Jason Kellahin
W. Thomas Kellahin

Karen Aubrey

KELLAHIN and KELLAHIN

Attorneys at Law

500 Don Gaspar Avenue
Post Office Box 1769

October 19, 1979

Mr. Oscar Jordan

State Land Office

P. 0. Box 1188

Santa Fe, New Mexico 37501

Mr. Ernest Padilla

Uil Conservation Division

P. 0. Box 2088

Santa Fe, New Mexico 87501

Re: Tenneco v. 0il Conser-

vation Division;
Santa Fe County Cause
No. 78-2268

Gentlemen:

Please find enclosed your conformed copy of the Stipulated

Dismissal in this case.
/

-

Ve7{ftruly yours,

i
{

W, Tmellahm

cc: Mr., Millard Carr

encl,
WTIK :mf

Santa Fe, New Mexico 87501 Telephone 982-4285
Area Code 505



STATE OF NEW MEXICO COUNTY OF

IN THE DISTRICT COURT . -
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TENNECO OIL COMPANY, a Delaware
Corporation and CONTINENTAL OIL
COMPANY, a Delaware Corporation,

Petitioners,

vs- No.

OIL CONSERVATION DIVISION OF THE
NEW MEXICO ENERGY AND MINERALS
DEPARTMENT, PHIL R. LUCERO,
COMMISSIONER OF PUBLIC LANDS OF
THE STATE OF NEW MEXICO.

Respondents.

STIPULATION OF DISMISSAL

COMES NOW THE Petitioners, by and through their attorneys,

Kellahin & Kellahin, and pursuant to Rule 41 {(a)

Mexico Rules of Civil Procedures dismisses this Cause of Action

with the consent of all parties.

SF-78-2268
DIV II

of the New

KELLAHIN & KELLAHIN/

TN e

b

By v \

N
.\ / o f

[

Consent:

Commissioner of Public Lands of the

State of New Mexico

by ’ llﬂA A
"Oscar Jordan, Attorney

0il Conservation Division of the
New Mexiéo Energy and Mineral Dept.

by

Ernest Padilla

e s
W. Thomas Keilaﬁin

SANTA FE



EUGENE A REIDY
JAMES D. VOORHEES
JOHN R. MORAN, JR.
WILLIAM T. CANIGLIA
JAMES B. DEAN

J. MICHAEL BELANGER
WILLIAM C. GORHAM
JOHN W. COUGHLIN
GREGORY V. JOHNSON
JAMES E. THOMPSON
BLUETTE N. BLINOFF
THOMAS E. KELLEY
JANICE R.TANQUARY

The Director
S. Geological Survey

U.

KUTAK ROCK & HUIE

1330 COLORADO NATIONAL BUILDING
DENVER, COLORADO 80202

(303) 534-1330

November 3, 1978

Reston, Virginia 22092

Dear Sir:

SUCCESSOR TO
MORAN, REIDY & VOORHEES

ATLANTA OFFICE

1200 STANDARD FEDERAL
SAVINGS BUILDING
ATLANTA,GEORGIA 30303
(404)522-8700

OMAHA OFFICE

THE OMAHA BUILDING
1650 FARNAM STREET
OMAHA, NEBRASKA 88102
(402) 348-8000

WASHINGTON OFFICE

11O CONNECTICUT AVENUE, N. W.
WASHINGTON, D.C. 20036
(202) 788-8010

Enclosed please find Statement of Reasons in support

of the Notice of Appeal filed by Continental 0il Company
and Tenneco 0il Company against the Decision of James W.
Sutherland, 0il and Gas Supervisor, Southern Rocky Mountain
Area, approving the Third Revision of the Dakota Participat-~
ing Area in the San Juan 29-7 Unit.

JDV:dsn

Enclosures

Very truly yours,

¢y/;,43. L/:;,—vélak~g_4_____

James D. Voorhees



UNITED STATES
DEPARTMENT OF THE INTERIOR

GEOLOGICAL SURVEY

TO THE DIRECTOR OF THE

UNITED STATES GEOLOGICAL
SURVEY

OIL AND GAS NO. 98

)

)

