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BEFORE THE

OIL CONSERVATION COMMISSION
HOBBS, NEW MEXICO
august 7, 1957
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CASE 1225: Application of Slick 0il Corporation for
approval of the Slick Unit Agreement em-
bracing 1,596 acres, more or less, in Lea
County, New Mexlco. Applicant, in the
above-styled cause, seeks approval of fthe
Slick Unit Agreement embracing 1,596 acres,
more or less, of State of New Mexico Lands
descrilbed as:

Township 12 South, Range 34 East
Section 36: All

Township 13 South, Range 34 East

Section 1: Lots 1, 2, 3, & 4,
S/2 N/2, 5/2

Section 2: Lots 1 & 2, 3/2 NE/4,
SE/4

4211l in Lea County, New Mexico.
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Oil Conservation Commission
Office

1000 West Broadway

Hobos, New Mexico

BEFORE
WeRdEN W, MaNKIN, Examiner

TRANSCRIPT OF HEARING

Iz, MANKIN: The hearing will come to order. First case
bn the docket today is Case 1286.
MR. COOLEY: 1286. Application of Slick 0il Corporation

for approval of the Slick Unit Agreement embracing 1,596 acres, more
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or less, 1in Lea County, New Mexlco. Representative,Warrem Barneburg|
pir. Barneburg, how many witnesses will you have?
MR, BARNEBURG: Two. Myself and Mr. S. E. 3ims, geologist]

(Witnesses sworn. )

DIRECT EXAMINATION
BY Mz, COOLEY:

T State your full name and position, please?

N

A Warren C. Barneburg, Land Agent for Slick 011 Corporation.
2 Mr. Barneburg, have you previously testified before this
Commission?”

No, I haven't,

Would you give us a brief resume of your education and
experience, and background?

A I am employed by Slick Oil Corporation in the capacity as
[.and Agent, TQ@ sFandard duties of a Land Agent are well known in
Qe

the industry, é&z&gg\ nd preparing agreements and so forth.

MR, COOLEY: Are the witness's qualifications acceptable?
MR, MANKIN: Yes.

Ma, COOLEY: Have you also a legal background?

I do not.

:1/

=

(o]
[

Mz. COOLEY: You may proceed if you have a prepared state-
pent, Mr. Barneburg.

< I have here a fully executed copy of the Unit Agreement
For The Development And Operation Of The Slick Unit Area Lea County |

g
New Mexico. This agreement has been executed %%AéoUnter parts. It
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was approved as to form and cont'r's by the Land Office on July 15,

1957. We feel that the approval of this unit agreement would be
for the best interest of the State of New Mexico, and that it will
promote the conservation of the petroleum products. We request
that this unit agreement be approved.

& Do you have a copy of the unit agreement that you can
submit as an exhibit? The unit agreement that was submitted with
the application, the document which you wish to have approved.

A There has been one minor change to the document, as
previously submitted, in that there has been inserted a Paragraph
8B. Would you care to have me read that paragfaph?

. Please do so.

4 Paragraph 8B. "Without imparing the right of the Commis-
sioner to terminate this agreement where provided for herein,
Paragraphs 9 and 8i hereof shall not be construed to require any
party, without 1ts consent, to participate in or be liable for all
or a portion of the cost of drilling any well. The expense of
drilling the initial test well shall be borne as provided for in thd
Unit Operating Agreement. During the subsequent wells, where all
parties do not agree to participate therein,--"

% Let me interrupt you--
4 (Continuing) --"Drilling of subsequent wells, where all
parties do not agree to participate therein, shall be conducted in

accordance with the provisions of Article X111 of the Unit Operat-

ing Agreement." This paragraph was submitted to the Land Office
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prior to this hearing, and we have received verbal approval of the
insertion of Paragraph OB.
%, Mr. Barneburg, do you have a copy of the Unit Operating
Agreement winlchyeu were referring to in 8B of the Unit Agreement?
A Yeé, I do.
% Would you please identify that as Exhibit 1 in this case.
£ (Witness complies.)

MR. MANKIN: Are there objections to entering Exhibit 1,

wnich is the Unit Operating Agreement in thils case, in evidence?
(Mo response. )
N MR. MANKIN: If not, it will be so entersd. Do you have

anything further, Mr. Barneburg?
A Nothing further.

EXAMINATION

BY MR, MANKIN:
% You referred to the Unit Agreement being approved as to

T

form, and I belleve context?

A Yes,

2 By the State Land (Office? A Yes.

% What date?
July 15, 1957.
And you élso referred to an amendment by the State Land
Office, and with the insertion of Paragraph 8B, which you read.
That was also inserted and sent to you as of August the 5th, or havd

you recelved that as of that date~?
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v I nhave not received tne approval letter; however, I was
informed that such a letter has been written. We have received
verpbal approval of Paragraph 8B on August the éth.

& You 1Indicated you had signed copies of the Unit Agreement,
Would tnzt include all of the working interest owners--working and
interest owners of this--

4 (Interrupting) Yes, sir, it does include that.

¢ Well, can you indicate wno those working interest owners
are?

4  Yes., VWould you like 1t described as in acreage?

Mo, just the names.
a4 Pnillips Petroleum Company, F. J. Danglade--
THE REPORTER: Please spell that.

5 D-a-n-g-l-a-d-e, Amerada Petroleum Corporation, Gulf 0il
Corporation, the Ohio 0il Company, Skelly 0il Company, Warren
Petroleum Corporatlion, Champlin 0il and Refining Company.

¢ Alright, sir, and those persons that you have just listed
have already signed this Unit 4Lgreement?

A Yes,

And you have not got the signature of the State Land
Office, but you have got the approval as to form and context?

