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McCLELLAN OIL CORPORATION

EAST HENSHAW PREMIER UNIT
WEST HENSHAW GRAYBURG FIELD
EDDY COUNTY, NEW MEXICO

DIAGRAMMATIC SKETCH
PROPOSED WATER INJECTION WELL
WELL NO. &1

/-2 ¥g TUBING

/‘/ A /‘/

\HOLE size _7.78

TOP OF CEMENT
2600 __EST

| PACKER SET AT 2980' _

TOP OF PAY AT 302!

e PERFERATIONS 3031 _ TO 3046

_4¥%' _ CASING AT | 10, 3068
3068'
TH _130 ACK MENT ~T BEFORE EXAMINER STAMETS
i sacks ¢ OIL CONSERVATION COMMISSION
OTHER WELL DATES: 1 3 EXHIBIT NO- 2o
R CASENO.S 17 T L HEE
COMPLETION DATE: _5-22:-6! < somitted by _
Hearing Date

ELEVATION: 3963
TREATMENT: 200 GAL ACID £ 27500% SAND
ORIGINAL OWNER, LEASE & WELL NO.: _SO. UNION, FED. TAYLOR, NO. |

b




‘McCLELLAN OIL. CORPORATION

EAST HENSHAW PREMIER UNIT
WEST HENSHAW GRAYBURG FIELD
EDDY COUNTY, NEW MEXICO

DIAGRAMMATIC SKETCH
PROPOSED WATER INJECTION WELL
WELL NO. _I10-4__

| Va 1" TUBING
/r //

\ HOLE SIZE 64

TOP OF CEMENT
2070' EST

PACKER SET- AT _2950'

TOP OF PAY AT _2982'

] " : PERFERATIONS 299" TO 300!

i 278" casnG AT 1, T.D. 3150
| 3150"
WITH _200 _ SACKS CEMENT

OTHER WELL DATES:

ELEVATION: _3947

TREATMENT: _30000¥ SAND

‘L ORIGINAL OWNER, LEASE & WELL NO.: _HUMBLE, STATE "BC" NO._4




McCLELLAN OIL CORPORATION

EAST HENSHAW PREMIER UNIT
WEST HENSHAW GRAYBURG FIELD
EODY COUNTY, NEW MEXICO

<
-

DIAGRAMMATIC SKETCH
PROPOSED WATER INJECTION WELL

WELL NO. _li-|
. ,
/23'8 TUBING
\HOLE SiZE 178
TOP OF CEMENT
2500' EST
PACKER SET AT _2925'
TOP OF PAY AT _2980'
/ OPEN HOLE 2976' TO 3005
‘ l 1] ) /
; 572 CASNG AT—" .| . ’ 4 1. _3008
2976°
WITH _I0Q0 _ SACKS CEMENT
OTHER WELL DATES:
COMPLETION DATE: 1-15-8]

ELEVATION: _3934'

TREATMENT: _NATURAL

ORIGINAL OWNER, LEASE & WELL NO.: McCLELL AN, FED, NO |




McCLELLAN OIL CORPORATION

EAST HENSHAW PREMIER UNIT
WEST HENSHAW GRAYBURG FIELD
EODY COUNTY, NEW MEXICO

DIAGRAMMATIC SKETCH

PROPOSED WATER INJECTION WELL
WELL NO. _I13-2

/23/8 TUBING
| P _
o R . ) . | "
’ ; TOP OF CEMENT | , 17

B 2600' _EST

PACKER SET AT _3000'
TOP OF PAY AT _306!' | '

PERFERATIONS 306!' TO 3079'

42"  CASING AT
3092"
WITH 130 SACKS CEMENT

T.D. _3093'

OTHER WELL DATES:

COMPLETION DATE: _6-4-6l
ELEVATION: _3966'

TREATMENT: 30000* SAND

ORIGINAL OWNER, LEASE & WELL NO.: SQ _UNION, FED _TAYLOR, NO 2




McCLELLAN OIL CORPORATION

EAST HENSHAW PREMIER UNIT
WEST HENSHAW GRAYBURG FIELD
EDDY COUNTY, NEW MEXICO

DIAGRAMMATIC SKETCH
PROPOSED WATER INJECTION WELL
" WELL NO. 5-6

/—. 1" TUBING

A /r
| \HOLE SIZE 6% _
TOP OF CEMENT.
CIRCUL ATED
PACKER SET AT _2950'
TOP OF PAY AT _2974' |
PERFERATIONS 2990 TO 2995
278 CASING AT _ T.D. _3019’

2nio!
poivle ]

\ WITH _200 _ SACKS CEMENT

OTHER WELL DATES:

COMPLETION DATE: _10-12-6l
ELEVATION: _3928'
TREATMENT: 20000% SAND

ORIGINAL OWNER, LEASE & WELL NO.: HUMBLE, STATE "BC" NO 6




McCLELLAN OIL CORPORATION

EAST HENSHAW PREMIER UNIT
WEST HENSHAW GRAYBURG FIELD
EDDY COUNTY, NEwW MEXICO

DIAGRAMMATIC SKETCH

PROPOSED WATER INJECTION WELL
WELL NO. _9-3

/-2 ¥g TUBING

’d S/ -

< <

TOP OF CEMENT
2650' EST

PACKER SET AT

TOP OF PAY AT _3039

\-HOLE size 778

3000

4Y2'  CASING AT
3088'
WITH 130 SACKS CEMENT

T.0. 3088

OTHER WELL DATES:

COMPLETION DATE: _S5-12-6l
ELEVATION: 3088'

TREATMENT: _25000% SAND

ORIGINAL OWNER, LEASE & WELL NO: BOB DEAN, UNION FED, NO 3

PERFERATIONS 3048 TO 3066




McCLELLAN OIL CORPORATION

EAST HENSHAW PREMIER UNIT
WEST HENSHAW GRAYBURG FIELD
- EDDY. ¢9upjf, MNEW MEX!CO

DIAGRAMMATIC SKETCH

PROPOSED WATER INJECTION WELL
WELL NO. _24-|

/—- 1" TUBING ‘ }

A P

: \—HOLE SiZE _ela”
TOP OF CEMENT

CIRCULATED

PACKER SET AT _2975°
TOP OF PAY AT _3004'

PERFERATIONS 3021' TO 3028’

27 CASING AT
3074’
WITH _250__ SACKS CEMENT

-~ T.D. 3075

OTHER WELL DATES:

COMPLETION DATE: _9-6-6lI

ELEVATION: _3926'
' TREATMENT: 250 GAL ACID, 20000%* SAND
' ORIGINAL OWNER, LEASE & WELL NO.: _HUMBLE, STATE "BN". NO_I




McCLELLAN OIL CORPORATION

EAST HENSHAW PREMIER UNIT
WEST HENSHAW GRAYBURG FIELD
EDDY COUNTY, NEW MEXICO

DIAGRAMMATIC SKETCH
PROPOSED WATER INJECTION WELL
WELL NO. 26-4.

| /2 ¥ TUBING

\HOLE SIZE _77g"

TOP OF CEMENT
2660 EST

. PACKER SET AT 3000 .
- TOP OF PAY AT _3939' '

PERFERATIONS 3066' TO 3074

5Y2" _ CASING AT

]
24

WITH _I00 SACKS CEMENT

TD. 3i4°

OTHER WELL DATES:

COMPLETION DATE: 8-3-g)
ELEVATION: _3939'
TREATMENT: _ 13000 SAND

ORIGINAL OWNER, LEASE & WELL NO.: BOB DEAN, SO. UNION FED., NO. 4
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LCCATION OF FIELD & UNIT

~ 'The West Henshaw-Grayburg field 15 located on the Northuest'"Shali“ of
the Permian Basin in northsrn Eddy County, New Msxlco, Prodx‘xction is fron
the Premier (Basal Grayburg) Sard of Permian age, Ths field is situated
on a trend of intermittent Prémier Sard production extending eastward foxr
approximately 15 miles parrallel to t.hs edge of the Northgast Shelf,

This study is primarily concarnad with ths eastexrmmost portion of the

West Henonaw-Gray‘ourg field in the area oi‘ the prc:posad East Henshaw ..
Unit, . Within tha proposad unit area thera are 13 producing walls and 5 ?

dry holes, (Saa Enclosure #1. Proposed Unit I'[ap)

GEOLOGY

STRUCTURE

Structure on top c;f the Premier Zone in this local area is homoclinal
séut‘asast di§ at appr’cmimately 120 feot por nile, '.[his. gensrally uni_fom dip
is interrupted by a local southeast plunging noss in the prooosed Unit '
area., (Ses Enclosure $2), There is no indication that structure dirsctly

cortrols procduciion o_z" produc’:. 3 linits in thls portlon of ths reservoir,
RESERVOIR .

The top of ths Premler Zone 1s en_countarsd at an approximats depth of
3000 fest ard hasanavarage gross thickness of approximately %40 fest, This
zone 1s couwposed of intorbsddad red shale and sard wit‘ﬂ thin stringex»s of
dolomits and anhydrits, Dirsctly urdsrlyinz ths Pranisr is tha San Andras

doloaits
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Ths resérvoir proper is the gray sand facigs of th_ep Premlsr which i3

~ compossd of fine, well sorted, loosely cemented quartz grains, The gray

sand grades 1at_9r3115' into red,. sil‘ty‘ sand and red shale with resultant

loss of poroSity;z;pd permeability, Loss of reservoir rock propertisa, as

a result of _t.his facie‘s' c_h:mg‘e,‘ forms tha‘stra‘tigraphic trap froﬁ which

thls field ;;rodué‘es, ‘ . o ‘ .
Throughout the Permisr production trerd, and within the West Henshaw- -

Graybucrg field itself, the gray sand facles is latsrally discontimo‘us, |

However, ove;r most of tha propossd East Unit Arsa, the graj sard exhibits

good contimity, (See Enclosurs #3), Dry holes limit production to the

north é.nd south, MNo dry holes have bsan drilled to thes sast, but a goneral B

t‘ni_rming of gray sand in that dire;ction indicates production is,liﬁitea

to the proposed unit area, Production is limited to the ‘northw.sst and

southwest by dry holes, 4n undrilled location in the NE/% of the SW/l of

Saction 2 prevents assuming that definits separation ex:ists betyssn t’hsi
Dnit Area and ths main porilon of the fisld, For this reason ths

Ef2 of ths SW/B Seciion 2 kas bzan inciuded in the propossd unit arsa,
DEVELOPMENT

Ths first davelopmant in the unit arsa was in 1561 with ths completion -
of the Hal M, Stisrwalt No, 1, So, Union Federal, Ths dsvolorment contimsd

with 211 of the wells being complsted by Apxril of 1952,

WLl CQPLETION PRACTICES

K21l completions in iths proposed unii arsza hays varisd From 5 1/2" casing
over opsn hola to 2 7/8 tubing {ox easing, AL of ths wolls have baan

sard-oil fractured, Fivs of tho yolls ars complotzd with ths 2 ?/8" casing
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perforated. All the other wells havs L 1/2Y casing parforated with the
excepbion of the Hal M. Stierwalt Mo, 1 So. Unlon Fedsral which has open
hole under the 5 1/2" casing.

PRODUCTION HISTORY

The eai:]y production rates were rmch as expectad with all the wells
roducing as expected during the flush preoduction period. After all of

the wells wé}e on product.icn“Bf ;,he pump the production by individual

: Téases and wells has bean ve::y arratic and dapen&é a great deal.on the

maintenance of the well bore, with hot 0%l, chemical; water, and cleanouts:

to achieve the best production rates. The primary production rate is now

below 3 barrals per day on 21l but 3 wells in the proposed unit area, ths
Stierwalt Stata "BN" No. 1, Tidewater MAGP No. 1, and Hal Stierwalt et al
No. 2. Of these thres wells, the best producsr is the Stierwalt et al Wo. 2;

making 10 Yo 11 barrels per day. All of the active 11 wells averaged to-

' gether are now producing 3 barrsls psr well par day, the limii calculatad

to bs ths minimum econoric rate. This is hown on ths history and'pre-
dicted performance curve (Enclosure #i). Tha comnittee constﬁcted .indi—-
vidual lease decline curves which showed that in actuality a1l of the leases
were at the end of tha economic primary pericd and that the cuwmlative ?roa
duction to- January 1, 1967 would bs a mors realistic paramétar to use and
wvould reflect the ultimate primary. This gives the unit araa an ultirata
primary of 242,39: barrels. These figures ars shown by opsrators on the
potentiai .uni'biza‘bion parameters. Sinca soms producticn will bz mads ba
the Unit becomes effective, an ultimate primary of 213,000 barrols. w

for tha floocd parforrmanca salcoulations,
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RESERVOIR DATA

PCROSITY & PERMEABILITY

Of the 18 wells in the proposed unit arsa, 1l were 'co;‘ed through the
Premler Sand, Porosities of the cored gray sard intervals average 14, 9%

with a maximum neasurement of 26% and a minimum of 4,54, Pexrmeabilities

in excess of 100 millidarcys were measured from thess corss with ths great

majority of the gray sand falling within ths 1 to 10 millidarcy rangs,

WATER SATURATION

There is no Irdication of an oil-water contact from any productlon or

drilling data in the unit srea, Therefors, caplllarity eppoars to contxol

water saturations, Water saturation of 28 to 43 par cent have besn dater—

mined from slectric log analysis in ths greatsr West Henshaw Area ard Core

Laboratories has estimates 26 to 38 per cont from ths corss analized from
the unit area, Since both matheds calculate a saturatlon of 30 to 35 per

nt for ths avsrage porosiity of 14,9 psxr csnt ths more conssrvative 35

w

c

r csnt has bsan usad,

J 34

P

NET PAY THICKXNESS

Sincs mors than half ths wells within the propossd unit arsa wars

corad in ths Premisr sand, this data was usad as ths basis for determining

124 pay, A gross relationship batwesn porosily ard permaabllity was

-

dovelopad ard is graphically reprosantsd by Enclosure #5, list poy vwas

than datorminad for tha corsd w3lls in tho following mannar:

Poymzability : Porasity
0,5 rd, ard abovs AL nat pay
0,5 rd, - 0,2 rd, A over 114 nst pay
PO _rvs Ay SR TR A e - - - -
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Core porositles amd, to séme extaht, permeabilitiss were correlated
to radiocactivity and/or olectrical log characteristlcs for the same wells, .
Using these logs for correlation ard interprotation net pay was then picksci
for the remaining wolls in the area, For the producing w;;lls net pay
“thicknesses average 8.7 feet, with the maximum 14 feet s'ﬁd the minimum. 5
3 eét. Fron thi§ data the r;at pay isépach inap was constfi;cted ard tha pro-

posed East Unit Area reservolr volums dsterminad at 4298 aecrs fast, (Sse

Eralasure #6).

FORMATION VOLUME FACTOR

P. V. T. samples were obtained from the Shell, illiams, Federal
B-1, July 6, 1959, The samples were taken from the ssparator, Ths re;er-n
voir. pressure was measured at 909 PSI compared to an original pressure of
1030 PSI in the Tield, The samples wera racomoinad at a éas-:oil ratioc of
335 cubic feet por barrel ard saturation pressure of 1030 PST ard s voluma

factor of 1,176 wars obtained,

WATERFLCOD STUDY

PESIDUAL OIL
No daia or met;rxods wera avallabls to datem‘Lna rosidual oil saturation,
Howsvor, the 11taratuz~é has many references to thesa factors from many
ressrvolr over a wide rangs of values, This data drdleatss that residval -
saturations of 25 to 33 paf cent ara most coroeon in this type of rock,
Therefore, a residual oil saturation of 30 psr cent has bssn assunsed,

PLCOD PATIERK

The flood pattern ussd in this study was of a paripheral type, (Soa
Enclosurs #7), ‘This pattarn was chosan as il would give tha naximun flood
area consistant with hizh pexrformance swesp afficiancey, The Hal M, Stlaruali

A

ot al Taylor Fedoral Woll i will have to bs sindded in mord> drtall as o
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why the poor peffofmance and non-ccmmerclal-nature. If tha well 1is found

to have a stray gas sand or dua to completion, &hs-mgin sands have not been
effeéted, a work‘over will be requlred, If t;a study finds a small éas cap
in the area (informatlion noﬁ in handAdoesn”t justify this) this ﬁeli will
have to be used as an 1njection well in placa of the Hal M, Stierwalt
Southern Union Federal Well No, 4. The other posslble changa Is not a
problem but a modification which would leave additional current income
available during fillup and give scme boost to the sa2condary, If sufficieni ‘
water could be injected without tha Stlerwalt et al Taylor Fedaral Well No, 2,
the usz of this well for 1njaction could be dalayed or deletad entiraly,

The szall size of the reszxvolr to be floodad allows a 1arg° latituda in

the floocd pattern to b2 used with the same dsgres of effliclency,

WATER [NJ::CTION RATE

The water Injection rata for the flood has boan sat for 1000 barr2ls
pex day, This rate will reguixe the 5 walls set up in thez patiern,

PIRIFORMANCE CURVES

The performance curvas have been constructed according to the Hurst

method using tha displacement factor of 3,5, (See Enclosura #8),

The flood arsa parfozmane? curvas ware medifizd to the paxmeablility
profils 0of tha flood area by a method devalonad by Hurst and Van Everdingar.

In making the profile the six corss Irocm thz Unit wills werz used, Only the

footages plcked from thosz cores as nat feet by the tachnical comitiaz were
used, Tha offectlve thichn®ss was than calculated from the flood oroa dave-
lopad acres and davzloped acra-fazt, (S22 Enclosure §9). Tha basic parformance

curvas 2ra thon usad with the proawebilizy prafils ia thy maanys shovn in
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Enclosure”

M’Eﬁm

The calculations of 01l and water production Qeré made from the modified.
performanca curves using tﬁa baslc data shown by Enclosure #12. The averag?d
porosity was taken from the same 6 cores for the Unit. The daveloped AC-Ft
and devaloped acrem'for the flood area were plcked from the 10 acres grid
sheet prepared by the techn1cal committae. This fick was nade from the area‘
that was expected to be effected by the sWeep of the flood and 1s shovwn by
the dotted line on Enclosure #7. The Moblile 01l was assumaa to be ths )
original oil in place less the produced nnd residual oll. The production

from the Unit after £illup WAS assumed to com3 from the flood ared only.

Using this data the calculations of i1 and ywater productions ars presentad

by Enclosure £13. The calculatioﬁs havs baen adjusted by 0.80 ‘to account

for the water lost to the routside" and sand discontinuities, Enclosura

2 shows the exgected production curve.

The oniy additional davalopment recorxended for completion of the
£lood would b3 the well shown on Enclosure #7. This well Jocated on Tract

=25 would give th2 conplete periyqava‘ coveragsa required for %the most ef-

ficient recovery of ihe oil with the flood area. The w21l would ba expected

to encountsr SCES 5.5 feet of nat sand and dsvelop a net privary reserva of
20,000 parrels with a total rsserve of 47,000 barrels. Tne cost of this

»a2ll is estivated to bd 430,000 to drill, complsta and equip. Drilling the

w21l will be dalayad until the ‘flood proriors TILAnCI 3pdizates thd aconoris

La)
J¢
,a
=7
pde
cr
-

£10 to construct the rodified parformanca curves. (Sa» Enclosure $11).




The other develogment locatlon that would bensfit the Unit §s the
location in the NE/4 of SW/A»Section B2, This locatlion on Tract H?22 could
ba vary effactive 1in ths flood by extending tha flood area of thé Unit in-
an effective manner. It 13 doubtful that sufflicient sand would beﬂencounterad
in orderrto'make an effsctive injesction wall, fharafors, it i3 not recom- .
mended that tha well b2 drllled, .

" VIATER SUPPLY

The water supply for the flood would cema from thz Double Eagle Water
Compaﬁy of Roswell, New Mexlco, - They have advised that we could contract -
for 500,000 barrels at 2 price of 50,0275 per barrel with additional4water
pricéd at $0,0275 per barrel, The contract would call for an initial #ay-
ment of $2750.00 for the first 100,000 barrels in advance, with the remalning
paid by.the month, The contract will also requlra the unit io have 500 v
Sarrels of storage cn the Unit. Tha total make up zequiremaﬁt 1s astablishad
" to bs 1,440,000 barrels. -

WWATER INJECTION FACILITIES

The watex injection facliities are planned.as a closed systen withi
provisions for skimming and seitling on the produced water sids, The pro-
ducad and_supply watex wlll b= mixed ané_injec?ed togatnexr, Th2 injzetion
station will.consist of dne electric motoxr drivea ixliplax puwap., Th2 injaction
system to be steel linas protected with inhidbltor i1{ xegulrxed, Th2 injectlion

1in2s will b2 buried with an external protactlion,

PRODUCTION FACILITIES

The production facilltlies w11) b2 consolidatad and facilitles for LACT

will ke Us:2 ien that the Uniit oan gat a ploa

% 3 3 DY O
5 12 nored on tna AABSLGD




1ine commection. The Unit has sufficient pump‘lng anits to handle the

expectod load. Those will have 1o bo moved from thd Anjsction wolls ard

ins talled where needed,

. msa*mmxoﬁ COST

IRSTALLAY T

- ' ~ The sxmmary of cosbt to install the flood ard dx_'jll the additional woll

recommerded ‘a5 follows:

} Tiem _ ) » . - Amount -
prill, complete & equip. on well Tract #25 - =$30,000
Convert 5 wells to injection service » . 10,000
Move and snstall 5 pumpling units & electricity 7,000
. Work over one well 1S et al Fed, #H ~ . . 10,000
Water injection station and system - 30,000
Produced water systed = 5,000
- consolidate tank batieTy, 1ACT, and tast £aciiiidoes 13,000
Oontingencias ’ : K "5, 000
Total Cost Uni® - ' . $110,000
Tangibles ' | B _ $ bk, 800
’ Tntangibles $ 60,200

'ECONGAICS »
Enclosure £l shows the economics as derived from the calculated production
© ard T BY ths Tidowater covputsT, Ths input datn usad hord was dotermined .
by the cormaitted, Following are definition of abbrovigtions ased on tasss

cﬁozp\iter shaats:

1, C. _ 1ifting Costs

F, I. T. _  Fedsral Incons Tax

| 7. 0, C. - Tidewaler cil Co.

| B, F, L.T. _ pefora F. L. T

‘ A F. L T, . Aafter F. L. T,

| ¢, O, 5. _ Cash Oporating warnings (Yot Incowa

After Cporatirg Forpansds ard T2x05)

it may °9 noted that a provision for szl¥agd has rob
- 5

.- mrae Y - o F LY
anb atvel sy 5 end O tha £loo0d,




Unitization will be necessary in order to flood the‘Easﬁ,Henshaw

Unit Area. The development along the lease lines and the one well leass

rcakes a coopsrative flood almost impossib}e.' The technical_committea

has derived a set of potential unitiiation paraumeters. Thesa parameters

ars shown on Eﬁclosure No. 15. Ths calculated 1nterest to each wopking

1ptérest are shown on_Enclosura No. 16.

The isopach map wWas constructed as outlined under "Net Pay Thicknesé“

in the Geological Section of the report. TFrom this isopach the unit area

was diviﬁed into 10 acre grids and tho net pay picked for each grid by

+he five point method. ‘These volumes Were adcumulated into 40 acre units

cailed tracts shown on Enclosure No. 17, This data was then tébulatéd and

given by tracis by oparators, (S22 Enclosurs #i8).,

The remainder of the paramster wars statistically darivad, therafors,

they nzad no explanation.
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PERMEABTLITY DISTRIBUTION AND EFFECTIVE THICKNESS

TN LA(ERS FREIIER SAND,  EAST HENSHAA UNLT
3 © Permeability ' : - Effective
’ o ’ Range o Mo, of , . Mean . ' Thickness
pay_gr No. ' (M) . .Samgles"_  Perm-{Md)’ - _Ft,
i S 128 - oo 6 it 96 . 0,880
; 2 BT 2w 1.030
E 3 A_ 52 - 26 5 ' oy 7. 0,730
| ' 68 6 12 0880
5 8- b b e o
6 BoonZ . o 3 2,050
7 2-1 . 9 15 1,320
- 8 1-05 .9 - ors R
D | 60 ' " 8,800
; _

The Total Thickness Calculated from AC - Ft. in flood arsa ard acres effocted,
The Permeability from & Cores in ths Unit Flood Arde, Humble Stata WBCT Yo,
52 6, ard State VBN Mo, 1. Hal Stlerwalt et al Tayloxr Federal Nos, 1, 2

_ard o,

Encloswss 9




REPRE‘.SE&TATIVE CALCULATION OF MODIFTIED PERFORMANCE CURVES

—

Dt TR it et o A NO O it oly

(2) (3) (%) _ (5) (6) - » (8)
Water . . . Water .
: Injected 0il Recovered ' ' Production - ,
K Md 4F VS (1)x(3) (% Mobil 0i1) (1)x(5) 4FVS (1)x(7)
9% . 50,00 L4, 00 . 30,60 26,93 '
48 - 25,00 25.75 2,90 . 2,99
24 -+ 12,50 91,25 »
12 6.25 55,00
6 3.13 18,44
3. 1.56 31.98
1,50 0.78 10,30 - o
0.75 0.39 5.15 D
10,34 909,62 3.50 . 29,92
96 100, 00 88,00 82,20 72,34 - 12,50 13,00
L8 - 50,00 51,50 30,60 31,53
24 25,00 18,25 2,90 2,12
12 12,50 11.00 :
6 6.25 3.69
3 3.13 6,40
1.50 1,56 2,06 ,
0.75 - 0,78 1,03
20,67 181,93 12,¢% 105,98 1,25 . 13,00
0, g6 1600, 00 1408, 6O 99,60 87.65 1500, 00 1320,00
1. L3 800, 00 825, 00 69,60 102, 59 700,00 721.00
0. 2k 100, 00 292,00 99,60 72.71 300, 00 219,00
. 0,85 12 200, 00 176,00 99,60 87.65 100, 00 88,00
0,6¢0 S 100, 00 59, 00 82,20 L8, 50 12,50 7.28
2,630 3 50, 00 102,50 30,60 62.73
1,320 1,50 25,00 33,00 2,90 3.83
1,220 0,75 12,50 16,50
8, £30 : 330, 80 2911,00 5,92 163,65 267,66  2355.38

Enclosura 10 _




BASIC DATA
TAST HENSHAW UNIT

3 2 S EAST HENOHA

{2) Mobil oil Is original oil ~ in . placs (STB) lo3s wasidual oil (STB)

and produced oil (ST8),

)

o

 ’§ Total Unit Flood Area
1 ; . . _
i Average Porosity&(%) | . ' 14,9 14,9
'i; Connate Water Satqration'(%) 35_ . 35
;g. FOrmation Volune Factor . | 1,178 i.l?é_ }
' Developed Acres. - 5§3 - 362 B
bevelopsd Acre Fest a791 2469
Average Thickness (calc. ft.) ’ ] 6.4 8.8
Origina} Oil - In - Place (MSTB) - 2420 1705
- .. Residual Oil Saturation (¥) 30 30
" Floodable Void Space (Mbbls.) (1) - 1404
‘Mobil 0il (MsTB) (2) - - 1020
ACumuiative Productinn (Mbbls) 243 173
Primary Ultimate Production (Mobls,) 243 173
Primary Recovery (%) 10 10
Ultimate Recovery With Flood (Mbbls,) 588 514
" Increass Over Primary (Mbbls,) 241 <2
Racovery ¥With Flood (,‘;5) 24 a0
(1) Floodable vold space &s poxrz volune less x33idual o1l saturatlon.

