery well is the K & W 0il Co. #55-Y
Jaco located in Unit D of Section 32, Township 20 North, Range 9 West,
NMPM. Said pool would comprise:

: TOWNSHIP 20 NORTH, RANGE 9 WEST, NMPM
i Section 29: W/2 SW/4

; Section 30: SE/4 NE/4 and NE/4 SE/4
! Section 32: NW/& WW/é&

(b) Create a new pool in McKinley County, New Mexico, classified as

an oil pool for Dakota produciisn and designated as the Blackeye-Dakota
01l Pool. The discovery well is the Colorado Plateau Geological
Services, Inc. #1 Blackeye located in Unit M of Section 29, Township

20 North, Range 9 West, NMPM. Said pool would comprise:

TOWNSHIP 20 NORTH, RANGE 9 WEST, NMPM
Section 29: SW/4 SW/4

(c) Create a new pool in McKinley County, New Mexico, classified as
a gas pool for Dakota A production and designated as the Lone Pine-
Dakota A Pocl. The discovery well is the Tenneco 0il Co. #2 SFPRR
located in Unit L of Section 13, Township 17 Vorth, Range 9 West,
NMPM. Said pool would comprise:

TOWNSHIP 17 NORTH, RANGE 9 WEST, NMPM
Section 13: SW/4
Section 23: NE/4
Section 24: NW/4

(d) Create a new pool in San Juan County, New Mexico, classified as
a gas pool for Fruitland production and designated as the Mt. Nebo-
Fruitland Pool. The discovery well is the Amoco Production Co. #1
Keys Gas Com K locaited in Unit D of Section 27, Township 32 North,
Range 10 West, NMPM. Said pool would comprise:

TOWNSHIF 32 NORTH, RANGE 10 WEST, NMPM
Section 27: NW/4
Section 28: XNE/4




TOWNSHIP 26 NORTH, RANGE 10 WEST, NMPM
Section 3: SW/4 & S/2 SE/4

iEXAMINER HEARING - WEDNESDAY - NOVEMBER 28, 1973 Docket No. 35-73
; -4
; (e) Extend the Angels Peak-Gallup Puol in San Juan County, New
i Mexico, to include therein:
Jﬁ TOWNSHIP 26 NORTH, RANGE 9 WEST, NMPM
Section 6: N/2
‘ Section 7: SW/&4
Section 8: All
Section 9: W/2
Section 18: W/2 & SE/4 '

Section 11: §/2

Section 12: All

Section 23: W/2
! Section 13: N/2
(f) Extend the Aztec-Pictured Cliffs Pool in San Juan County, New

Mexico, to include therein:

) . _ TOWNSHIP 28 NORTH, RANGE 8 WEST, NMPM
] , Section 18: W/2

TOWNSHIP 29 NORTH, RANGE 9 WEST, NMPM
Seciion 18:; 8/2

Section 20: SW/4

TOWNSHIP 29 NORTH, RANGE 10 WEST, NMPM
Section 12: SW/4

TOWNSHIP 31 NORTH, RANGE 11 WEST, NMPM
Section 18: SE/4

Section 21: SW/4

Section 28: SE/4

Section 31: E/2

Section 32: SW/4

TOWNSHIP 31 NORTH. RANGE 12 WEST, NMPM
Section 2: N/2
Section 3: NE/4

(2) Extend the Ballard-Pictured Cliffs Pool in Rio Arriba, Sandoval
and San Juan Counties, New Mexico, to include therein:

TOWNSHIP 22 NORTH, RANGE 2 WEST, NMPM
Section b6: N/2 & SE/4

o~

1 P A

o~ -
UCL LAV 7 . Va4

Section 8: W/2




EXAMINER HEARING - WEDNESDAY - NOVEMBER 28, 1973

TOWNSHIr 23

NORTH, RANGE 3 WEST, NMPM

Section 15: S/2

Section 16: S/2

Section 21: All

Section 22: All

Section 23: All

Section 26: N/2

Section 27: N/2 & SE/4

Section 28: NE/4

TOWNSHIP 23 NORTH, RANGE 4 WEST, NMPM
Section 24: NE/4

TOWNSHIP 23 NORTH, RANGE 5 WEST, NMPM
Section 14: NW/4

TOWNSHIP 24

NORTH, RANGE 6 WEST, NMPM

Section 17:
Section 20:

SW/4
N/2

Docket No.