A Yes,

& Tnat approval will be submitted to this Commission?
A Yes, sir,

BY MR, COOLEY:
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¢ The interest owners are independent of the State of New
Mexico? A Yes,

¢ In Paragraph 8, in Drilling to Discovery--Paragraph 8 of
the Unit Agreement,--

A {Interrupting) Yes.

¢, {(Continuing) =--reads as follows: 'Drilling to Discovery.
The Unit Operator shall, within blank days after the effective date
of this agreement, commence operations upon an adequate test well
for oil and gas,” et cetera, et cetera,--

| (Interrupting) Yes.

% (Continuing ) What figure is to be inserted in this blank
space?

4 The effective date of the agreement is July 19, 1957. We
have inserted the figure, "22 days."

& 22 days. Now, Paragraph 8 will read: "The Unit Operator
shall, within 22 days after the effective date of this agreement.”

A  That is right.

BY MR, MANKIN:

¢ Then, this 22 days will take the place of the 90 days, as
is shown on one of the copies of the Unit Agreement?

A That is correct. That was necessary in order so that the
well could be commenced prlor to the explration of the earliest
lease that 1s contained in the Unit. The earliest lease expiration
date 1s august the 1llth, 1957. 22 days will make it to August the

10th.
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¢ So, with the terminatlon on August 11, Slick 0il Corporatipn
desires an early decision in the case so that drilling operations
may conmence?

A We would appreciate the earliest possible decision.

@ Then thg intentions to drill, which was submitted on this
well, dated July 25, to be located in the northeast quarter of the
northwest quarter of Section 1, in Township 13 South, Range 34 East|
that well has not yet been commenced?

A DNo, it has not yet been commenced.

& But it will be commenced prior to this expiration date?

p.

A Yes, sir, it will. Subject, of course, to the approval
of the Land Commissioner and of the 0il Conservation Commissioner.

& Thne Unit Agreement contains the standard clause, that in
the event portions of a lease is contailned in the Unit Agreement,
that a well drilled inside the unit, but not on the lease to which
I refer, we'll call 1t the 1-A Lease, will extend only ta that
portion of the lease that is inside the unit?

& Yes, sir, it does. The agreement contains the usual
Segregation Clause, to walch you are referring to.

& and 1n the event the well is drilled on the lease, a
portion of which 1is inside, and a portion which is ocutside, the
entire lease would be extended. That is a hypcthetical 1-4 Lease,
is half in &and half out, and the well is drilled on the 1-4i Lease,

inside the unit, would it not extend the entire lease?

There has been considerable confusion on what conietitutes 4
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standard Segregation Clause, that is why I want to clear this
thing up. |
Mr. Barneburg, is 1t not true, do you have knowledge, that
all leases 1nside this unit area are separate and distinct from
any other leases; 1In other words, 1t does not split a lease by this
unit line«
& No, that ié not true. I am sure that one of the leases is
split by the unit iine.
S0, 1t would, the Segregation Clause would be an important
aspect ¢f This--
& (Interrupting) Yes, it would. I would like to read from
Paragrapn 12, Page 10, of the Unit Agreement.
Mz, COOLEY: Page 107 A Yes.
MR, COOLEY: My copy doesn't go to Page 10. Are you
talking gbout the Operating Agreement?
4 No, the Unilt Agreement. You are looking at the Operating
Agreement, are you not?
M, MaNKIN: I believe so.

Mz, CCOLEY: Mine 1s on Page 10 at the bottom of that

4 Tnils agreement, of course, has been retyped since the copy
1. COCLEY: It is Paragraph 129
Paragraph 12, yes, sir,

Mr, COOLEY: Last Paragraph 1n the lease?
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. Yes, sir, beginning with: '"Any lease having only a portio

of i1ts lands committed hereto shall be segregated as to the portion
committed and to the portion not committed, and the terms of such
lease shall upply separately To such segregated portions commencing
as of the effective date hereof.” Shall I go on?

MR, COCLEY: I think my answer llies in the next paragraph,
"Notwitnstanding any of the provisions of this agreement to the
contrary, any lease embracing lands of the State of New Mexico
having only a portion of 1ts lands committed hereto snall continue
in full force and effect beyond the term provided therein as to all

lands embraced in such lease, 1f unitized substances are discovered

and are capable of velng produced in paying gquantitites from some

part of the lands embraced in such lease committed to this agreemeng

I have no further questions.
MR, MANKIN: Are there any further questions of Mr. Barnebl

response. )

——
=
o

Mo, MsNKIN: Are there any statements to be made in tais
case”
(No response.)
MR. MANKIN: If not, Mr. Barneburg, you may be excused.
(Witness excused.)

SAMUEL E. SIMS

1§92

called as a witness, having been first duly sworn, testified as
follows:

DIRECT EXAMINATION

) -

hrg ?

DEARNLEY-MEIER & ASSOCIATES
INCORPORATED
GENERAL LAW REPORTERS
ALBUQUERQUE - SANTA FE
3-6691 2-1869




11

BY MR. COOLEY:
¢, Would you state your full name and position, please?
£ Samuel E. Sims, . Vice-President of Slick 0il Corporation.
¢ Mr. 3ims, will you be testifying as to engineering or
geological questions that involve expert knowledge?
A As a geologisuﬁ and geophysigist, not as an engineer.
Would you please glve us your educational background and
what experience you have had as a geologist# and geophysie‘jst? 7
4 I have had some twenty-two yearls experience as a geophysi
and in geology I attented the University of Houston, in which I hav
received a QGeophysical Degree, Bachelor of Science Degree'igi
Geology.
MR, COOLEY: Are the witness's qualifications acceptable?
MR. MANKIN: They are,
¢ . (By Mr. Cooley) Could you present, Mr. Sims, in your
geological testimony--and I believe you have prepared a geoclogy
report, have you not?
4 We have to offer in evidence a seismic study, Exhiblt 2,
shall I mark it for you?
MR, COOLEY: We will do it now,
(Marked for identification
Slick 0il Corporation's
Exhibit. 2).
A Exhibit 2, which comprises gf two maps, being seismic
structure maps, one being a structure map at the level of the lower