Enclozury 12
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CALCULATION 07 _OTL_AND WATER ‘FPRODUCTION

Input %- ) _ N qure;:tad | ‘ Avg, 011
- Cumulative Floodabls Per Ceont 0il , : Prod,
: Water " Void  Mobile 0il o1 Produced -Cum, 011 (Bbls /

Year  Injected  _Space  Cum.  Prod. Produced ( 0,8) Produced Mo, )

| s 90,000 6,11 ‘ . _ '
r o ~ 1z 180,000 12,82 6.00 6,00 . 61,000 48,800 - 48,800 '16,30‘0-
é | _ 3/ 270,000 19,23 11.25  5.25 . 53,600 - 42,900 3 91,700 - : 1h,300
4 360,000 25.6¢ 14,75 3.50 . 35700 28,600 120,300 ,3,533
E" 1 450,000 32,05 . 18,25  3.50 55,700 28,600 143,900 9,533
11/2 540,000 38,46 21,25 3,00 30,600 24,500 173,500 - 8,167
1 3/% 630,6‘00 L, 87 23.50 2,25 "23,060 ~18,k00 191,%00 .' 6,133
' D 720,000 51,28 23, 5{) | 2,00 20,400 ' 16,300 208,100 55,033
3 1,080,000 ° 76,92 31.25  5.75 58,700 . 47,000 255,100 .3,917
L 1,440,000 102,55 | 34,25 3,00 30,600 24,500 279,600 _2,041-

5 1,800,000 128,21 37,00 2,75 28,100 22,500 302,100 1,875
6 2,160,000 153,85 39,50 2.50 25,500 20,800 322,500 1,700
7 2,520,600 179.k9 B1,75 2,25 23,000 '-18,400 340,900 1,533
8 2,880,000 - 205,13 43,75 2,00 20,5400 16,300 357,200 1,358

Input rats estimated at 1,000 barrsels of water per day (200 B/D par well x 5 wells)
: id space - 1,4C4,000
Monils 31 ~ 1,020,000 bbls, -

3

Enclosurs 13
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CALCULATION OF OIL AYD WATER PRODUCTION

—

% g:.‘:‘m\.loid 4 of Void " Corrected | Cumlative . Avg. Wtz Estima.ted-
Space Space Water Water Water - Prod, Totsl Fluid
Yoar Flooded Flooded Produced . producad  Produced . (Bbls /o) Production
1/ _ o | R |
ﬂ 2 - : N S ] F | S o . N 67,392
3/4 o.75  0.75 ,10,530 N g hzn - 8h2k " 2,805 67,392
1 3,00 . . 225 31,590 25,272 33,69 _' 8,112 6,58
w575 S 2 3860 30,808 64,58 10288 70,200
' 1/2 9.25 = .3.50 49,140 39,312 103,896 v 13,103 73,003
o3 1350 w25 59,670 WP Y gem 1590 -93,008 _*
2 1825 5 66,690 o532 20 9%% o anTe 75.616
3 38,25  20.00 280,800 224,640 429,62k 18,719 | 289,224 :
W o 59.50 21.25 - 298,350- 2386804 668,30 19,889 - 272,376
s @25 - 2D 305,370 244,299 2600 20,37 275,18+
6 ’_ 104,00 22.75 319,410 : 255,528 1,168,128 C 21,293 283,608'
7 127,50 23.50 329,940 263,952 1,432,080 21,995 . 289,224
8 151,00 23;50 329,90 263,952 1,666,032 | 121,995 . 285,116




: . v
: INPUT DATA - . - - " CASE HO. 94036
{ : . : » DATE &7 T/7¢% .,
fe FIELD ~ HENSHAY M. GRAYBURG  LEASE -~ R AND S WEST HENSHAW UNIT  SCQ.NOe 44750 NEW OR REVe = NEW TOC OP. = NO CARD 1
i - .
i AREA OFFICE - HOBBS~NEU HEXICO PROD, IORES = PRERIER BASAL GRAYBURG SAHC OF PERMIAN SAND VOL., - 2869 - CARD 2
T - .
) CO. AND STATYE - EDDY £O0. HEW HEXICO 15 MARKET AVAILABLE - YES HARKEY DASE = - Lot i
Pt S PROD., RESYRICTED - YES DEPTH 3000 YYPE DOF COMPLETION - SINGLE REASON CODE & Y- . : : CARD
] LOCATION - SEC 1 ARD 2 Y1635 R3IOE 1360 ACRES . v ' T CLRD &
! - : - T . - - . N -.\ - ..-. . - .
' OPERATOR - HAL K. STIERUALT PARTNERS - HUMDLE, SO.UNION, TIDEWATER . ' . B CARD %
2 : ) . _ ) .
i COSTS ~ DRY HOLE = ~0  COHP. WELL = 52000 FACILITIES = 51000 ART. LIFT = 7000 TOT&L » 110000
1 ACTIVE PROJECTS - PCT. COHPLETE -0 PRGPOSED PROJECYS - STARTING YEAR 1967 ) CARD &
$ - . .
GROSS OIL RES.= 341000BBLS, GROSS GXS WELL GAS RES = ~OMHCFy,  WoYo = 1.0000000 NEY IHT. = 0.8750000
NET PROFITS IKNTEREST » IF ANY = «os3s3 : CARD T
b - . -
OIL ZONE E.i. = 18000 PCT. OF RES. PROD. AY CONST RATE = -0.0 OR ANTICIPATED DECLINC RATE = <0.0 GOR = -0
PLANT LIQ. YIELD = =0.0 v . CARD. 8-
' GAS ZONE Eol. = -0  PCT. OF RES. PROD. AY CONST RATE = =0.0 OR ANTICIPATED DECLINE RATE = =0,0 :
' COND. YIELD = -0.00 PLANT LIQ. YIELD = -0.0 : ) ’ CARD 9
PRICES ~ CRUDE = 2.830¢/8  ASSOC. GAS =,vesce$/HCF  GAS WELL GAS =eevoel{/HCF  COND. wewxse$/B  PLANT LIQ =ssecs
= PLANT PROCESSING CHARGE {PCYe OF LIQ) = -0.Q . ; : A CARD 10
PRGD TAX CRWE = 0.1808/8  ASSOC. GAS =ceess$/HCF  GAS HELL GAS =seqva$/HCF  CONO. =¢qa~és/s PLANT LIQ =#deea
0P. COST (100 PCT W.l.)} =  400003/YEAR ) CARD 11
_ YEAR  DATA YEAR  DATA YEAR  DATA YEAR  DATA YEAR  DATA " YEAR  DATA CARD  TYPE OF DATX
§ 1 91¢0 2 111200 3 87800 T g 47000 5 24500 6 22500 101 GROSS OIL PROD.
7 204090 3 18500 -0 -0 -0 -0 -0 -0 -0 - =0 101 GROSS CIL PROD.
1 44890 2 2500 -0 -2 -0 -0 ~0 T =0 -0 ~0 113 TANG., INVESTHENT.
1 60200 2 2500 -0 -0 - -0 -0 -0 -0 -0 119 INTANGIBLE INV.
: UKIT CONSIDERED TO BE EFFECTIVE 1-1-67. GA4S PROCUCTION TO BE USED FOR : : ’ S00 COKHERY
; UNIT. , S 501 COMHKENT
DATA ERRORS =—- CASE HO. 94038 '
LEGEHD : . ;
vcve HECESSARY DATA =~ CANHOY BE IGNORED.
~——- HISSING DESCRIPTIVE INFORRAYION.

" Enclosurse 14




EAST HENSHAW
POTENTIAL UNITIZATION PARAMETERS

‘ ) CUMULATIVE
NO. PRODUCTIVE DEVELOPED PRODUCTIVE DEVELOPED PRODUCTION
OPERATOR WELLS ACRES ACRES ACRE-FEET  ACRE-FEET TO 1-1-75
Stierwalt, Hal M.
Federal . 8 542,17 360 2,552.7 . 2,275.8 117,918
Stierwalt; Hal M. A
State '"BCY : -3 203.5 153 1,209.4 1,000.4 104,838
Stierwalt, Hal M.
State "BN" -1 56.0 40 333.7 312.6 - 30,588
“Pidewater 1 lo.o ~ho 202.4 202.4 21,730
Clromar 13 Bh2.2 593 4,298.2  3,791.2 275,074

‘fRecent Production
1973 Production: U,469
1974 Production: 6,411

11,080

‘Average dally production from Sec. 1: 3-5 bbls. oil/day '
‘Average daily production from Sec. 2: 22-25 bbls. oil/day

‘Producing from Sec. 2: Tract 10-4 & 10-0

‘Producing from Sec. 1: Tract 11-1, 12-2, 19-3

ENCLOSURE 15




L 4

OPERATOR

‘Stierwalt, Hal M.

Tederal

Stierwalt, Hal M.
State "BC"

Stierwalt, Hal M.
State "BN"

Tidewater

EAST HENSHAW

POTENTIAL UNITIZATION PARAMETERS

, CUMULATIVE

NO. PRODUCTIVE DEVELOPED PRODUCTIVE DEVELOPED PRODUCTION
WELLS ACRES ACRES ACRE-FEET ACRE-FEET TO 1-1-75

61.53846 64.43837  60.70826 59.38998 60.02849  42.86774 .
 23.07692 24.16291 - 25.80101. 28.13736  26.38742  38.11265
7.69231 6.64925 6.74536 7.76371 8.245451  11.11992
7.69231 h.74947 6.74537 . 70895 5.33868 7.89969
100.00000 100.00000  100.00000 100.00000  100.00000 100.00000

ENCLOSURE 16
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TECHNICAL COM{ITTEES TRACT
— DEPERMINATION OF DEVELOPED ACRE FEET
. o ' o Dev.
Tract . - Prod. Unit Prod. . Dev. Acre Acrs
No. Wells o VWells Acres Acres - Acres . Feet Feet
9 °  Stats "BC" £7 10.00  17.00 19.h o
. 10 State "BC" #l ' 1 40.00 33,00 ..33.00 163.6  163.6
.15 ~ State "BG" #6 1 L40.00  L4O.00  L40.00  297.2  197.2
- 26 State."BC" #9 1 Lko.00 40,00  40.00  L482.L,  L82.4
f 22 Nons 40.00  %0.00 ~¢ L0.CO* " 157.2  157.2%
S o2k State "Bu" #1 ' i ko.00  40.00 - h0.00  312.6  312.6
B 30 State "BCM #3 40.00 ~ 33.50 89.6 g
£ « 31 None : 40.00 - 3.50 , _ 1.6
§ 32 fons . - 40.00 12,50 19.5
I Stierwalt Total - L 360.00 '259.50 '193.00 1543.1 1313.0
5 | 23 State "AOM #1 1 K0.00 . 40.00 10,00 202y 202
‘ 3 Tidewater Total . 1 40.00  hO.00  K0.00 224 202
11 S. U. Fed #1 | 1 10.00 40.00 10,00  324.2  32).2
12 S. U. Fed #2 1 40.00  140.00  }0.00  269.8  269.8
19 S. U. Fed #3 -1 140,00 140.00  L0.00  194.0  19h.0
e~ 20 None _ ' 40,00 32.00 L9.0
. 25 None 40.00  10.00  LO.00% 253.)  253.h%
25 S. U. Fed £k 1 Lko,00 40,00 }0.CO0  169.0  169.0

Hal Stierwaldy Total L _ 240.00 232.00 200.C0 1259.h = 1210.}

1 None ’ ’ ’ L,0.66 0.20 0.1

2 " MNone " h0.7h 11.00 11.1

3 Yonsz L L0.82 1.00 ‘ RO

L None Lo.90 . :
5 Taylor Fed # 40.00 18.00 39.7 -

) “Taylor Fed #1 ° : 1 10.00 10.00 10,00 206.0 206.0

7 Taylor Fed #3 : ~ L0.co 17.50 24.0

8 done’ ) - L0.00 1.50 .2
13 Taylor Fed #2 - X 1 ,0.00 10.00 10.CO 161.6 161.6
1, Hone _ 10.00 30.00 50.3
17 Taylor Fed #6 ¢ 1 1:0.00 40.00  h0o,00.- 397.4 397.
18 Taylor Fed # . o3 %0.09 1:0.00 50.C0 300.4 300.4
27 ilone ’ 1:0.00 37.50 78.6
23 lions . 10.00 8.00 .3
33 Fed #1-1 . 10.60 13.00 C 9.1
3L None ’ L0.00° 10,00 8.8
35 Yona 10,00 3.C0 1.0
36 lions 50.00

Hal Stiaxwalt et al
Tobal I 723,12 310.70 140.CO0  1293.7 10685.L-

¢ Undayolopad but could ba davalopad fep ths Llosd
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BEFORE THE
NEW MEXICO OIL CONSERVAT ION COMMISSION
santa Fe, New Mexico :

EXAMINER HEARING

IN THE MATTER OF:

case 5459 ppplication of
McClellan Ccil Gorporation for
a unit agreement, Eddy GountY,

)
)
)
)
; CASE 5459
New Mexicoy %
)
)
)
)
)
)
)

aad
case 5L60. Application of

McClellan 0il Corperation for

a waterflood project, Eddy
County, New Mexico.

CASE 5460

———————--—-———-.—-—.-.—-—.—

BEFORES Richard L. Stamet s, Examiner

TRANSCRIPT OF HEARING

—,—-———_—-—-———

william F. Carr, Esq.
Legal Counsel for the
Commission

gtate Land
ganta Fe, New Mexico

For the New Mexico 0il
Conservation Commission:

sim B. Christy, Es

600 Hinkle puflding
Roswell, New Mexico

]

\ THE NYE REPORTING SERVICE

STATE-NIDE DEPOSITION NOTARIES
225 JOHNSON STREET
SANTA FE, NEW MEXICO 87501
\ TEL. {508) 982 -03856

office Building

For the Applicanbs q.
JENNINGS, CHRISTY & COPPLE

l




JACK L, McCLELLAN

Direct Examination by Mr. Christy

JOE L. JOHNSON, JR.

- Direct Examination by Mr. Christy

Cross Examination by Mr. Stamets

EXHIBITS

Applicant's Exhibits Nos. 1 through 6

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
225 JOHNSON STREET
SANTA FE, NEW MEXICO 87501
TEL. (505) 982- 0386

CASES 5459, 5,60
Page........ ... R
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CASES 5h59,5h60

McCLELLAN—DIRECT Page... 2. )
MR . STAMETS: (ase 51,59
MR . CARR3 case 5459: Application of McClellan

0il corporation for a unit agreement, Eddy CountY, New

Mexico.
ennings, Christy

Sim Christy, d
for the ppplicante
jt might be

MR. CHRISTY:

and Copples Roswell, New Mexico,

\ May I suggé
tious 1f we comb
one on the docket.

e will call Case 5

est to the Examiner that

more expedi

which is the next:
1,60, and vhey

MR . STAMETS: W
3 for purposes of testimony and it 1o0ks

will be combine
g would be jesusde.

1ike two separat € Qrder
MR. CHRISTY? Yes, Sir.

Case 5L6O. application of McClellan

MR. CARR:
Eddy Countys

oil corporation for a waterflood projects

New Mexico.
1esSes,

ave bLWO wit

MR CHRISTY: vie h
(witnesses sworn.)
MR, CHRISTY: T will call Mr. McClellan, please.
JACK Lo MCCLELLAN
was

called as 38 witness, naving obeen first duly sworn,

as follows:

DIRECT EXAMINATION

THE NYE R‘.’.PORTING SERVICE
STATE-WID oT ARES

' 225 JOHNSON S
NEW MEXICO 87501

SANTA FE,
505) 982-0386

\ TEL. {

examined and testified

—

p—

|
.\,
|

Mre. Examinel.

L-:;_____ o




. CASES 5459, 5460
McCLELLAN-D IRECT , Page......... L. .. e

BY MR. CHRISTY:

Q Would you please state your name, address and

| your occupation?

A Jack L. McClellan, 612 North Kansas, Roswell,
New Mexico, geologist aad 0il producer.

Q Have you previously testified before this regula-
tory body and had your qualifications as a petroleum
geologist accepted?

A Yes. |

Q Your Company, McClellan Oil Corporation,is the

nroposed operator of the unit we are speaking of, is that

correct?
A Yes.
Q Do I understand that this is a secondary recovery

type of unit to recover hydrocarbons from the Grayourg
formation?

A True.

Q Let me hand you Exhibit 1 and ask you if that is
a copy of the unit agreement itsclf, the proposed unit
agreement?

A Yes, sir.

G I note that the proposal is, by definition, the

unitized formation in that that is correlated to 2906 to

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
225 JOHNSON STREET
SANTA FE, NEW MEXICO 87501
TEL. (505) 982- 0386




CASES 5459, 5460

McCLELLAN~DIRECT 5
Page....... ...l ... .

3025 feet in the Lane Wells focused log and Humble 0il and
Refininngtate*BC No. 5 Well, is that correct?

A Yes.

Q Let me hand you Exhibit 2 and ask you if this is
a true copy of that log in the Humble well, the one you
referred to in the unit?

A Yes, sir. I prepared that.

Q I believe that the area involved is some 1282,22
acres in Townshi; 16 South, Range 30 East, Eddy County,
New Mexico, is that correct?

A Yes.

MR. CHRISTY: Mr. Examiner, I mentioned to you
that the Application contains a typographical error in that
it refers to Chaves County, whereas the publication is
correct, it is Eddy County, and T would like to amend the
Application to show Eddy County.

BY MR, CHRISTY:

Q I believe, further, that there is one Federal
tract composed of 882.22 acres or about 68.8‘percent of
the unit and three State tracts of 400 acres, comprising
about 31l.2-percent of the unit area, is that correct?

A Yes, sir.

Q Have you obtained preliminary approval from U.S.G.

THE NYE REPORTING SERVICE
STATE-WIDE OEPOSITION NOTARIES
225 JOHNSON STREET
SANTA FE, NEW MEXICO 87501
TEL. (505) 982-0386
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CASES 5459, 5469

McCLELLAN-DIRECT Page. s ol
BY MR, CHRISTY:

Q Now, I believe allocation is on a formula basis,
is it not, Mr. McClellan?

A Yes.

Q  Would you refer me td the article and the page
number where that formula is set forth in the unit agreement

A This is in the Unit Agreement at‘Page 12.

Q The article number?

A Article No. 13.

Q  Summarize for us, please, the participation
factors? A

A Well, it is 60 times the tract productive acre-
feet divided by the unit area productive acre-~feet plus
LO times the total, or rather the tract cumulative oil
recovery divided by the unit area cumulacive oil recovery.
This is referred to in Exhibit C, I believe, in the unit
agreement .

Q In other words, Exhibit C gives us the final
percentages baséd upon the formula in Article 137

A Yes.

Q Do you have a plat of the general area? Let me
refer you to Exhibit 3. Is that a plat of the general

area showing the leases and wells surrounding?

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
225 JOHNSON STREET
SANTA FE, NEW MEXICO 87501
TEL. (505) 982-0386
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McCLELLAN-DIRECT - page 8

A Yes.

Q What proposed work do you plan to do on the wells
themselves, and let me refer you to Exhibit W%

A Well} it is a customary-type waterflood. The
wells, of course, would have to be worke& over first and
then these indicate where the perforatibhszéfe and where
the packers will be set, size of casing and tubing. These
are, I think, self-explanatory in the balance éf the wells.
-r; e There are some -=- well, of course, the packer depths are
different due to the different places of perforations.
As I understand these, these are the injection wells,

Q Tﬁere are eight of them?
r R A Yes.
’ Q So, Exhibit 4 is your proposed method of water
ihjecﬁioh, as to now you 2ra going to handle the water
injection wells? |

A Yes, based on a five-spot pattern.

Q This is pretty much standard in the area?

A Yes.

Q Now, you previously furnished the Commission

the logs on those wells to the extent available, have you

not?

|

A A Correct.

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
22% JOHNSON STREET
SANTA FE, NEW MEXICO 87501
TEL. (505) 982-0386
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CASES 5459, 5460
McCLELLAN-DIRECT Page 9

MR. CHRISTY: We only have one copy, Mr. Examiner,
and we would like to have that marked as Exhibit 55
. ' BY MR. CHRISTY:

Q Would you,briefly,relate to the Examiner the cost
factor and récovery factors that you anticipate in this
waterflood exploration, how much it is going to cost to &o
| it and what you expect to recover?

S "~ A The figures ‘that we had at the offset of this
| were roughly $100,000 investment for additional equipment
and services. We expect to net about -- recover roughly

92,000 barrels of secondary oil. Of course, these figures,

- you know, cﬁange from time to time due to fluctuati;g
*" o market price of equipment.

Q That would be 92,000 barrels that would not
otherwise be recovered?

A This is true, I am sorry. It is‘l92;000;

Q Generally, what is the geology in this area in
the Grayburg?

A This zone is roughly -- runs east and west.

It is a premier zone of the San Andres. It is a very

basal zone. I mean, of the Grayburg. It lies immediately
i on top of the San Andres dolomite. It covers & great deal

— Il of area in Eddy County. That's primarily it. It is

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
225 JOHNSON STREET
SANTA FE, REW MEXICO 87501
TEL. (S0S) 982-0386




MoCLELLAN-DIRECT

CASES 54,59, 5460

permean Age, of course, and it is being flooded in the area
at the present time.

Q Do you think, geologically speaking, that this
js an area that is susceptible to waterflood recovery?

A Very definitely.

Q Are there any other waterflood units in the area
in the Grayoburg?

A Yes, there is one adjoining it to the east.

Q Refer to Exhibit 3 on that .

A All right. To the east, it is Opergted by Mobil,
and there is & flood-ogerated to the wesb by, I believe,
Texaco -- Shell. A

MR. CHRISTY: That's all.
MR. STAMETS: Are there any questions of the
witness? He mady be excused.
(Witness dismiSsed.)
MR. CHRISTY: I call Mr. Johnson, please.

JOE L. JOHNSOS, JR.

called as & witnessy naving been first duly sworn, wWas

DR%TEMWETK&

BY MR. CHRISTY:

Q Would you please state your name, your address

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
225 JOWNSON STREET
SANTA FE. NEW MEXICO 87501
TEL. (505} 982-0386




CASES 5459, 5460

Page......... ll

JOHNSON-DIRECT

and occupation?
A Joe L., Johnson, Jr., 2&09»Brenpwood, Wichita Falls,
Texas, and I am a consultant petroléum engineer with Stevens
Engineering, Wichita Falls.
Q How long have you been a petroleum engineer,
Mr. Johnson.
A 2l years.
Where did you attend college?
Texas A and M.

Did you vreceive a degree in petroleum engineering?

> 0D o O

A degree in petroleum engineering and 2 degree
in chemical engineering.

Q What year was that?

A I graduated in 1952.

Q Since then have you been actively engaged as
a petroleum engineer? | -

A Yes.

Q Have you previously testified before other
regulatory bodies and had your qualifications accepted asa
petroleum engineer?

A I have testified in New Mexico, Oklahoma and

Texas.

Q You have testified in New Mexico?

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES

225 JOHMNSON STREET
SANTA FE, NEW MEXICO 87501
TEL. (505) 982-0386




CASES 5459, 5460

JOHNSON-DIRECT » Page 1z
A Yes.
Q Now, let me refer you to what haé beea marked as

Applicant's Exhibit 6 which purports to be a géological
report. Would you please briefly summarize that report in
connection with this Application?

A The first exhibit indicates the unit area and
the wells contained therein. The remaining*portion follow=-
ing the first map indicates the discussion of the waterflood
survey, prepared by Mr. Stillwell. Tt also indicates the
proposed structure map. It indicates an area of the pro-
posed unit outline and the past performance history,
indicated in a graphical manner. It also indicates the
porosity and permeability of wvarious cofes taken in the zZone|
It indicates a net-pay isopach map and proposed ;njection
map, or injection-pian msp which would identify the pro-
posed injection wells and the line layout and the produciiig
wells. There is Enclosure 9 which indicates the permeability
range of the cores previously mentioned and other basic
calculations concerning the waterflood area itself.

Q | Does it give the cumulative production to date?

A Yes. As of 1/1/75, it gives the cumulative
production and that cumulative production is 286, 564,

shown on Enclosure 15.

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
225 JOMNSON STREET
SANTA FE, NEW MEXICO 87501
TEL. [505) 992-0386




CASES 5459, 5460

JOHNSON-DIRECT { Page.......33..
Q Is the primary production substantially exhausted?
A Yes.

MR, CHRISTY: I advise the Examiner that is the

reason we do npt‘have a Phase 1 and Phase 2, there is no
Phase 1 left, so the unit is just going to be strictly a
Phase 2 unit.

BY MR. CHRISTY:

Q What quantities of water do you propose to

I NI

inject in these wells?

A We anticipate a total or-maximum injection rate
of 1920 barrels and a maximum dailyrate per injection

well of 240 barrels per well per day in the eight wells

proposed for injection purnoses.
Q Have you located a source of supply ol this water?
Yes.

Is it fresh water or salt water?

It would be coming from Double Eagle.

A

Q

A

Q Is is fresh water?
A It would be basically fresh.

Q Basically fresh water. Do you have an opinion

as to whether or not those proposed injection rates will

be sufficient to conduct an economical and sound engineering

—1 flood?

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
225 1OMMEON STREE
SANTA FE, NEW MEX{CO 87501
TEL. (505) 982-0386




|  GASES 5459,5460
- JOKNSON<-DIRECT . Page....cc —oon. h .

A Yes, they definitecly will. We have the hishory
of“the two offset-projects nreviously discussed by
Mp. McClellan and these fall right in line with the other
two projects.

Q this type of waterflood that you are proposing
here, will the pilot be the full flood? Iﬁhother words,
will you start oub with a full flood, or will you start
out with one or two wellsrand work up?

A we will start out, probably, with a majority of
rhe wells. These wells will have 0 be cleaned and vork
done., It may be that there would be a slight period in
which there would not be full injection; however, the final-
it is really mandatory that we go to the eight-well
ijnjection plan as soon as possible due to the fact that it
is going to take so long to get the water into ground vith
this type of system.

] Do ycu have a well record on the wells within

the unit, and let me refer you to Exhibit 6-B, there

being no 6-A?

A Yes.

G Is that the well record on Exhibit 5-B?

A Tes, it is. T prepared this.

2 ilo you h&ve an opinion as to whether or not the

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
225 SJOHNSCN STREET
SANTA FE, NEW MEXICO 87501
TEL . (SO5) 982- 0386
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" JOHNSON-DIRECT

A Yes.

A No.

‘MR. CHRISTY:

8Y MR. STAMETS:

—1 of these injection wells and guage it ab the surface or

granting of this application and the institution of the
waterflood project in conformity with the application
would result in the‘prevention of waste?
A Yes, it would result in the prevention of waste.
Q Will it permit the maximum recovery of hydro-

carbons within the economic limits at this time?

Q Do you see where it will violate the correlative

rights of any interested party?

CROSS EXAMINAT TON

7 — oy s BBV AN
ASES 5459, oalU

)

i Page....... oo 15

That's all.

Q My. Jol..son, I was looking through Exhibit No. &
and it would = pear that at least some of these wells are
slim-hole completioﬁs, is that correct?

A Yes, sir, they are.

Q Do you anticipate this type of completion would

cause any problems with migration of water up behind the

tubing?
Q would it bc proposed to 1oad the annulus in each

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
225 JOHNSON STREET
SANTA FE, NEW MEXICO 87501

TEL. (505} 982-0386




CASES 5459, 5460
Page...o - I

JOHNSON-CROSS

jeave it open SO that leaks could be detected?
A Yes. It will have

e operator pe willing ¢

a measuring device there.

o instruct his

Q Would th
y leaks from any producing wells

ple to report an
ned wells in the

field peo
or plugged and abando

or injection wells

area i{mmediately to the Commission?

A Yes, sir.
ed and abandoned wells in

Q How about the plugg
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what actually occurreé is,this is the‘auticipated perfcrmancq
that the committee that worked this report up had anticipated
putting the flood in prior to 1967 and were unable to do so,
and what you are seeing there is a peak of what they
anticipated the performance of the flood to do.

Q S50 that didn't happen?

A No, sir.

'Q 4I believe jou said that the Enclosure 15 repre-
sented what has actually happened out there?

A Yes, =ir, that is the cumulative production. It

indicates the cumulative production among other factors,

O

]
n
3
0

vvvvv Ts thera any importance to the fact that
this was not instituted back in 19672

A The price of o0il, basically, was the reason for it.
With the price of oil today, it becomes feasible to install
the project,‘whereas before it was a very close economic
situation.

Q Will the tubing in the injection wells be cement-
lined or plastic coated?

A We do not anticipate doing this initially. The
!performance of the Sulimar-Queen Unit located immediately
north, and also operated by McClellan Cil Corporation, has

indicated satisfactory performance with very little corrosive

THE NYE REPORTING SERVICE
STATE-NIDE OEPOSITION NOTARIES
225 JOKNSON STREET
SANTA FE, NEW MEXICO 87501
TEL. (505} 982-0386




JOHNSCH~CROSS S Page...... 18

nature, utilizing the same type of water. We maintain a
High-water quality and’a continual corrosion control;
therefore, we do not angicipate utilizing a coated system
in the injection wells to start with. The system will be
coated‘onAall surface lines.

Q What type of corrosion-monitoring equipment are

you using?

A We are using corrosion coupons.,

Q Vould you use corrosion couponsvin ;his project
as well?

A Yes.

Q Would the test be forwarded to the Commission?

A Yes. The water quality control here is even
more critical than it is in the Sulimar because of

the tight nature of the formation.

]

- - P .~

MR. STAMETS: Are inere any other questions of
the witness? He may be excused.
(Witness dismissed.)