(h) Extend the Blanco-Mesaverde Pool in Rio Arriba and San Juan
Counties, New Mexico, to include therein:

TOWNSHIP 26 NORTH, RANGZ 5 WEST, NMPM
Section 8: E/2

Section 9: All

Section 10: W/2

Section 14: N/2

TOWNSHIP 27 NORTH, RANGE 9 WEST, NMPM
Sectrion 9: SE/4

Section 34: §/2

TOWNSHIP 28 NORTH, RANGE 9 WEST, NMPM
Section 7: All (Partial)

Section 18: All

Section 19: All

Section 31: W/2

TOwnonir 286 RORTH, RaAnGE 10 WEST, i
Section 13: E/2

(1) Extend the Blanco-Pictured Cliffs Pool in San Juan County, New
Mexico, to include therein:

TOWNSHIP 29 NORTH, RANGE 7 WEST, NMPM
Section 30: SW/4
Section 31: W/2




EXAMINER HEARING - WEDNESDAY - NOVEMBER 28, 1373 Docket No. 35-73

-6
TOWNSHIP 29 NORTH, RANGE 8 WEST, NMPM
! Section 5: SE/4 Section 25: W/2 & SE/4
! Section 8: S/2 Section 26: E/2
/ Section 14: N/2 Section 33: W/2
: Section 15: S/2 Section 34: NE/4
Section 16: §/2 Section 35: N/2

Section 17: S/2 & NE/&4 Section 36: N/2
Section 23: SE/4

TOWNSHIP 29 NORTH, RANGE 9 WEST, NMPM
Section 6: S/2
Section 7: All
Section 18: NE/4

TOWNSHIP 30 NORTH, RANGE 9 WEST, NMPM
Section 14: NE/4

TOWNSHIP 30 NORTH, RANGE 10 WEST, NMPM
Section 2: All Section l4: NE/4&4
Section 5: SE/4 Section 15: SW/4
Section 6: NE/4 Section 16: N/2 & SE/4

Section 9: NE/4 Section 2Z: SE/4
Section i0: WN/2Z Secijon 23: §8/2
Section 11: All Section 24: SW/4
Section 12: SW/4 Section 25: All
Section 13: All Section 26: NE/4

TOWNSHIP 31 NORTH, RANGE 9 WEST, NMPM
Section 31: §/2

TOWNSHIP 31 NORTH, RANGE 10 WEST, NMPM
Section 18: SW/4 Section 32: E/2
Section 29: SE/4 Section 35: S/2

Section 31: §/2 Section 36: S/2
TOWNSHIP 31 NORTH, RANGE 11 WEST, NMPM
Section 3: All Section 12: All
Section &: All Section 13: E/2
Section 5: N/2 & SE/4  Section 1l4: N/2
Section 8: SW/4 Section 17: N/2
Section 9: N/2 Section 23: W/2
Section 10: N/2 Section 25: SW/4
Section 11: All

TOWNSHIP 32 NORTH, RANGE 11 WEST, NMPM

Section 21: E/2 Section 32: All
Section 22: SW/4 Section 33: All
Section 27: All Section 34: All
Section 28: All Section 35: S/2

Section 29: N/2 & SE/4
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(1) Extend the South Blancc-Pictured Cliffs Pool in Rio Arriba,
Sandoval and San Juan Counties, New Mexico, to include therein:

TOWNSHIP 23 NORTH, RANGE 1 WEST, NMPM

Section 8: SE/4

TOWNSHIP 25 NORTH, RANGE 6 WEST, NMPM

Sectiom 9: E/2 Section 16: NE/4

TOWNSHIP 27 NORTH, RANGE 6 WEST, NMPQ

Section 17: NE/4

TOWNSHIP 28 NORTH, RANGE 6 WEST, NMPM

Section 26: SW/4 Section 35: W/2

Section 27: E/2 Section 36: NW/4

TOWNSHIP 28 NORTH, RANGE 7 WEST, NMPM

Section 16: E/2

TOWNSHIP 28 NORTH, RANGE 8 WEST, NMPM

Section 8: All (Partial) Section 18: E/2

Section 9: All (Partial) Section 19: NE/4

Section 1l4: W/2 & SE/4 Section 20: NW/4

Section 15: N/2Z Section 23: NE/4

Section 16: NE/4 Section 24: W/2 & SE/4

Sectinn 17: All Section 25: N/2

- (k)

Extend the Choza Mesa-Pictured Cliffs

New Mexico, to include therein:

TOWNSHIP 28

NORTH, RANGE 4 WEST, NMPM

Section 23:

Ww/2

{1) Extend the Flora Vista-Fruitland Pool in
Mexico, to include therein:
TOWNSHIP 30 NORTH, RANGE 12 WEST, NMPM
Section 1: SW/4
Section 2: §/2
Section 3: SE/4
(m) Extend the

Mexico, to include

TOWNSHIP 26

therein:

NORTH, RANGE 12 WEST, NMPM

Section 1:

(n)

SW/4

Mexico, to include therein:

TOWNSHIP 25 NORTH, KANGE 5 WEST, NMPM

Section 4:
Section 5:

SW/4
SE/4

Section 9:

Pool ir Rio Arriba County,

South Gallegos-~Fruitland Pool in San Juan County, New

Extend the Gonzales-Mesaverde Pool in Rio Arriba County, New

NW/4
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TOWNSHIP 26 NORTH, RANGE 5 WEST, NMPM
Section 29: SW/4 Section 32: W/2
Section 31: §/2

,‘ (o) Extend the Hospah-Dakota 0il Pool in McKinley County, New
; Mexico, to include therein:

g é TOWNSHIP 17 NORTH, RANGE 8 WEST, NMPM
. Section 5: SW/4 SW/4 Section 7: N/2 NE/4
Section 6: SE/4 SE/f4

{(p) Extend the Kutz-Fruitland Pool in San Juan County, New Mexico,
to include therein:

TOWNSHIP 28 NORTH, RANGE 11 WEST, NMPM
Section 13: %W/2

{g) Extend the Largo-Chacra Pool in Rio Arriba & San Juan Counties,
New Mexico, to include therein:

TOWNSHIP 27 NORTH, RANGE B WEST, NMPM

Section 10: NE/4 Section 16: §/2
Section 11: All Section 17: SE/f4
Section 13: W/2 & SE/4 Section 23: N/2
Section 14: All Section 25: W/2
Section 15: §/2 Section 26: E/2

(r) Extend the South Lindrith-Gallup Dakota 0il Pool in Rio Arriba
County, New Mexico, to include therein:

TOWNSHIP 24 NORTH, RANGE 4 WEST, NMPM
Section 21: SE/4 Section 28: N/2 & SW/4

(s) Extend the Lone Pine-Dakota D 0il Pool in McKinlev County, New
Mexico, to include therein:

TOWNSHIP 17 NORTH, RANGE 8 WEST, NMPM
Section 7: 8/2 NE/4 Section 8: W/2 NW/4

(t) Extend the North Los Pinos-Fruitland Pool in San Juan County,
New Mexico, to include therein:

TOWNSHIP 32 NORTH, RANGE 8 WEST, NMPM
Section 13: SE/4

(u) Extend the Otero-Chacra Pool in Rio Arriba County, New Mexico,
to include therein:

TOVNSHIP 25 NORTH, RANGE 5 WEST, NMPM

Section 2: SW/4 Section 12: W/2
Section 3: SE/4 Section 14: NW/4
Section 10: SE/4 Section 15: NE/4