Pennsylvania. The other being a seismic structure map on the

Cist,

w
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apparent upper Mississippl contact. These two structure maps
indicate structural closures on both horizons in excess of a hundre
and fifty feet, and the area of the unit covers the approximate
outline of the structure map, as we believe that the drilling of
this well will aid in the conservétion of hydrocarbons produced as
specified in this lease and unit.
HMR. COOLEY: Does that conclude your statement, Mr. Sims?
3 Yes, sir, it does.

EXAMINATION

BY MR, MaNKIN:
T Mr. Sims, tnis selsmic pilcture you have presented, in the
bottom, or lower Pennsylvanlan and upper Mississippian, that includj

rea--gelismic work--which was performed by the Slick--or
&J

oY)

a larger
by some company for Slick 01l Corporation?

-

A Tnis was prepared for us.by the Empire Geophysical
Corporation., It embraces a larger area than is shown in the unit.
¢, vinere 1s the nearest production, to this area, which you
have in guestlion here, the nearest comparable production?

S Tne Phillips Petroleum Corporation has a production in the
field, wnose name I do not know, approximately one mile north of
the unit.

% That would be the Ranger Lake--Ranger Unit?

s~ I understand it to be a Ranger name, but I do not know the

¢ Do you recall what horizon it is producing from?
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A The Pennsylvanilan.

. ¥rom the Pennsylvanian. However, this particulzr request
nere today is To test the devonian, is 1t not?

+ That is correct.

~ Would the particular area testithe.nevonian?

& Those wells have not all reached the Devonian. There has

been @ well which did reach the Devonian in this field.

" There has been at least one test well, a Ranger Well, that

went tc tihie Devonian? A Yes.
X ‘

hat compares structurally to this, or is it a separate

i

b
ct
fdo

s our belief that it is a separate structure, based
on the selsmic difference.

. L notice from your seismic picture, both, on the lower
Pennsylvanlan and upper Mississipplan, that you have closures, as
you menticned, of some hundred and fifty feet, was it not?

4 We belleve a hundred and fifty feet, yes, sir.

There 1s some area that 1s not taken into this unit, such
as portions of Section 35, Amerada, and Lion, and in Section 6,
portions of Tide Water, and Mcidoo. Do you feel that what you have
here i a rezalistic plcture as you now see it from the seismic
plcture~ ’ A Yes, sir.

Do you know whetner there i1s a provision where the unit car

be expanded, 1f necessary?

4 There is not one now in the unit agreement to my knowledge,
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sir.

which would be drilled in Lot 3 of Section 1, of Townsnip 13 South,
Range 34 East, is somewhere near the crest of the structure as
mapped nere?

4 I belleve it to be so, sir.

& From the geological report which you submitted with the
application, I don't believe that you mentioned what possible pro-
ductive nhorizon you feel would be found in the area. Would you
relate those'possible productive horizons?

4 We have expectations of being able to secure production
from the Pennsylvanian, and possibly the Mississipplan, and the
DPevonian, if oﬁr structure map ié correct,

% Those three deeper horizons are what you feel may be pro-
ductive?

A Those are ourlprimary objectives, and we believe that
reservolr is rock free 1n the area, may also be found productive
in this area.

&, Other shallow zones?

4 Yes, on other shallow zones.

50
kR

All formations underlying the unit area are unitized by

this agreement? A That is correct, 9

O

Mr. Simg,. you feel that the area which you are attempting
to drill in this unit should be oil productive rather than gas pro-

ductive?

¢ And, the discovery I meant. The initial well to be drillef

ir.
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A I would say statistically so, it should be o0il productive,

You have no reason to believe of any other near by pools,

e
]

in either of the three principal zones that might be found primarily

gas productive rather than oil productive?
4 No, I do not, sir.

MR. FISCHER: Do yéu have any geological facts that you
have used to suspect that possibly this area will be productive in
the Devonian Fbrmation, wnich 1s a larger lake, it if was dry?

i No geological data other that seismic data, sir. There

were certain indications in the seismic data, which was indicated

3

to us that this area would be higher than those, than that well.whig¢h

reached the Devonian in the field to the north.

MR. FISCHER: And the average ridge that you have outside

the unit, that 1is within the closed contours, do you feel that it ig

likely to be as productlive as, say, a portion unit, say the north-
east quarter of Section 362 4 We do so.
Mr, FISCHER: However you did not include them in the unit
4 In the northeast quarter of 367
MR, FISCHER: Yes, If the northeast quarter was included
in the unit, however, there are sres outside the unit that are in

an equally, favorably structuralposition, they are not included;

namely, the western portion of Section 6, and the western portion of

Section >5. Was fThere some particular reason for disregarding those?

~ No, sir. There was no structural reason for disregarding

them. Our conception of the structure is that it i1s well within the
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limits of tne unit described.

MR, FISCHER: That is all,

MR, MANKIN: Any further questions of Mr. Sims?

(No response. )

Mz, MANKIN: Mr. Cooley?

Ma, COOLEY: No further guestions.
MR. MANKIN: I believe that is all, the witness may bve
excused, irst, I don't believe we pubt in Exhibit 2 in evidence.
Would wyou like to have Exhibit 2 put in evidence in this czse?