MR, CHRISTY: I advise the Examiner that Article

23-A of the unit agreement requires 95-percent working
interest joinder. When we drew the unit agreement, we
thought that the Getty tract was going to come out about

L-percent, but it really came out about 6 percent. Due
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to the time limit I will mention in a minute, we may reduce
that 95 to 93-percent, and Getty, of course will join,_or
the farm-out will join subsequently. The reason for it
is, there is a time limitation under a contract that the
flood must be in operation by June 1. We, therefore, would
appreciate the Commission's earliest consideration to the
Application. |

We offer in evidence Applicant's Exhibits Nos. 1
through 6 ianclusive, including Exhibit B, and that is all |
we have for the Applicant.

MR. STAMETS: The exhibits will be admitted into
evidence.

(¥hereupon, Applicant's Exhibits Nos. 1 through

6 were marked for ideantification, and were

sréd and admitted into evidence.)

Q
iy
hey

MR. CARR: Mr. Examiner, we have received a letter
from Hal M. Stierwalt, opposing the waterflood project,
and the letter should be made part of the record.

MR. STAMETS: The letter will become part of the

record in this case,

Is there anything further in this case? VWe will

take the case under advisement.
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STATE OF NEW MEXICO )
| ) 8S.
COUNTY OF SANTA FE )

I, RICHARD L. NYE, Court Reporter, do hereby certify
that the foregoing and attached Transcript of Hearing
before the New Mexico 0il Conservation Commission was
reported by me, and the same is a true and correct record
of the said proceedings, to the best ’of my- knowledge, skill

and ability.

COURT REPORTER

[ do hereby certify that the roresoingn}e
4 complete reccrd of the proceeii’gg?gé $

hearing of Case No..2. £ .@ . .
the Examiner _ | e

..... . Exanlnge
Connisalap
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| o -~ LR TRUJLLO

O1L CONSERVATI ON COMMISSION CHAIRMAN
- LAND (‘O.\l.\llSSlO.\'ER
STATE OF NEW MEXICO , AR, LUCERO
P.0.BOX 2088 - SANTA FE MEMBER
87501
STATE GEOLOGIST

A. L. PORTER, JR.
SECRETARY — DIRECTOR

May 6, 1975
N Re: CASE NO. 5459 & 5460

Jennings, Christy & Copple

Attorneys at Law
post Office Box 1180 Applicant:

Roswell, New Mexico 88201 _
R McClellan Oil Coxporation

Dear Sir:

Enclosed herewith are two copies of the above-referenced
commission order recently entered in the subject case.

;sgy truly yours,

U JF. T~ s o~
A. L. PORTER, Jr.
Secretary-Director

ALP/ir

copy of order alsc sent to:

Hobbs OCC g

Artesia OCC
Aztec OCC

R-5009 to Unit pivision - Land Office

Other




BEFORE THE OIL CONSERVATION COMMISSION
OF THE STATE OF NEW MEXICO

; IN THE MATTER OF TLE HEARING

| CALLED BY THE OIL CONSERVATION

COMMISSION OF NEW MEXICO FOR

' THE PURPOSE OF CONSIDERING:

CASE NO. 5460
Order No. R-5010

APPLICATION OF McCLELLAN OIL

CORPORATION FOR A WATERFLOOD
PROJECT, EDDY COUNTY, NEW MEXICO.

ORDER OF THE COMMISSION

BY THE COMMISSION:

This cause came on for hearing at 9 a.m. on April 30, 1975,
at Santa Fe, New Mexico, before Examiner Richard L. Stamets.

NOW, on this 6th day of May, 1975, the Commission, a

} quorum being present, having con51dered the testimony, the

J.x-.-\.\u.u, and the recommendations of the ::.xam:.ner, and oel.ng

fully advised in the premises,
FINDS:

(1) That due public notice having been given as required

by law, the Commission has jurisdiction of this cause and the

subject matter thereof.

{(2) That the applicant, McClellan 0il Corporation, seeks
authority to institute a waterflood project in the East Henshaw

. Unit Area, West Henshaw-Grayburg Pool, by the injection of water

. iuis Lo Twayhere formation through eight injection wells in
| Sections 1 and 2, Township 16 South, Range 30 kast, nmrn, mGay
! County, New Mexico.

(3) That the wells in the project area are in an advanced

:éstate of depletion and should properly be classified as

"stripper"” wells.

(4) That the proposed waterflood project should result in

- the recovery of otherwise unrecoverable ©0il, thereby preventing

" waste.

(5) That the operator should take all steps necessary to

ensure that the injected water enters only the proposed injec-

tion interval and is not permitted to escape to other formations
or onto the surface from injection, production, or plugged and
abandoned wells.

{6) That the subject application should be approved and
the project should be governed by the provisions of Rules 701,
702, and 703 of the Commigsion Rules and Regulations.
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f hereby authorized to institute a waterflood project in the East
. Henshaw Unit Area, West Henshaw-Grayburg Pool, by the injection

; tubing set in a packer set within 100 feat of the uppermost o
. perforation in the well or, in the case of open hole completions,
. within 100 feet of the casing shoe. .

IT IS THEREFORE ORDERED:

(1) That the applicanf, McClellan 0il Corporation, is

of water into the Grayburg formation through the following-
described wells in Township 16 South, Range 30 East, NMPM, Eddy |
County, New Mexico: o

UNIT TRACT AND WELL NO. UNIT LETTER SECTION !

Tract 6 Well No. 1
Tract 10 Well No.
Tract 11 Well No.
Tract 13 Well No.
Tract 15 Well No.
Tract 19 Well No.
Tract 24 Well No.
Tract 26 Well No.

o O N =
NnooOoOUHm™
Pt DD P BN b b N

(2) That injection into each of said wells shall be through!

(3) That the casing tubing annulus on each of said injec-

i an acceptable leak detection device to determine leakage of the

' tion wells shall be loaded with an inert fluid and equipped with |

f tubing, casing, oxr packer.

(4) That the operator shall immediately notify the Super-

] vigor of the Commission's Artesia district office of the failure

' to control corrosion, shall install corrosion coupon monitoring

+ within the project area and shall take such timely steps as may
. be necessary or required to correct such failure or leakage.

leakage of water or oil from around any producina well. or the
leakage of water or oil from any plugged and abandoned well

{
%
" of the tubing or packer in any of said injection wells, the . §

(5) That the operator shall treat the water to be injected

! equipment on the injection system; and shall file the results i

. of the periodic examination of the coupons with the Santa Fe

Office of the Commission.

(6) That the subject waterflood project is hereby designated

j the McClellan East Henshaw Unit Waterflood Project and shall be
- governed by the provisions of Rules 701, 702, and 703 of the

Commission Rules and Regulations.

(7) That monthly progress reports of the waterflood project
herein authorized shall be submitted to the Commission in
accordance with Rules 704 and 1120 of the Commission Rules and
Regulations.
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(8) That jurisdiction of this cause is retained for the

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

t DONE at Santa Fe, New Mexico, on the day and year herein-
1 above designated.

STATE OF NEW MEXICO
OIL CONSERVATION COMMISSION

o._.o..x_,/.&.o_..”
I, R, RUJILLO, Chairman

P L R. LUCERO, Member

] [y
“L J ORTER, Jz., Nemb & Secretary

SEAL

ix/

I
!
¢




Hal M. Stierwalt

C/O Ramada Imn

5645 East Belknap

Haltom City, Texas 76117

Jennings, Christy, & Copple
P.0. Box 1180 '
Roswell, New Mexico 88201

Re: Proposed East Henshaw Unit

Gentlemen;

The application to the New mexico Oil Conservation
commission, for the Unit and the Pilot water flood, have
just come into my hands. I do not understand the pilot
waterflood as stated in both'the applications to the OCC
and the Commissioner of Public Lands. In the application
for secondary recovery operations, Section #3, you refer
to eight injection wells, this is not a pilot flood. This is
a complete waterflood. 1If the eight injection wells are
the same, as the ones indicated by the equipment list, of
over a year ago, I still feel the flood will fail.

If useing the term pilot permits the Commissions to
grant approvals, without the proper engineering studies
being made, I must protest. If the flood is being plan-
ned based on the old engiveering report of 1967, a new
complete study is nessary, as the conditions in the reser-
voir have changed considerable, since that study was made.
Therefore a flood plan based on the old study would cause
waste and subsequent losses to the royalty owners and the
investors.

Note that copies of this letter are being sent to all

concerned parties.
Yzzrs very téuly,

. !//’,..-
cc; Commissioner Of Public Lands / Yo ,4[ /; Ve
USGS [oorf T s
& AnA”
NMOCC e g Vs /‘ ‘

Betty Stierwalt /
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LAW OFFICES OF

JENNINGS, CHRISTY & COPPLE

JAMES T. JENNINGS - e ,_‘,3‘_2 SECURITY NATIONAL BANK BUILDING - TELEPHONE 622-8432
SIM B.CHRISTY I¥ P.O.BOX 1180 AREA CODE 505

BRIAN W. COPPLE ROSWELL, NEW MEXICO 88201

POBERT G. ARMSTRONG March 25, 1976

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

Re: East Henshaw Unit
Eddy County, New Mexico
case 5459 & 5460
order R-5009 & R-5010

Gentlemen:

In supplement of ‘the captioned and for your file we enclose
herewith copy of Unit and Unit Operating Agreement, Ratification
by Exxon and Southern Union Production Company, Ratification in
behalf of Hal M. Stierwalt, et ux, and copy of Summary Judgment,
Oorder in Supplement of Summary Judgment and Clerk's cCertificate
in Cause No. 30570 in the District Court of Eddy County.

Per carbon copy attached we have requested final approval
from the Commissioner and U.S.G.S. and when obtained it will be
promptly furnished to you.

Meanwhile, if anything further is required, kindly advise and
compliance will be promptly met.

Respectfully,

P

JENNINGS’ éHRISTY & COPPLE

,,»«7 :’-_32,/){,
By, /// / J

SBC:pv S. B. Chrlsty I%f ~

Encls, \

cc: U. S. Geological Survey

cc: Commissioner of Public Lands

cc: Security National Bank of Roswell

‘c: Mr. Jack L. McClellan




LAW OFFICES OF

JENNINGS, CHRISTY & COPPLE

JAMES Y.JENNINGS (012 SECURITY NATIONAL BANK BUILDING TELEPHONE 622-8432

M _B.CHRISTY 1¥ P.O.BOX 1180 AnEa CopE 505
%stawmm ROSWELL, NEW MEXICO 88201
BRIAN W.COPPLE ’
ROBERT G. ARMSTRONG March 25, 1976

Getty 0il Company
P, O. Box 1231
Midland, Texas 79701

Re: East Henshaw Unit _
Eddy County, New Mexico

Gentlemen:

You will remember that heretofore in behalf of the Unit Operator
we requested your joinder to the Unit Agreement and Unit Operating
Agreement., At that time you advised that there was some oral or ‘ ]
tentative -farmout arrangement with Mr. Hal M. Stierwalt .which you were
considering and therefore you declined to join the Unit.

We do not know the status of your proposed farmout with Mr, Stier-
walt but you are advised that the Unit Agreement has now been submitted
to the Commissioner of Public Lands and the U,.S5.G.S. for final approval.
A copy of the Unit Agreement, Unit Operating Agreement, the Ratifications
thexreof by certain cwners and a proposed Ratification by Getty is enclosed
herewith.

If you would care to join the Unit, we would appreciate receiving
not less than eight signed copies of the Ratification, whereupon we
will process them with the Commissioner and U.S.G.S. and advise you
when approval has been obtained. Getty appears to own the working
interest in Tract 4 of the Unit.

Respectfully,

JENNINGS, CHRISTY & COPPLE

, :
’/'/‘/2 /’%.ﬂ/ i’ Ty
By (LA R P
SBC: pv 8., B.(christy(fv e
Encl,
cc: U. S. Geological Survey
cc: Commissioner of Public Lands
cc: New Mexico 0Oil Conservation Commission

cc: Mr. Jack L. McClellan
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LAW OFFICES OF
JENNINGS, CHRISTY & COPPLE

JAMES T.JENNINGS 1012 SECURITY NATIONAL BANK BUILDING TeLepHONE 622-8432
SIM B.CHRISTY I P.0.BOX 1180 AREA CObE 505
HOBRERIUSSNIY

ROSWELL, NEW MEXICO 88201

BRIAN W.COPPLE

ROBERT G. ARMSTRCNG March 25, 1976

United States Geologicaleurvey
P. 0. Drawer 1857 '
Roswell, New Mexico 88201

] Attention: Mr. James Gillham‘

Re: East Henshaw Unit
Eddy County, New Mexico

Gentlemen :

For consideration of final approval on the captioned we enclose
herewith:

1. Unit Agreement in quadruplicate.
2. Unit Operating Agreement in duplicate.

3. Ratification of Unit Agreement by Exxon Corporation in
quadruplicate.

4, Ratification of Unit Agreement by Southern Unicn- Pxoduction
Company in quadruplicate.

5. Ratification of
P o

T I P TP, -
MJ Stierwalt; ¢

Unit Agreement and Unit Operating Agreement
%, in guadruplicate. .

" .
vy A

=

6. Summary Judgment, in Cause No. 30570, District Court of Eddy
County, New Mexico, in guadruplicate.

7. Order in Supplement of Summary Judgment, in Cause No. 30570,
District Court of Eddy County, New Mexico, in duadruplicate.

8. cCertificate of the District Clerk of Eddy County in connection
with failure to post supersedeas bond in Cause No. 30570, in quadrupli-
cate,



JENNINGS, CHRISTY & COPPLE

United States Geological Survey Page 2 March 25, 1976

You will note that the Summary Judgment provides that a Designa-~
tion of Operator and a Conveyance of Operating Rights from Hal M.
Stiexrwalt, et ux, to Jack McClellan (together with a collateral Assign-
ment of Operating Rights already in escrow) are to be delivered to the
Security National Bank of Roswell, New Mexico, as escrow agent, pending
your approval of the enclosed Unit Agreement; a copy of the transmittal

"of this escrow to the Bank is enclosed for your information, together

with a xerox of the Designation of Operator and the Conveyance of
operating Rights. Promptly upon your approval of the Unit Agreement,

we will submit to you the Designation of Operator in triplicate and will

file with the New Mexico Land Office of the Bureau of Land Management
the Conveyance of Operating Rights with appropria te Request for Approval
and filing fee.

Lastly, you will note that Mr. McClellan only has 30 days from
and after March 25, 1976, in which to obtain your approval, and that
of the Commissioner of Public Lands of the State of New Mexico, to the
Unit Agreement; therefcore, your earliest consideration to the enclosures
would be appreciated, and if anything further is required we would
appreciate your immediate advice due to the time limitation. A copy
of our Request for Approval to the Commissioner of Public Lands of the
State of New Mexico is enclosed herewith along with a copy of our trans-
mittal to the New Mexico 0il Conservation Commission of certain of the
above documents.

Respectfully,

JENNINGS, CHRIS TY & COPPLE

,,7 7

AT
By [ AL AT //Q

SBC:pv : -s. B. Christy av

Encls. '

cc: Security National Bank of Roswell

cc: Mr. Jack L. McClellan

cc: Commissioner of Public Lands

cc: New Mexico Oil Conservation Commission




LAW OFFICES OF
JENNINGS, CHRISTY & COPPLE

JAMES T. JENNINGS (012 SECURITY NATIONAL BANK BUILDING TELCPHONE 622-8432
SIM B.CHRISTY 1¥ P.O.BOX IIBO AREA CopE 505

BRIAN W. COPPLE ROSWELL,NEW MFXICO 88201

ROBERY G. ARIMSTRONG N March 25’ 1976

Security National Bank of Roswell
P. O. Box 1858
Roswell, New Mexico 88201

Attention: cCharles A, Joplin, President

Re: McClellan v. Stierwalt
D.C. 30570 - Eddy

Gentlemen :

Your files will reflect that you are currently holding, as
escrow agent, a certain Collateral Assignment of Operating Rights
and the principal sum of $50,000.00, in connection with the captioned.

For your further information we enclose herewith copy of Summary
Judgment and copy of Order in Supplement of Summary Judgment, both
rendered in the captioned cause. Pursuant to the Order in Supplement
of Summary Judgment, and in behalf ofthe Clerk of the District Court

aa., 22T LAY

of Eddy County, we enclose herewith:
1. Designation of QOperator, in quadruplicate,
2, Conveyance of Operating Rights, in quintuplet.

Please refer to Paragraphs 6, 7 and 8 of the Summary Judgment which
sets forth your further instructions in connection with this escrow.
Appropriate request has been made for the governmental final approval
and when obtained a copy will be furnished to you in order that you
may complete your escrow.

Respectfully,

e
JENNINGS, CHRISTY & COPPLE

/

5BC:pv - &, B. Christy 1V 7
Encl. v

cc: Clerk of District Court of Eddy County

cc: U, S. Geological Survey

cc: Commissioner of Public Lands

.. — . .
ce:  Mr., Jack L. McClellan
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UNIT Z’\GREI:‘.MENT,
EQB_fl‘IrIE DEVELOPIA!ENT AND OPERATION or THE
’ EAST HENSHAW UNIT
EDDY COUNTY, NEW MEXICO
"miﬁfngCREEMENT;Wcntered,into as of the lst day of '
1975, by and between the parties subscribindg, ratifying oOr consenting
hereto, ahd herein referred to as “parties hereto".
WITNESSETH:

WHEREAS, The parties hereto are the owners of Working., Royalty.
or other Oil and Gas tnterests in the Unit Area suﬁject +o this Agree~
ment; and

. WHEREAS, The Mineral Leasing Act of February 25, 1920: (41 Stat.

437, as amended 30 U.s.C. gections 181 et sed.) authorizes Federal
lessees and their’representatives to unite wiﬁh each other, Or jointly
6r separately with others in collectively adopting and operating a unit
plan of development O operation of any oil oOX gas pool, figld, or like
area, Or any part thereof for the purpoese of wore properly conéérving
the natural resources thereof whenever determined and certified by the
Secretdry of the Interioxr to be necessaxry Or advisable in the public
interest; and .

"WHEREAS,; The Commissioner of Public Lands of the State of New Mexico
ie anthorized ky an act of éhe Legislature (sec. 3. Chap. g8, .Laws 1943
as amended by section 1 of Chap. 162; Laws'ot 1y51, Clap. 7, hrf: 11,
sec. 39, N.M.S. 1953 Ann.) to consent to OX approve this Agreement
on behélf of the State of New Mexico, insofar as it covers and includes
1ands and mineral interests of the State of New Mexico; and

WHEREAS , The Conmissioner of Public Lands of the State of New
Mexico is authorized by an Act of the Legislature (sec. 3. Chap. 88,
1aws of 1943, as amended by Sec. 1, Chap. 162, Laws of>1951, Cchap. 7,
art. 11, Sec. 41, W.M.S. 1953 Ann.) to amend with the approval of the
lessee, any oil and gas lease embracing State lands SO that the length

of the texrm of said lease may coincide with the term of such unitizéd

developnent and operation of State jands; and




WHEREAS, The 0i)l Conservation Commissi&n of the State of New Mexico
is authorized by lawf(Chap. 72, Laws of 1935, as amended by Chap. 193,
Laws of 1937, Chap. 166, Laws of 1941, and Chap. 168, Laws of 1949) to
approve this Agreement, and the conservation provisions hereof; and

WHERLAS, The parties hereto hold sufficient interests in the East
Henshaw Unit Area covering the land hereinafter described to givé
reasonably effective control of operations therein; and

WHEREAS, It is the purpose of the parties hereto to conéerve natural
resources, prevent waéte, and secure other benefits obtainable through

development and operation of the Area subject to this Agreement under

‘the terms, conditions and limitations herein set forth;

NOW THEREFORE, In consideration of the premises and the promises
herein contained, the parties hereto commit to this Agreement their
respective interests in the below-defined Unit Area, and agree severally
among themselves as follows: -

ARTICLE 1
ENABLING ACT AND REGULATIONS

The Mineral Leasing Act of February 25, 1220, as amended, supra,

and all valid pertinent regulations, including 0pefating and unit plan

regulations, heretofore issued thereunder or valid, pertinent, and

~reasonahle requlations hereaftér issued thereunder are accepted and made

a part of this Agreement as to Federal lands, provided sucﬁ‘reéﬁlations'
are not inconsistent with the terms of this Agreement; and as to State
of New Mexico and privately owned lands, the oil and gas operating regu-
lations in effect as of the effective date hereof governing driiling and
producing operations, not inconsistent with the terms hereof or the laws
of the State of New Mexico are hereby accepted and made a part of this
Agreement.

ARTICLE 2 .

DEFIMNITIONS

For the purpose of this Agreement, the following terms and expres-

sions as used herein shall mean:




2.1 Commissioner is defined as the Commissioner of Public Lands
of the State of New Mexico.

2.2 Commission is defined as the-0il Conservation Commission of
the State of New Mexico.

2.3 Director is defined as the Director of the United States
Geological Survey.

2.4 Secretary’ is deflned ‘as the Secretary of the Interior of
the United States of Ameirica.

2.5 Department is defined as the Department of the Interior of
the United States of America. .

2.6 supervisor is defined as the Oil and Gas Supervisor of the
United States Geological Survey, for the Area in which the Unit Area
is situated. ‘

2.7 Unit Area is defined as the land depicted on Exhibit "A" and
described by Tracts in Exbhibit "B" attached hereto, and said -land is
hereby designated and recognized as constituting-the Unit Area.

2.8 Unitized Formation is defined as that portion of the Grayburg
Formation commonly known as the Lower Grayburg formation including the
productlve section in the Premier Sandstone member. The base of the
Grayburg is also the base of the Premier Sand:-and the top of the San
Andres formation. This unitized interval is found between 2906 and 3025
feet on the Lane Wells Focused Log dated July 8, 1261, of the Humble 0il
and Refining Company New Mexico State "BC" No. 5 Well which is located
3300 feet from_the south line and 660 feet from the east line of Section
2, Township 16 South, Range 30 East, Eddy County, New Mexico. .

2.9 Unitized Substances is defined as all oil, gas, gaseous sub-
stances sulphur contained in gas, condensate, distillate and all asso-
ciated and constituent liquid or liguefiable hydrocarbons within and
produced from the Unitized Formation of the Unitized Land.

2.10 Working Interest is defined as an interest in Unitized Sub-
stances by virtue of a lease,. operatlnc agreement or otherwise, including .
a carried interest, whlch interesi io chnargcoaklce with ol otliigated o -
pay or bear, either in cash or out of production orxr otherwise, all or
a portion of the cost of drilling, developing, producing and operating
the Unitized Formation. Any interest in Unitized Substances which is a
Working Interest as of the date the owner thereof executes, ratifies or
consents to this agreement shall thereafter be treated as a Working

Interest for all purposes of this Agreement.

2.11 Royalty Interest is defined as a right to or interest in
any prortion of the Unitized Substances or proceeds thereof other than
a Working Interest and other than an Overriding Rovalty Interest.

2.12 Working Interest‘Owner is defined as a party hereto who owns
a Working Interest.

2.13 Royalty Owner is defined as a party hereto who owns a Royalty
Interest. :

2.14 Tract is defined as each parcel of land described as such
and given a Tract number in Exhibit "B".

2.15 Tract Participation is defined as the percentage of partici-
pation shown on Exhibit "C" for allocating Unitized Substances to a
Tract under this Agreement.




2.16 Unit Participation is defined as the sum of the percentages
obtained by multiplying the Working Interest of a Working Interest Owner
in each Tract having Tract Participation by the Tract Participation of
such Tract.

2.17 0il and Gas Rights is defined as the right to explore,
develop, and operate land within the Unit Area for the production of
Unitized Substances, or to share in the production so obtained or the
proceeds thereof.

2.18 Unit Ogeratér is ‘defined as the party designated by Working
Interest Owners under the Unit Operatlng Agreement to develop and operate
the Unitized Forwation.

2.19 Record Owner is defined as the holder of the record title
to a lease covering Federal lands according to the applicable records
of the Department of the Interior of the United States of America.

2,20 Tract Cumulative 0il Recovery is defined as the total number
of barrels of oil produced from the Unitized Formation under such Tract
prior to January 1, 1975, as officially reported to the Commission.

2.21 Unit Area Cumulative 0il Recovery is defined as the total
Tract Cumulative 0il Recovery of all Tracts within ‘the Unit Area that
are committed to this agreement in accordance with the provisions hereof.

2.22 Productive Acre-Feet is defined as the product of average
net feet of pay multiplied by productive acres laterally covered by
the area for which the net feet have been averaged as interpreted by
the Technical Committee of the Working Interest Owners.

: 2.23 Unlt Operatlng Agreement is deflned as any agreement or agree-
ments (whether one or more) entered into (separately or collectively)

by and between the Unit Operator and the Working Interest Ownexrs as pro-
-vided in Article 10, infra, and shall be sityled "Unit Operating Adgreenment,
East Henshaw Unit, Eddy County, New Mexico".

» hed L

. 2.24 Unic uyc;ue.-.uuo 15 Qellued as Ay UpELG LU CunduILia fokoha
suant to this Agreement and the Unit Operating Agreement.

2.25 Unit Eguipment is defined as all personal property, lease
and well equipment, plants, and other facilities and equipment taken
over or otherwise acquired for the joint account for use ian Unit
Operations.

2.26 Unit Expense is defined as all cost, expense, or indebtedness
incurred pursuant to this Agreement and the Unit Operating Agreement
for or on account of Unit Operations.

2.27 Overriding Royalty Interest is defined as an interest in or
right to receive a portion of the Unitized Substances or the proceeds
therefrom as an overriding royalty interest, o0il payment interest, net
profits contracts, or any other payment or burden, exclusive of a Royalty
Interest, which does not carry with it the right to search for or produce
Unitized Substances. X




2.28 Unit Manager is defined as any person or ¢orporation-appointed.

by Working Interest Owners to perform the duties of Unit Operator until
the selection and qualification of a successor Unit Operator as pro-
vided for in Section 8 herxeof.

2.29 Outside Substances is defined as any substance obtained from-
any source other than the Unitized Formation and 1n3ected into the
Unitized Formation.

ARTICLE 3
UNIT AREA
The following described land is hereby designated and recognized

as constituting the Unit Area:

Township 16 South, Range 30 East, New Mexico Principal Meridian

SECTION 1: ILots 2, 3, 4, 5, 6, 7, 8, 9, 10, 11, 12, 13, 14, 15 and 16,
SW/4, N/2 of SE/4, and SW/4 of SE/4.

SECTION 2: Lots 9, 10, 15, 16, SE/4 and E/2 of Sw/4.
Containing 1282.22 acres, more or less, in Edéy County, New Mexico.
| ARTICLE 4
EXHIBITS
4.1 Exhibits. Attached hereto are the following exhibits which
are incorporated herein by reference: |

-4.1.1 Exhibit "A", is a map showing, to the extent known

to the Unit Operator, the Unit Area and the boundaries and

identity of Tracts and leases in said Unit Area.

B o T O TNLIIRRRIE | X o9 T =

4.1,z Danibit , i 2 echednle showing, to the extent

known to the Unit Operator, the acreage comprising each Tract

and the percentage of owneérship of each Working Interest Owner

and each Royalty Owner in each Tract.

4.1.3 Exhibit "C", is a schedule showing the percentage

of participation each Tract has in the Unit Area.

4,2 Reference to Exhibits. When reference herein is made to an

exhibit, the reference is to the exhibit as originally attached, or,

if revised, to the 1atest revision.

[}

: 4.3 Exhibits Considered Correct. An exhibit shall be considered
g .
to be correct until revised as herein provided.

b
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4.4 Filing Revised Exhibits. Exhibits "A", "B" and "C" shall

be revised by the Unit Operator whenever changes render such revision
necessary, and at least two cdpieS'Of such revision shall beffiled with
the. Commissioner, and not less than four copies thercof shall be filed
with the Supervisor.

ARTICLE 5

EXPANSION

The above described Unit Area méy when practicable be expanded to

include therein any additional Tract or Tracts regarded as reasonably

necessary or advisable to conform with the purposes of this Agreement.

‘Such expansion shall be effected in the following manner:

(a) The Workihé Interest Ownexr or Ownexs of a Tract or Tracts
desiring to bring such Tract or Tracts into Ehis Uhit, shall file an
application therefor with Unit Operator reguesting such»admission.