Section 11: 8/2 & NE/4
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TOWNSHIP 26 NORTH, RANGE 5 WEST, NMPM
Section 31: W/2 Section 32: SW/4
TOWNSHIP 26 NORTH, RANGE 6 WEST, NMPM
Section 21: SW/4 Section 33: E/2
Section 26: NW/4 & SE/4  Section 34: All
Section 27: All Section 36: S/2

TOWNSHIP 26 NORTH, RANGE 7 WEST, NMPM
Section 11: N/2

(v) Extend the Pinon-Fruitland Pool in San Juan County, New Mexico,
to include therein:

TOWNSHIP 28 NORTH, RANGE 11 WEST, NMPM
Section 8: All (Partial)
Section 9: All (Partial)

{w) Extend the Tapacito-Pictured Cliffs Pool in Rio Arriba County,
New Mexico, to include therein:

TOWNSHIP 26 NORTH, RANGE 3 WEST, NMPM
Section 21: NE/4

TOWNSHIP 27 NORTH, RANGE 5 WEST, NMPM
Section 6: SE/4 Section 27: N/2
Section 15: SE/4

(x) FExtend the Tocito Dome-Pennsylvanian D 0il Pool in San Juan
County, New Mexico, t¢ include therein:

- TOWNSHIP 26 NORTH, RANGE 18 WEST, NMPM
Section 26: NW/4 Section 27: NE/4

(y) Extend the Ute Dome-Dakota Pool in San Juan County, New Mexico,
to include therein:

TOWNSHIP 31 NORTH, RANGE 14 WEST, NMPM
Section 10: All Section 11l: All

TOWNSHIP 32 NGRTH, RANGE 14 UEST, NMPM
Section 25: E/2

(z) Extend the Ute Dome-Paradox Pool in San Juan County, New Mexico,

.
rhaveand -
ta ingclude thoroin:

TOWNSHIP 31 NORTH, RANGE 14 WEST, NMPM
Section 10: A1l

TOWNSHIP 32 NORTH, RANGE 14 WEST, NMPM
Section 25: All
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IN MATTER OF G
BD BY THE OIL CWSBRVNEIO’N
OMHISSIOS OF mu-CO FOR

THE PURPOSE CONSIDERING s

A?PLICATIQ{ OF SKELLZ QiL COMPANS J—
FOR APPROVAL OF THE T LAKE SOUTH
UNIT Aﬁmﬁnﬂ. ' COUNTY, NEW MEXICO.

pY THE AC(MHISSIONz

This causé came On for hearing at 9 ©' clock a.m- on
NovembeT 28 198 73 at santa Fe. Hew MexicO: pefore Examiner
Daniel O- Nutt

NovembeTl L'

er

Pemiel S Muttel —*

NOW, on this day November 19673, the Commission.
a quorum being preeent, " having cons:.dered the restimony, the record,
and n& fncomendatxons of the Exaniner. and beingd fully advised

(1) That due publxc notice having peen given as requi.red by
jaw, the Commiss:. n has jurxsdxctxon of this cause and the subject

(2) That the applicant,

gesks approval of the a1t Lake Soutd Unit ‘ngreement
Stateg and
coverind 7080,12 __acres, more OF jess, of Federal jands

descri_‘bed as follows:

oNTY, NEW MEXICO
pOWNSHIP 2L SG0TH, RANGE 32 gasy o NMPM

. e
&, Tcona 15 22 A v




(3) That approval of the proposed unit agreement should
promote the prevention of waste and the protection of correlative
rights within the unit area.

IT 1S THEREFORE ORDERED:

(1) That the _ Sslt Lake South Unit Agreement
is hereby approved.

(2) That the plan contained in said unit agreement for the
development and operation of the unit area is hereby approved in
principle as a proper conservation measure; provided, however,
that notwithstanding any of the provisions contained in said unit
agreement, this approval shall not be considered as waiving or
relinquishing, in any mannsr, any right, duty, or obligation which
is now, or may hereafter be, vested in the Commission to supervise
and control operations for the}bxploration and developmer.- of any
lands committed to the unit and production of oil or gas therefrom.