A i you please, Mr. Examiner. That Exhibit 2 consists of
two portions. One of the selsmic map on the Pennsylvanian, and one
of the uéper Mississippian.

IR, MANKIN: Are there objections to entering Exhibit 2 in
evidence?

(No response.)

MR, MANKIN: If not, it will be so received. Is there
anything further in this case?

(No response)

MR, MANKIN: Are there any statements to be made?

(No response)

Cxo
MR, MANKIN: If there is nothing further we will take the
, N .

case under advisenment. -

(Witness excused.)
' L4
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UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION
OF THE SLICK UNIT AREA
LEA COUNTY, NEW MEXICO

THIS AGREEMENT, entered into as of the day of ,

1957, by and between the parties subscribing, ratifying or consenting hereto, and
herein referred to as the '"paries hereto'l,

WITNESSETH:

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

WHEREAS, the Commissioner of Public Lands of the State of New Mexico
(hereinafter referred to as ""Commissioner') is authorized by an Act of the Legis-
lature (Sec. 3, Chap. 88, Laws 1943) as amended by Sec. 1 of Chapter 162, Laws
of 1951, (Chap. 7, Art. 11, Sec. 39, N.M. Statutes 1953 Annotated), to consent to
and approve the development or operation of state lands under agreements made by
lessees of state land jointly or severally with other lessees where such agreements
provide for the unit operation or development of part of or all of any oil or gas pool,
field, or area; and

WHEREAS, the Commissioner of Public Lands of the State of New Mexico
is authorized by an Act of the Legislature (Sec. 1, Chap. 162), (Laws of 1951, Chap.
7, Art. 11, Sec. 41 N.M. Statutes 1953 Annotated) to amend with the approvallof
lessee, evidenced by the lessee's execution of such agreement or otherwise, any oil
and gas lease embracing state lands so that the length of the term of said lease may
coincide with the term of such agreements for the unit operation and development of
part of or all of any oil or gas pool, field or area; and

WHEREAS, the Oil Conservation Commission of the State of New Mexico
(hereinafter referred to as the '"Commission') is authorized by an Act of the
Legislature (Chap. 72, Laws 1935; Chap. 65, Art. 3, Sec. 14 N.M. Statutes 1953
Annotated), to approve this agreement and the conservation provisions hereof;

and

’
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WHEREAS, the parties hereto hold sufficient interests in the Slick Unit
Area covering the land hereinafter described to give reasonably effective control
of operations therein; and

WHEREAS, it is the purpose of the parties hereto to conserve natural
resources, prevent waste and secure other benefits obtainable through develop-
ment and operation of the area subject to this agreement under the terms, condi-
tions 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:

1. UNIT AREA. The following described land is hereby designated

and recognized as constituting the unit area:

NEW MEXICO PRINCIPAL MERIDIAN, NEW MEXICO

Township 12 South, Range 34 East

Section 36: All - 640 acres

Township 13 South, Range 34 East

Section 1: Lots 1, 2, 3, and 4, S-1/2 N-1/2, S-1/2 637.12 acres
318?77

31883 acres

Section 2: Lots 1 and 2, S-1/2 NE-1/4, SE-1/4

29
containing 1, 595.{E2 acres, more or less.

Exhibit '""A'" attached hereto is a map showing the unit area and the boun-
daries and identity of tracts and leases in said area to the extent known to the Unit
Operator. Exhibit '"B'' attached hereto is a schedule showing to the extent known
to the Unit Operator the acreage, percentage and kind of ownership of oil and gas

interests in all lands in the unit area. However, nothing herein or in said schedule

-2-



or map shall be construed zs a representation by any party hereto as to the owner -
ship of any interest other than such interest or interests as are shown in said map
or schedule as owned by such party. Exhibits "A'" and "B" shall bhe revised by the
Unit Operator whenever changes in ownership in the unit area render such revision
necessary, or when requested by the Commissioner of Public Lands, hereinafter
referred to as "Commissioner'.

All lard committed to this agreement shall constitute land referred to
herein as "unitized lard'' or '"land subject to this agreement''.

2. UNITIZED SUBSTANCES. All oil, gas, natural gasoline and associated

fluid hydrocarbons in any and all formatiors of the unitized land are unitized under
the terms of this agreement and herein are called "unitized substances''.

3. UNIT OPERATOR. Slick Oil Corporation, with offices at Houston,

Texas, is hereby designated as Unit Operator and by signature hereto commits to
this agreement zll interests in unitized substances vested in it as set forth in
Exhibit "B'", and agrees and consents to accept the duties and obligations of Unit
Operator for the discovery, development and production of unitized substances

as herein provided. Whenever reference is made herein to the Unit Operator,
such reference means the Unit Operator acting in that capacity and not as an owner
of interests in unitized substances, and the term "working interest owner'" when
used herein shall include or refer to Unit Operator as the owner of a working
interest when such an irterest is owned by it.

4. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Operator

shall have the right tc resign at any time but such resignation shall not become
effective until a successor Unit Operator has been selected and approved in the
manner provided for in Section 5 of this agreement. The resignation of the Unit
Operator shall not release the Unit Operator from any liability or any defzult by
it hereunder occurring prior to the effective date of its resignation.

Unit Operator may, upon default or failure in the performance of its

duties or obligations hereunder, be subject to removal by the same percentage



vote of the owners of working interests determined in like manner as herein pro-
vided for the selection of a new Unit Operator. Such removal shall be effective
upon notice thereof to the Commissioner.

The resignation or removal of the Unit Operator under this agreement
shall not terminate his 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 shall deliver possession
of all equipment, materials and appurtenances used in conducting the unit oper -
ations and owned by the working interest owners to the new duly qualified successor
Unit Operator or to the owners thereof if no such new Unit Operator is elected, to
be used for the purpose of conducting unit operations hereunder. Nothing herein
shall be construed as authorizing removal of any material, equipment and
appurtenances needed for the preservation of any wells.