(b) After preliminary concurrence by thefbirector and Commissioner,
Unit Operator shall circulate a notice to each Working Interxest Owner
of the proposed expansion, setting out the basis for admission, the
Unit Participation to be assigned to such ‘fract or Tracts, and other
pertinent data. After negotiation {(at Working Interest Owners' meeting
or otherwise) if ninety per cemt (90%) of the Working Interest Owners
(on the basis of Unit Participation) have agreed to such Tract or Tracts
being brought into the Unit, then Unit Operator shall:

(1) Prepare a notice of preoposed expansion describing the contam-
plated changes in the boundaries of the Unif, the reason therxefor, the
basis for admission of the additional Tract or Tracts, the Unit Partici-
pation to be assigned thereto and the proposed effective date thereof,
preferably the first day of a month subsequent to the date of notice; and

{(2) - Deliver copies of said notice to the Commissicner, Director,
each Working Interest Owner (mailing copy of such notice to the last
known address of cach such Working Interest Owner) and té the lcsscee
and lessor whose inferests are proposed to be committed, advising éuch
parties that thirty (30) days will be allowed for submission to the

Unit Operator of any objection to such proposed expansion; and
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(3) File, upon expiration of said thirty (éO) day period as set
out in (2) immediately above and provided that objections of not more
than ten per cent (10%) of the Working Interest dwners have been filed
thereto, with the Commission, Commissioner, and the Supervisor the
following: (a) Comprehensive statement as to mailing such notice of
expansion; (b) An Application for such expansion; (c) An instrument
containing the appropriate joinders in compliancé with the participation
requirements of Article 14, infra, and (d) a copﬁ of ali objeétions
received along with the Operator's response theréto.

The expansion shall, after due consideratioﬁ of all pertinent
information and upon approval by the Cémmission,iCommissioner and the
Supervisor, become effective as of the date preséribed in the notice
thereof or on such othexr date as set by the Commfssion, Commissioner,
and the Supervisor in_the order or insfrument apgroving such expansion,

ARTICLE 6 |
UNITIZED LAND AND UNITIZED SUBSTiANCES

All land committed~to this Agreement as to the Premier sand as
defined under Unitized Formation, shall constitute land referred to
herein as "Unitized Land" or "Laﬁd subject to this Agreement". All oil
and gas in or produced:from said Unitized Formati%n of the "Unitized
Land" are unitized under'the terms of this Agreemént and herein ére
called "Unitized Substances". Surface rights of ﬁngress and egress
shall be maintained for the kenefit of the Unit.‘

Nothing herein shall be construed to unitizey pool, or in any way
affect the 0il, gas and other minerals contained in or that may be pro-
duced from any formation other than the Unitized Formation as defined
in Article 2.8 of this Agreement.

ARTICLE 7
UNIT OPERATOR

McClellan 0il Corporation is hereby designatéd as Uﬂit Operator,
and by signing this instrument as Unit Operator he agrees and consents
tb accept the duties and obligations of Unit Operator for the operation,
develcpment and production of Unitized Substancestas herein provided.

Whenever reference is made herein to the Unit Operator, such reference




means the Unit Operator acting in that capaéity and not as an owner
of interests in Unitized Substances, and when éuch interests are owned
by it the term "Working Interest Owner" when used herein shall include
or refer to Unit Operaﬁor as the owner of a Working Interest when such
an interest is owned by it.
ARTICLE 8
RESIGNATION OR REMOVAL OF UNIT OPERATOR

" Unit Operator shall have the right to resign at4any time, but
such resignation shall not become effective so as to release Unit Operator
from the duties and obligations of Unit Operator and terminate Unit
Operator's rights as such for a period of six (6) months after written
notice of intention to resign has been given by Unit Operator to all
Working Interest Owners, the Commissioner and the Supervisor,iand until
all wells are placed in a satisfactory condition for suspension or
abandonment whichéver is required by the Supervisor, unless a new Unit
Operator shall have been selected and accepted and shall have taken
over and assumed the duties and obligétions of Unit Operator prior
to the expiration of said period.

The resignation ox removal of Unit Operator shall not release Unit
Operator from any liability for any default by it hereunder occurring
prior to the effective date of its resignation or removal,

'Tﬁé(Unit Operator may, upon default or failure in the performance
of its duties or obligations hereunder, be subject to removal by the owners
of seventy-five per cent (75%) of the committed Working Interests (on
the basis of Unit Participation) exclusive of the Working Interest Owner
who is the Unit Operator. Such removal shall be effective upon notice
thereof to the Commissioner and the Director.

In all instances of resignation or removal, until a successor Unit
Operator is selected and accepted as hereinafter provided, the Working
Interest Owngrs shall be jointly responsible for performance of the
duties of Unit Operator, and shall not later than thirty (30) days
before such resignation or removal becomes effective, appoint a Unit

Manager to represent them in any action to be taken hereunder.




The resignation or removal of Unit Operator under this Agreement
shall not terminate its right, title or interest as the owner of a
Working Interest or other interest in Unitized Substances, but upon the
resignation or removal of Unit Operator becoming effective, such Unit
Operator shali deliver possession of all wells, equipment, books,
records, materials, appurtenances and any other assets, used in conducting
the Unit Operations and owned by the Working Interest Owners (including
any and all data and informatiéﬁ vhich it might have gainéd or assembled
by reason of its operation of thc Unit Area) to the new duly qualified.
successor Unit Opérator or Unit Manager oxr to the owners therecof if no
such new Unit Operator is electgd, to be used for the purpose of con-
ducting Unit Operations hereunder. MNothing herein shall be construed
as authorizing renmoval of any material, equipment and appurtenances
needed for the preservation of any wells.

ARTICLE S
SUCCESSOR UNIT OPERATOR

Whenever the Unit Operator shall tender 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 Working
Interest Owners shall by affirmative vote of at least sevenfy—five per
cent (75%) of their voting interest, based upon the percentages of

participation as shown on Exhibit "C", select a successor Unit Operator,

- provided, however, that should any Working Interest Owner own a voting

interest of more than twenty-five per cent (25%), the vote of said

party shall not serve to disapprove the selection of a new Unit Operator
approved by eighty per cent (80%) or more of the voting interests of

the remaining Working Interest Ownefs, and provided further that the

Unit Operator shall not vote to succeed itself. Such selection shall

not become effective until (a) a Unit Operator so selected shall accept

in writing the duties and responsibilities of Unit Operator, and (b)
written notice of such selection shall‘have been filed with and approved
by the Supervisor and the Commissionex. Xf no successor Unit Operator

is selected and gualified as herein provided, the Director and Commissione

at their election may declare this Agreement terminated.
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ARTICLE 10

ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT
Costs and expenses incurred by Unit Operator in conducting Unit
Operations hereunder shall be paid, apportioned among and boxrne by the

lorking Interest Owners in accordance with the Unit Operating Agreement.

-8Such Unit Operatinb Agreemént shall also provide the manner in which

the Working Intere%t Owners shall be entitled to receive their respec-
tive proportionate and'aildcatcd share of the benefits accruing hereto
in conformity with their underlying operating agreements, leases or
other indépendent éohtrécts and such other rights and nbligations as
between Unit Operator and the Working Interest Owners as may be agreed
upon by the Unit Obérator and the Working Interest Owners; however, no
such Unit Operating Agreement shall be deemed either to modify any of
the térms and conditions of this:Unit Agreenent or‘to relieve the Unit
Operator of any right or obligation established under this Unit Agreement,
and in case of any inconsistency or conflict between the Unit Agreenent
and the Unit Operating Agreement, this Unit Agreement shall prevail. -
Two true copies of any Unit dperating Agreement executed pursuant to
this Article shall be filed with the Commissioner and two ﬁ?ue copies
thexreof shall be filed with the Supervisor, érior to approval of this-
Agreement, and thereafter promptly after any fevision or amendment.
“ARTICLE 11
RIGHTS AND OBLIGATIONS OF UNIT OPERATOR

Except as otheérwise specifically provided herein, the exclusive
right, privilege aﬁd duty of exercising any and all rights of the parties
hexreto which are nécessary 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 pro-
vided. Upon request by Unit Operator, acceptable evidence of title to
saild rights shall be deposited with said Unit Operator, and together
with this Agreemenf, shall constitute and define the rights, privileges

and obligations of Unit Operator. Nothing herein, however, shall be
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construed to transfer title to any land or éo agy iease or operating
agreement, it being understood that under this Agrecment the Unit
Operator, in its capacity as Unit Operator, shall exercise. the rights
of possession and use vested in the parties hereto only for the purposes
herein specified.
ARTICLE 12
PLAN OF OPERATIONS

. : It is recognizedAand agreed by the parties hereto that all of the

land subject to this\Agreement is reasonably proved to be productive

of Unitized Substances and that the object and purpose of this Agreement
'ié is tb formulate and to put into effect a secondary recovery project
in order to effect additiohal recovery of Unitized Substances, prevent
waste and conserve natural resources. The parties hereto agree that
the Unit Operator may, subject to the consént and approval of a plan
of operation by the Working Interest Owners, the Supervisor, the Commis-

sion, and the Commissioner, inject into the Unitized Formation, through

any well or wells completed therein, brine, water, air, gas, oil, liguefied

petroleum gas, and any other substance or a combination of any of said

substances, wiaether produced from the Unit Area or not, and that the
location of input wells and the rates of injection therein and the
rate of production shall be_géverned by standards of good geologic
and petroleum engineering practices and conservation methods. After A
commencement of secondary operations, Unit Operator shall furnish

the Commission, the Commissioner, and the Supervisor monthly, injection

and production reports for each well in the Unit. The Working Interest

Owners, the Supervisor, the Commission, and the Commissioner, shall

be furnished periodical reports on the progress of the plan of operation

and any revisions or changes thereto; provided however, that any major

P revisions of the plan of operation involving a basic deviation from
the initial plan of operation shall be subject to the consent and

Swmis

P .
53105,

approval of the Working .nterest Owners, the Supervisor, the C

and the Commissioner.

-11-
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Thé-initial plan of operatioywshall be filed with the Supervisor,
the Commission, and the Commissioner concurrently with the filing of
this Unit Agreement for final.appfbval. Said initial plan of operation
and all revisions fhereof shall be as complete and adequate as the
Supervisor, the Commission, and the Commissioner may determine to be
necessary for timely operation consistent herewith. Reasonable diligence
chall be exercised in complying with the obligations of the approved
plan of opexation.

ARTICLE 13
‘ TRACT PARTICiPATION

Exhibit "C" attached hereto shows the participation allocated to

each Tract in the Unit Area based on a presumed 100% commitment. The

formula used for the calculations of such percentages is as follows:

60 X (times) Tract Productive Acre Feet
Unit Area Productive Acre Feet

+ (plus)

40 X (times) Tract Cumulative 0il Recovery
Unit Area Cumulative 01l Recovery

If this Unit Agreement is approved with less than 100% Tract_Commitment,
the percentages of participation shall be revised in accordance with
the provisions of Article 14 Qf'this Agreement.
ARTICLE 14
TRACTS QUALIFIED FOR UNIT PARTICIPATION

As the objective of this Agreement is to have lands in the unit
area operateé and entitled to participation under the terms hereof, it
is agreed that, notwithstanding anything else herein, no joinder shall
be considered a commitment to this Unit Agreement unless the tract in-
volved is gualified undexr this section.

On and after the effective date hereof the Tracts within the Unit
Area which shall be entitled to¢ participation (as provided in Article
13 héreof) in the production of Unitized Substances therefrom shall be

those Tracts within the Unit Area that are qualified as follows:
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(a) %Each and all of théée Tracts as to4ﬁhich Qorking Interest
Owners owning one hundred per cent (100%) of the Working Interest in
saiad Traét execute this agreement and the Unit Operating Agreement and
Royalty éﬁners owning one hundred per cent {100%) of the Royalty Interest
in said fract have subscribed, ratified or consented to this Agreement;
and

(b)! Bach and all of those Tracts in which £he owners of not less
than ninbty*five per cent (95%) of the Working Interest therein execute
this Agﬁeement and the Unit Operating Agreement and the owners of
not lesé than seventy-five per cent (75%) of the Royalty Interest
theréinfhave executed this Agreement, and in which the Working Interesi
Owners‘én said Tract who have executed this Agreement and the Unit
éperati%g Agreement have agreed to indemnify and hold harmless all
éther pérties hereto, in a manner satisfactory to the owners of eighty-
five pe? cent (85%) of the Working Interests qualified undex Subarticle
i4(a), %gainst any and all claims and demands that may be made by the
fnonjoiﬁing Working Interest Owners or Royalty Owners, or both, on accouﬁt'
‘of the?commitment and joinder of such Tract to the Unit Agreemenit, and
5operat£on thereof under such conditions on the basis herein pfovided,
“and asgto which the owners of eighty“five per cent (85%) of the Working
5Intere%ts qualifie@ under Subérticle l4(a),.exclusive of the Working
'Iﬁtere%t Owner submitting such Tract, have approved the commitment of
; such ffact to this Unit Agreement.

(c) Rach Tract as to which Working Interest Owners owning less
than iOO% of the Working Intefest therein have exeéuted this Agreement
and tﬁe Unit Operating Agreement, regardless of the percentage of
Royalty Interest therein which is committed hereto, and, further, as
to-which:

| (1) The Working Interest Owner operating any such Tract

énd all of the other Working Interest Owners in such Tract who

have executed this Agreement and the Unit Operating Agreement

have joined in a request for qualification of such Tract for Unit
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Participation and have exccuted and delivered an indemnity agree-

ment indemnifying and agreeing to hold harmless the other Working

Interest Owners in the Unit Area, their successors and assigns,

against all claims and demands which may be made by the owners of
Working Interests in such Tract who are not parties hereto and
which;arise out of the qualification of such Tract for'Unit
Participation, and r
(ii) The ownexrs of eighty per cent (80%) of the committed -
Working Interest in all Tracts meeting the requirements of Sub-
articles 1l4(a) and 14(b) have voted in favor of the qualification
of such Tract and acceptance of the indemnity agreement.
Upon the qualification of such a Tract for Unit Participation, the Unit
Participation that would have been attributed to the nonsubscribing
owners of the Working Interest in such Tract, had they become parties
to this Agreement and the Unit Operating Agreement, shall be attributed
to the Working Interest Owners in such Tract who have become parties to
such agreements, in proportion to their respective Working Interests .
in the Tract.
If, on the effective date of this Agreement, there is an§ Tract
or Tracts which have not been effectively committed to and made subject
to this Agreément by qualifyiné as above provided, then such Tract or
Tracts shall not be entitled to participate hereunder. Unit Operator
shall, when submitting this Agreement for final approval by the Commis-
sioner and the Supervisor,or as promptly thereafter as practicable, file
therewith a schedule of those Tracts which have been committed and made
subject to this Agreement and are entitled to participate in the produc-
tion from the Unitized Land hereundexr. Said schedule shall set forth
opposite each such committed Tract the lease number and assignment
number, the owner of record of the lease, and the percentages of partici-
pation of such Tract which shall be computed using the formula set out
in Article 13 (Tract Participation) above. This schedule of participation

shall be revised Exhibit "C" and upon approval thereof by the Commissioner
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and the Supervisor shall become a part of this Agreement and shall govern
the allocation of produétion of Unitized Substances until a new schedule
is approved by the Commissioner and the Supervisor.
ARTICLE 15
ALLOCATION OF UNITIZED SUBSTANCES

All Uhitized)Subsﬁances produced ana’saved (less, save and except
any part of sich Unitized Substances used in conformity with good operat-
ing practices on ﬁnitized»Land for drilling, operating, camp, and other
production or development purposes and for pressure maintenance oi

unavoidable loss) shall beVapportioned among and allocated to the com-

mitted Tracts within the Unit Area in accordance with the respective

_TFact Participation then effective hereunder during the respective

periods such Unitized Substances were produced, as set forth in the
schedule of'participation in Exhibit "C". - The amount of Unitized Sub-
stances so allocated to each Tract, and only that amount, (regardiess
of whether it be more or less than the amount of the actual production
of Unitized Substances from the well or wells, if any, on such Tract)
shall, for all intents, uses and purposes, be deemedvtd have been pro-
duced from such Tract. .

The Unitized Substances allocated to each Tract shall be distributed
among, or accounted for to the parties executihg, consenting to or rati-
fying this Agreement entitled to share in the production from such Tract
in the same manner, in the same proportions, and upon the gsame conditions.
as they would have participated end shared in the production from such
Tracts, or in the proceeds thereof, had this Agreement not been entered
into; and with the same legal force and effect.

No Tract committed to this Agreement and qualified for participation
as above provided shall be subsequently excluded from participation
hereunder on account of depletion of Unitized Substances, and nothing

as reduiring any retroactive adjust-

0]

herein contained shall be construc
ment for production obtained prior to the effective date of the joinder

and qualification of any Tract.
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If any Working Interest or Royalty Interest in a "ract hereafter

become divided and owned in severalty as to different parts of the

Tract, the owners of the divided interests, in the absence of an agree-
ment providing for a different division, shall share in the Unitized
Substances allocated to the Tract, or in the proceeds thereof, in pro-
portion to the surface acreage of their respective parts of the Tract.
The Unitized Substances allocated to each Tract shall be delivered
in kind to the respective Working Interest Owners énd parties entitled
thereto by virtue of the ownership of 0il and Gas Rights_therein‘Or b&

purchase from such owners. Each Working Interest Owner and the parties

entitled thereto shall have the continuing right to receive such production

in kind at a common point within the Unit Area and to sell or dispose
of the same as it sees fit. Each such party shall have the right to

construct, maintain and operate all neceéSary facilities for that pur-

pose on Unitized Land, provided the same are so constructed, maintained

and operated as not t5 interfere with operations carried on pursuant
hereto. Subject to Article 16 (Royalty Settlement) hereof, any extra
expenditure incurred by Unit Operator by reason of the delivery in kind
of any portion of the Unitized Substances shall be borne bykthe party
responsible for the payment of such expense. In the event any party
hereto shall fail to také or otherwise adeguately dispose of its pro-
portionate share of the production from the Unit Area currently as and
when produced, then so long as such conditions continue, Unit Operator,
for the account and at the expénse of such party and in order to avoid
curtailing the operation cf the Unit Axea, may buy, sell or otherwise
dispose of such production to itself or others on a day-to-day basis
at not less than the prevailing market price in the area for like pro-
duction, and the account of such party shall be charged therewith as
having received such production. The net proceeds, if any, of the
ized Substances so disposed of by Unit Operator shall be paid to
the Working Interest Owner f{or payment to the parties entitled thereto

under existing contracts.
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>Any party receiving in kind or separately disposing of all or
any part of the Unitized Substances allocated to any Tract, or rxeceiving
the proceeds therefrom if the same is sold or purchased by Unit Operator,
shall be responsible for the payment of all Royalty on the lease or
leases and Tracts contributed by it and received into the Unit, and
each such party shall hold each othexr party hereto harmless against all
claims, demands and causcs of action for such Royalty on the lease or
leases and Tracts contributed by it and received into the Unitized Land.

If, after the effective date of this Agreement, there is any Tract
or Tracts that are subseqﬁently committed hereto, as provided in Article
{Expansion) hereof, or any Tract or Tracts within the Unit Area not
rcommitted hereto as of the effective date hereof but which ére subse-
quently committed hereto under the provisionéyof Article 33 (Nonjoinder
and Subsequen£ Joinder), and Article 14 (Tracts Qualified for Unit
Participation), of if any Tract is excluded from the Unit Area as pro-
vided for in Article 31 (Loss of‘Title), the schedule of participation
as shown in Exhibit "C" shall be revised by the Unit Operator and‘dis—
tributed to the Working Interest Owners, the Commissioner, and the Su-
pervisor to show the new percentages of participation of ail the then
effectively committed Tracts, in any such revision pursuant to this
paragraph the Tract Participations of the Tracts comnitted prior to
the revision shall remain in the same ratio one tb the other and the
revised schedules, upon approval by the Commissioner and the Supervisor,
shall govern all the allocation of production from and after the
effective date thereof until a new schedule is éo approved.

ARTICLE 16
ROYALTY SETTLEMENT

The State of New lMexico and the United States of America and all
Royalty Owners who, under an existing contract, are entitled to take
in kind a share of the substances produced from any Tract unitized here-
undexr, chall continue to be entitled to such right to take in kind their

share of the Unitized Substances allocated to such Tract, and Unit
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Operator shall make delivoriesvof such Royalty share taken in kind in
conformity with the applicable contracts, laws and regulations. Settle-
ment for Royalty Interest not ﬁaken in kind shall be made by Working
Interest Owners responsible therefor under existing contracts, laws and
reguiations, on or before the last aay of each month for Unitized Sub-
stances produced during the preceding calendar month; provided, however,
that niothing herein contaiﬁed shall operate to relieve the lessees of
any land from their respective lease obligations for the payment of

any Royalty due under their leases, except that such Royalty shall be
computed in accordance with the terms of this Unit Agreement.

If gas obtained from lands not subject to this Agreement is intro-
duced into the Unitized Formation, for use in represéuring, stimulation
of production or increasing ultimate recovery‘in conformity with a
plaﬁ approved pursuaht to Article 12 (Plan of Operations), a like amount
of gas, less appropriate deductions for loss from any cause, may be
withdrawn from the Unitized Formation, Royalty free as to dry gas but
not as to the products extracted therefrom; provided such withdrawal
shall be pursuant to such conditions and formulas as may be prescribed
or approved by the Sﬁpervisor and the Commissioner; and proviéed further
that such right of withdrawal shall terminate as of the effective date
of termination of this Agreement. '

All royalty due the State of New Mexico and the United States of
America and the other Royalty Owners hereunder and payment on account
of any Overriding Royalty Interest shall be computed aﬁd paid on the
basis of all Unitized Substances allocated to the respective Tract or
~ Tracts committed hereto, in lieu of actual production from such Tract
or Tracts.

Royalty due the United States shall he computed as provided in
the operating regulations and paid in value or delivered in kind as to
all Unitized Substances on the basis of the amounts thereof allocated to

unitized Federal land as provided herein at the rates specified in the
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rcspective Federal leases, or at such lower £ate or‘ratcs as may be
authorized by law or regulation.

Royalty due the State of New Mexico shall be computed as provided
in the operating regulations and paid in value or delivered in kind as
to ail Unitized Substances on the basis of the amounts thereof allocated
to unitized State land as pfbvided herein at the rates specified in the
respective State leases. |

Each Royalty Owner‘(other than the State of Hew Mexico and the
United States of America) and each party hereto claiming an Overriding
Royalty Interest that executes this Agreement represents and warrants
that it is the owner of a Royalty Interest or Overriding Royalty Interest
{as applicable) in a Tract or Tracts within the Unit Area as its interest
appears in Exhibit "B" attached hergto. If any Royaity Interest in a
Tract or Tracts should be lost by title failure or otﬁerwise in whole
or in part, during the term of this Agreement, then the Royalty Interest
of the party representing himself to be the owner hereof shall be reduced
proportionately and the interest of all parties shall be adjusted
accordingly.

ARTICLE 17
- RENTAL SETTLEMENT

Rentals or minimum royalties due on leases committed hereto shall
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 land from their respective

lease obligations for the payment of any rental or minimum royalty in

lieu thereof due under their leases. Rental for lands of the State of
New Mexico subject to this Agreement shall be paid at the rate specified
in the respective leases from the State of New Mexico. Rental or minimum
royalty for lands of the United States of America subject to this Agrese-
ment shall be paid at the rate specified in the respective leases from
the United States of America, unless rental or minimum rovalty is waived,
susyended, or reduced by law or by approval of the Secretary or his duly

authorized representative.
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ARTICLY 18
CONSERVATION

Operations hereunder and production of Unitized Substances shall
be conducted to provide for the most economical and efficient recovery
of said substances without waste, as defined by or pursuant to Federal
and State laws and regulations. |

ARTICLE 19
DRAINAGE

The Unit Operator shall take appropriate and adequate nmeasures
to prevent drainage of Unitized Substances from Unitized Land by wells
on land not subject to this Agreement.

ARTICLE 20
LEASES AND CONTRACTS’CONFORMFD AND EXTENDED

The tefms, conditions and provisions of all leases, subleases and
other contracts relating to exploration, drilling, development or opera-
tion for oil or gas on lands committed to this Agreement are hereby
expressly modified and amended to the extent necessary to 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
and the Commissionex, respectively, shall and by their approval hereof,
or by the approval hereof by their duly authorized representatives, do
-hereby establish, alter, change or revoke the drilling, producing, rental,
minimum royalty and royalty regquirements of Federal and State leases
committed hereto and the regulations in respect thereto to conform said
requirements to the provisions of this Agreement.

Without limiting the generality of the foregoing, all leases,
subleases and contracts are particularly modified in accordance with the
following:

(a) The development and operation of lands subject to this Agree-
nment under the terms hereof-shall be deemed full performance of all
obligations for development and operation with respect to each and every

part or separately owned Tract committed to this Agreement, regardless
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of whether there is any development of any particular part or Tract of
the Unitized Land, notwithstanding anything to the contrary in any lease,
operating agreement or other contract by and between>the pafties»hereto,
or their respective predecéssors in interest, or any of themn.

(b} Drilling, producing or secondary recovery operations perforned
hereunder upon any Tract of Unitized Lands shall be accepted and deened
to be performed upon and for the benefit of ceach and every Tract of -
Unitized ILand, and no lease shall be deenmed to expire by reason of
failure to drill or prqduce wells situated on land therein embraced.

(c) Suspension of drilling or producing operaticns on ail Unitized
rands pursuant‘to'direction or consent of the Commissioner and the
Secretary or their duly authorized representatives, shall be deemed
to constitute such suspension pursuant to such direction or consent as
to each and every Tract of Unitized Lands. |

(d) Each lease, sublease, or contract relating to the exploration,
drilling, development or operation for o0il and gas which by its terms
might expire prior to the termination of this Agreement, is hereby ex-
tended beyond any such term so provided therein, so that it shall be
continued in full force and effect for so long as such land rémains
committed hereto. |

(e) The segregation cf any Federal lease committed to this Agree-
aent is governed by the following provisions in the fourth paragfaph of

Sec. 17(3j) of said Act of February 25, 1920, as amended by the Act of

'September 2, 1960 (74 Stat. 781-784): "Any (Federal) lease hereafter

committed to any such (unit) plan embracing lands that are in part within
and in part outside of the area covered by any such plan shall be segre-
gated 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 to the nonunitized portion shall continue in
force and effect for the term thereof but for not less than two (2)

nch seagregation and so long thereafter as oil

om the date of

19}

Yeuxrs

or gas is produced in paying guantities."”
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(E) Any leasc embracing lands of the Séatc of.New Mexico having only
a portion of its land committed hereto, shall be segregated as to that
portion committed and that not committed, and the terms of such lease
shall apply separately to such segregated portions commencing as of the
effective date heréof. ﬁofwithstanding’any of the provisions of this
Agreement to the contrary, any lease embracing lands of the State of New
HMexico having only a portion of its land committed hereto shall continue
in full force and effect beyond the term provided therein as to all -
lands embraced in such lease if o0il or gas is, or has heretofore been,
discovered and are capable of being produced in paying guantities from
some part of the lands embraced in such lease committed to this Agree-
ment or, so long as a portion of the Unitized Substances produced from
the Unit Area is, under the terms of this Agreement, allocated to the
portion of the lands covered by such lease committed to this Agreement,
or, at any time during the term hereof, as to any lease that is then valid
and subsisting and upon which the lessee or the Unit‘Operator is then
engaged in bona fide drilling, reworking, or secondary recovery operations
on any part of the lands embraced in such lease, then the same as to all
lands embraced therein shall remain in full force and effect so long as
production of oil or gas, saidilease shall continue in full force and
effect as to all of the lands embraced therein, so long the;eafter as
0il or gas in paying guantities is being produced from any portion of
said lands.
ARTICLE 21
CORRECTION OF ERRORS
It is hereby agreed by all parties to this Agreement that Unit
Operator is empowered to correct any mathematical or clerical errors
which might exist in the pertinent exhibits to this Agreement; provided
howeverx, that correction of any error other than mathematical or cleri-
cal shall be made by Unit Operxator only after first havirg obtained

approval of the Commissioner, the Supervisor, and the Working Interest

Owners.
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ARTICLE 22
COVENANTS RUN WITH LAND
The covenants herein shall be construed te be coverants running
with the land with respect to the interest of the parties hereto and
their successors in interest until this Agreement terminates, and any
grant, transfer or conveyance of interest 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 other
successor in interest. No assignhent or transfer of any Working Interest
subject hereto shall be binding upon Unit Operator until the first day
of the calendar ﬁonth after Unit Opérator is furnished with the original,
or acceptable photostatic or’certified COpY, df the recorded instrument
of transfer; and no assignment or transfer of any Royalty Interest sub-—-
ject hereto shall be binding upon the Working Interest Ownex responéible
therefor until the first day of the calendar month after said Working
Interest Owner is furnished with the original, or acceptable photostatic
or certified copy, of the recorded instrument of transfer.
ARTICLE 23
EFFECTIVE DATE AND TERM

This Agreement shall become binding upon each party as of the date

such party signs the instrument by which it becomes a party hereto;

and, unless soonexr terminated as hereinafter provided, shall become
effective as to qualified Tracts after approval by the Secretary of

the Interior or his duly authorized delegéte, at the time and date

as determined by the Working Interest Owners in all the qualified
Tracts, and set forth in a certificate filed for record by Unit Operator
in Bddy County, New Mexico. The certificate shall also recite the
percentage of the Unit Area represented by the Tracts gualified under
Article 14, the book and page in which a counterpart of this Agree-

ment has been recorded, and the case number and order number of the
order of approval by Governmental authority, if obtained. The certificate
shall not be filed until after the following reguirements have been

net:
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(a} The execution or ratification of this Agreement and the Unit
Operating Agreement by Working Interest Owners owning a combined Unit
Participation of at leaét ninety-three per cent (93%), and the execution
or ratification of this Agreement by Royalty Owners owning a combined
interest of at least seventy-five per cent (75%) of the Royalty Interest,
in said Unit Area; and

(b) The approval of this Agieement by the Commissioner, the
Secretary or his duly authorized representative, and:the Commission.