(3) That the unit operator shall file with the Commission
an executed original or executed counterpart of the unit agreement
within 30 days after the effective date thereof; that in the event
of subsequent joinder by any party or expansiocn or ceontraction of
the unit area, the unit operator shall file with the Commission
within 30 days thereafter counterparts of the unit agreement
reriecting the subsciiption of thaze interests having joined or
ratified.

{(4) That this order shall become effective upon the approval
of said unit agreement by the Commissioner of Public Lands for the
State of New Mexico and the Director of the United States Geoliogi-

cal Survey; that this order shall terminate ipso facto upon the

termination of said unit agreement; and that the last unit opera-
tor shall notify the Commission immediately in writing of such
termination.

{(5) That jurisdiction of this cause is retained for the

entry of such further orders as the Commission may deem necessary.

DONE at Santa Fe, New Mexico, on the day and year herein-
ahove desianated.

-
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BEFORE THE
NEW MEXICO OII, CONSERVATION COMMISSION
CONFLRENCE ROOM, STATE LAND OFFICE BUILDING
SANTA FE, NEW MEXICO

Wednesday, Novemher 28, 1973

P — — -

IN THE MATTER OF:
Application of Skelly 0il Case No. 5127
Company for a unit
agreement, Lea County, Wew
Mexico.

]
|
}
t

BEFORE: Richard I.. Stamets,
: )

Rwvaminer

TRANSCRIPT OF HEARING
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MR, STAMETS: Case 5127,
MR. CARR: Case 5127: Application of Skelly Oil
Company for a unit agreement, Lea County, New Mexico.
MR. STAMETS: I will call for appearances in this
case.
MR, BLODGETT: Chester Blodgett, representing
Skelly 0il Company, and Louis C. Witt, of Santa Fe is
here, and has entered his appearance as our resident
counsel. I will give you a copy of that notice. We have
two witnesses that have to be sworn.
{(Whereupon iwo willieésses wai
* * * *
KENNETH Il. GRIFFIN,
was called as a witness, and having been already duly sworn,

testified as follows:

DIRECT EXAMINATION
BY MR. BLODGETT:
Q Would you state your name?
A Kenneth H. Griffin.
Q what is your occupation?
A Independent petroleum landman.
Q Have you heretofore testified before this Commission and

had your qualifications accepted?
A I have.

Q I will call your attention to what has been marked as




race 3

! ' 1 skelly Exhibit HNumber One. Would you identify that,
|
2 please?
3{A Exhibit One is the proposed unit operating agreement to
4 be used in connection with the Salt Lake South Unit Area,.
H This area comprises a total of 7080.12 acres containing
d& 6 6440.12 acres of Federal land, or 90.96 percent; and
Q
P
K-, 7 640 acres of State land, being 5.04 percent. The form
o
53 8 of the unit agreement is the prescribed form in the
172
© 9 State of llew Mexico properly amended to take into account
oS p b4
T
K-t 10 the State land and its use by the Commissiocner's office.
ot}
o ii We do have the preliminary approval of both the
=
fg . 12 USGS and the State Land Commission Cffice saying that
— o
é§ §§ this area is suitable for unitization.
)
35 Q Was this instrument or this unit agreement prepared by
= 14
W W
z =
el 15 you or under your supervision?
2 Z
¢ u
w2 16 | It was prepared by me, yes.
[ N 4
2 W
§§ 1719 wWwho will be the operator of this unit?
e I
;_J
?E 18| A Skelly 0il Company will be the operator.
%< '
%Z 19] 9 What sort of control will the working interest owners
g0 ‘
a
5: 20 have over the operation?
s %
o
§i 2 | A The standaxd provisions are in this particular form.
P 2 Q Will the rcyalty owners pay---
gz
0 r .
35 23 h Our royalty owners are all either State or Federal.
Io
i"
f” 24 0 And they won't pay any part of the development cost?
25

A No costs at all.
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A

When will the agreement become effective if the Commission
issues an order approving it?
On its final approval by the USGS, which 1s subseguent to
the approval by the State Land Commission.
Does the unit provide a method by which the unit may be
dissolved?
Yes, it is an automatic contraction agreement.
In your cpinion, would this unit agreement and the
operations contemplated thereunder tend to protect
correlative rights and tcnd to prevent waste?
Definitely.
By incgeasing ultimate recovery?
Yes, definitely.