) APPEAL FROM THE LETTER DECISION

) OF THE OIL AND GAS SUPERVISOR
RESTON, VIRGINIA 22092 ) APPROVING THE APPLICATION OF

) EL PASO NATURAL GAS FOR THE THIRD

) REVISION OF THE DARKOTA PARTICIPATING

) AREA FOR THE SAN JUAN 29-7 UNIT

STATEMENT OF REASONS

INTRODUCTION

Continental 0il Company and Tenneco 0il Company
(hereinafter "Appellants" or "Continental" or "Tenrsco"),
as parties adversely affected, have filed a Notice of
Appeal from the Letter Decision dated September 1, 1978,
of James W. Sutherland, 0il and Gas Supervisor, approving
the Application of El1 Paso Natural Gas for the Third Revision
of the Dakota Participating Area for the San Juan 29-7
Unit, herein the Decision (Exhibit "A"). In the Notice
of Appeal, Appellants requested an extension of time
within which to submit their Statement of Reasons. By
letter dated October 2, 1978, the Acting Director of the
Geological Survey granted the extension of time to submit
the Statement of Reasons up to and including November 6, 1978.
Pursuant to the extension, Appellants hereby submit this State-
ment of Reasons in support of their position that the Decision
is incorrect and should be reversed.

STATEMENT OF FACTS

1. By Unit Agreement dated as of December 7, 1953,
(Exhibit "B") Township 29 North, Range 7 West, Rio Arriba
County, New Mexico,was unitized for the development of oil
and gas as to all depths. El Paso Natural Gas Company (El

Paso) 1is the Unit Operator. Section 11(b) of the Unit



Agreement prescribes the method for determining the unitized
lands entitled to participate in unitized production from
formations below the Mesaverde formation, as follows (the

Dakota formation lies below the Mesaverde formation):

"(b) From Formations below the Mesaverde:

Upon completion of a well capable of producing
unitized substances from formations lying below the
base of the Mesaverde in paying quantities, or as
soon thereafter as required by the Supervisor and
Commissioner, the Unit Operator shall submit for
aovproval by the Director, the Commissioner, and
the Commission, a schedule based on subdivisions
of the public-land survey or aliquot parts thereof,
of all unitized land then regarded as reasonably
proved to be productive of unitized substances in
paying quantities; all land in said schedule on
approval of the Director, the Commissioner, and
the Commission to constitute a participating area,
effective as of the date of first production »n or
after the effective date of this Unit Agreement.
Said schedule also shall set forth the percentage
of unitized substances to be allocated as herein
provided to each unitized tract in the participat-
ing area so established, and shall govern the alloca-
tion of production from and after the date the
participating area becomes effective.

A separate participating area shall be establish-
ed in like manner for each separate pool or deposit
of unitized substances or for any group thereof produc-
ed as a single pool or zone, and any two or more
participating areas so established may be combined
into one with the consent of the owners of all work-
ing interests in the lands within the participating
areas so combined upon approval of the Director,
the Commissioner, and the Commission. The partici-
pating area or areas so established shall be revised
from time to time, subject to like approval, whenever
such action appears proper as a result of further
drilling operations or otherwise, to include additional
land then regarded as reasonably proved to be productive
in paying quantities and the percentage of allocation
shall also be revised accordingly. The effective date
of any revision shall be the first of the month in
which is obtained the knowledge or information on
which such revision is predicated, unless a more
appropriate effective date is specified in the
schedule. No land shall be excluded from a partici-
pating area on account of depletion of the unitized
substances.

It is the intent of this Subsection (b) that a
participating area shall represent the area known or
reasonably estimated to be productive in paying quan-
tities; but, regardless of any revision of the parti-
cipating area, nothing herein contained shall be
construed as requiring any retroactive adjustment
for production obtained prior to the effective
date of revision of the participating area.



In the absence of agreement at any time between
the Unit Operator and the Director, the Commissioner,
and the Commission as to the proper definition or
redefinition of a participating area, or until a
participating area has, or areas have, been established
as provided herein, the portion of all payments affected
thereby may be impounded in a manner mutually acceptable
to the owners of working interests, except royalties
due the United States and the State of New Mexico,
which shall be determined by the Supervisor and the
Commissioner and the amount thereof deposited as
directed by the Supervisor and the Commissioner,
respectively, to be held as unearned money until a
participating area is finally approved and then applied
as earned or returned in accordance with a determina-
tion of the sum due as Federal and State royalty on
tne basis of such approved participating area.