5. SUCCESSOR UNIT OPERATOR. Whenever the Unit Operator shall

resign as Unit Operator or shall be removed as hereinabove provided, the owners
of the working interests according to their respective acreage interests in all
unitized land shall by a majority vote select a successor Unit Operator; provided
that, if a majority but less than seventy-five percent (75%) of the working interests
qualified to vote is owned by one party to this agreement, a concurring vote of
sufficient additional parties, so as to constitute in the aggregate not less than
seventy-five percent (75%) ofthe total working interests, shall be required to
select a new operator. 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) the selection shall have been approved by the Commissioner.

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

6. ACCOUNTING PROVISIONS. The Unit Operator shall pay in the first

instance all costs and expenses incurred in conducting unit operations hereunder

and such costs and expenses and the working interest benefits accruing hereunder
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shall be apportioned among the owners of the unitized working interests in
accordance with an operating agreement by and between the Unit Operator and the
other owners of such interests, whether one or more, separately or collectively.
Any agreement or agreements entered into between the working interest owners
and the Unit Operator as provided in this section, whether one or more, are herein
referred to as the '"Operating Agreement', No such agreement shall be deemed
either to modify any of the terms and conditions of this unit agreement or to relieve
the Unit Operator of any right or obligation established under this unit agreement,
and in case of any inconsistencies or conflict between this unit agreement and the
operating agreement, this unit agreement shall prevail.

7. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR. Except as other-

wise specifically provided herein, the exclusive right, privilege and duty of exer-
cising any and all rights of the parties hereto which are necessary or convenient
for prospecting for, producing, storing, allocating and distributing the unitized
substances are hereby delegated to and shall be exercised by the Unit Operator as
herein provided. Acceptable evidence of title to said rights shall be deposited with
said Unit Operator and, together with this agreement, shall constitute and define
the rights, privileges and obligations of Unit Operator. Nothing herein, however,
shall be construed to transfer title to any land or to any lease or operating agree-
ment, it being understood that under this agreement the Unit Operator, in its
capacity as Unit Operator, shall exercise the rights of possession and use vested
in the parties hereto only for the purposes herein specified.

8. DRILLING TO DISCOVERY. The Unit Operator shall, within 7 2

days after the effective date of this agreement, commence operations upon an
adequate test well for oil and gas upon some part of the lands embraced within the
unit area and shall drill said well with due diligence to a depth sufficient to test

the Devonian formation or to such a depth as unitized substances shall be discovered
in paying quantities at a lesser depth or until it shall, in the opinion of Unit Opera-
tor, be determined that the further drilling of said well shall be unwarranted or

impracticable; provided, however, that Unit Operator shall not, in any event, be
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)3, 796
required to drill said well to a depth in excess of 135260 feet. Until a discovery

of a deposit of unitized substances capable of being produced in paying quantities,
Unit Operator shall continue drilling diligently, one well at a time, allowing not
more than six months between the completion of one well and the beginning of the
next well, until a well capable of producing unitized substances in paying quantities
is completed to the satisfaction of the Commissioner, or until it is reasonably
proven to the satisfaction of the Unit Operator that the unitized land is incapable

of producing unitized substances in paying quantities in the formations drilled
hereunder.

Any well commenced prior to the effective date of this agreement upon
the unit area and drilled to the depth provided herein for the drilling of an initial
test well shall be considered as complying with the drilling requirements hereof
with respect to the initial well. The Commissioner may modify the drilling re-
quirements of this section by granting reasonable extensions of time when in his
opinion such action is warranted. Failure to comply with the drilling provisions
of this article shall automatically terminate this agreement as to all its terms,
conditions and provisions and all rights, privileges and obligations granted by
this unit agreement shall cease and terminate as of the date of any such default.

9. PARTICIPATION AFTER DISCOVERY. Upon completion of a well

capable of producing unitized substances in paying quantities, the owners of
working interests shall participate in the production therefrom and in all other
producing wells which may be drilled pursuant hereto in the proportions that

their respective leasehold interests covered hereby on an acreage basis bears to
the total number of acres committed to this unit agreement, and such unitized
substances shall be deemed to have been produced from the respective leasehold
interests participating therein. For the purpose of determining any benefits
accruing under this agreement and the distribution of the royalties payable to the
State of New Mexico, each separate lease shall have allocated to it such percentage
of said production as the number of acres in each lease respectively committed to

this agreement bears to the total number of acres committed hereto.
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", PLAN OF FURTHER JEVELOPMENT AND OPERATION. “it*in

T s B A S S TR - a well cavable of rrodyrin. 0=
tized <ubstanc-os in pacsingy cuaantities, the linit Tmerator chai !
submit for o a0 crowyal o0 e Tommissioner, and the Commissio,
an acceptaris slan of develorment ani operation for the aalitized
land which, whien arproveda by the Commissioner, and the2 Zommission,
shall constiturs trwe Turtner drilling and operating obiigations