If this Agreemenfris not filed& for final approval by the Commissioner,
the Secretary or his duly authorized representative and the Commission
on or before May 31,1976, this Agreement shall ipso facto expire on
said date (hereinafter'called "expiration date") and thereafter be
of no further force or effect, unless prior thereto this Agreement

has been executed or ratified by Working Interest Owners owning a

combined Unit Participation of at least ninety per cent (90%) and

the owners of at least sixty-five per cent (65%) of the Working Interests
committed to this Agreement have voted to extend said expiration date
for a period not to exceed six (6} months (hereinafter called "extended

expiration date"). If said expiration date is so extended and this

Agreement is not filed for final approval by the Commissioner, the

Secretary or his duly authorized representative and the Commission

on or before said'extended expiratioh date, this Agreement shall ipso
facto expire on said extended expiration date and thereafter be of

no further force or effect.. For the purpose of this Article, ownership
shall be computed on the basis of Unit Participation as determined
from Exhibit "C" attached to the Unit Operating Agreement.

Unit Operator shall, within thirty (30) days after the effective
date of this Agreement, file for record a certificate to the effect
that this Agreement has become effective according to its terms and
stating further the effective date and the location of the governmental

agency offices where copies of this Agreement are filed.
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The term of this Agreemeni shall be for and during the time that
Unitized Substances are produced in -gquantities sufficient to pay the
cost of producing samwe from the Unit. Area and as long thereafter as
drilling, reworking or other operations {(inclvding secondary recovery
operations) are prosecuted thereon without cessation of more than ninety
(90) consecutive days, unless sooner terminated by Vorking Interest:
Owners in the manner hereinafter provided.
This Agreement may be terminated for any reason with tﬁe‘approval
. : of the Commissioner and the Director by Working Interest Owners owning
seventy-five per cent (75%) Unit Participation. Notice of any such
termination shall be given by Unit Operator to all parties thereto.
Upon termination of this Agreemént, the parties hereto shall be
" ~governed by the terms and provisions of the leases ahd contracts affect-
ing the separate Tracts.
If not otherwise covefed by the leases unitized under this Agreenent,
Royalty Owners hereby grant Working Interest Ownérs a period of six (6)

months after termination of this Agreement in which to salvage, sell,

R BT

distribute or otherwise dispose of the personal property and facilities
used in connection with Qnit Operations. .
k : ‘ ‘ ARTICLE 24
RATE OF PROSPECTING ’ DEVELO?MEMT AMD PRODUCTION

All production and the disposal thereof shall be in cohformity
with allocations and quotas made ox fixed by any duly authorized person
or regulatory body under_any Federal or State statute. The Director is
hereby vested with authority to alter or modify from time to‘time, at
his discretion, the rate of prospecﬁing and dgvelopment and within the

limits made or fixed by the Commission to alter or modify the guantity

and rate of production under this 2Agreement, such authority being hereby
limited to alteration or modification in the public intereét,‘fhe.pur-
pose thereof and the public interest to be served thereby to be stated
in thc order of alteration or modification; provided further that no

such alteration or modification shall be effective as to any lands of the

.-.25..
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State of New Mexico as to the rate of prospccting and developing in the
absence of specific written approval thereof by the Commissioner and
as to any lands of the State of New Mexico or privately owned lands
subjedt to this agreement as to the quantity and rate of production in
the absence of specific written approval thereof by the Commission.
Powers in‘this Article vested in the Director shall only be exer-
ciééd after notiée to Unit Onerator and opportunity for hearing-to be
held not less than fifteen (15) days from notice.
ARTICLE 25
NONDISCRIMINATION
in connection with the performance of work under this agreement,
Unit Operator agrees to comply with all of the provisions of Section
202(1) to (7), inclusive, of Executive Order 11246 (30 F.R. 12319),
as amended by Executive Order 11375, dated October 13, 1967.
ARTICLE 26
APPEARANCES
Unit Operator shall have the right to appear for or on behalf of
any and all intercests affected hereby hefore the Commi;siongr, the
Department, and the Commission, and to appeal from any ordexr issued
under the rules and regulations of the Commissioner, the Department,
or the Commission, or to apply for relief from any of said rules and
regulations or in any proceedings relative to operations before the
Commissioner, the ﬁepartment, or the Commission, or any other legally
constituted authority; provided, however, that any other interested
party shall also have the right at his or its own expense to be heard
in any such proceeding.
ARTICLE 27
NOTICES
All notices, demands, objections or statements requi;ed hereunder
to be given or rendered to the parties hereto shall be deemed fully
given if made in writing and personally delivered to the party or parties

or sent by postpaid registered or certified mail, addressed to such
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party or parties al their fespectivo addresses set forth in connection
with the signatures hereto or to the ratification ox consent hereof
or to such other address as any such party or parties may have furnished
in writing to the party sending the'notice, demand or statement.

ARTICLE 23

NO WAIVER OF CERTAIN RIGHTS

Mothing in-this Agreément contained shall be construed as a waiver

by any party hereto of the right to assert any legal or constitutional

. right or defense as to the validity or invalidity of any law of the
United States or of the State wherein said Unitized Lands ‘are located,
or rules 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.
ARTICLE 29 _
EQUIPMENT AND FACILITIES NOT FIXTURES ATTACHED TO REALTY

Each Working Interest Ownex has heretofore placed and used on its
Tract or Tracts committed to this Agreement various well and lease
equipnment and other property, egquipment and facilities. It is also
recognized that additional eguipment and facilities may hereafter be
h‘ placed and used upon the Unitized Land as now or hereafter constituteé.
Therefore, for all purposes of this Agreement any such equipment shall be
considered to be persoﬁal property and not fixtures attached to realiy..
Accordingly, said well and lease equipment and personal property is
hereby severed from the mineral estates affected by this Agreement,
and it is agreed that any such eguipment and personal property shall

be and remain personal property of the Working Interest Owners £o% all

| purposes.
ARTICLE 30
UNAVOIDABLE DELAY x
5 All obligations under .this Agreement reguiring the Unit Operator
to commence or continue secondary recovery operations or to operate on

or produce Unitized Substances from any of the lands covered by this

Agreement shall be suspended while, but only so long as the Unit Onerater




despite the exercise of duc care and diligence, is prevented from com-
plying with such obligations, in whol@ or in pari, by strikes, acts of

God, Federal, State or municipal law or agency, unavoidablec accident,

uncontrolled delays in transportation, inability to obtain necessary
ﬁaterials in open market, or other matters beyond the reasonable control
of the Unit Operator whether similar to matters herein enumerétéd or not.
ARTICLE 31 '
LOSS OF TITLE
In the event title to any Tract of Unitized Land shall fail so as
to render the Tract inoperable under this Agreement and the true owner
canncot be induced to jbinrthis Agreement, such Tract shall be automatically
reQarded as not committed hereto and there shall be such readjuétment |
of future costs and benefits as may be regquired on account of the
loss of such title. In the event of a dispute as to title as toiany

Royalty, Working Interest or other interest subject thereto, payment

or delivery on account thereof may be withheld without liability or
interest until the dispute is finally settled; provided, that as to
State or Federal land or leases, no payments of funds due the State
of New Mexico or the United States of America shall be withheld, but
such funds shall be deposited as directed by the Commissioner or the
Supsrvisqr (as the case may bg), to be held as uneafned money pending ‘
final settlement of the title dispute, and then applied as eerned ;
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.

ARTICLE 32
BORDER AGREEMENTS

Subject to the approval of the Supervisor and the Commissioner,
the Unit Operator, with concurrence of sixty-five per cen? (65%) of the
Working Interest Owners, based upon the percentages of participation
may enter into a border protection agreemeni or agreements with the

Working Interest Owners of adjacent lands along the boundaries of the
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Unit Area with respect to the operations in the border area for the

maximum ultimate recovery, conservation purposes and proper protection
of the parties and interests.
ARTICLE 33
NONJOINDER AND SURSEQUENT JOINDER
‘Any 0il or Gas Interest in the lands in the Unit Arca not committed
hereto prior to submission of this Rgrecment to the Commissioner and
the Director fér final épproval may thereafter be committed heretc upon

compliance with the'applicable provisions of this Article and of Article

14 (Tracts Qualified for Unit Participation) hereof, at any time up to

the effective date hereof.

It is undergtood and agreed, however, that from and after the
effective date hereof, the right of subsequent joinder as provided in.
this Article, shall be subject to such reguirements or approvals and on
such basis as may be agreed upon by ninety per cent (20%) of the Working
Interest Owners (based upon the percentages of participation), the
Commissioner and the Supervisor. Such joinder by a proposed Working
Interest Owner must be evidenced by his execution or ratification of
this Agreement and the Unit Operating Agreement. Such joinder by a
proposed Royalty Owner must be evidenced by his execution, ratification
or ccnsent of this Agreement and must be consented to in Wriﬁing by the

Working Interest Owner responsible for the payment of any benefits that

may accrue hereunder in behalf of such proposed Royalty Owner. Except

.as may be otherwise herein provided, subsequent joinder to this Agree-

ment shall be effective as of the first day of the month following

the filing with the Commissioner and the Supervisor of duly executed
counterparts of any and all documents necessary to establish effective
commitment of any Tract or interest to this Agreement, unless objection
to such joinder by the Commissioner or the Director is duly made within
sixty (60) days after such filing and such joinder is approved by

the Commissioner as to State Lands.
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ARTICLE 34
NO PARTNERSHIP

It is expressly agreed that the relation of the pérties hereto is
that of independent contractors and nothing in this Agreement contained,
expressed or implied, or any -operations conducted hereunder, shall
cxeate or be decmed to create a partnership or aésociation between the
parties hereto or any of them.

ARTICLE 35
OIL IN LEASE TANKACE ON EFFECTIVE DATE

Unit Operator shall make a proper and timely gauge of all lease
and other tanks within the Unitized Area in order to ascertain the amount
of merchantablé oil in such tanks, above the pipe line connections,
as of 7:00 a.m. on the effective date hereof{‘ All such o0il as is a
part of the prior allowable of the well or wells from which the same
was produced shall be ‘and remain the property of the Interest Owners
entitled thereto the same as if the Unit had not been formed, and £he
responsible Working Interest Owners shall promptly remove said oil
from the Unitized Area. Any such 0il not so removed may be sold by
the Unit Operator forifhe account of such Working Interest Owneis,
subject to the paYment‘of all Royalty to Royalty Owners under the
terms and provisions of the applicable lease or leases and other.contracts.
All such o0il and gas in excess of the prior allowable of the well
or wells from whiéh the same was produced shall be regarded and treated
the same as Unitized Substances produced after the effective date
hereof. If, as of the effective date hereof, any Tract is overproduced
with respect to the allowable of the well or wells on that Tract and
tlie awmount of such overproduction has been sold or otherwise disposed
of, such overproduction shall be regarded and included as a part of
the Unitized Substances produced after the effective date hereof and
the amount thereof charged to such Tract as having been delivered

ances allocated to such Tract.

-

to the persons entitled tc Unitized Subs
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" ghare of any taxe

ART1CLY: 36

PRRSONAL PROPERTY EXCEPTED

All lease and well equipment, materials: and other facilities

texr placed by any of the Working interest owners on

heretofore or hereaf
be'deemed to be and shall

ect to this Agreement shall

the lands subj
yemain personal property pelonging to and may be removed DY the Wworkind
Interest ownexrs . The rights and jnterests rherein as amondg Working

tnterest owners are covered by the Unit Operating'hgreement.

ARTICLE 37

TAXES

gach party hereto shall, for j{s oun account. rendex and pay its

s levied against ox measured Y the amount OY value of

the gnitized substances produced from the Unitized Land; provided,

however: that if it is required OF 1f it be determined that the Unit
operator ox the several Working Interest Qwners must pay or advance said
taxes for the‘account of theiparties hereto;, it is hereby¥ expressly

agreed that the parties go payind oY advancing'said taxes shall be Ye~

ipbursed therefor py the parties hereto, including Royalty ownexs; who

on their respective allocated ghare of

moy Pe responsible for the taxes

said Unitized gubstances - No such taxes shall we charged to the United

sor who nhas 3 contract with a lessee which requires

his 1essee to pay guch taxes.

ARTICLE 38

JOINDER IN DUAL CAPACITY

Execution as herein provided by any party as eithexy & Working

Interest OQwnexr Or @ Royalty owner shall commit all jnterests owned O¥

controllcd py such partyi provided, howeveX: that if the party is the

1a0 execute the Unit Operating

owner of 2 workindg Interest, he must &

Agreement.
ARTICLE 39

COUNTERPARTS

This Agreement may be executed in any number of counterparts, no

all parties and may be ratified

one of which needs to be executed by

~31-
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or consented to by separate instrument in writing specifically referring
hereto, and shall be binding upon all those parties who have executed
such a counterpaxrt, ratification or consent hercto with th: same force
and effect as if all parties héd signed the same document, andrfegéfaiééé """
of whether or not it is executed by all other parties owning or claiming
an interest in the lands within the above described Unit Area.

IN WITNESS WHEREOF, the parties hereto have caused this Agreement
to be executed and have set-Opposite their respective names the date

of execution.

k ATTEST: MCCLELLAN- OIL CORPORATION
Unit Operator ;

B AWMsClLot—

Deloris Taylor X 10 McClellan, President

Date_ N .33S -TDS

: % Date Y. 3S ~NYTST . g@*‘ 3“2@&-

: Date N s - AY Gy PPV (o
: Barbara McClellan .
% Date
; Hal M. Stierwalt
i
; Date
§ Betty Stierwalt
GETTY OIL COMPANY
Date By

STATE OF NEW MEXICO
COUNTY OF CHAVES :
The foregoing instrument was acknowledged before me this
2 day of | G goaN , 1975, by Jack L. McClellan, President of
McClellan 0il Corxporation, a New Mexico corporation, on behalf of
said corporation.

My Commission Expires:

= 1an ng\?v A RN
1 ! Notary Public \
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STATE OF NLW MEXICO
COUNTY OF CHAVES

The foregoing instrument was acknowledged before me this
S day of ()kz&*g~ ; 1975, by Jack L. McClellan and Barbara
McClellan, his Wlfe

My Commission Fxplres: ’ o e

[ - W \ B -

Notary Public

STATE OF NEW MEXICO
COUNTY OF CHAVES

The fore901nq instrument was acknowlédged before me this
day of = = , 1975, by Hal M. Stierwalt and Betty

Stierwalt, his wife.

My Commission Expires:

Notary Public

STATE OF

COUNTY OF

The foreg01ng instrument was acknowledged before me this

day of ' ©, 1975, by ’
of Getty 0il Company, a

corporation,on behalf of said corporation.

My Commission Expires:

Notary Public
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EXHIBIT "B"
TO
UNIT AGREEMENT

EAST HENSEAW UNIT
EDDY COUNTY, NEW MEXICO

schedule of Acreage by Tracts
AND

percentage of ownership
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EXHIBIT "C"
TO
UNIT AGREEMENT
EAST HENSHAY UNIT
EDDY COUNTY, NEW MEXICO

Schedule of Tract Participation

Tract No.

»
BN e

TOTAL

Participation Percentage

55.81012%
29.74281¢%
8.43752%.
6.00955%

100.00000%
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UNIT OPERATING AGREENENT

EAST HENSEAW UNIT
EDDY COUNTY, NEW MEXICO

THIS AGREEMENT, entered into as of the 1lst day of ,

197 , by the parties who have signed the original of this instrument,
a counterpart therecf, or other instrument agreeing to become a party
hereto.
WITNESSET®TH:
WHEREAS, the parties hereto as Working Interest Owners have
executed, as of the date hereof, an agreement entitled, "Unit Agreement,
East Henshaw Unit, Eddy County, New Mexico", herein referred td as

"Unit Agreement", which, among other things, provides for a separate

" agreement to be entered into b§ Working Interest Owners to provide for

Unit Operations as herein defined;
NOW, THEREFORE, in consideration of the m:iual agreeménts here;n
set forth, it is agreed as follows:
ARTICLFE 1
CONFIRMATION OF UNIT AGREEMENT

1.1 Confirmation of Unit Agreement. The Unit Agreement is hereby

confirmed and by reference made a part of this agreement. The defini-

-tions-in the Unit Agreement are adopted for all purposes of this agree-

ment. If there is any conflict between the Unit Agreement and this
agreement, the Unit Agreement shall govern.
ARTICLE 2
EXHIBITS
2.1 Exhibits. The following exhibits are incorporated herein
by reference:

2.1.1 Exhibits A, B and C of the Uni: Agrcecment.

2.1.2 FExhibit D, attached hereto, is a schedule showing
the Working Intercst of each Working Interest Ownexr in each
Tract, the portion of each Working Interest Owner's partici-

pation attributable to each such interest, and the Unit
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Participation of each Working Interest Owner. 'xhibit D,
or a revision thereof, shall not be conclusive as to the
information therein, except it may be used as$ showing the _
Unit Participation of Working Interest Owners for purposes
of this agreement until shown to be in error and revised
- as herein authorized.

2.1.3 Exhibit E, attached hereto, is the Accounting
Procedure applicable to Unit Operations. I there is any
confliét between this agreement and'Exhibit E, this agreement

shall govern.

2.2 Revised Exhibits. Whenever Exhibits A, B and C are revised,
Exhibit D shall be revised accordingly and be effective as of the same

date. Unit Operator shall also revise Exhibit D from time to time as

- required to conform to changes in ownership of which Unit Operator has

been notified as provided in the Unit Agreement.

ARTICLE 3

3.1 Overall Supervision. Working Interest Owners shall exercise

overall supervision and control of all matters pertaining to Unit Oper-
ations pursuant-to this agreement and the Unit Agreement. In the exer-
cise of such authority, each Working Interest Owner shall act solely

in its own behalf in the capacity of an individual owner and not on
behalf of the owners as an entirety.

3.2 Specific Authorities and Duties. The matters with respect

t¢ which Working Interest Owners shall decide and take action shall

include, but not be limited to, the following:

3.2.1 Method of Operation. The method of cperation,
including the type of pressure maintenance, secondary recovery,

or other recovery program to be employed.

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

well, or for any other purposes.
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3.2.3 Well Recompletions and Change of Status. The recon-

pletion, abandonment, or change of status of any well, or the
use of any well for injection or othexr purposes.

3.2.4 Expenditures. The making of any single expenditure

in excess of Three Thousand Five Hundred Dollars ($3,500.00);
however, approval by Working Interest Owners of the driliing,
reworking, deepening, or plugging back of any well shall include
approval of all necessary expenditures required therefor, and
for completing, testing, and eguipping well, including neces;
sary flow lines, separators, and lease tankage.

3.2.5 Disposition of Unit Equipment. The selling or other-

" wise disposing of any major item of surplus Unit Equipment, if

the current price of new equipment similar thereto is Five Hundred
Dollaxs ($500.00) or more.

3.2.6 Appearance Before a Court or Regulatory Agency. The

designating of a representative to appear before any court or
regulatory agency ih matters pertaining to Unit Operations; how-
ever, such designation shall not prevent any Working Interest
Owner from appearing in person or from designating another repre-
sentative in its own behalf.

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

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

{b) be made upon the approval of the majority of Working
Interest Owners other~than Unit Operator, at the
expense of all Working Interest Owners other than
Unit Operator,

{c) be made at the expeﬁse of those Working Interest
Owners reguesting such audit, if less than a majority
of the VWorking Interest Owners, other than Unit

Operator, reguest such an audit, and




(d) be made upon not less than thirty (30) days' written

notice to -Unit Operator.

L4
3.2.8 Inventories. The taking of periodic inventories under

‘the terms of Exhibit E.

3.2.9 Technical Services. The authorizing of charges of

the joint account for services by consultants or Unit Operator's
technical personnel not ccvered by the overhead charges provided
by Exhibit E.

3.2.10 Assignments to Committees. The appointment of

committees to study any problems in connection with Unit
Operations.

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

3.2.12 The enlargement of Unit Area.

3.2.13 The adjustment and readjustment of investments.

3.2.14 jhe terminétion of Unit Agreement.

ARTICLE 4

MANNER OF EXERCISING SUPERVISTION

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

4.2 Meetings. All meetings of Working Interest Owners shall be
called by Unit Operator upon iis own motion or at the request of one
of more Working Interest Owners having a total Unit Participation
of not less than five percent (5%). No meeting shall be called on
less than fourteen (14) déys' advance written notice, with agenaa
for the meeting attached. Working Interest Owners who attend the
meeting may amend items included in the agenda and may act upoinn an
amended-item or other items presented at the meeting. The represen-

tative. of Unit Operator shall be chairman of each meeting.
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4.3 Voting Procedure. Workihg Interest Owners shall decide all

matters coming before them as follows:

4.3,1 Voting Interest. Each Working Interest Owner shall

have a voting interest equal to its Unit Participation.

4.3.2 Vote Required. Unless provided herein or in the Unit

Agreement, Working Interest Owners shall determine all matters

by the affirmative vote of two (2) or more Working Interest

Owners having a combined voting interest of at least seventy-five

percent (75%); provided, however, that if any Working Interest

Owner has a voting interest 6f twenty-five percent (25%) or - N
more, its negative vote or failure to vote shall not serve to '
disapprove any motion, unless such vote is sﬁpported by'the vote

of one or more Working Interest Owners having a combined voting

interest of at least seven pexcent {7%); aﬁd such affirmative

vote shall be controlling on all parties.

4.3.3 Vote at Meeting by Non-Attending Working Interest

Ownér. Any Working Interest Owner who is not represented at a
meeting may vote on any agenda item by letter or telegram ad-
dfessed to the representative of the Unit Operator if its-vote
is received prior to the vote at the meeting provided such item
is not amended at the meeting.

4.3.4, Poll Votes. Working Interest Owﬂers may decide by
letter or telegram any matter éubmitted in writing to Working
Interest Owners. If a meeting is not requested, as provided in
Section 4.2, within seven (7) days after a written proposal. is

sent to Working Interest Owners, the vote taken by letter or

notice of the results of such voting to all Working Interest

Owners.

telegram shall become final. Unit Operator will give prompt |
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ARTICLE 5
INDIVIDUAL RIGHTS OF WORKING INTEREST OWNERS

5.1 Reservation of Rights. Working interest Owners severally

reserve to themselves -all their rights, except as otherwise provided
ir this agreement and the Unit Agreenment.

5.2 Specific Rights. Each Working Interest Owner shall have,

among others, the following specific rights:

5.2.) Access to Unit Area. Access to the Unit Area at

all reasonable tiﬁés to inspect Unit Operations, all wells,
and the records and data pertaining thereto.
5.2.2 Reports. The right to receive from Unit Operator,-
'ﬁpon written request, copies of all reports of any govefhmental
agency, reports of crude oil runs and stocks, inventory reports,
and all other information pertaining to Unit Operations. The
‘cost of gathering and furnishing information not ordinarily fur-
nished by Unit Opverator to all Working Interest Owneré shall be
charged to the Working Interest Owner who reguests the information.
ARTICLE 6
UNIT OPERATOR

6.1 Unit Operator. McClellan Oil Corporation is hereby desigﬁated

as Unit Operator.

6.2 Resignation or Removal - Selection of Successor. The resig- .

nation or removal of Unit Operator, and the selection of a successor
shall be governed by the provisions of the Unit Agreement.
ARTICLE 7 |
AUTHORITIES AND DUTIES OF UNIT OPERATOR

7.1 Exclusive Right to Operate Unit. Subject to the provisions

of this agreement and to instructions from Working Interest Cwners,
Unit Operator shall have the exclusive right and be obligated to con-

duct Unit Operations.

7.2 Workmanlike Conduct. Unit Operator shall conduct Unit Opera-~

tions in a good and workmanlike manner as would a prudent operator under

B




the same or similar circumstances. Unii Operator shall freely-consult
with Working Interest Owners and keep them informed of all maﬁters

which Unit Operator, in the exercise of its best judgment, considers
impcrtant. Unit Operator shall not be liable to Working Interest Owners
for damages,; unless sﬁch damages result from its dross negligence or

willful misconduct.

7.3 Liens and Encumbrances. Unit Operator shall endeavor to

keep the lands and leases in the Unit Area and Unit Eqguipment free
from all liens and encumbrances occasioned by qut Operations, except

o the lien and security interest of Unit Operator granted hereunder.

7.4 Employees. The number of employees used by Unit Operator

in conducting Unit Operations, their selection, hours of labor, aﬁd
compensation shall be determined by Unit Operator. Such employees

| ' shall be the employees of Unit Operator.

7.5 Records. Unit Operafor shall keep correct books, accounts,

and records of Unit Operations.

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

v 7.7 Reports to Governmental Authorities. Unit Operator shall

r ; make all reports to governmental authorities that it has the duty to

make as Unit Operator.

7.8 Engineering and Geological Information. Unit Operator shall

furnish to a Working Interest Owner, upon written request, a copy of
all logs and other engineering and geological data pertaining to wells

drilled for Unit Operations.

7.9 Expenditures. Unit Operator is authorized to make single

g

expenditures not in excess of Three Theusand Five Hundred Dollars
($3,500.00) without prior approval of Working Interest Owners. If an
emergency occurs, Unit Operator may immediately make or incur such
expenditures as in its opinion are reguired to deal with the emergency.
Unit Operator shall report to Working Interest Owners, as promotly as

possible, the nature of the emergency and the action taken.
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t¢lls Drilled by Unit Onerator. - All wells drilled by'Unit
Operator shall be at fhe usual rates prevailing in the area. Unit
Operator may employ its own tools and»equipment, but the charge there-
for shall not exceed the usual rates prevailing in the area, and the
work shall bekperformed by Unit Operatof under the same terms and con-
ditions as are usual in the area in contracts of independent contractors
doing work of a similar nature.

7.11 MNon-Consent Wells. After "Payout" (defined below) if all

parties cannot mutually agree upon the drilling of any well on the
Unit Area or upon the reworking, deepening or plugging back of a dry-
hole drilled at the jdint expense of all parties or a well jointly
owned by all the parties and not then "producing in paying guantities

on the Unit Area, any party or parties wishing to drill; rework, deépen
or plug back such a well may give the other parties w;itten‘notice‘ |
of the proposed operation, specifyingrthe work to be performed, the
location, proposed depth, objecfi&e formation and theyestimated cost
of thé operation. The parties receiving such a notice shall have
thirty (30) days (except as to reworking, plugging back or drilling

deeper, where a drilling rig is on location, the period shall be limited

-to forty-eight (48) hours exclusive of Saturday or Sunday) after receipt

of the notice within which to notify the parties wishing to do the
work whether they elect o participate in the cost of the proposed
operation. Failure of a party receiving such a notice to so reply
to it within the period above fixed shall constitute an election by
that party not to participate in the cost of the proposed operation.
iIf any party receiving such a notice elects not to‘participate in
the proposed operation {such party or parties being hereafter referred
to as “Non-Consenting Party"”), then in order to be entitled to the
benefits of this section, the party or parties giving the notice and
such other parties as shall elect to participate in the operation (all
such parties being hercafter referred to as the "Consenting Parties')
shall, within thirty (30) dayvs after the expiration of the notice period

of thirty (30) days (or as promptly as possible after the expiration



of the 48-hour period where the drilling rig is on location, as the case
may be) actually commence work on the proposad operation and complete
it with due diligence.