MR. BLODGETT: UWe move for the admission of Exhibit
One, and pass the witness.

MR. STAMETS: 1I¢ will be so admitted.

{Whereupon Applicant's Exhibit One was admitted in
evidence.)

MR, STAMETS: Are there any questions of the witness?

(No response)

MR. STAMETS: He may be excused.

{Witness excused.)

MR. STAMETS: You may call your next witness.

* * * *
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was called as a witness, and having been already duly sworn,
testified as follows:

MR. BLODGETT: Mr. Examiner, the contour maps based
on the seismic work that we have done we hope to keep
confidential. You can handle them now so that you can
look at them, and we would like to follow the same
procedure that was heretofore followed today that we can
withdraw them and then perhaps re-introduce them later
after we have proven that they are right by our wells.

MR. STAMETS: That will be fine.

DIRECT EXAMINATION

BY MR. BLODGETT:

Q Please state your name,

A Jon T. Edmundson.

Q By whom are you employed.and in what occupation?

A I am employed by Skelly 0il Company in Midland, Texas

as a senior geologist.
Q - Have you heretofore testified before this Commission and

had your qualifications accepted?

A I have.

Q Are you familiar with the application now being neard?
A I am.

Q Have you prepared any exhibits in connection therewith?
A Yes, the one presented.

mma—
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And would you describe that, please?
Wwell, back in the early part of 1972, I came up with a
prospective area which I felt had potential for MOXxow
production. We then proceeded to do detailed seisnic
work in the area, and the Salt Lake South prospect was
issued.

This was done also in conjunction with the original
Morrow isopack work which is indicated by the blue
i sopack lines superimposed over the Saluro«Devonian
contours O the elevations. Y think I have established

by the wells which have preﬁiously heen drilled in the

area that there is a sand bar complex running through
the area,which is tnhe mode of production in the Ssalt
Lake South Area, which is producinq at present from the
Morrow.

subsequent to this, others came in and darilled
numerous wells jmmediately north of our area where we
were doing extensive work, and this made me feel pretty
good when their wells upheld my previous interpretation
of the area.

The pruspest, 2% it is presented and the way we see
it now, does not have adegquate Saluro~Devonian potential
from a structural viewpoint to war;ant drilling to that
horizon. We., at present, see apout 100 to 150 feet of

critical northwest dip into the Salt Lake field structure
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on the north end of the map. S0 we do not propose at
this time to drill a Devonian well. We do feel however
that the !orrow is the prime production potential in
the area.

I think from previous testimony today with everybody
talking about the Salt Lake Field dMo. 1 "CM" Well, Texaco's
well in Section 31. This well has produced approximately
5.5 million MCF, and 67,000 barrels of condensate, and
is still producing at a rate of a half a billion a year.
This well is immediately north of our prospectivc orea.

To the east of our area is the Phillips Mesa Unit
"N® Well in Section 11 of 21 South, 32 East. It was
completed in 1967 for 7.5 million. It was only recently,
in the latter part of 1972 in approximately October,
hooked up to the pipe line, and it has been producing
into that, and its present production is about a million
and a half.

The secondary consideration in the area would be the
Atoka?

That's correct. The Strawn aiso is a good secundary
possibility. It produces to the west of us.

All in all, scme of the prospects that we feel have
good potential are the Morrow for primary production, the
Atoka and Strawn as possible secondary production.

Where is the prospect to be located?
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In the Northwest quarter of Section 21, Township 21 South,

Range 32 East.

In your opinion, would the granting of this application

protect the correlative rights of others and help prevent

waste?

Yes, sir.

(No

MR.

BLODGETT: I have no further gquestion, and will
witness.

STAMETS: Are there any questions of this witness?
response)

STAMETS: 1If not, he may be excused.