Whenever it is determined, subject to the approval
of the Supervisor, as to wells on Federal land, the
Commissioner as to wells on State land, and the Com-
mission as to patented land, that a well drilled under
this agreement is not capable of production in paying
guantities and inclusion of the land on which it is
situated in a participating area is unwarranted,
production from such well, for the purposes of settle-
ment among all parties other than working interest
owners, shall be allocated to the land on which the well
is located so long as such land is not within a parti-
cipating area established for the pool or deposit from
which such production is obtained. Settlement for
working interest benefits from such a well shall be
made as provided in the Unit Operating Agreement."”

2. The initial 29-7 Unit Dakota participating area,
was approved effective January 1, 1967, consisting of the
following lands:

Township 29 North, Range 7 West

Section 6: W/2
Section 7: NW/4;

the First Revision of the Dakota participating area was approved
effective January 1, 1968, and added the following lands:

Township 29 North, Range 7 West

Section 6: E/2
Section 7: E/2;

and the Second Revision of the Dakota participating area was
approved effective August 1, 1973, and added the following lands:

Township 29 North, Range 7 West

Section 36: All



3. Thereafter, Continental and Tenneco paid for the
drilling and the completion for production of the San Juan
29-7 Unit No. 109 Well in the NE/4 of Section 30, the No.
110 Well in the NE/4 of Section 31 and the No. 112 Well in
the SW/4 of Section 29, Township 29 North, Range 7 West.
Based upon these wells, by its letter dated November 4,
1977, (Exhibit "C") El Paso, as unit operator, proposed
to Appellants that approval of a Third Revision of the
Dakota participating area be requested to add the following
lands (herein Conoco-Tenneco lands):

Township 29 North, Range 7 West

Section 29: W/2
Section 30: All
Section 31: All
Section 32: W/2

4. Continental and Tenneco protested to El Paso the
proposed Third Revision, asserting that the Conoco-Tenneco
lands should be established as a separate Dakota participat-
ing area (Exhibits "D" and "E"). El Paso disregarded the
Continental and Tenneco protests and applied to the U. S.
Geological Survey and to applicable State agencies for
approval of its proposed Third Enlargement (Exhibit "F").
Continental and Tenneco protested the El Paso application
(Exhibit "G" and "H").

5. Responsive to the Tenneco and Continental protests,
an informal meeting was held August 3, 1978, in the Albuquer-
que, New Mexico, office of the U. S. Geological Survey,
before the Area 0il and Gas Supervisor, James W. Sutherland.

All interested parties were present. A summary of the meet-

ing is attached to the Decision (Exhibit "A").



6. Continental and Tenneco hold no working interest
in the lands within the initial Dakota participating area
nor in the lands in the First and Second Revision and
accordingly did not participate in production from the
San Juan 29-7 Unit allocated to any such lands. Continental
and Tenneco own substantially all of the working interest
in the Conoco-Tenneco lands and accordingly the extent of
Continental and Tenneco's participation in unit production
will depend upon the method adopted for allocating production
from the Conoco-Tenneco lands. There is a substantial eco-
nomic detriment to Continental and Tenneco if the Conoco-
Tenneco lands are added to the existing Dakota participating
area and a comparable benefit if a separate Dakota participa-
ting area is established, as follows:

(Figures are approximate and

relate to share of production
of gas only)

Separate Dakota "A" Third
Participating Area Enlargement
Conoco-Tenneco combined
participation: 64.28781 33.8083417
El Paso participation: 10.144693 21.3942144

(It is true that under a Third Revision Continental and
Tenneco would share in production from more wells; however,
the wells drilled prior to Unit Wells Nos. 109, 110 and 112
have been substantially depleted and the effect of the approval
of a Third Revision, instead of a separate Dakota "A" partici-
pating area, is to permit El Paso, which has already enjoyed
flush production from previous wells to enjoy a dispropor-
tionate share of production from the Conoco-Tenneco lands.
(It should be noted that the interests of the United States

are identical under either alternative).



ARGUMENT

The Decision of September 1, 1978, Adding The Conoco-

Tenneco Lands To The Existing Dakota Participating Area, Dis-

torts The Clear Intent Of The San Juan 29-7 Unit Agreement

With Respect To The Establishment Of Participating Areas For

Production From Below The Mesaverde Formation.

1. The plain language of Section 1l1l(b) of the Unit
Agreement is unambiguous. Participating areas are estab-
lished upon completion of a well and consist of the lands
proved productive by that well. Separate participating
areas are established for separate pools or deposits and
may be combined only with the approval of all working in-
terest owners in the participating areas being combined.