The entire cost and risk of conducting such operations shall be
borne by the Consenting Parties in the proportions that their respective
interests as shown in Exhibit “B" bear to the total interests of all
Consenting Parties. Consenting Parties shall keep the leasehold estates
involQed‘ih'éuCh operations free and clear of all liens and encumbrances
of every kihd created by or arising from the operations of the Consenting
Parties. If such an operation results in a dry hole; the Consenting

Parties shall plug and abandon the well at their sole cost, risk and

“‘expense., If any well driiled, reworked, deepened or plugged back under

the provisions of this section results in a producer of o0il and/or gas
in paying quantities, the Consenting Partieé shall complete and equip
the well to produce at their sole cost and risk, and the well shall then
be turned over to Operator and shall be operated by it at the expense
énd for the account of the Consenting Parties. Upon commencement of
operations for the drilling, reworking, deepening or plugging back of

any such well by Consenting Parties in accordance with the provisions

of this section, each Non-Consenting Party shall be deemed to have re-

linquished to Consenting Parties, and the‘Cohsenting Parties shall own
and be entitled to receive, in proportion to their respective interests,
all of such Non-Consenting Party's interest in the well, its leasehold
operating fights, and share of production allowed to the Tract upoh which
such welllis located until the proceeds or market value thereof (after
deducting production taxes, rovalty,. overriding royalty and other in-
terests payable out of or measured by the prdduction from such well
accruing with respect to such interest until it reverts) shall equal
the total of the following:
(A) 100% of each such Non-Consenting Party's share of the cost of any
newly acguired surface ecuipment beyond the wellhead connections
(including, but not limted. to, stock tanks, separators, treaters,

“pumping - equipment and piping), plus 100% ot each such Non=Consenting-

-




Party's share of the cost of operation of theé well cComsencing with

first production and qontinuing until each such Non-Consenting

Party's relinguished interest shall revert to it under other pPro-

visions of this sectioﬁ, it being agreed that each an»Consentinq

Party's share of such costs and equipment will be that interest

which would ‘have been chargeable to each Non-Consenting Party had

it participated inathe well from the beginning of the operation;
and |
kB) 125% of that portion of the costs aﬁa expenses of drilling, re-
SR working, deepening or plugging back, testiﬁg and completing, aftex
deducting any cash contributions received under Section 25, and
7 -125% of that portion of the cost of newly acquired equipment in “the
well (to and including the wellhead connectioné), which would‘have
o ' been chafgeable to such Non-Consenting Pafty if it had participated
therein.

In the case of any reworking, plugging back or deeper drilling
operations, tHe Consenting Parties shall be permitted to use, free of
cost, all casiné, tubing and other equipment in the well, but the owner-

k‘ ‘ ’ ;: ship of all such eguipment shall remain unchanged; and upon abandonment
of a well after such reworking, §lug9ing back orx deeper drilling, the
"Consenting Parties shall account for all such equipment to the owners
thereof, with each party receivihg its proportionate part in kind or in
value.

Within sixty (60) days after the completion of any operation under
this section, the party conducting the operations for the Consenting
Parties shall furnish each Non-Consenting Party with an inventory of

the equipment in and connected to the well, and an itemized statement

of- the cost of driiling, deepening, plugging back, testing, completing,
and equipping the well for production; or, at its option, the operating
party in lieu of an itemized statement of such costs of operation, nay
submit a detailed Statement of monthly‘billings. EFach month thereafter,

during the time the Consenting Parties are being reimbursed as provided

L
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above, the Consenting Parties shall furnish the Non-Consenting Paxrties
with an itemized statement of all costs and liabilities incurred in the
operation of the well, together with a statement of the quantity of
oil and gas produced from it and the amount of proceeds realized from
the sale of the well's working interest production during the preceding
month. Any amdunt realized from the sale or other disposition of ecuip-
ment newly acquired in connection with any such operation which would
have been owned by a Non—Consénting Party had it participated therein
shall be éredited against the total unreturned costs of the work done
and of the equipment purchased, in determining when the interest of such
Non-Consenting Party shall revert to it as above provided; if there is
a credit balance it shall be paid to such MNon-Consenting Party.

If and when the Consenting Parties recover from a Non-Consenting
Party's relingquished interéSt the amounts provided for above, the relin-

cuished interests of such Non-Consenting Party shall automatically

. revert to it and from and after such reversion such Non-Consenting Party

shall own the same interest in such well, the operating rights andk
working interest therein, the material and equipment in or pertaining
thereto, and the producting therefrom as such Won-Consenting Party
would have owned had it participated in the drilling, rewcrking, deepen-
ing or plugging back of said well. Thereafter, such‘Non~Consenting
?arty shall be charged with and shall pay its proportionate part of the
further costs of the operation of said well in accordance with the terms
of this agreement and the accounting procedure schedule, Exhibit "D",
attached hereto,

"Payout" is defined to mean 7:00 a.m. local time on the first day
of the month following the month in which Working Interest Owners have
received proceeds from the sale of Uﬁitized Substances attribu*table. to
the_net working interest in the leases covered by the Unit Area (after
production taxes but prior to income taxes), 100% of all costs expended
by such Working Interest Owners in initiating a waterflood proiject for

secondary recovery of Unitized Substances on all Tracts in the Unit Area,



including but not limited to reworking existing wells, drilling supple-
mental wells, purchasing and installing well and secondary recovery
equipment, conducting Unit Operations under the Unit Operating Agreement
and its exhibits.
ARTICLE 8
TAXES

8.1 Ad Valorem Taxes. Beginning with the first calendar year

after the Effective Date hereof (defined in Section 19.1 hereof), Unit
Operator shall make and file all necessary ad valorem tax‘fenditions

and returns with the proper taxing\authorities with respect to all

=

property of each Working Interest Owner used or held by Unit Operatdf

- for Uni%_operatidns. Unit OperatorMShali;Settle assessments arising
therefrom. All such ad valorem taxes shali be paid by Unit Operator and
charged to the joint account;‘however, if the interest of a Working
Interest Owner is subject to a separately éssessed overxriding royalty
interest, production payment, or other interest in excess of a one—~eighth
(1/8) rovalty, such Working Interest Owner shall notify‘Unit Operator

of such interest prior to the rendition daté and shall be given credit
for the reduction in taxes paid resulting therefrom.

8.2 Other Taxes. Each Working Interest Owncr shall pay oOr cause

T

to be paid all production, severance, gathering, and other taxes im-
posed or with respect to tﬁe production of handling of its share o
Unitized Substances.
ARTICLE 9
INSURANCE
9.1 Insurancé. Unit Operator, with respect to the Unit Operations,
shall do the following:
9.1.1 Comply with the Workﬁen's Cbmpensation Laws of the
State of New Mexico,
9.1.2 Carry Employer's Liability and other insurance re-
quired by the laws of the State of New llexico.
9.1.3 Unit Operator shall require all contractors engaged
in work in or on the Unit Area to carry insurance for the bene-

fit and protection of the Working Interest Owners consistent

with Unit Operator's minimum requirements.

~ ~
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9.2 Other Insurance. Unit Operator shall not be required to

carry any other insurance for the joint account of the parties hereto.
Any party may, at its own expense, acquire such insurance as it deems

proper to protect itself against any claims, losses, damages or de-

struction resulting from Unit Operations.
ARTICLE 10
ADJUSTMENT OF INVESTMENTS

10.1 Personal Property Taken Over. Upon the Effective Date,

Working Interest Owners shall deliver to Unit Operator the following:
10.1.1 Wells. All wells completed in the Unitized

Formation.

10.1.2 Well and Lease Eguipment. The casing and tubing

in each such well, the wellhead cdnnections,thereon, and.all
other lease and opeiating équipment that is used in the opéiaf
tion of such wells which Working Interest‘Owners determine is
necessarv or desirable for conducting Unit Operations.

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

10.2 Inventory and Evaluation of Personal Property. Working

2ffective NDate or as soon thereafter as

z3 4

Interest Owners ghall; on the
practicable, and at Unit Expense, inventory and evaluate in accordance
with the provisions of‘Exhibit E the personal property taken over under
Sections lO.l.l'and 10.1.2, except that casing shall be inventoried
for record purposes, but shall be excluded from Qricing and investment‘
adjustment. Such inventory shall include and be limited to those items
of equipment indicatedbto be controllable in the 1267 edition of the
Material Classification Manual prepared by the Council of Petroleum
Accountants Sociéties of North Ameriéa (CO?AS), except that sucker
rods and other items as agreed upon by Working Interest Owners may be

included on the inventory in order to insure a more equitable adjustment
¥

- — »

of investments. All other non-contrcllable items of lease and well

equipment installed within the Unit Area, although excluded from the
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inventory, shall nevertheless be taken over by the Unit Operator.

Inmediately following the completion of such inventory, the material and

equipment‘taken over uﬁder Section 10.1.2 shall ko »rieced in accordance
with provisions of Section IV, paragraph 2 of Exhibit E, Accounting
Procedure, or at an appraised value as determined by the Working Interest
Owners. Pricing shall be performed under the supervision gf, by the
personnel of, and in the offices of, the Unit Operator, with the other

~ Working Interest Owners furnishing such additional pricing help as may

be available and necessary.

10.3 Investment Adjustment. Upon approval by Working Interest

‘Owners of the inventory and evaluation, each Working Interest Owner
. -Zshall be credited with the value of its interest in all personal
property taken over under Section 10.1.2, and shall be charged with
an amount equal to that dbtained by multiplying the total value of all
i personal property taken over under Section 10.1.2 by such Working
‘éé Interest Owvner's Phase II Unit Participation as shown in Exhibit D.

If the charge against any:-Working Interest Owner is greater than the

amount credited to such Working Interest Owner, the resulting net
charge shall be an item of Unit Expense chargeable against Such Work-
ing Interest Owner. -If the credit to any Working Interest Owner is
~greater than the amount charged against such Working Interest Owner,
the reéﬁlﬁing net credit shail be paid to such Working Interest Owner
by Unit Operatox out of funds received by it in settlement of the net
charges described above.

10.4 General Facilities. The acguisition of warehouses, warehouse

stocks, lease houses, camps, facility systems, and office buildings
necessary for Unit Operations shall be by negotiation by the owners
therecof and Unit Operator, subject té the approval of Working Interest
Owners. There shall be no adjustment for lease roads or appurtenances

thereto.

10.5 OCwnership cf Personal Property and Facilities. Each Working

Interest Owner, individually, shall by virtue hereof own an undivided
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‘day of each OctoberAthereafter, shall prepare such a budget for the

interest, equal to its Phase II Unit Particinaticn, in all personal

pfapéfty and fabili&ies taken over or otherwise acquired by Unit
Operator pursuant to this agfeement.
- ARTICLE 11
UNIT EXPENSE

11.1 Basis of Charge to Working Interest Owners. Unit Operator

initially shall pay all Unit Expense. -All charges, credits, and account=-
ing for Unit Expense.shall be in accordance with Exhibit E. Each Working
Intérest Owner shall reimburse the Unit Operator for. its share of Unit
Expense as follows: | |

11.1.1 Operating Costs and Expenditures. All operating

costs and expenses- shall be-shared and borne by Working Interest
Owners in proportion to their then effective Unit Participation.

11.1.2 Investment Expenditures. Beginning at. 7:00 a.m.

on the Effective Date hereof, all capital exvenditures shall

be shared and borne by the Working Interest Owners in accordance
with their Phase II Unit Participation.

i1.2 Budgets. Béfbre ox as soon as practical after the Effective

Date, Unit Operator shall prepare a budget of estimated Unit Expense

cr

for the remainder of the calendar year, and, on or beforc the first

ensuing calendar yeap{wwA budget shall-sct {oith the estimated Unit

"Ekpense by quarterly periods. "~ Budgets shall be estimated only, and

shall be adjusted or corrected by Working Interest Owners and Unit
Operator whenever an adjustment or correction is proper. A copy of
each budget and adjusted budget shall be furnished promptly to each

Working Interest Owner.

11.3 Advénce Billinés. Unit Oéerator shall have the right without
prejudice to other rights or remedies to require VWorking Interest Owners 
to advance their respective shares of estimated Unit Expense by submit-
ting to Working Interest Owners, on or before the 15th day ofbany month,
an itemized estimate thereof for the succeeding wonth, with a requeast

for payment in advance. Within fifteen (15) days after receipt of the -




estimate, each Workinag Tnterest Owner shall pay to Unit Operator its
share of such estimate. Adjustments between estimated and actual Unit
Expense shall be made by Unit Operétor at the close of each’calendar

month, and the accounts of Working Interest Owners shall be adjusted

accordingly.

11.4 -Commingling of Funds. No funds received by Unit Operator

undexr this agreement neced be segregated or maintained by it as a separate
* _ fund, but may be commingled with its own funds.

11.5 Lien and Security Interest of Unit Operator. Each Working

Interest Owner grants to Unit Operator a lien upon its Oil and Gas
Rights in each Tracﬁ, and a security interest in its share of Unitized
“Substances when extracted, and in its interest in all Unit Eguipment,
to secure payment of its share of Unit Expense, together with interest

thereon at the rate of ten percent (10%) per annum. To the extent that

R I N P P U R,

Unit Operator has a security interest under the Uniform Commercial

Code of the State of New Mexico, Unit Operator shall be entitled to

"exercise the rights and remedies of a secured party undér said Code.

; The bringing of a suit and the obtaining of judgment by the Unit Operator

i for the secured indebtedness shall not be deemed an election of remedies

ot Al

or otherwise affect the lien rights or security interest as security for

the payment thereof. In addition, upon default by aﬁy Working Interest

Owner‘iﬁﬂEﬁémﬁgyméﬁ%"bf'itsmzhare of Unit Expense,,,nit‘bperator ,,,,,, shall

have the right, without prejudice to othexr rights or remedies, to collect

from the purchaser the proceeds from the sale of such Working Interest

Owner's share of Unitized Substances until the amount owed by such
Wworking Interest Owner, plus interest, has been paid. Each purchaser
shall be entitled to rely upon Unit Operator's written statement con-

cexrning the amount of any default.

! 11.6 Unpraid Unit Expense. If any Working Interest Owner fails

to pay its share of Unit Expense within sixty (60) days after rendition
ot a statemcnt therefor by Unit Operator, each Working Interest Owner
agrees, upon- request by Unit Operator, to pay its proportionate part

of the unpaid share of Unit Expense of the defadulting Working Interest

_16__
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Owner. The Vorking Interest Owners that pay the share of Unit Expense

1 I TR T
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of a defaultiqg Working Interest Owner shall he reimburscd by
Operator for the amount so paid, plus any interest collected thereon,
upon receipt by“qﬁit'*paiator of any past due amount collected from the
defaulting Working Interest Owner. Any Working Interest Owner so‘paying
a defaulting Working Interest Owner's share of Unit Expense shall be sub-

rcgated to. the lien and other rights herein granted Unit Operator.

11.7 Carved-0Out Interest. If any Working Interest Owner shall,

after executing this agreement, create an overriding royalty, production
payment, net proceeds interest, carried interest, or any other, interest

out of its Working Interest, such carved-out interest shall be subject ‘

. to the terms and provisions of this agreement, specifically including,.

but without limitation, Section 11.5 hereof entitled "Lien and Security
Interest of Unit Operator". If the Working Interest Owner creating

such carved-out interest (a) fails to pay any Uniit Expense chargeable

to such Working Interest Owner under this agreement, and the production
of Unitized Substances accruing to the credit of such Working Interest
Owner is insufficient for that purpose, or (b) withdraws from this
agreement under the terms and provisions of Article 17 hereof, the
carved—out interest shall be chargeable with a pro rata portion of

all Unit Expense incurred hereunder, the same as though such carved-outl
interest were a Working Interest, and Unit Operator shall have the right-
to enforce against such carved-out inferest the lien and all other rights
granted in Section 11.5 for the purpose of collecting the Unit Expense
chargeable to the carved-out interest.

11.8 Uncommitted Royalty Interest and Overriding Royalty Interest.

Should an owner of a Royalty Interest or Overriding Royalty Interest in
any Tract fail to become a party of ﬁhe Unit Agreement, and, as'a result
thereof, the actual Royalty Interest and/or Overriding qualty Interest
payments with respect to such Tract are more or less than the Royalty
Interest and/or Overriding Rovyalty Interest payments computed on the

basis of the Unitized Substances that are allocated to such Tract under
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the Unit Agreement, the dilference shall be borne by or inure to the

benefit of Working Interest Owners, in proportion to their respective

Unit Participation; however, the differcnce-to be bornc by Sr—-inure to

the benefit of Working Interest Owners shall not exceed an amount cor-
puted on the basis of one-eighth (1/8) of the difference between the
Unitized Substances allocated to the Tract and the Unitized Substances

produced from the Tract. Such adjustments shall be madd by charges and

-eredits to the joint account.

ARTICLE 12
NON-UNITIZED FORMATIONS

12.1 Right to Opsrate. Any Working Interest Owner that now has

or hereafter acquiiés Ehébiiéht to drill for and produce oil, gas, or
other minerals, from a formation underlying the Unit Area, other than
the Unitized Formation, shali have the right to do so nétwithstanding
this agreement or the Unit Agreement. In exercising thé right, however,
such Working Interest Owner shall exercise care to prevent unreasonable
interference with Unit Operations. No Working Interest shall produce
Unitized Substances through any well driiled ox operatea by it;_ If any
Working Interest Owner drills any well into or through the Unitized

i

Formation, the Unitized Formation shall be protected in' a manner satis-

i e

“factory to Working Interest Owners so that the production of Unitized
Substances will not be affected adversely.

12.2 Multiple Completions. On and after the Effective Date

hereof, no well shall be multiply completed to producegfrom the Unitized
Formation and@ any other formation without prior consent of the Working
Interest Owners. 1In the event such consent is given, such multiple
completion shall be subject to terms{and conditions as~ﬁay be prescribed
by Working Interest Owners.
ARTICLE 13
TITLES

13.1 Warranty and Indemnity . Each Working Interest Owner repre-

sents and warrants that it is the owner of the respective working in-

terests set forth opposite its name in Exhibit D, and agrees to indenm-

nify and hold harmless the other Working Interest Uwners from any loss
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due to failure,in whole or in part, of its title to such interest,

except failure to title arising because of Unit Operations; however,

such indemnity and any liabiiity for breach cof warranty shall be limited

to an amount equal to the net value that has been received from the sale

or receipt of Unitized Substances attributed to the interest as to which

‘title failed. Rach failure of title will be deenmed to be effective)

insofar as this agreement is concerned, as of 7:00 a.m. on the first
day of the calendar month in'which such failure is finally determined,
and there shall be no retroactive adjustméht of Unit Expense, or retro-
active allocation of Unitized Substances of the proceeds therefrom{ as-’ -
a result of title failure.

13.2 Failure Because of Unit Operations. The failure of title

to any WOrking Interest in any Tract because of Unit Operations, in-
cluding non-production from such Tract, shall not change the Unit
Participation of the Working Interest Owner whose title failed in re-
lation to the Unit Participations of the other Working Interest Owners
at the time of title failure. |
ARTICLE 14
LIABILITY, CLATIMS, AND SUITS

14.1 1Individual Liability. The duties, obligations, and liabil-

. ities of Working Interest Owners shall be several and not joint of_

collective; and nothing herein shall ever be construed as creating a
partnership of any kind, joint venture, association, or trust among.
Working Interest Owners.

14.2 Settlements. Unit Operator may settle any single damage

claim or suit involving UnitVOperations if the expenditure does not
exceed Three Thousand Five Hundred Dollars ($3,500.00) and if the pay-
ment is in complete settlement of such claim or suit. If the amount
regquired for settlement exceeds the above amount, Working Interest Cwners
shall assume and take over the further handling of the claim or suit
unless such authority is expressly delegated to Unit Operator. All

costs and expense of handling, settling, or otherwise discharging such

claim or suit shall be an item of Unit Expense. If a claim is made

-3 Q.




against any Working Interest Owner or if any Working Interest Owner is
sued Sn account of any matter avising from Unit Operations over which
such Working Interest Owner individually has no control because of the
rights given Working Interest Owners and Unit Operator by this agreement
and the Unit Agreement, the Working Interest Owner shall immediately
notify the Unit Operator, and the claim or suit shall be treated as
any other claim or suit involving Unit Operations.
ARTICLE 15 |
LAWS AND REGULATIONS

15.1 Internal Revenue Provision. Notwithstanding any provisiodns

herein that the rights and liabilities of the parties hereunder are

several éﬁd not joint oxr collective, or that this agreement and.the.

overations hereunder shalil not constitute a partnership, if for Fédéral*
income tax purposés this agreement and the operations hereunder are re-
garded as a partnership, then each of the parties hereto elects tc be
excluded from the application of all of the provisions of Subchapter X,
Chapter 1, Subtitle A, of the Internal Revenue Code'of 1854, as permitted.
and authorized by Section 761 of the Code and the regulations promul-
gated thereunder. Unit Operator is hereby authorized and directed to
execute on behalf of each of the parties hereto such evidence of this

election as may be reguired by the Secretary of the Treasury of the

TUnited States oxr the Federal Internal Revenue Servide, including specifi-

cally, but not by way of limitation, ail of the returns, statements, and
the data required by Federal Requlations 1.761-1{a). Should there be
any requirement that each party hereto further evidence this election,
each party hereto agrees to execute such documents and furnish such other
evidence as may be required by the Federal Internal Revenue Service

or as may be necessary to evidence tﬁis election. Each-party hereto
further agrees not to give any notices or take any other action incon-~
sistent with the election wmade hereby. If any present or future income
tax laws of the state or states in which the Unit Area is locétcd, or

any future income tax law of the United States, contain provisions
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similar to those in Subchapter K, Chapter 1, Subtitle A, of the Internal

Revenue Code of 1954, undcer which an election similar to that provided

-

by Section 761 of the Code is vermitted, each of the partiéé agrees to
make such election as may be parmitted or reguired by such laws. In
making this election, each of the parties states that the income derived
by such party from the operations under this agreemént’can be adeguately
determined without the computation of partnership taxéble inconme.
'ARTICLE 16 |
" NOTICES
lG.i Notices. All notices required hereunder shall be in writing
and shall be deemed to have'been properly served when sent by mail or
telegram to the address of the representative of each Working Interest
Owner as furnished to Unit Operator in accordance with Article 4,
| ARTICLE 17
WITHDRAWAL OF WORKING INTEREST OWNER
17.1 Withdrawal. A Working Interest Owner may withdraw from
this agreement by transferring, without warranty to title, either
% § express or implied, to the other Working Interest Owners, all its Oil_'
and Gas Rights, exclusive of Royalty Interests, together with its in-
k“" é terest in all Unit Equipment and in all wells used in Unit Operations.

Such transfer shall not relieve the Working Interest Ownexr from any

obligation or liability incurred prior to the date of delivery of the

instrument of transfer. 'The interest transferred shall be owned by

the transferees in proportion to their respective Unit Participations.
The transferees, in proportion to the respective interest so acquired,
shall pay transferor, for its interest in Unit Equipment, the net
% - salvage value thereof as determined by Wofking Interest Owners. After
? | the date of delivery of the instrument of transfer, the withdrawing
Working Interest QOwner shall be relieved from all further obligations
‘ and liability hereunder ai.d under the Unit Agreement, and the rights
of such Working Interest Owner hercunder and under the Unit Agreement

shall cease insofar as they existed by virtue of the interest transferred.

%
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ARTICLE 18
ABANDONMENT OF WELLS

18.1 Rights of Former Owners. If Working Interest Owners decide

to pérmanently abandon any well within the Unit Area prior to'termination
of the UgiF‘AgFegmentJVUnit Operator shall ine written notice therecf-
to Working Interest Owners of the Tract on which the well is located,
and they shalliﬁave the option for a period of ninety (90) days after
the sending of such notice to notify Unit Operator in writing of their
election to take over and own the well. Within ten (10) days after
Working Interest Owners of the Tract have notified Unit Opérator of
their election to take over the well, they shall pay Unit Opefator,
for credit to the joint acco®nt, the amount determined by Working
Interest Owners to be the net salvége value of the casing and egquipment
in and on the well. Working Interest Owners of the Tract, byntaking

iz over the well, agree to seal off the Unitiéed Fermation, and upbn aban-
donment to plug the well in compliance with applicable laws and regu-
lations.

18.2 Plugging. If the Working Interest Owners of a Tract do not

elect to take over a well located within the Unit Area that is proposed

for abandonment, Unit Operator shall plug and abandon the well in

compliance with applicable laws and regulatiOhs:
ARTICLE 19
EFFECTIVE DATE AND TERM

19.1 Effective Date. This agreement shall become effective when

the Unit Agreement becomes effective.
19.2 Term. This agreement shall continue in effect so long as
the Unit Agreement remains in effect, and thereafter until (a) all unit

wells have been plugged and abandoned or turned over to Working Interest

Owners in accordance with Article 20, (b) all Unit Eguipment and real

property acquired for the joint account have bsen disposed of by Unit
Operator in accordance with instructions of Working Interest QOwners,

l .

|

\ and (c¢) there has been a final accounting.




ARTICLE 20
ABANDONMENT OF OPERATIONS

20.1 Termination. Upon termination of the Unit Agreement, the

following will occur:

20.1.1 0il and Gas Rights. 0il and Gas Rights in and to

each separate Tract shall no longer be effected by this agfee—

ment, and thereafter the parties shall be governed by the terms
and provisions of the leases, contracts, and other instruments

affecting the sepafate Tracts. |

-20.1.2 Right to Operate. Working Interest Owners of any

Tract that desire to take over and continue to operate wells
located thereon may 4o so by paying Unit Operator, for credit to.
the joint account, the net salvage value as determined by Working
Interest Owners of the casing and equipment in and on the wellé
taken over, and by agreeing upon abandonment to plug each well

in compliance with applicable laws and regulations.

20.1.3 Salvaging Wells. Unit Operator shall salvage as

"’ much of the casing and equipment in or on wells»ndt taken over
by Working Interest Owners of separate Tracts as can economically
: qnd reasgnably be salvaged, and shall cause the wells to be
plugged and abandoned‘invdéméiiéhce witn qpglicakle lawa and
regulations.

20.1.4 Cost of Abandonment. The cost of abandonment of

Unit Operations shall be Unit Expense.

20.1.5 Distribution of Assets. Working Interest Cwners

shall share in the distribution of Unit Foripment, or the pro-
ceeds thereof, in proportion to their Unit Participation. As
between the Working Interest Owﬁers, Hal M. Stierwalt and Jack
L. McClellan and all other Working Interest Owners clairing by,
through or under them (or either of them) the provisions of
this Section 20.1.5 shall be subject to the provisions of para-
graph 7 of a certain Memorandum of Agreement dated December 31,
1974, between Hal M. Stierwalt, et ux, and Jack L. McClellan,

et ux.
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e ; ARTICLE 21

 EXECUTION

21.1 Original, Countefpart, or Other Ingstrument. An owner of

a Working Interest maﬁ become a party of this agreement by signing the
S original of this instrument, a counterpart hercof, or other instrument
agreeing to become a party hereto. The signing of any such instrument
shall have the same effect as ifﬁall parties had signed the same in-
strument.

ARTICLE 22

‘i€ SﬁCCESSORS AND ASSIGNS

22.1 Successors and Assigns. This agreement shall extend to,

be binding upon, and inure to the benefit of the parties hereto, their

respective heirs, devisees, legal representatives, successors, and

u?.i - assigns, and shall constitute a covenant running with the lands, leases,

and interests covered hereby.
IN WITNESS WHEREOF, the parties hereto have executed this agree-

ment on the dates opposite their respective signatures.

ATTEST: MCCLELLAY OIL, CORPORATION -
UNIT OPERATCR

SUNE wrrw»umﬁkfja/é?“&Af » 4/¢?

Delcris Taylor

pate_ QUi 3S NONS

MnthllaD, PreSLGent

R

L4 -

McClellan

pate Mg NG TG A PO I cltl

Barbara McClellan

Date %Q&xs ANGWA N

Date

Hal M. Stierwalt
Date

Betty Stierwaltl

GETTY OIL COMPANY
Date oo o By
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STATE OF NEW MEXICO

COUNTY OI' CHAVES

, The foregoing instrument was acknowledged before me this
25 day of o {3 %g!Q _r 1975, by Jack L. McClellan, President.

of McClellan Oil Corporation, a New lMexico corporation, on behalf of

said corporation.