of the Unit DOperator under this agreement for the period speci=-
fied therein. Thercafter, from time to time before the expiration
of any existing nlan, the Unit Operator shall submit for the
approval of the Commissioner, and the Commission, a plan for an
additional specified period for the development and oreration of
the unitized land. Any plan submitted pursuant to this section
shall provide for the exploration of the unitized area and for
the determination of the area or areas thereof capable of pro-
ducing unitized substances in paying quantities in each and
every productiVe formation and shall be as complete and adequate
as the Commissioner, and the Commission, may determine to be
necessary for timely development and proper conservation of the
oil and gas resources of the unitized area and shall (a) specify
the number and locations of any wells to be drilled and the pro-
posed order and time for such drilling; and (b) to the extent
practicable specify the operating practices regarded as necessary
and advisable for proper conservation of natural resources.
Separate plans may be submitted for separate productive zones,
subject to the approval of the Tommissioner and the Commission.
Such plan or plans shall be modified or supplemented when neces-
sary to meet changed conditions or to protect the interests of
all parties to this agreement. Reasonable diligence shall be
exercised in complyina with the obligations of this approved
plan »f development. The Zommissioner is authorized to grant

a reasonable extension of the 6-month period herein prescribed
for submission of an initial plan of development where §uch
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action is justified because of unusual conditions or circum-
stances. After completion hereunder of a well capable of
producing any unitized substances in paying quantities no
further wells, except such as may be necessary to afford pro-
tection against operations not under this agreement or such

as may be specifically approved by the Commissioner shall be
drillied except in accordance with a plan of development anproved

as herein provided,

R o P T )

8B. Without impairing the right of the Commissioner to terminate this agree- .
ment where provided for herein, Paragraphs 8 and 8A hereof shall not be construed to
require any party, without its consent, to participate in or be liable for all or a portion
of the cost of drilling any well. The expense of drilling the initial test well shall be
borne as provided for in the Unit Operating Agreement. Drilling of subsequent wells,
where all parties do not agree to participate therein, shall be conducted in accordance

with the provisions of Article XIII of the Unit Operating Agreement.
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Notwithstanding any provision contained herein to the contrary, each
working interest owner shall have the right to take such owner's proportionate
share of the unitized substances in kind or to personally sell or dispose of the
same, and nothing herein contained shall be construed as giving or granting to
the Unit Operator the right to sell or otherwise dispose of the proportionate
share of any working interest owner without specific authorization fromtime to
time so to do.

10. ALLOCATION OF PRODUCTION. All unitized substances produced

from each tract in the unitized area established under this agreement, except any
part thereof used for production or development purposes hereunder, or unavoid-
ably lost, shall be deemed to be produced equally on an acreage basis from the
several tracts of the unitized land, and for the purpose of determining any benefits
that accrue on an acreage basis, each such tract shall have allocated to it such
percentage of said production as its area bears to the entire unitized area. It is
hereby agreed that production of unitized substances from the unitized area shall
be allocated as provided herein, regardless of whether any wells are drilled on
any particular tract of said unitized area.

11. PAYMENT OF RENTALS, ROYALTIES AND OVERRIDING ROYALTIES,

All rentals due the State of New Mexico shall be paid by the respective lease owners
in accordance with the terms of their leases.

All royalties due the State of New Mexico under the terms of the leases
committed to this agreement shall be computed and paid on the basis of all unitized
substances allocated to the respective leases committed hereto; provided, however,
the State shall be entitled to take in kind its share of the unitized substances allo-
cated to the respective leases, and in such case the Unit Operator shall make
deliveries of such royalty oil in accordance with the terms of the respective leases.

If the Unit Operator introduces gas obtained from sources other than the
unitized substances into any producing formation for the purpose of repressuring,

stimulating or increasing the ultimate recovery of unitized substances therefrom,
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a like amount of gas, if available, with due allowance for loss or depletion from
any cause may be withdrawn from the formation into which the gas was introduced
royalty free as to dry gas but not as to the products extracted therefrom; provided,
that such withdrawal shall be at such time as may be provided in a plan of opera-
tion consented to by the Commissioner and approved by the Commission as con-
forming to good petroleum engineering practice; and provided further, that such
right of withdrawal shall terminate onthe termination of this unit agreement.

If any lease committed hereto is burdened with an overriding royalty,
payment out of production or other charge in addition to the usual royalty, the
owner of each such lease shall bear and assume the same out of the unitized sub-
stances allocated to the lands embraced in each such lease as provided herein.

12. LEASES AND CONTRACTS CONFORMED AND EXTENDED INSOFAR

AS THEY APPLY TO LANDS WITHIN THE UNITIZED AREA. The terms, condi-

tions and provisions of all leases, subleases, operating agreements and other
contracts relating to the exploration, drilling, development or operation for oil or
gas of the lands committed to this agreement, shall, upon approval hereof by the
Commissioner be and the same are hereby expressly modified and amended insofar
as they apply to lands within the unitized area to the extent necessary to make the
same conform to the provisions hereof and so that the lengtil of the secondary

term as to lands within such area will be extended insofar as necessary to coincide
with the term of this agreement and the approval of this agreement by the Com-
missioner or the lessee, be effective to conform the provisions and extend the term
of each such lease as to lands within the unitized area to the provisions and terms of
this agreement; but otherwise to remain in full force and effect. Each lease com-
mitted to this agreement, insofar as it applies to lands within the unitized area,
shall continue in force beyond the term provided therein so long as this agreement
remains in effect, provided, drilling operations upon the initial test well provided
for herein shall have been commenced or said well is in the process of being drilled

by the Unit Operator prior to the expiration of the shortest term lease committed
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to this agreement. Termination of this agreement shall not affect any lease which
pursuant to the terms thereof or any applicable laws shall continue in full force and
effect thereafter. The commencement, completion, operation or production of a
well on any part of the unit area shall be respectively construed and considered as
the commencement or completion or operation or production of a well within the
terms and provisions of each of the oil and gas leases to the same extent as though
such commencement, completion, operation or production was carried on, conducted
on or obtained from any such leased tract.