2. It is undisputed that the wells drilled on the
Conoco~Tenneco land (Unit Wells Nos. 109, 110 and 112) are
remote from wells on the existing participating area. To
justify a revision of the existing participating area to
include the Conoco-Tenneco lands requires a finding that
the Conoco-Tenneco lands overlie the same pool as the lands
within the existing participating area. No such finding has
yvet been made and no such finding can be implied in the face
of differing geologic submittals and the absence of testimony
as to evidence of interconnection between the Dakota zones
producing from Wells Nos. 109, 110 and 112 and wells in the
existing participating area.

3. A pool has been defined as:

"An underground accummulation of petroleum in

a single and separate natural reservoir char-
acterized by a single pressure system so that
production of petroleum from one part of the
pool affects the reservoir pressure througout
its extent. A pool is so bound by geological
barriers that it is effectively separated from

other pools that may be present." - Williams
and Meyers: 0il and Gas Law, p. 437, definitions.

Approval of the proposed Third Revision of the Dakota
participating area to include the Conoco-Tenneco lands requires,

as a necessary preliminary thereto, under the plain language



of Section 11(b) of the Unit Agreement, an express finding
that the Conoco-Tenneco lands and lands in the existing
participating area overlie a common pool and that the
resulting participating area represents all of the lands
overlying such common pool which are deemed productive.

No such finding was made and a glance at a plat showing

the location of the lands which would form the Dakota parti-
cipating area if the Decision is not reversed indicates the
impossibility of such a finding.

The participating area consists of three tracts of
land each remote from the other, located in three of the
four corners of Township 29 North, Rangé 7 West.

To say that the Conoco-Tenneco lands overlie the
same Dakota pool or deposit as the lands in Section 36 or
the lands in the northwest corner of the township which
were included in the initial and first revision of the
Dakota participating area, without as well finding that all
of the lands between the Conoco-Tenneco lands and the lands
within the existing participating area are also to be includ-
ed within it, is to ignore the plain meaning of the word
"pool".

Until drilling and/or production history demonstrates
an interconnection between the Dakota zones underlying the
Conoco-Tenneco lands and the Dakota zones underlying Section
36 and the lands in the initial participating area in the
northwest corner of Township 29 North, Range 7 West, what
does exist is three separate pools or deposits of gas, each
of which should be a separate participating area. (The fact
that the Second Revision of the Dakota participating area
added Section 36 which itself is remote from lands in the
initial participating area and the First Revision thereof is
irrelevant. Such revision could have been attacked upon
the grounds which Continental and Tenneco are asserting here,

but because El1 Paso was the primary interested party and its



interests were not affected, no question was raised).

4, If in the future it is demonstrated by further drill-
ing and /or production history that the Conoco-Tenneco lands
do overlie a portion of the same Dakota deposit being drained
by wells in Section 36 and wells in the northwest corner of
the township, at that point it would be appropriate to
consider combining the separate participating areas, assuming
that the consent of all working interest owners can be obtained.
Until evidence of interconnection is available, however, it is
improper and not within the contemplation of Section 11(b) to
establish widely separated expansions of participating areas,
separated by lands which are unproven.

5. Section ll(a) of the Unit Agreement specifically
addresses the problem of participating area expansion with
respect to formations above the base of the Mesaverde forma-
tion and in terms prohibits the expansion of an existing
participating area, where an intervening drilling and spac-
ing unit of 320 acres would not be included within the ex-
panded or revised participating area. This is a square in-
dication of the intent of the parties to the Unit Agreement
to limit expansion of existing participating areas to con-
tiguous lands. The reason why the same specific acreage
provisions were not used in prescribing methods for revisions
of participating areas in formations below the base of the
Mesaverde in Section 1ll(a), is apparent from the history of
the township type unit of which the 29-7 unit is an example.
These units were formed at a time when the principal objective
formations were above the base of the Mesaverde formation
and the drilling and spacing units for wells to such forma-
tions were well established. Accordingly, the treatment of
participating area enlargements could be specific with res-
pect to such upper formations. There is nothing to imply that

expansion of existing participating areas in subsequently



established and developed deeper formations should not also
be limited to contiguous lands.