My Commission ELxpires:

‘3&4'§llq’\ _~j§z§bakg>smai£2¢Ji:jziéﬁgg__*k
. - [ Notary Public

STATE OF NEW MEXICO
COUNTY OF CHAVES
The foregoing instrument was acknowledged before me this
;™S day of » 1975, by Jack L. McClellan and Barbara
McClellan, his wife,

My Commission Expires:

\olbr}ﬁﬁ _ : \S&QSE.Q\V§§)kn

Notary Public

STATE OF NEW MEXICO
COUNTY OF CHAVES
The foregoing instrument was acknowlédged befor¢ me this

day of ¢+ 1975, by Hal M. Stierwalt and Betty
Stierwalt, his wirfe. .

My Commission Expires:

Notary Public

STATE OF

COUNTY oOF

The foregoing instrument was acknowledged before me this
day of ) ‘ r 1975, by
of Getty 0i1 Company, a
corporation on behalf of said corporation.

[4

My Commission Expires:

M

Notary Public T -
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STATE OF NEW MEXICO
COUNTY OF CHAVES

_ _The foregoing instrument was acknowledged before me this
_ day of , 1975, by Jack L. HMcClellan, President
of McClellan 0il Corporation, a Wew Mexico corporation, on behalf of
said corporation. ‘

My Commission Expires:

Notary Public

STATE OF NEW MEXTICO
COUNTY OF CHAVES
The foregoing instrument was acknowledged before me this

day of . -, 1975, by Jack L. McClellan and Barbara
McClellan, his wife.

My Commission EXxpires:

Notaxy Public

STATE OF NEW MEXICO
COUNTY OF CHAVES
The foregéing instrument was acknowledged before me this

day of ’ ;, 1975, by Hal M., Stierwalt and Betty
Stierwalt, his wife.

My Commission Expires:

Notary Public

STATE OF

COUNTY OF

The foregoing instrument was acknowledged before me this
day of , 1975, by P
of Getty 0il Company, a
corporation on behalf of said coxrporation.

My Commission Expires:

Notary Public




EXHIBIT "D"
TO
UNIT OPCRATING AGREEMENT

EAST HENSHAW UNTIT
EDDY COUNTY, NEW MEXICO

Schedule of Tract Participation

o Tract No. ‘ Participation Percentage

55.81012%
29.74281%
8.43752%
6.00955%

W N

SN e ‘ TOTAL | 100.00000%
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Recommendsd by the
Councit  of Potro‘eum
Accountants Surietion of

EX*"”B‘T I " MNarth Awericao.

Attached to and made a part of..UNnit. Operat ing Agreement,.. .. ..
East Henshaw Unit, Eddy County, New Mexico

ACCOUNTING PROCEDURE

(JOINT OPERATIONS)

1. GENERAL PROVISIONS

- Definitions

“Joint Property” shatl mean the real and personal property subject to the agreement to which this “Accounting Pro-
cedure” is attached.

“Joint Opecrations” shall mean all operations necessary or proper for the development, operation, protection and
mainiendnce of the Joint Property.

“Operator” shall mean the party designated to conduct the Joint Opetrations.

“Non-Operators” shall mnan the nonoperating parvties, whether one or more. ’

“Joint Account” shall mean the account showing the charges and credits accruing because of the Joint Operations
and which are to be shared by the Parties.

“Parties” shall mean Operator and Non-Operators.

“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Propsrty.
“Controllable Material” shall mean material which at the time is so classified in the Material Classification Manual
as most recently recommended by the Council of Petroleurn Accountants Socicties of North America.

Conflict with Agrecement ) i
In the event of a conflict between the provisions of this Accounting Procedure and the provisions of the agree-

ment to which this Accounting Procedure is attached, the provisions of the agreement shall control

BIBOODAD.004
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Statements and Billings

Operator shall bill Non-Operators on or before the Jast day of each month for their proportionate share of costs and

expenses, for the preceding month. Such bills will be accompanied by statements reflecting the total charges

and credits as set forth under Subparagraph ... A . below:

A. Statement in detail of all charges and cze(hts to the Jeint.Acecount.

B. Statement of all charges and credits to the Joint Account, summarized by appropriate classifications indicative
of the nature thereof.

C. Statement of all charges and credits to the Joint Account summarized by appropriate classifications indicative
of the nature thercof, except that items of Controilable Material and unusual charges and credits shall be detailed.

Payment and Advances by Non- Oper"tor:

Each Non-Operator shall pay its proportion of alt such bills within fifteen (15) days after receipt thercof. If pay-
ment is not made within such time, the unpaid balance shall bear interest at the rate of six per cent (69) per
annum until paid.

Adjustments

Payment of any such biiis shail not prejudive the right of any Non-Operators to protest or question the correctness
thereof; provided however, all bills and statements rendered to Non-Operators by Operator during any calendar
vear shall conclusively be presumcd to be true and correct after twenty-four (24) months following the end of any
such calendar year, unless within inhe said iwenty=four {24) menth period a Non-Operator takes written excep-
tion thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall be made
unless it is made within the same preseribed period. - The provisions of this paragraph shall not prevent adjust-
ments resulting from a physical inventory of the Joint Property as provided for in Section VIL

Audits

A Non-Operator, upon nctice in writing to Operator and all other Non-Operators, shall have the right to audit
Operator's accounts and records relating to the accounting herecunder for any calendar ycar within the twenty-four
(24) month period following the'end of such calendar vear; provided however, the making of an audit shall not ex-
tend the time for the taking of written exception to and the adjustment of accounts as provided for in Paragraph
6 of this Section I. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable
effort to conduct joint or simultaneous audits in a manner which will result in a minimum of inconvenience to
the Operator.

1I. DIRECT CHARGES
Subject to limitations hercinafter prescribed, Operator shall eharge the Joint Accoumt with the following items:

Rentals and Royaliics )

Delay or other renfals and royaltics when such rentals and royalties are paid by Operator for the Joint Account

of the Parties.

Labor

A. Salaries and wages of Operator’s employees directly engaged on the Joint Properly in the conduct of the Join
Operations, and sualaries or wages of technical employvees who arve temporarily assigned to and directly
cmployed on the Joint Property.

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances pzaid to the
employvees whose salaries and wages are chargeable to the Joint Account under Pavagraph 2A of this Section 1T
ant! Paragraph 1 of Section I except that in the case of those ernmo, ‘ces only a pro rata portion of whose

salavies and wages are chavgeable (o the Joini Accoint wader Paragraph 1 of Scction 111, not more than the same
pro rala portion of the bhenefits and allowances hevein provided fm shall ve charged o thc Joint Account. Cost
under this Paragrarih 2B may be charged on a “when and as paid basis” or by “percentage assessment” on the
amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this Section If and Para-
graph 1 of Section ML If prreentage assessment is used, the rate shall be based on the Operator’s cost experience.
C. Experditures or contributions made pursuant to assessmenis imposcd by governmental authority which arve ap-

p]i(ab]e to Operator’s labor cost of salaries and wages chargeable to the Joint Account under Paragraphs 24
ana € OF ian Doctisn IT and Puarogroph U oof Qoetien TIT

D. Reasonable persons’ expensces of those emplovees whose salavies and wages are chargeable to the Joint Account
under Pavaveaph 24 of this Seetion 11 an(l far which expenses the employees arve veimbursed under Operator’s

wsual practice. .

S
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3. Employece Benefils
Operator's cunrrent cost of establishod plans for employces’ group life insurance, )m\pit.thllon, pension, retire-
“ment, stoek purchase, thrift, bonus, and ather benefit«plans of a like nature, applicable to Qperator’ s labor cost; pro-

vided however, the total of such charges shall not exceed ,(x,{ya(;r,ty’xﬁ\y\/o{ Operator’s labor costs charg (aablo
fo the Joint Aca.ount under Paragraphs 2A and 2B of this Section IT and Paragraph 1 of Scetion HL
4. Material
Material purchased or furnizshed by Operator for ure on the Joint Property. So far as it is veasonably praeti-
cal and consistent with efficient and ecovomical operalion, only such Material shall be purchased for or transferred
to the Jaint Property as may be required for immediate use: and the seccumulation of surplus stocks <hall ha.avoirded -
5. Transportation
Transportation of emplovees and Matevial necessary for the Joint Operations but subject to the folowing limilations:
A, If Material is moved to the Joint Property from the Operator’s warehouse or other properties, no charge shall
be made to the Joint Account for a distunce greater than the distance from the nearest reliable supply store or
railway receiving paint where like material is available, except by agreement with Non-Operators.
B. If surplus Material is moved to Operator's warchouse or other storage point, no charge shall be made to the
Joint Account for a distance grealer than the distance to the nearest reliable supply store ori ml\v'\y receiving
- point, excepl by agreement with Non-Operators. No charge shall be made to Joint Account for moving Material
. to other properties belonging to Operator, except by agrveement with Non-Operators.
C. In the application of subparagraphs A and B3 above, there shall be no cqualization of actual gross trucking costs
of $100 or less.
* 6. Services
A. The cost of contract services and utilities procured {rom outside sources other than services covered by Para-
graph 8§ of this Secction 1T and Paragraph 2 of Scction IIL
. Use and service of cquipment and facilities futm<hed by Operalor as provided in Paragraph 5 of Section IV,

7. D.mn-fcs and Losses to Joint Property
All costs or expenses necessary for the repair or replacement of Joint Property made neccessary because of damages
or losses incurred by fire, flood, storm, theft, accident, or any other cause, except to the extent that the damage or
loss could have been avoided through “lL exerceise of ]GdSOn.:bTL‘ diligence on the part of Operator. Operator shall
furnish Non-Operafors wrilten notice of damages or losses incurred as soon as practicable after a veport thereof
has been received by Operafor.
Legal Expense
All costs and expenses of handling, investigating and settling litigation or claims arising by rcason of the Joint
Operations or necessary to protect or recover the Joint Property, including, but not limited to, aitorneys’ fees,
court cosls, cost of investigation or procuring cvidence and amounts paid in settlement or satisfaction of any
such litigation or claims; provided, (a) no charge shall be made for the services of Operator’s legal staff or other reg-
ularly emiployed personnel (such sevvices being considered to be Administrative Overhead under Sectlion ), ex-
cept by agreement with Non-Operators, and (b) no charge shall be made for the fees and expenses of outside at-
torneys unless the employment of such attorneys is agreed to by Operator and Non-Operators.
9. Taxcs ] )
All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation
thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties.
10. Imsurance Premiums
Premiums p'nd for insurance required to be carried on the Joint Propeny for the protection of the Parties.
11. Other Expendifures
Any other expenditure not covered or dealt with in the foregeing provisions of this Section II, or in Section III,
and which is incurred by the Operator for the necessary and proper conduct of the Joint Operations.

III. INDIRECT CIIARGES
Operalor may charge the Joint Account for indirect costs either by use of an allocation of district expense items plus a
fixed rate for administrative overhead, and plus the warehousing charges, all as provided for in Paragraphs 1, 2, and 3 of
this Section IIT OR by combining all three of said items under the fixed rate provided for in Paragraph 4 of this Section
IIT. as indicated next below:

OPERATOR SHALL CHARGE THE JOINT ACCOUNT UNDER THE TERMS OF:

3 RBEEOEIRREKES 'W&WMM@»WQ@(M@WMM
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%] Paragraph 4. (Combined fixed 1ate)

1. Distriet Expeuse
Operator shall charge the Joint Account with a pro rata portion of the salaries, wages and expenses of Operator’s
production’ superintendent and other emplovees serving the Joint Property and other properties of the Operator in
the same operating area, whose time is not allocated directly to the properties, and a pro rata portion of the cost of
maintaining and operating a production office known as Operator™s . ... i e e s
office located at or near e _(ora Lommxablc offxce 1f locatlon changed), and neces-
:31’} sub-offices (if any) m'nntalned for th(- convenience of the akove-described office, and all necessary camps,
ia:cl’zd:ng housing facilitics for employees if required, used in conneetion with the operations of the Joint Property
and other properties in the same operating arca. The expense of, less any revenue from, such facilities may, at the
0':,:;0’1 ox‘ Qperator, include depreciation of investment or a fair monthly rental in lMeu of depreciation. Such
shall be apportioned 1o all properties served on some equitable basis consistent with Operator’s accounting

“s

2, Administrative Overhead
Orperater shall charge administrative overhead to the Joint Account at the following rates, which charge shall be in
Few of ihe cost and expense of all offices of the Operator not covered by Paragraph 1 of this Section 11, including
salavies, wazes and expenses of peirsonnel assigned to such offices, Such charges chall be in addition (o the selaries,
wages aud expenses of employvees of Operater autharized to be chavrged as direct charges as provided in Pavagraphs
2 and 3 of Scction 11,

WELL BASIS (RATE PER WELIL PER MONTH)
PRODUCING WELL RATE

DRILLING Vv"ELL RATE (Use Current Producina Depth)
v ' X
{Use Tolel Cuegth) All Wells
Yeil Dopth fech Wit First Five Next Five Over Ten

The cost and expense of services from oulcvdo sSourees in conncction \ulh matlcx of ta\ahon traffic, accounting, or
matters before or involving governmental apencics shall be considered as included in the overhead rates provided for in
this Paragraph 2 of Suction 1110 unless such cost and exrzense are agreed upon between Operator and Non-Operators
as a diveet chavge to the Joint Account.

N
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3. "Operator’s Fully Owned Warchouse Operating and Maintenanee Ixpense
(Deserlbe fully the agreed procedure to be followed by the Operator.)

1. Combined Fixed Rales
Operator shall charge the Joint Account for the services covered by Paragraph 1, 2 and 3 of this Section 111, the
following fixed per well rates:
WELL BASIS (RATE PER WELL PER MONTIL)
PRODUCING WELL RATE

DR!&.UNTQ W'[ll R};\)YE {Use Curtent Producing Depth)

{Use Totsl Dupt All Wells
Wl Depth Eoch Welt ALl XQ{K%XwellS Next Five Over Ten
(ALl depths  — $600/mo.  ~ $150/mo. ..

Said fixed rate {shall) (EHeXX8) include salaries and expenses of production foremen. and pumper.

5. Application of Administrative Overhead ox Combined Fixed Rates
The following limitations, instructions and charges shall apply in the application of the per well rates as pro‘nded
under either Paragraph 2 or Paragraph 4 of this Section I1I:

A. Chargoes for drilling wells shall begin on the date each well is spudded and terminafe on the date the dril]ing o1
completion rifz'is released, whichever is later, excepi that no charge shall be made during the suspensxon of
drilling operations for f.l‘teen (15) or more concecuuve days.

B. The status of wells shall be as follows:

(1) Producing gas wells, injection wells {or recovery operations, water supply wells utilized for <vater flonding
opex'a(ions and salt water disposal wells shall be considered the same as producing wells.

- (2) Wells permanently shut down but on which plugging operations are deferred shall _be dropped from the

et well schedulé at the time the shutdown is effected. When such a well is plugged a charge shall be made

‘ at the producing well rates.

(3) Wells being plugged back, drilled deeper, converted to a source or input well, or which are undel gomg My
type of workover that requires the use of a drilling or wmkovel rig shall be cox1sxde1ed the same as d1 illing
wells,

(4) Temporarily shut-down wells, which are not produced or worked upon for a peried of a full calendar month,
shall not be included in the well schedule, provided however, wells shut in by governmental regulatory
body shall beincluded in the well schedule only in the event the allowable production is transferred to some
other well or wells on the Joint Property. In the event of a unit allowable, all wells capable of producing
will be counted in determining the charge. )

(5) Gas wells shall be included in the well schedule if directly connected to a permanent sales outlet cven
though temporarily shut in due to overproduction or failure of purchaser to take the allowed production.

(G) Wells completed in multiple horizons, in which the production is not commingled down hole, shall be con-
sidered as a producing well for each separately producing horizon.

C. The well rates shall apply to the total number ot wells being drilled or operated under the agreement to which
this Accounting Procedure is attached, irrespective of individual leases.

D. The well rates shall be adjusted on the first day of April of each year following the effective date of the agree-

ient to which this Accounting Procedure is aftached. The adjustinent shall be computed by multiplying the
rafe currently in use by the percentage increase or decrease in the average weekly earnings of Crude Petroleum
and Gas Production Warkers for the last calendar year compared to the preceding calendar year as shown by

“The Index of Average Weekly Earnings of Crude Petroleum and Gas Production Workers” as publisiied by the

United States Department of L.abor, Bureau of Lahnr Statistics. Thé adjusted rates shall be the rates currently

in use, plus or minus the computed adjustment.

For the construction of compressor plants, water stations, secondary recovery systems, salt water disposal facili-

ties, and other such projects, as distinguished froin the more usual drilling and producing operations, Operator

in addition to the Administrative Overhead or Combined Fixed Rates provided for in Paragraph 2 and 4 «of this

Section 11, shall charge the Joint Account with an additional overhead charge as follows:

A. Total cost less than $25,000,Xxux¥u¥x 5% of total cost*

B. Total cost more than $25,000 but less than $100,200,°.-5 _¢% of-total cost. *

&

by

C. Total cost of $106,000 or more, O ¢ of the first $100,000 plus _2 % of all over $100,000 of total cost.*
Tetal cost shall mean the total gross cost of any one project. For the purpcse of this Paragraph the component parts
of a single project shall not be ireated separately and the cost of drzllmg wells shall be excluded.

7. The specific rates provided for in this Seclion 11l may be amended irom time to time by mutual agreement belween

the Parties hereto if, in practice, the raies are found to be insufficient or excessive.

IV, BASIS OF CHARGES TO JOINT ACCOUNT

Subject to the further provisions of this Section 1V, Operator will pracure ail Material and services for the Joint Prop-
erty. At the Operator’s option, Non-Operator may supply Material or services for the Joint Proporty.

1. Purchases

Material purchased and service procured shall be charged at the price paid by Operator after deduction of all dis-
counts actually received.
Material furnished from Operator’s Warchouse or Other Propertics
A. New Material (Condition “A’)

(1) Tubular geods, {two inch (2”) and over, shall ke priced on Fastern Mill base (i. e. Youngstown, Ohio: Lorain,
Dhio; and Indiana Harks o1, 1udlana) on a minimum carload basis cifective at date of movement ard f. o. b.
raibway 'eceang roint nearest the Joint Property, regurdicss of quantity. In equalized hauling charges,
Ogperator is permitted to include ten cents (10c) per hundred-weight on all tubular goods furrished from
his stocks in lieu of leading and unloading costs suslained.

(2) Other Material shall be priced st the current replacement cost of the same kind of MMulerial, ofiveiive at dale
of movement and £, o. b, the supply store or rzilway receiving point nearest the Joint Property where

v . Materizal of the same kind is available.
: (3) The Joint Account shall not be credited with cash discounts applicable to prices provided for in this Para-
| graph 2 of Section 1V,
! B. Used Material {(Condition “B” and “C™)
(1) Material in sound and serviceable condition and suitable for reuse without reconditioning, shaii be classified
.as Condition “B"” and priced at seventy-five per cent 175405 of ihe current price of new Malerial
(2) Maicrial which connst Le ciassitied as Condition “B” but which,
{a) After rceonditioning will be further serviceable for original function as good sccondhand Material
(Condition “B”), or
(b) Is sevviceable for original function but substantially not suitable for reconditioning, shall be elassifi-
ced s Condition “C™ and priced al fifty per ceat (309 ) of current new price.
(3) Obsolete Afaterial or Material which (anrot e Classified as Condition 137 or Condition “C" shall be priced
1 il ey kamlre s erantyrsayr ety afer varad Iy rfe 1t v otov il vy Tera et sttt alsta fovye tde oyvtarsnal o sviiveveyear Iyt e hide Cooe
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‘ some other purpose, shall be priced on a_basis comparable with that of items normally veed for such other
purpose.
1) Material involving erection costs shall be charged at applicable pereentage of the current knocked-down
price of new Materiul
Premiuwm Prices

Whenever Material is not reedily obtaineble at prices specified in Pavagraphs 1 and 2 of this Section IV because of
natienal emergencies, strikes or other unusual causes over which the Operator has no control, the Operator may
charge the Joint Account for the required Malerial at the Operatar's actual cost incurred in procuring such Material,
in making il saitable for use, and in moving it to the Joint Property, provided, that nolice in wriling is
furnished to Non-Operators of the proposed charge prior to billing Non-Operators for such Material. Each Neon-
Operator shall have the right, by so elrcting and notifying Operalor within 10 days afler receiving nofice from
Operator, to furnish in kind all or part of his share of such Malerial suitable for use and acceptable to Operator.

Warranty of Material Iurmshcd by ()pcrnlnr

Opcrulrn does not Wirtant e dateriat furnishad, In carc of defoctive Maieriai, ¢redil shall notl Le passed to the

Joint Account until adjustment has been received by Operator from the manufacturers or their agents.

Eguipment and Facilities Furnished by Operator

\. Oprerator shall charge the Joint Account for use of equipment and facilities at rates commensurate with cost of
ownership and operation. Such rates shall include cost of maintenance, repairs, other operating cxpense, in-
surance, laxes, depreciation and interest on investment not lo exceed six per cent (6¢4) per annum, provided
such rates shall not exceed those currenily prevailing in the immediate area within which the Joint Property is
located. Rates for automotive equipment shall generally be in line with the schedule of rates adopted by the
Petroleum Motor ‘I'ransport Association, or some other recognized organization, as recommeded uniform charges
against Joint Property operations. Rates for laboratory services shall not exceed those currently prevailing if
performed by outside scrvice laboratories. Rates for trucks, tractors and well service units may include wages
and expenses of operator,

B. Whenever requested, Operator shall inform Non- Opezatoxs in advance of the rates it proposes to charge.

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

V. ])ISPOSAL OF DMATERIAL

‘The Operator may pm‘chabe, but shall be under no obligation to purchase, interest of Non-Opcrators in surplus Condi-

tion

“A' or “B” Material. The disposition of surplus Controllable Material, not purchased by Operator, shall be subject

to agreement between Operator and Non-Operators, provided Operator sha]l dispose of normal accumulations of junk

and
1.

2.

scrap Material either by transfer or sale from the Joint Property.

Material Purchased by the Operator or Non-Operators

Material puxr‘lgccd by cither the Opelator or Non-Opgerators shall be credited by the Operator to the Joint Account
for the montii in which the Material is removed by the purchaser.

Division in Kind

Division of Material in kind, if made between Operator and Non-Qperators, shall be in proportion to the respective
interests in such Material. The Parties will thercupon be charged irdividually with the value of the Material re-
ceived or receivable. Proper credits shall be made by the Operator in the monthly statement of operations.

Sales to Quisiders

Sales to cutsiders of Malerial from the Joint Property shall be credited by Operator to the Joint Account at the net
amount collected by Operator from vendee. Any claim by vendee related to such sale shall be charged back to the
Joint Account if and when paid by Operator.

Subgect To

The provisions of this Article V are subject to the rights and obllga~
tions of certain Working Interest Owners as specified in a certain
Memorandum of Agreement, dated December 31, 1974, by and bétween Hal M.
Stierwalt, et ux, to and with Jack L. McClellan, et al

wouu usea MdlelIal (Lonanon TB7), bemg used Material m sound and serviceable condition, suxtablc for reuse
without reconditioning:

- A. At sevently-five per cent (75%) of current new price if Material was charged to Joint Account as new, or

The

B. At sixty-five per cent (659 ) of current new price if ‘\Iatenal was originally charged. to the Joint Account as
secondhand at seventy-five percent (759%) of new price.

Other Used Material

Used Material (Condition “C”), at fifty per cent (50%) of current new price, being used Material which:

A. Is not in sound and serviceable condition but suitable for reuse after reconditioning, or

B. Is serviceable for original function but not suitable for reconditicning.

Bad-Order Material

Material (Condition “D”), no longer suitable for ifs original purpose without excessive repair cost but usable for

some other purpose at a price comparable with that of items normally used for such. other purpose.

Junk Material

Junk Material (Condition “E”), being obsolete and scrap Material, at prevailing prices.

Temporarily Used Material

When the use of Material is temporary and its service to the Joint Property does not justify the reduction in price as

provided {for in Paragraph 3 B of this Section VI, such Material shall be priced on a basis that will leave a net charge

to the Joint Account consistent with the value of the service rendered.

VII. INVENTORIES
Operator shall maintain detlailed records of Material gencrally considered controllable by the Industry.

Periedic Inventories, Notice and Representation
At reasonakle intervals, inventories shall he taken hv Onerator of the Joint Account Material, which shall include
all such Material as is ordinarily considered controllable. Written notice of intention to take inventory shall be
given by Operator at least thirty (30) days before any inventory is to begin so that Non-Opcrators may be repre-
sented when any inventory is taken. Failure of Non-Operators to be represented at an inventory shall bind Non-
Cperators to accept the inventery taken by Operator, who shall in that event furnish Non-Operators with a copy
trereof.

Reconciliation and \djus(nu.n( of Inventories

Reconciliation of inventory with charges to the Joint Account shall be made, and a lisl of overages and shortages
shall Be jointly determined by Operator and Non-Operaiors. Inventory adjustments shall be made by Operator
with the Joint Account for overages and shortages, but Operalor shall be held accountable to Non-Operator only
for shortages due 1o lack of reasonable diligence.

Speciai Inventoiics

Seeecizl inventorics may be taken whenever there is any sale or change of iniciest i the Jeint Pronerty. Tt shall be
the duty of the party selling to notify all other Partics as quickly as pm.s.xble after the transfer of intercst takes
place. l'u such cases, both the seller and the purchaser shall be governad by such inventory.

S




CLERK'S CERTIFICATE

STATE OF NEW MEXICO
ss
County of Eddy

I FRANCES M. WILCOX * , Clerk of the

DISTRICT COURT OF THE FIFTH JUDICIAL DISTRICT, within and for the County of Eddy, State
of NEW MEXICO, DO HEREBY CERTIFY that the attached is a full, true and correct copy of
the original - ; '

SUMMARY JUDGMENT,
filed and docketed January 21, 1976;

ia cause numbered 30570 " onthe  Civil Docket

of said court, wherein JACK L. McCLELLAN, BARBARA McCLELLAN and McCLELLAN OIL
CORPORATION

ar HAL M. STIERWALT and BETTY STIERWALT
X35 defendants all as shown from the files and records of my said office.

IN WITNESS WHEREOF, I have hereunto set my hand

are
xj§ plaintiff S , and

and affixed the seal of said Court at Carlsbad, New Mexico,
this 21st dayof  January  ,A.D.1976

FRANCES M. WILCOX

Clerk of the District Court

. /
o 0
By uux ) < Aan
eputy
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CIN THE DISTRICT COURT OF EDDY COUNTJ:““ o cr
PRAN TS AL N
Clerk of the Detrct Colr

FIFTH JUDICIAL DISTRICT

STATE OF NEW MEXICO

JACK L. McCLELLAN, BARBARA
McCLELLAN and McCLELLAN OIL
CORPORATION,

Plaintiffs,

vs. No. 30570

HAL M. STIERWALT and BETTY
STIERWALT,

Defendants,

SUMMARY JUDGMENT

Motion for Summary Judgment filed by the Plaintiffs éOming
on to be heard before the Court after notice to Defendants' attorneys
Atwood, Malone, Manﬁ & Cooter (who, with the approwval of the Court
and consent of the Defendants, withdrew as counsel for the Defendants
immediately before the heariné), and Plaintiffs appearing by their
attorneys Jennings, Christy & Copple; the Defendant, Hal M. Stierwalt,
appearing pro-se, and the Defendant, Betty Stierwalt, not appearing,
and the Court having considered the Motion fof Summary Judgment,
having reviewed the pleadings on file, the transcript and exhibits
to the Axrbitration Hearing on file, and the instruments attached to
the Application for Confirmation of Arbitrators' Award on file, and
the Defendants offering no rebutting‘evidence or atfidavits, and
having considered argument of counsel for the Plaintiffs and the

Defendant, Hal M. Stierwalt;




FINDS:

1. 'The Court has jurisdiction of the subject matter of

- e . — -

this action and persdnal jurisdiétion over both the Plaintiffs and
the Defendants. - ]

2. The Arbitrators' Award on file herein is lawful, fair
and equitéblé, qnd should berenforced. That such award is free of
procurement by corruption, fraud or other undue influence, there
was‘no evident partiality by the arbitrators, the arbitrators.did
not exceed their powers, that there was no appliCation.or motion to
postpone Arbitraiors' Hearing and that there are otherwise no grounds

for vacating the Arbitrators' Award.

Based'upon the above findings of facts, the Court concludes as
a matter of law:
1. That the Arbitrators' Award on file hefein should in
all things be approved and an appropriate order issued confirming

the Arbitrators' Award and effectuating compliance therewith.