Any lease having only a portion of its lands committed hereto shall be
segregated as to the portion committed and to the portion not committed, and the
terms of such lease shall apply separately to such segregated portions commencing
as of the effective date hereof. Notwithstanding any of the provisions of this agree-
ment to the contrary, any lease embracing lands of the State of New Mexico having
only a portion of its lands committed hereto shall continue in full force and effect
beyond the term provided therein as to all lands embraced in such lease, if unitized
substances are discovered and are capable of being produced in paying quantities
from some part of the lands embraced in such lease committed to this agreement
at the expiration of the secondary term of such lease; or if, at the expiration of
the secondary term, the lessee or the Unit Operator is then engaged in bona fide
drilling or reworking operations on some part of the lands embraced therein shall
remain in full force and effect so long as such operations are being diligently
prosecuted, and if they result in the production of unitized substances, said lease
shall continue in full force and effect as to all of the lands embraced therein, so long
thereafter as unitized substances in paying quantities are being produced from any
portion of said lands.

13. 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 state laws

or regulations,



14. DRAINAGE. The Unit Operator shall take appropriate and adequate
measures to prevent drainage of unitized substances from unitized lands by wells
on lands not subject to this agreement.

15, COVENANTS RUN WITH LAND. The covenants herein shall be con-

strued to be covenants running with the land with respect to the interests 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 obliga-
tions hereunder by the grantee, transferee or other successor in interest. No
assignment or transfer of any working, royalty or other interest subject hereto
shall be binding upon Unit Operator until the first day of the calendar month after
Unit Operator is furnished with the original, photostatic or certified copy of the
instrument of transfer.

16. EFFECTIVE DATE AND TERM, This agreement shall become

effective upon approval by the Commissioner and shall terminate in two years after
such date unless (a) such date of expiration is extended by the Commissioner, or
(b) a valuable discovery of unitized substances has been made onunitized land
during said initial term or any extension thereof in which case this agreement shall
remain in effect so long as unitized substances can be produced fromthe unitized
land in paying quantities, and, should production cease, so long thereafter as
diligent operations are in progress for the restoration of production or discovery of
new production and so long thereafter as the unitized substances so discovered can
be produced as aforesaid. This agreement may be terminated at any time by not
less than seventy-five percent (75%) on an acreage basis of the owners of the working
interests signatory hereto with the approval of the Commissioner. Likewise, as
provided in Section 8 hereof, the failure to comply with the drilling provisions of
this unit agreement shall as of the date of any such default, automatically terminate
this unit agreement.

17. RATE OF PRODUCTION. All production and the disposal thereof shall

be in conformity with allocations, allotments and quotas made or fixed by the Com-
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mision and in conformity with all applicable laws and lawful regulations.

18. APPEARANCES. Unit Operator shall, after notice to other parties

affected, have the right to appear for and on behalf of any and all interests affected
hereby before the Commissioner of Public Lands and the New Mexico Oil Conserva-
tion Commaission and to appeal fromorders issued under the regulations of the
Commissioner or Commission or to apply for relief from any of said regulations

or in any proceedings relative to operations pending before the Commissioner or
Commission; provided, however, that any other interested party shall also have the
right at his own expense to appear and to participate in any such proceeding.

19. NOTICES. All notices, demands or statements required hereunder to
be given or rendered to the parties hereto shall be deemed fully given, if given in
writing and personally delivered to the party or sent by postpaid registered mail,
addressed to such party or parties at their respective addresses set forth in con-
nection with the signatures hereto or to the ratification or consent hereof or to such
other address as any such party may have furnished in writing to party sending the
notice, demand or statement.

20. UNAVOIDABLE DELAY. All obligations under this agreement re-

quiring the Unit Operator to commence or continue drilling 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 Operator, despite the exercise

of due care and diligence, is prevented from complying with such obligations, in
whole or in part, by strikes, war, acts of God, Federal, State or municipal law or
agencies, unavoidable accidents, uncontrollable delays in transportation, inability
to obtain necessary materials in open market, or other matters beyond the
reasonable control of the Unit Operator whether similar to matters herein enumer -
ated or not.

21. LOSS OF TITLE. In the event title to any tract of unitized land or

substantial interest therein shall fail and the true owner cannot be induced to join
the unit agreement so that such tract is not committed to this agreement or the
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operation thereof hereunder becomes impracticable as a result thereof, such tract
may be eliminated from the unitized area, and the interest of the parties readjusted
as a result of such tract being eliminated from the unitized area. In the event of a
dispute as to the title to any royalty, workingor other interest subject hereto, the
Unit Operator may withhold payment or delivery of the allocated portion of the
unitized substances involved on account thereof without liability for interest until
the dispute is finally settled, provided that no payments of funds due the State of
New Mexico shall be withheld. Unit Operator as such is relieved from any respon-
sibility for any defect or failure of any title hereunder.

22. SUBSEQUENT JOINDER. Any oil or gas interest in lands within the

unit area not committed hereto prior to the submission of this agreement for final
approval either by the Commission or Commissioner may be committed hereto by
the owner or owners of such rights subscribing or consenting to this agreement or
executing a ratification thereof, and if such owner is also a working interest owner,
by subscribing to the operating agreement providing for the allocation of costs of
exploration, development and operation. After operations are commenced here-
under, the right of subsequent joinder by a working interest owner shall be subject
to all the requirements of any applicable operating agreement between the working
interest owners relative to the allocation of costs of exploration, development and
operation. A subsequent joinder shall be effective as of the first day of the month
following the filing with the Commissioner and the Commission of duly executed
counterparts of the instrument or instruments committing the interest of such
owner to this agreement, but such joining party or parties before participating in
any benefits hereunder shall be required to assume and pay to Unit Operator their
proportionate share of the unit expense incurred prior to such party's or parties'
joinder in the unit agreement, and the Unit Operator shall make appropriate adjust-
ments caused by such joinder, without any retroactive adjustment of revenue.