6. There is specific authority supporting the position
of Conoco and Tenneco. The San Juan 29-6 Unit in Rio Arriba
County, New Mexico, is identical to the San Juan 29-7 Unit
involvedinthis appeal. In 1976 Northwest Pipeline Corporation,
as unit operator of the 29-6 Unit, proposed a separate parti-
cipating area "A" for unitized lands outside the existing
participating area (Exhibit " I "). E1l Paso, as a working
interest owner, countered with a proposal that the existing
participating area be expanded. (Exhibit " J "). The two
proposals were presented to an informal meeting of the U. S.
Geological Survey and appropriate state officals (the minutes
of this meeting are attached as Exhibit " K ") and by Letter
Decision dated June 11, 1976, (Exhibit " L ") the U.S. Geo-
locigal Survey approved the establishment of a separate parti-
cipating area, on the ground that the lands included within
that separate participating area were the lands proved pro-
ductive by the well upon which the request for enlargement or
a separate participating area was based and that a common pool
or deposit had not been demonstrated. It is submitted that
the U. S. Geological Survey should adopt consistent positions.

WHEREFORE, Continental and Tenneco request that:

The Decision of September 1, 1978, approving the
Third Revision to the Dakota participating area in the San
Juan 29-7 Unit be reversed and the Area Supervisor be
directed either: (a) to approve, contingent upon required
State approvals, the establishment of a separate Dakota
"A" participating area consisting of the lands herein des-
cribed as the Conoco-Tenneco lands; or (b) to hold a hearing,
receive evidence and testimony reduced to a record, and make

specific findings, based upon the evidence submitted, including



specific findings with respect to any conflicting evidence

submitted, and thereafter approve the requested Third Revision

only if such findings are that the lands within the Dakota

participating area resulting from the Third Revision do, in

fact, overlie an interconnected pool or deposit of Dakota

formation gas with a common pressure system.

Continental and Tenneco request oral argument and the

opportunity to present evidence in support of this appeal.

Address of Appellants:

Continental 0Oil Company
Anaconda Tower Building
555 17th Street

Denver, Colorado 80202

Tenneco Oil Company

The Galleria-Penthouse
720 S. Colorado Boulevard
Denver, Colorado 80222

Respectfully submitted,

CONTINENTAL OIL COMPANY AND
TENNECO OIL COMPANY

By XUTAK, ROCK & HUIE, their
attorneys

BY_;E;E;;444_4—3 D . L4;\~VZL4A_~___

James D. Voorhees

/(John W. Coughl%ﬂ

1330 Colorado National Bldg.
950 17th Street
Denver, Colorado 80202



SERVICE OF PROCESS

Service of the foregoing Statement of Reasons was
had upon the following by mailing a true copy thereof, includ-
ing all exhibits thereto, on November 3, 1978:

The Director,

United States Geological Survey
U. S. Department of the Interior
Reston, Virginia 22092

James W. Sutherland

0il and Gas Supervisor, SRMA

U. S. Department of the Interior
Geological Survey

P. O. Box 26124

Albuquerque, New Mexico 87125

American Petrofina Company of Texas
P. 0. Box 2159
Dallas, Texas 75221

El1 Paso Natural Gas Company
Attention: Mr. D. N. Canfield
P. 0. Box 1492

El Paso, Texas 79978

Mr. Jerome P. McHugh
600 S. Cherry Street, Suite 1225
Denver, Colorado 80222

Mr. Vincent F. Shryack
934 South High Street
Denver, Colorado 80209

Supron Energy Corporation
Suite 1700, Campbell Center
8350 N. Central Expressway
Dallas, Texas 75206

Commissioner of Public Lands
Attention: Mr. Ray D. Graham
P. O. Box 1148

Santa Fe, New Mexico 87501

01l Conservation Division
Attention: Mr. Joe D. Ramey
P. O. Box 2088

Santa Fe, New Mexico 87501

Continental 0Oil Company
Anacona Tower Bldg.

555 17th Street

Denver, Colorado 80202

Tenneco 0il Company
The Galleria-~Penthouse
720 S. Colorado Blvd.
Denver, Colorado 80222

Nerse . Pechsle

Donna S. Nichols

-7 -



RECEIVED
United States Department of the Interior

GEOLOGICAL SURVEY

Sep 5778

P. 0. Cox 26124
‘Albuquerque, ew Hexico 37125

SEP 0 1 1978

£1 Paso idatural Gas Coripany
Attention:  Hr. D, d. Canfield
7. 0. Sox 1492

£1 Pasc, Texas 79373

centleinen:

Your application for the third revision of the Dakota participating area
for the San Juan 29-7 unii, Rio Arriba County, llew llexico, was received
by this office on iarch 17. 1973. Two objections were filed in oppasition
to your appiication. Tenneco (11 Company and Continental 011 Corpany
proposed that thuse lands requested for the third revisfon be established
as the initial Dakota 'A' participating area. On Aucust 3, 1978, all
interested parties ret in this office to consider tnis controversy.