IT IS THEREFORE OﬁbERED, ADJUDGEb A&D DECﬁﬁébﬂTﬁAi‘Qifginméam
days from the entry of this Summary Judgment: i
1. Hal M. Stierwalt ‘and Betty Stierwalt, his wife, are
ordered and directed to execute, acknowledge and deliver to the
Clerk of the Court for delivery to Security National Bank of Rgswell
as Escrow Agent under the Memorandum of Agreement three counterpaits
of that certain Conveyance of Operating Rights, and in view of the
dilatory practices of Mr. and Mrs. Stiexrwalt with respect to the
execution and delivery of said conveyance, the provision therein

requiring certain governmental approvals on or before May 30, 1975,




is stricken and the date the last of such governmental approvals are

obtained, as specified in paragraph 5 below, is substituted in licu

thereof.

2, Hal M. Stierwalt and Betty Stierwaltl, his wife, are
ordered and directed to forthwith execute, acknowledge and deliver
to the Clerk of the Court for delivery to Jack McClellan ten counter-
parts of the Unit Agreement.

3. Hal M. Stierwalt and Betty Stierwalt, his wifg, are

ordered and directed to forthwith execute, acknowledge‘and deiiver

to the clerk of the Court for delivery to Jack McClellan ten counter-

parts of the Unit Operating Agreement.

| 4, Hal M. Stierwalt is ordered and directed to forthwith
execute and deliver to the Clerk of the Court for delivery to Security
Mational éank of Roswell, Escrow Agent, four manuaily signed counter-—
parts of "Designation of Operator" on4é current form approved:by the
United States Geological Survey, covering United States 0il and Gas
L,ease Serial No. NM-06407-A as to L.ots 2, 3, 4, 5, 6, 7, 8, 9, 10,
11, 12, 13. 14, 15, 16, SwWy, N%SEY, SW4%SEY Section 1, Township l@
South. Range.30. East, N.M.P.,M., Eddy County, New Mexico, fo; ﬁgpths
from the’surface to the base of the "Unitized Formation" as defined
in Section 2.8 of the Unit Agreement.

5. Forthwith upon receipt of the instruments provided for
in paragraphs 1, 2, 3 and 4 next hereinabove, Plaintiff Jack dMcClellan
shall attempt to obtain final approval from the United States Geological
Survey and from the New Mexico Commissioner of Public Lands of the Unit

Agreement and allowance of the institution of a secondary waterflood

project as contemplated by the Memorandum of Agreement. Plaintiff



- Jack McClellan shall have 30 days after delivery of such documents

to Security National Bank of Roswell and himself, as applicable,
in which to obtain such approval, Forﬁhwith upon obtaining such g
approvals, Plaintiff Jack McClellan shall undertake the secondary
waterflood operationé contemplated by the Unit Agreement in con-
formity with’the order of éhe New Mexico 01l Conservation Commission.
6. AForthwith, upon a shéwing;that the governmental final
approvals provided for in paragraph 5 above have been obtained,
Security National Bank of Roswell, Escrow Agent, shall deliver to
Jack Méclellan the Conveyance of Operating Rights, the ”Desighagion
of Operator" and the Collaterél Assignment of Operéting Rights then
in its posseésién.
7. Upoﬁ compliance with paragraph 6 above, Security National
Bank of Roswell shall deliver to Hal M. Stierwalt the cash sum—of

$50,000.00 (with accrued interest), now escrowed with said Bank.

8. If the governmental final approvals are not obtainéduby

- Jack McClellan within the time permitted by paragraph 5 above, then

in lieu of paragraphs 6 and 7 above, Security National Bank of Roswell,
EséfEW‘Aéeﬂi;‘Sﬁall’fédélivér'Eo Hal M. Stierwalt the Conveyance of
Operating>Rights, the “Designation of Operator" and the'Collateral’
Assignment of Operating Rights, and shall deliver to Jack McClellan
the cash sum of $50,000.00 (with accrued interest) presently escrowed
with said Bank, whereu?on the Memorandum of Agreement shall be deemed
terminated and cancelled, and each of the parties hereto shall be re-

turned to the status gquo as of November 27, 1973.



9., 'rhe instruments required by this Summary Judgment

to be executed by the Defendants Hal M. Stierwalt and Betty Stier-
wait, his wife, as provided in paragraphs 1, 2, 3 and 4 above, are
herewith delivered to the Clerk of the Court who shall telephonically
notify Plaintiffs' attorneys when the same have been executed,.
acknowledged and delivered "in accordance with this Summary Judgment.

10. The Court specifically retains jurisdiction of the
subject matter of this action and the personal jurisdiction over the
Pléintiffs and ﬁhe Defendants to enforce thié Summary Judgment.

11. Plain%iffs have and recover theif costs in this action
as against the Defendants, jointly and severally, pursuant to N.M.S.A..
22-3-22, 1953 comp., upoil approval of a Cost Bill filed with the
Clerk of the Court.

12. ‘the Clerk of the Court shall forthwith upon entry of

DSV - aaue

this @ommarxv.-Judgment mail a true and correct copy of the same to

the Defendant Hal M. Stierwalt at P. 0. Box 2119, Fort Worth, Texas,

and to the Defendant Betty Stierwalt at 2500 Coronado bDrive, Roswell,

‘New Mexico 88201. -
ENTERED this 6dézday of January-, 1976.

7w,

Paul Snead, District Judge
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30570
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alt, et al

ofs
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, all as shown from the files and records of my said office.
1 have hereunto S
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4 the seal of said Court at Carlsbad, N
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11th .day of March
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et my hand
ew Mexico,

A.D.1970
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FIFTH JUDICIAL DISTRICY
STATE OF NEW MEXICO
COUNTY OF EDDY

IN THE DISTRICT COURT OF EDDY cOUNTRILED i 11 1970 1N MY

JIYOFFICS

. FIFTH JUDICIAL DISTRICT PRANCES M. WILCOX
T - e S Clerk of the District Court

STATE OF NEW MEXICO

JACK I, McCLELLAN, BARBARA )

McCLELLAN and MCCLELLAN O1L )

CORPORATION, )

)

plaintiffs, )

' - )
vs. ) No. 30570

) "

HAL M. STIERWALT and BETTY )

STIERWALT, )

_ )

pe fendants. )

‘ )

- ORDER IN SUPPLEMENT OF SUMMARYJUDGMENT
The court having entered Summary Judgment in the above entitled
proceeding by order dated January 19, 1976, and in paragraph 10 thereof
having specifically retained jurisdiction to enforce the Summary. Judg-
ment, and it appeéring that the Defendahts and each of them have failed,
neglectgd and refused to comply with the provisions of such Summary

2 ~meﬁ+: and a further hearing having’been held before the court,

SP- |
U e

after notice, on March 2, 1976 at which time the Piéintiff, Jack b.
McClellan,was present in person and represented by his attorneys,
Jennings, Christy & copple, and the pefendant, Hal M. Stierwalt, was
present in person and represented by his attorney, Max Coll, and the
court being of the opinion that its Summary Judgment should be supple-
mented so as to effectuate compliance therewith by the appointment of

a Special Master to execute, for and in behalf of the pe fendants, and




SN YRR e

. A
[ Sald

each of them, the instruments therein required to be executngyywﬂww
the'Defendants.

ORDERED, that Leroy Carpenter, Sheriff of Chaves County, New Mexico,
be, and he hefeby is, designated as Special Master to execute, acknowl-
edge and deliver for and in behalf of the Defendants, and each of them,
each and all of the instruments and documents provided in said Summary
Judgment to be so executed, ackﬁowledged and delivered by the Defendants,
and each of them; further, |

ORDERED, that said Special Master shall perform the above and fore-
going acts- not earlier than 11 days nor more than 15 days after the
date of this Order in Suﬁplement of Summary Judgment, and said Special
Mastexr shall not execute; acknowledge and deliver such instruments and
documents if prior thereﬁo he shall be informed that the Defendants
have duly appealed the Sﬁmmary Judgment and posted supersedeas bond
with respect thereto in the amount set by this Court by oOrderxr entefed
contemporaneously herewith; and,

ORDERED, that Plaintiffs' attorneys shall, at the date the Special
Master is reaquested to’ekecute, acknowledge and deliver suchrinstruments
and documents, furnish to the said Speciali Master a certificate by
the Clerk of this Court,:datea not earlier than 11 days‘from the entry
of this Order in Supplement of Summary Judgment to the effect that
the Defendants have not so posted said supersedeas bond.

ENTERED this [  day of MWV , 1976.




FIETH J',: AL Dth'w
“)TI\IL‘ e MEW ERICG
COUNTY OF £D9OY
FEDDY COUNTY

(]

“iN THE DiSTRICT COURT

FRaN LS DL WILCOX
Clerk of the District Court

Tﬂz."f’._ . oy £33 » ‘,‘_;‘!‘v' L\l\\é\
v LG el 6 & e OFFiCs
STATE OF NEW MEXICO : S red Py ’

JACK L. McCLELLAN, BARBARA McCLELLAN
and McCLELLAN OIL CORPORATION,

Plaintiffs,
VS, No. 30570

HAL M, STIERWALT and BETTY STIERWALT,

Nt Nag? Vgt Naget Nt Nt et wst st “ont

Défendahts;

CLERK'S CERTIFICATE
STATE OF NEW MEXICO)
_ o ) ss.
~ COUNTY OF EDDY ) _
1, FranceS‘M. Wilcox, Clerk of the District Court of thé.Fifth
v_JudiciaI District, within and for the County of Eddy, Staté>dF 

: : New Mexico, do hereby certify that as of 5:00 P.M., March 22, 1976,

the .deféendants in the above styled and numbered cause have not

posted the supersedeas bond askrequired by the Order Settihé,Super?

sedeas Bond filed herein on March 11, 1975.
IN° WITNESS WHEREOF, | have hereunto set my hand and affixed
the seal of said Court at Carlsbad, New Mex:co thls 22nd day of

March, ]976.
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LESSEE'S
CO\IDEN TO AND RATIFICATION OF

e ARELS NGRERMBNT.

FOR THE DEVELOPMENT AND ﬂPFRA’J‘TON O‘*' THE
- EAST HENSHAW UNIT
CPRMEX COUNTY, NBEW MEXICO

EDDY o

The undersigned Lessee of an 0il and Gas Lease in said Unit
Agreement, which embraces certain lands in Township 16 South,
Range 30 East N.M.P.M., hereby ratifies, confirms and joins in
the executlon of said Unit Agreement (whlch is incorporated herein
by reference) to the same extent and effect as if the undersigned
had executed the original of said Unit Agreement or a counterpart
thereof. The undersigned does further commit all of the undersigned's
right, title and interest in and to the Unitized Substances to the
terms, provisions and aqreements in said Unit Agreement.

The undersigned acknowledges the receipt of a copy of said Unit
Agreement, and further acknowledges that this instrument has been
signed and unconditionally delivered at the date shown.

This Ratification shall not impose any monetary ox other lia-
bility upon the undersigned in connection with operations under said
Unit Agreement for all of which Unit Operator shall protect and hold

the undersigned harmless.

LESSEE OF RECORD

ATTEST: SOUTHERN UNION PRODUCTION COMPANY

/W/Mocuwg W B¥~———$—M = | el Lt s %ff
Aeadatant Secretary L. S. Muennink, Executive Vice President

AdAress: Suite 1700 Campbell Centre
8350 N. Central Expressway

Date: A 5 a ,é‘}f)(f Dallas, Texas 75206 »

{Corporate)

STATE OF TEXAS

SS.

4 e

COUNTY OF DALLAS

foregoing instrument was acknowledged before me this C?

day ofb\\

. 1976, byL. S. Muennink, Exec. Vice Presidentof
SQuLheLn_u;jznufxgdncxign_CQmpany_*_ et 2 __Delawarxe .

corporation, on behalf of said corporation,

.My Commission Explres-

R T




Athe undexrsigned harmless.

LESSER'S
CONSENT 10 AND RATIFICATION OF
UMY T AGREEMENT
FOR Tk DEVELOPMBENT AND OPERATION GrF THE
CAST HENSIAW UNIT
£0DY COURTY, NBE MBXICO

The under31gn°d Lesses of an 0il and Gas L&asn in said Unit

Agreement, whic'h embraces certain lands in Townshlp 16 South,

Range 30 Bast, N.M.P.lM., hereby ratifies, confirms and joins in
the execution of said Unit Agraemeﬂt {which is incorporated herein
by reference) to the same extent and effect as if the undersignad

- had executed the original of said Unit Agreement or a counterp:rc

therxeof., The undersigned does further commit all of the undersignad's
right, title and interest in and to the Unitized Substaunces to the
texrms, provisions and agreements in said Unit Agreement.

_ The undersighed acknowledges the receipt of a copy of said Unit
Agreement, and further acknowledges that this instrument has been
signed and unconditionally delivered at the date shown.

This Ratification shall not impose any monetary or other lia-

* bility upon the undersigned in connection with operations undexr said

Unit Agreement for all of which Unit Operator shall protcct and hold

LESSEE OF RECORD By 243
_ e

ADERETK : EXXON CORPORATION

/ﬁ[ /Qzacé_,/l@a/n»(m
Attorgéy in Fact -
Address: p, 0, Box 1600

Date: 12-31-75 . Midland, TX TS70L

(Corporate)

STATE OF TEXAS

SS5.
MIDLAND

S’ A Ne

COUNTY OF

The foregoing instrument was ackncwledged before me this 3lst
day of December , 1975, by H. Jack Naumann, Attorney in Fact of

Exxon Corporation - . Q New Jersey

coxporation, on behalf of said corooratlon.

¥y Commission Expires; A
o O@fu > - ézf%z’é

TGP HEAS Notary Public
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AL
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faﬁwﬂ’yﬂ CONSENT TO AND RATIFICATION OF
« UNIT AGREEMENT

///‘ ' AND

UNIT OPERATING AGREEMENT
FOR THE DEVELOPMENT AND OPERATION OF THE
EAST HENSHAW UNIT
EDDY COUNTY, NEW MEXICO

The undersigned Working Interest Owner in the said Unit Agree-
ment and Unit Operating Agreement, which embraces certain lands in
Township 16 South, Range 30 East, N.M.P.M., for valuable consideration
paid, ratifies, confirms and joins in the execution of said Unit Agree-
ment and Unit Operating Agreement (each of which is incorporated herein
by reference) to the same extent and effect as if the undersigned had
executed the -original of said Unit Agreement and said Unit Operating
Agreement, or respective counterparts thereof., The undersigned does
further commit &ll of the undersigned's right, title and interest in
and to the Unitized Substances to the terms, provisions and agreements
in said Unit Agreément and said Unit Operating Agreenent.

The undersigned acknowledges the receipt of a copy of said Unit
Agreement and said Unit QOperating Agreement, and further acknowledges
that this instrument has been signed and unconditionally delivered at
the date shown hereon.

WORKING INTEREST OWNER

HAL M. STIERWALT
BETTY STIERWALT

By,

Leroy/Carpé&nhter, Special Master
and Sheriff of Chaves County, N.M.
c/0 Jennings,Christy & Copple

P, O. Box 1180

Date: March 25, 1976 Roswell, New Mexico 88201

STATE OF NEW MEXICQ )
: SS.

COUNTY OF CHAVES )

The foregoing instrument was acknowledged before me this 25th day
of March, 1976, by Leroy Carpenter, Special Master and Sheriff of Chaves
County, New Mexico, as Special Master for and in behalf of Hal M. Stier~
walt and Betty Stierwalt, his wife, -

My Commission Expires: P

/ 7.
. . .d /, s S e / h
7 Notary” Public -
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Docket No. 10-75

Dockets Nos, 11-75 and 12-75 are tentatively set for hearing on May 14 and
May 28, 1975, Applications for hearing must be filed at least 22 days in
advance of heatiing date.

DOCKET: EXAMINER HEARING - WEDNESDAY - APRIL 30, 1975

9 A.M. - OIL CONSERVATION COMMISSION CONFERENCE ROOM,
STATE LAND OFFICE BUILDING - SANTA FE, NEW MEXICO

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

CASE 5459: " Application of McClellan 01l Corporation for a unit agreement,
Eddy County, New Mexico. Applicant, in the above-styled cause,
seeks approval for the East Henshaw Unit Area coverin; ".282 acres,
mor& or less, of State and Federal lands in Township 16 South,
Range 30 East, Eddy County, New Mexico.

CASE 5460: Application of McClellan Oil Corporation for a waterflood project,

Eddy County, New Mexico. Applicant, in the above-styled cause,
seeks authority to institute a waterflood project in its East
Henshaw Unit Area by the injection of water into the CGrayburg
formation through eight wells located in Sections 1 and 2,
Township 16 South, Range 30 East, West Henshaw-Grayburg Pool,
Eddy County, New Mexico.

CASE 5461: Application of General American 011 Company for pool extension,

Eddy County, New Mexico. Applicant, in the above-styled cause,
seeks the extension of the vertical limits of the Grayburg-Jackson
(Queen-Grayburg-San Andres) Pool, Eddy County, New Mexico, to
include the Seven Rivers formation excepting, however, that area
of said Grayburg-Jackson Pool overlain by the Fren-Seven Rivers
Pool.

CASE 5462: Application of General American 0il Company for an unorthodox
location and administrative procedure, Eddy County, New Mexico.
Applicant, in the above-styled cause, seeks approval for an
unorthodox o1l well location 825 feet from the North Iine and
1295 feet from the West line of Section 13, Township 16 South,
Range 29 East, East High Lonesome Penrose Unit, High Lonesome
Pool, Eddy County, New Mexlco. Applicant further seeks the
establishment of an administrative procedure whereby additional
unorthodox producing and injection well locations could be
approved for said unit area without hearing.

CASE 5463: Application of J. Gregory Merrion for downhole commingling, Rio
Arriba County, New Mexico. Applicant, in the above-styled cause,
seeks authority to commingle undesignated Mesaverde and Devils
Fork-Gallup production in the wellbore of his Edna Well No. 4
located in Unit H of Section 7, Township 24 N cth, Range 6 West,
Rio Arriba County, New Mexico.




CASE 5464:

CASE 5465:

CASE 5466:

CASE 5467:

CASE 5468:

Exaﬁiner Hearing - Wednesday - April 30, 1975 Docket No. 10-75

-9

Application of Petro-Lewls Corporation for a unit agreement,
Sandoval County, New Mexlco. Applicant, in the above-styled
cause, seeks approval for the Media Entrada Unit Area covering
580 acres of Federal lands, Media-Entrada 0il Pool, Township 19
North, Range 3 West, Sandoval County, New Mexico. ’

Application of Petro-Lewis Corporation for a pressure maintenance
project, Sandoval County, New Mexico. Applicant, in the above-
styled cause, seeks authority to institute a pressure maintenance
project in its Media Entrada Unit Area by the injection of water
into three wells, being the Fluid Power Pump Wells Nos. 4 and 2
located, respectively, 990 feet from the South line and 1650 feet
from the East line, and 2310 feet from the North line and 330 feet
from the East line, of Section 15, and the Federal Media Well No.
4 located 990 feet from the South line and 1650 feet from the
West line of Section 14, all in Township 19 North, Range 3 West,
Media-Entrada 0il Pool, Sandoval County, New Mexico.

Application of Mark Production Company for an unorthodox gas well
location, Eddy County, New Mexico. Applicant, in the above-
styled cause, seeks approval for an unorthodox gas well location
1650 feet from the South line and 1980 feet from the West line of
Section 1, Township 18 South, Range 26 East, Atoka-Pemnsylvanian
Gas Pool, Eddy County, New Mexico, the W/2 of said Section 1 to
be dedicated to the well.

In the matter of the hearing called by the 0il Conservation
Commission on its own motion to permit Colfax Carbon Dioxide
Corporation, F. E, Sauble, American Surety Company of New York,
and all other interested parties to appear and show cause why
the Tex-Mex Cattle Co., Well No. 1 located in Unit D of Section
2, Township 26 North, Range 24 East, Colfax County, New Mexico,
should not be plugged and abandoned in accoxdance with a
Commission-approved plugging program.

In the matter of the hearing called by the 0il Conservation
Commission on its own motion to permit Kenneth M. Hankins,

Great American Insurance Company, and all other interested
parties to appear and show cause why the Virginia Branch Well
No. 1 located in Unit D of Section 9, Township 10 North, Range
25 East, Guadalupe County, New Mexico, should not be plugged and
abandoned in accordance with a Commission-approved plugging

program,
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BEFORE THE NEW MEXICO OIL CONSERVATION COMMISSIOﬁ

IN THE MATTER OF THE APPLICATION

OF McCLELLAN OIL CORPORATION FOR
APPROVAL OF INSTALLATION OF SECONDARY
RECOVERY OPERATIONS IN THE EAST

HENSHAW UNIT, QHA¥ES-CTOUNTY, NEW MEXICO,

EBD%/

Case No. =:5N§/é?7

APPLICATION

COMES NOW McClellan 0il Co;poration, proposed Operatorbbf the
East Henshaw Unit, ®herweg Lounty, New Mexico, and pursuant to‘Rule 701, .
hereby makes application for approval of the installation of secondary
recovery waterflood project and states:

1. There is presently pending before the Commission an Application
by McClellan 01l Corporation (Applicant) for approval of the East
Henshaw Unit Agregment, which Application is incorporated herein by
reference,

2. Applicant proposes to institute a pilot waterflood project
in the East Henshaw Unit Area and in connection therewith attaches
hereto:

A. A plat showing the location of the proposed injection
wells and the location of all other wells within a radiﬁs of two miles
from said proposed injection wells and the formation from which said
wells are producing or have produced, being the Premier (Basal-Grayburg)
Sand of the Permian Age. The plat also indicates the lessees, if any
there be, within said two-mile radius.

B. A log of all proposed injection wells to thé extent

available,
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C. A diametric sketch of the proposed injection wells
showing all casing strings, including diameters and setting depths,
quantities’used and tops of cement, perforated or open hole intervals,
tubing strings,.including diameters and setting depths, and type and
location of packérs, if any.

3. The'depth of the producing zone varies to some extent but
is approximately 2906'-3025' subsurface, which zone is in the Premier
{(Basal-Grayburg) Sand of the Perﬁian Age, The fluid to be injected

is fresh water. Initial volumes of water are approximately 1,000

"barrels per day for the proposed eight injection wells. At such time

as an increase in produced water is experienced, the water will be
returned to the reservoir and é lesser amount of new water will be
injected.

4. 1In the opinion of Applicant the proposed pilot waterflood
project, and any extensions thereof, approved by the Commission, will
be in the interest of conservation and the prevention of waste and

will not violate the correlative rights of any interested party.

WHEREFORE, Applicant respectfully requests, after notice and
hearing, approval of this Application.

McCLELLAN OIL *CORPORATION

R N
BY /. Wi >
S. B. Christy IV, as g hefber
of the firm of Jenningé, Christy
& Copple, P, O. Box 1180,
Roswell, New Mexico 88201
Attorneys for Applicant

cc: McClellan Oil Corporation
cc: Mr. Hal Stierwalt
cc: Getty 0il Company
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EEFORE THE OilL CONSERVATION COMMISSION
OF THE STATE OF NEW MEXI(CO

IN THE MATTER DOF THE HEARING
CALLED BY TKFE OIL CONSERVATION
COMMISSION OF NEW MEXICO FOR
THE PURPOSE OF CONSZIDERING:

CASE No, 2460

/ - Order No. R- _5_22 /(2‘

APPLICATION OF MCCLELLAN 011 CORPORATION

FOR A WATERFLOOD PROJECT, _ EDDY COUNTY,
NEW MEXICO,

ORDER_OF THE COMMISS5ION

BY THE COMMISSION:

This cause came on for hearing at 9 a.m. on April 30 , 1975,
at Santa Fe, New Mexico, before Examiner _Richard L. Stamets o

NOW, on this_________day of -__May 1975 the Commission, a
guorum being present, having considered the testimony, the record,
and the recommendations of the Examiner, and being fully advised
in the premises,

FINDS:

(1) That due public notice having been given as required by
law, the Commission has jurisdiction of this cause and the subject
matter thereof. ' -

{2) That the applicant, McClellan 0il Corporation

seeks authority to institute a waterflood project in the _East

Henshaw Unit Area, West Henshav:Grayburg Pool,
by the injection of water into the ___ Grayburg ~ formation
through eight‘ injection wells in Section_ 1 and 2 .
Township 16 X¥¥K¥, South, Range 30  XWH¥KK, East,

Eddy

NMPM, Ccunty, YNew Mexico.

3} That the ~eli3 in the project area are in an advanced
state of depletion and should properiy be ciassifled as “stripper”
wells.

{47 That the proposed waterfloed proiect srcuid result in

the recovery cof otherwise nnrecoverable oil, threreby preventing

waste.




s e e ca s

(®) That the operator should take all ste v .
e teps necessary to
ensure that the injected water enters only the proposed ingec—

\\\:ion interval and is not permitted to escape to other formations

or onto the surface from injection, producti
nd abandoned wells, ] ¢ P ction, or plugged

@ Thak\the subject application should be approved and

~

the project shoul

be governed by the provisions of Rules 701,

702, and 703 of the Sommission Rules and Regulations.

IT IS THEREFORE ORDERED:
; . MccClellan 0il s rporatio
(1) That the appllcézéb\ cL il Corporation '

East Henshaw - ," Unit Area) West Henshaw-Grayburg Pool,

by the injection of water into the Grayburg formation
P

through the foI{;wing—described wells ;;\Qgﬁnship_ 16

AR, Somth, Range_ 30 HFSQ¥, East, M, Eddy

County, New Mexico:

Y _ ,///(
v The subject waitcrilood projoct 2T horeky Accignatned
4 |
" 5«:7’%:4«) U Waterflood Project and shall

be governed b\ the provisions of Ruleg”701, 702, and 703 of the

the

Commission Rules QS Regulations.

¢Z That month}y\progregg/;eports of the waterflood project

herein authorized shall‘be/éﬁ;mitted to the Commission in accor-

[

s

dance with Rules 704 gpa lléq of the Commission Rules and Régula—

. S
tions. / .
(83 That'jﬁrisdiction of th{é\cause is retained for the

p .
entry of suclf further orders as the Commission may deem necessary.

s

DONE/;t Santa Fe, New Mexico, on the day and year hereinabove

designated. s
N
.
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(5) That the operator should take all steps necessary to
ensure thnat the injected water enters‘only the proposed injec-
tion interval and is not permitted to escape to other formations
or onto the surface fgom injection, production, or plugged
and abandoned wells.

(6) That the subject application should be approved and
the project should be governed by the provisions of Rules 701,
702, and 703 of the Commission Rules and Régulati@ns.

IT IS THEREFORE ORDERED:

(1) That the applicant, McClellan 0il éorporation, is»
hereby authorized to institute a water flood project in the
East Henshaw Unit Area, West Henshaw-Grayburg Pool, by the
injection of water into the Grayburg formation through the

following-described wells in Township 16 South, Range 30 East,

Il nMpM, Eddy County, New Mexico:

LEV TR
UNIT TRACT AND WELL NO. UNIT QR-TLOF SECTION
Tract 6 Well No. 1 Fot6 1
Tract 10 Well No. 4 ret—9 L 2
Tract 11 Well No. 1 pot—t2 L | 1
Tract 13 Well No. 2 £et-10 § 1
Tract 15 Well No. 6 | Sl O 2
Tract 19 Well No. 3 &xﬁfﬂf?d? 1
Tract 24 Well No. ) ' S ] GQ 2
Tract 26 Well No. 4 BaieK S 1

(2) That injection into each of said wells shall be through

tubing set in a packer set within 100 feet of the uppermost

iperforation in the well or, in the case of open hole completions,

"within 100 feet of the casing shoe.

(3) That the casing tubing annulus on each of said injection

‘wells shall be loaded with an inert f£luid and equipped with an

@acceptable leak detection device to determine leakage of the

‘tubing, casing, or packer.
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(4) That the operator sinall immediately notify the
Supervisor of the Commission's Artesia district office of the
failure of the tubing or packer in any of said injection wells,
the leakage of water or o0il from around any producing well,
or the leakaQe of water or o0il from any plugged and ébandoned
well within the project area and shall take such timely steps
as may be necessary or reguired to corréct such failure or
leakage. -

(5} That the operator shall treat the water to be injected
to contol corrosion, shall install corrosion coupon monitoring
equipment on the injection system; and shall file the results
of the periodic examination of the coupons with the Santa Fe
Office of the Commission.

(6) That the subject waterflood project is hereby designated
the McClellan East Henshaw Unit Waterflood Project and shall
be governed by the provisions of Rules 701, 702, and 703 of the
Commission Rules and Regulations.

{7) That monthly progress reports of the waterflood project

be submitted to the Commission in

el

hercin authorized shal
accordance with Rules 704 and 1120 of the Commission Rules and
Raanlatinng. .

(8) 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 hereinabove

designated.

f