(Witness excused.)

MR.

STAMETS: Mr. Blodgett, I presume you will

submit these exhibits for our records within 120 days

after the day of the order?

BLODGETT: That would be fine.
STAMETS: 1Is there anything further in this case?
reannnse)

STAMETS: Case 5127 will be taken under

advisement,

This hearing is adjourned.

*x * L] *
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knowledge, skill and ability.

,

v (‘\/?AV/I| ﬁ!§7

L HIXE < _
RRTIFTE n SHORTHAND REPORTER

s

_un" m - LXeminer
r# Mexleo 01l Conservation Cousmission




[ FAGE 10

1 INDE X
: . 2 WITNESS PAGE
3 | KENNETH . GRIFFIN
4 Direct Examination by Mr. Blodgett 2
5| JON T. EDMUNDSON
P B
m 6 Direct Examination by Mr. Blodgett 5
a
o
) 7
(& ]
S 3
?g
9
oJ
| .
R 10
et
_E_ 11
——
2 EXHIBITS
i e
=
8 :: EXHIBIT ADMITTED OFFERED
™ v= Tt T - T
x o
39 14 Applicant's #1 Unit agreement 4 3
T X
uw
*3 15 Applicant's #2 Seismic work 6
rw
53 16
ox
ouw
e D
3 17
e B
-3
2 X
e 18
i3
w W
Zo 19
33 20
<« o€
x [}
sy 21
. Z
00
[
o=
o r
ac
i 23
T
2z
3 24
28




* & associates

y, meie

dearnle

200 81MMS BLDG.eP.O, BOX 10920FHONE 243-886010 AL BUQUERQUE, NEW MEXICQO 871483

1216 FIRST NATIONAL BANK BLDG, RASTOALBUQUERQUE, NEW MEXICO 87108

10

11

13

14

16

17

18

19

21

23

race 1

BEFORE THE
NEW MEXICO OIL CON3SERVATION COMMISSION
CONFLRENCE ROOM, STATE LAND OFFICE BUILDING
SANTA FE, NEW MEXICO

Wednesday, November 28, 1973

IN THE

Application of Skelly 0Oil
Company for a unit
agreement, Lea County, New

Mexico.

MATTER OF:

Case No. 5127

P A i .

BEFORE:

Richard L. Stamets,
Examiner

TRANSCRIPT OF HEARING
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MR. STAMETS: Case 5127.

MR. CARR: Case 5127: Application of Skelly 0il
Company for a unit agreement, Lea County, New Mexico.

MR. STAMETS: I will call for appearances in this
case.

MR. BLODGETT: Chester Blodgett, representing
Skelly 0il Company, and Louis C. Witt, of Santa Fe is
here, and has entered his appearance as our resident
counsel. I will give you a copy of that notice. We have
two witnesses that have to be sworn.

(Whereupon two witnesses were sworn by Mr. Carr.)

* * * *

(ENNETH 1f. GRIFFIN,

was called as a witness, and having keen already duly sworn,

testified'as follows:

DIRECT EXAMINATION

- ——— 4 . - e .

would you state your name?

Kenneth H. Sriffin.

What is your occupation?

Independent petroleum landman.

Have you heretofore testified before this Commission and
had your gqualifications accepted?

I have.

I will call your attention to what has been marked as
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Skelly Exhibit Humber One. Would you identify that,

please?

Exhibit One is the proposed unit operating agreement to

be uced in connection with the Salt IL.ake South Unit Area.

This area comprises a total of 7080.12 acres containing

6440.12 acres of Federal land, or 90.96 percent; and

640 acres of State land, being 9.04 percent. The form

of the unit agreement is the prescribed form in the

State of New Mexico properly amended to take into account

the State land and its use by the Commissioner's office.
We do have the preliminary approval of both the

USGS and the State Land Commission Office saying that

this area is suitable for unitization.

Was thnis instrument or this unit agreement prepared by

you or under your supervision?

It was prepared by me, yes.

Who will be the operator of this unit?