This office has considered all data and statements presented at this
meeting by your company, Tenneco 011 Company and Contirental 0i1 Company.
Wa find the applicaticn for the third revision of the Oakota participating
area to be a proper application in conformance with the terms of the unit
agreerent, Accordingly, your agplication Yor the third ravision of the
fakota participating area is hereby approved on this date effective as of
Septerber 1, 1377, subjcet to like approval by the appropriate State
officials.

The third revision adds 1,773.24 acres described as the W5 sec. 29, all
secs. 30. 31 and W% sec. 22, T. 29 d., R. 7 Y., N.M.P.H,, which enlarges
the Dakota participating area to J,280.75 acres, This revision s based on
tha inforation contributed by the three wells in the following tabulation.

Location Conipletion Production
well o, (7. 22 M., R0 7 H.) hate Interval, Ft. Days MCF
129 HEY sec. 30 9=26=77  7,350-7,600 158 80,221
110 HEYy sec. 31 9-26~77  7,595~7,306 159 70,336
112 S sec. 29 J=29-77  7,310~7,505 125 135,643

Exhibit "A"
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Copies of the approved application are beina distributed to the appropriate
Federal offices and two approved copies are returned herewith. You are
requested to furnish the Hew Mexico Coimissioner of Public Lands, the 011
Conservation Division and all other interested parties with appronriate

evidence of this approval.

Sinceraely yours,
(ORIG. SGD.) JAMES W. SUTHERLAND

0141 and Gas Supervisor, SRMA

Enclosures (2)

ce: (letter only)

(e, W. E. Williais
Shenandoah Qi1 Corporation
1500 Cormerce Building
Fort tlorth, Texas 76102

Continantal 0i1 Company

Attention: . L. P. Thompson

P. 0. Zox 460

Hobbs, flew Hexico 88240 .
|t this Cowy ©

Tenneco 011 Company ~~

Attenticn: Mr, !lillard F. Carr

The Galleria-Penthouse

720 South Colorado 81+ud.

Denver, Colorado 80222




PR

MINUTES FOR
SAN JUAN 29-7 UNIT MEETING

Cause for Meeting '

E1 Paso Natural Gas Company, unit operator of the San Juan 29-7 unit,
filed an application dated March 14, 1978, requesting approval of the
third revision of the Dakota participating area. Continental Oil
Company and Tenneco 0il Company, unit working interest owners, objected’
to this application and counter proposed that the lands included in

E1 Paso's application for the third revision should constitute an
initial Dakota 'A' participating area.

The meeting was called to order on Augqust 3, 1978 in the Albuquerque
office of the U. S. Geological Survey at 1:15 p.m. by Wallace Sutherland,
Area 0il and Gas Supervisor. Those in attendance are shown in the
attached Tist.

Jim Permenter stated that the application for the third revision filed by
E1 Paso Natural Gas Company conformed with long standing established
policy where non-contiguous Dakota participating areas are not known to
be geologically separated by well control data. Chuck Crowley presented
E1 Paso's geological interpretations in support of their application.
This included (1) an isopachous map showing the Dakota reservoir sands

of the unit and adjacent area indicating reservoir continuity between

the existing participating areas and the lands in the proposed third
revision, (2) a cross-section of the Dakota producing interval from the
existing participating areas through the wells in the proposed third
revision and (3) a plat of the Dakota reservoir in the San Juan Basin
showing the Dakota wells and the various unit outlines. Also, made
available were copies of various unit maps in the San Juan Basin which
had similar non-contiguous Dakota participating areas.

Millard Carr discussed Tenneco's interpretation of that portion of Section
11 which deals with the establishment of separate participating areas.
Particular reference was made as to legal interpretation under intent of
the agreement of the phrase "separate pool or deposit." Tenneco's

eological interpretations were presented by R. H. Castle. These included
?1) an isopachous map of the Dakota 'A' net sand covering the existing
Dakota participating areas and the lands proposed for the initial or third
revision and adjacent lands and (2) a map of the San Juan 29-7 unit and
adjacent areas showing 1976 7-day shut-in well pressures for adjacent
wells compared to the initial shut-in pressures for the three wells
involved in this controversy.