23. COUNIERPARTS. This agreement may be executed in any number of

counterparts, no one of which needs to be executed by all parties or may be ratified

or consented to by separate instrument in writing specifically referring hereto, and
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shall be binding upon all those parties who have executed such a counterpart,

ratification or consent hereto with the same force and effect as if all such parties

had signed the same document and regardless of whether or not it is executed by

all other parties owning or claiming an interest in the lands within the above de-

scribed unit area.

IN WITNESS WHEREOF, the undersigned parties hereto have caused this

agreement to be executed as of the respective dates set forth opposite their

signatures.
ATTEST:

Secretary
Date
ATTEST:

Secretary
Date
ATTEST:

Secretary
Date
ATTEST:

Secretary
Date
ATTEST:

Secretary
Date
ATTEST:

Secretary
Date
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SLICK OIL CORPORATION

By:

President
UNIT OPERATOR AND WORKING
INTEREST OWNER
PHILLIPS PETROLEUM COMPANY

By:

AMERADA PETROLEUM CORPORATION

By:

GULF OIL CORPORATION

By:

OHIO OIL COMPANY

By:

SKELLY OIL COMPANY

By:




ATTEST: WARREN PETROLEUM CORPORATION

By:
Secretary
Date
ATTEST: CHAMPLIN REFINING COMPANY
By:
Secretary
Date
Date
Date
Date
F. J. Danglade
Date
STATE OF {
§{ SS.
COUNTY OF i
The foregoing instrument was acknowledged before me this day
of , 1957 by s of Slick
Oil Corporation, a corporation on behalf of said ccrporation.
My commission expires:
L]
Notary Public
STATE OF i
{ SS.
COUNTY OF {
The foregoing instrument was acknowledged before me this day

D =
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of , 1957 by ,
of Phillips Petroleum Company, a corporation on behalf of said
corporation.

My commission expires:

Notary Public

STATE OF i
§ SS.
COUNTY OF i
The foregoing instrument was acknowledged before me this day of
, 1957 by , of Amerada
Petroleum Corporation, a corporation on behalf of said corporation.

My commission expires:

Notary Public

STATE OF |
i SS.
COUNTY OF i
The foregoing instrument was acknowledged before me this day of
, 1957 by ) of Gulf QOil
Corporation, a corporation on behalf of said corporation.

My commission expires:

Notary Public

STATE OF §
f SS.
COUNTY OF §
The foregoing instrument was acknowledged before me this day of
, 1957 by ) of Ohio Qil
Company, a corporation on behalf of said corporation.

My commission expires:

Notary Public

STATE OF {
i SS.
COUNTY OF i
The foregoing instrument was acknowledged before me this day of
, 1957 by ) of Skelly Oil
Company, a corporation on behalf of said corporation.

My commission expires:

Notary Public
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STATE OF !

| SS.
COUNTY OF i
The foregoing instrument was acknowledged before me this day of
» 1957 by s of Warren
Petroleum Corporation, a corporation on behalf of said corpora-
tion.
My commission expires:
Notary Public
STATE OF ]
j SS.
COUNTY OF {
The foregoing instrument was acknowledged before me this day of
» 1957 by ) of Champlin
Refining Company, a corporation on behalf of said corporation.
My commission expires:
Notary Public
STATE OF i
{ SS.
COUNTY OF i
The foregoing instrument was acknowledged before me this day of
, 1957 by » and his wife,
My commission expires:
Notary Public
STATE OF i
} SS.
COUNTY OF §
The foregoing instrument was acknowledged before me this day of

» 1957 by ¥. J. Danglade.

My commission expires:

Notary Public
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SCHEDULE SHOWIN" THE PERCENTAGE AND KIND OF OWNERSHIP OF OIL AND GAS

.EXHIBIT "B"
SLICK UNIT AREA

LEA COUNTY, NEW MEXICO

INTERESTS IN ALL LANDS IN THE UNIT AREA

Hﬂwmﬂ,.; R No. of State Leace Overriding Reyalty .
. mwkw; Desaription of Land Acres No. and Expiration Basic Royalty and Percentage Working Interest Owner
NN
\i+ T.12 5., R. 3L E 320 E-1b43 8-11-57 State of N. M. None Phillips Petroleum Cc.
4 Sec. 36: N/3
)
2N T. 12 S., R. 34 E .
~ Sec. 36: SWi, Wi SE/} 2L0 E-1518 10-10-57 State of N. M. None F. J. Danglade
k7 T. 12 S., R. 34 E.
, Sec. 36: E5 SEf 80 E-1519 10-10-57 State of N. M. None Amerada Petroleum Corp.
By T. 13 S., R. 34 E.
=) Sec. 1: lcts 1,2,3,k,
- S/2 N/2 Sec. 2: SE} B2 E-1865 5-10-58 State of N. M. None Gulf 0il Corporation
-, T. 13 S., R. 34 E.
Sec. 1: Swx Lo E-2580 L4-11-59 State of N. M. None Ohio 0il Company
6. T. 13 S., R. 3 E. )
Sec. 1: SEf Ll E-6873 1-10-63 State of N. M. None Skelly Oil Company
7. T. 13 S., R. 3k E.
Sec. 2: lots 1 & 2 78,77 B-8473  9-21-04 State of N. M. None arren Petroleum Corp.
8. T. 13 S., R. 34 E.
Sec. 2: S3 NE: &0 E-k6L5 11-10-60 State of N. M. None Champlin Refining Co.

& STATE TRACTS AGGREGATING 1595.89 ACRES,

LEA COUNTY, NEW MEXICO

MORE OR LESS

P
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