Skelly 0il Company will be the operator.

What sort of control will the working interest owners

have over the operation?

The standard provisions are in this particular form.

Will the royalty owners pay---

our royalty owners are all either State or Federal.

And they won't pay any part of the development cost?

No costs at all.
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when will the agreement become offective if the Commission
jssues an order approving it?
On its final approval py the UsGS, which is subseguent to
the approval by the State Land Commission.
pDoes the unit provide 2 method by which the unit may be
dissolved?
Yes, it is an automatic contraction agreement.
I youxr opinion, would this unit agreement and the
operations contemplated thereunder tend to protect
ive rights and tend to prevent waste?
pefinitely.
By increasing ultimate recovery?
Yes, definitely.

MR. BLODGETT: {le move for the admission of Exhibit
One, and pass the witness.

MR. STAMETS: It will be so admitted.

(Whereupon Applicant's Exhibit One was admitted in
evidence.)

MR. STAMETS: Are there any questions of the witness?
1s response)
“4R. STAMETS: e may be excused.

(Witness excused.)

MR. STAMETS: You may call your next witness.

* * * *
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JON T. EDMUNDSON,
was called as a witness, and having been already duly sworn,
testified as follows:

MR. BLODGETT: Mr. Examiner, the contour maps based
on the seismic work that we have done we hope to keep
confidential. You can handle them now so that you can
look at them, and we would like to follow the same
procedure that was heretofore followed today that we can
withdraw them and then perhaps re-introduce them later
after we have proven that they are right by our wells.

MR. STAMETS: That will be fine.

DIRECT EXAMINATION

BY MR. BLODGETT:

T e ———— =

Q Please state your name.

A Jon T. Edmundson.

Q By whom are you employed and in what occupation?

A I am employed by Skelly Oil Company in Midland, Texas

as a senior geologist,
Q Have you heretofore testified before this Commission and

had your qualifications accepted?

A I have.

0 Are you familiar with the application now being .eard?
A I am.

0 Have you prepared any exhibits in connection therewith?
A Yes, the one presented.
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And would you describe tha%, please?

Well, back in the early part of 1972, I came up with a
prospective area which I felt had potential for Morrow
production. We then proceeded to do detailed seismic
work in the area, and the Salt Lake South prospect was
issued. .

This was done also in conjunction with the original
Morrow isopack work which is indicated by the blue
isopack lines superimposed over thé Saluro-DPevonian
contours on the elevatiens. I think I have established
by the wells which have previously been drilled in the
area that there is a sand bar complex runninb through
the area,which is the mode of production in the Salt
Lake South Area, which is producing at present from the
Morrow.

Subsequent to this, others came in and drilled
numerous wells immediately north of cur area where we

were doing extensive work, and this made me feel pretty

The prospect, as it is presented and the way we see
it now, does not have adequate Saluro-Devonian potential
from a structural viewpoint to warrant drilling to that
horizon. We, at present, see about 100 to 150 feet of

critical northwest dip into the Salt Lake field structure
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on the north end of the map. So we do not propose at
this time to drill a Devonian well. We do feel however
that the !Morrow is the prime production potential in
the area.

I think from previous testimony today with everybody
talking about the Salt Lake Field No. 1 "CM" Well, Texaco's
well in Section 31. This well has produced approximately
5.5 million MCF, and 67,000 barrels of condensate, and
is still producing at a rate of a half a billion a year.
This well is immediately north of our prospective area.

To the east of our area is the Phillips Mesa Unit
"N Well in Section 11 of 21 3outh, 32 East. It was
completed in 1967 for 7.5 million. It was only recently,
in the latter part of 1972 in approximately October,
hooked up to the pipe line, and it has been producing
into that, and its present.production is about a million
and a half.

The secondary consideration in the area would be the

Atoka?

. Tha Ctyrawn aleco is 2 gond secondary
possibility. It produces to the west of us.
All in all, some of the prospects that we feel have

good potential are the Morrow for primary producticn, the

Atoka and Strawn as possible secondary production.

Where is the prospect to be located?
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