L. P. Thompson stated that Continental Qi1 Company concurred with Tenneco's
exhibits and position.




At this point, Chuck Crowley discussed the initial shut-in pressures
for wells in the existing Dakota participating area with adjacent wells
and the three wells in the proposed expansion. All initial shut-in
pressures were comparable. A map showing these pressures was presented
for reference.

Wallace Sutherland advised that a decision would be forthcoming following
consideration of all information and data. The meeting was adjourned
at approximately 3:30 p.m.

0i1 and Gas Supervisor, SRMA
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THIRD DAKOTA PARTICIPATION AREA REVISION

NAME

Wallace Sutherland
Jim Gillham

Carl Traywick
Jack Willock
Millard F. Carr
R. H. Castle

Hugh Ingram

Paul Thompson
Ronald McWilliams
Dayne E. Adams
Chuck Crowley
Jim Permenter

W. E. Williams
Lynn Teschendorf
Joe Ramey

Ray Graham

SAN JUAN 29-7 UNIT
AUGUST 3, 1978

COMPANY

USGS

USGS

USGS

USGS

Tenneco

Tenneco

Conoco

Conoco

Conoco

E1 Paso Natural Gas
E1 Paso Natural Gas
E1 Paso Natural Gas

Shenandoah 0il Corp.

NMOCD -
NMOCD
State Land Office

LOCATION

Albuquerque, NM
Roswell, NM
Roswell, NM
Albuquerque, NM
Denver, CO
Denver, CO
Hobbs, NM
Hobbs, NM
Hobbs, NM

E1 Paso, TX

E1 Paso, TX

E1 Paso, TX

Ft. Worth, TX
Santa Fe, NM
Santa Fe, NM
Santa Fe, NM




3 S .
UNIT ACKRUFMET e £
S O oy -/ 650
FCR THE DRVELLP:ELT ALD OTFRATION %
Of TUE SAY [{T.\,“ 29--‘!7"‘.“1'1' AREA RECEIVED
- COUNTY OF NIO ARIUIBA
STATE OF NEW MEXICO ALG 5108
U. S. GEOLUGICAL SURVEY
- Ids"HL thuPXWO

1) 2)
A

This agreemsnt entered intuy as of the :z;:;ﬂay of X)é32€)77 cK ’

1953, by ard betw:an the parties subscribinug, ratifying, or ccnsenting hereto,

and herein referred to zs the "parties herets®

WITNESSETH: Whereas the parties hereta are th: omers of working, royalty, -
or other oil and gas inmrerests in the unit ar¢a subject to this agreement; gnd

Whereas the Act of February 25, 1920, 41 Stat, 437, as amended by_tﬁé .
Act of August 8, 19469 60 Stat, 950, 30 U, S. C. Secs. 181 et seq., authorizei f-

Federal lessses and their repressntatives to unite W1th each; other, or; Jointly

or separately with others, in collectively adopting and cperating a cooparative
or unit plan of develspment er ovperation of any oil or gas povl, field, or lixe
area, or any part thereof, for the purpose of more properly conserving the_‘
natwral resources thereof whenever determirved and certified by the Secretary”o:
'thé Tatericr t3 be ncoessiary or advisable in the public interest; and ﬁ;' .
| ﬁh¢reas ths Cormissisner of Public lands of the State of New ﬁexicébig
!authcrlzad by an act of the Leglsliture (Chapter 88, laws 1943, New beico Statutoa
 1941 Annotated, Ssctians 8-1138 to 8-1141) to consent to and approve the deve10n~'?fﬁ;'f?
ment or operaticn of lands of the State cf New Mexico under thig agreement' and
A Whereas the Oil Conservation Commission .of the State of an Hhxlco is : (’; S
anthorized by an act of the ueaislature (Chapter 72, Laws 1935, New belco Statutcs

1941 Annotated, Sections 69-201 et seq.) to approve this agreement and the con- -fkf

servation provisions hereof; and L

Whersas the parties herets held sufficient interests iﬁ the San Juan

29-7 Unit Area covering the land hersinafter described to give\feasonably cffectivei_

s

Eoer

control of operations thereing and ' s

Whereas it i3 the purpose of the parties herzto to conservs natural_re- 
sources; prevent wiste, and secure other benefits obrainable through developbent.
and operation of the arsa subject ts this agreement under the terms, conditions,
anq‘limitations herein set forth; | |

Now, therefore, in consideration of the premises and the promiSés be;éin “-ﬁ'j
contained, the parties hereto comnit to this agreement their respective interestz-i E ; _

in the below-defined unit afeap and agree severally among themselves, as follows:

— EXHIBI *g"
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1, PFnablicg 3¢t and reoularisn:.

The act of February 25, 1920, s amended, sup:a, and all valid pertinent
regulaticns, including operating and wnit plia regulatiens, heretofore lgsued there-
undar or valid pertinent and reasonable regulations hereafter issued thereunder are
accepted and made a part of this agreement as to Federal lands, provided such re-
gulations are not inconsistent with the terms of this agrecement; and as to non-
Federal lands, the c¢il and gas éperating regulaticas in effect as of the effecti%c »

date hereof governing drilling and producing operations, not inconsistent with the

0q

terms hereof or the laws of New Mexico are hereby accepted and made a part of this

agreemznt,
2, Unit Area L . L
The following-described land is hereby designated and recognized as -

constituting the wnit area: b

New Mexics Principal Meridian ' L

Township 29 Nurth, Range 7 West -
Sectiong 1 through 36, All

' oL
E—

Containing 22, 500 14 acres, more or 1e83 : ._i;;

Exhibit A attached h:ireto is a map showing the wnit area and the]boundarieg‘
and identity of tracts and leases in said are’ to tha extant known to the jit

/
Exhibit B attached heret@ ia a schadule showing to the exrent kqown'to

Operator,
the Unit Operator the acreage, percentage, and kind of cwnershlp of oil hnd gas ﬁ
interests in all land in the wnit arca. However, nothing hereln or in qa;d schedule -
or map shall be construed as a mpresent&tl\ﬁn by any party hereto as to the oWner—

ship of any interest other than such 1nter st or interests as are shown 1n said map

or schedule as ovmed by such party. Exhibits A and B shall be revised by ‘the Unit

Operafor whenéver changes in the‘unif area render such revision necessary, or when
requcsted by the 0il and Gas Supervisory herein&:ter referred to as "Sﬁpervisor#,
or when requested by the Commissicner of Public Lands of the State of Na;}ﬁxipo,'
hereinafter referred to #s "Conmissiener", and not 1¢$s than six copies of the
revised exhibits shall be filed'with theASupervisar and copies thereof shall be

filed with the Comnissioner and the New Meaico Oil Conservation Cammission, herein-

after referred to as the ®Cumission". i
/
The above-described unit area shall when practicable be expanded to include

therein any additional tract or tracts regarded as reasonably necessary or advisable

-
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for the purpeses of this agreement, or shall be contracted to e:x>lude lands not

within amy participating area whenever such expansion or centractien is necessary or
advisable to conform with the purposes of this agreement. Such expansion or con-
traction shall be effected in the following manner;

(a) Unit Operator, on its cwn motion or an demand of the Directar of
the Ceological Survey, hereinafter referred to as '"Director™, or on demand of the
Commissioner and/or the Cormission, shall prepare é notice bf proposed expansion>
or contraction describing the contempléted changes in the boundaries of the unit

area, the reasons therefor, and the proposed effective date thereof,
(b) Said notice shall be delivered to the Supervisor and Commissiocner
and/or the Commission, and copiéé thersof mailed toAthe last known address of each N
“working interest owner, lessee, and lessor whose interests are affected, adyiSing.'};'
that 30 days will be allowed for submission to the Unit Operator of any objéctions,'?.»
(c) Upon expiration of the 30-day perilod prgvided in-the.prccediﬁg itéﬁ.
(b) hereof, Unit Operator shall file with the Supervisor, Commissioner and the ..
Camission evidence of mailing of the notice of expansion ér contraction and.a coﬁj e
of any objections thereto which have been filed with the Unit Operator. )
(d) Affer due consideration of allbpertinent information, the éxpansion'.r
- or contraction Shall, upon approval bj the Director, Commissioner and the Cmnnission,"
became effective as of fhe date described in the notice thereof, ' o
(e) Notwithstanding any other provisions of this agreement, any lease, no'iji,
portion of which is includéd_within a participating area within 5 years after the first_
sale of umitized substances from arny lands subject to this agreement, shall be S
automatically elimihated from this agreement and said lease, and éhe lands covered
thereby shall no longer be a part of the unit area and shall no longer be subject to .
this agreement, unless at the expiration of said 5 year period drilling operations -
are in progress on such lease, in which event the lands covered by such lease shall
remain subject hereto and within said unit area for so long as such drilling operations
are continued diligently and; so long thercafter as such lands or any portion thereofr
may be included in a participating area hereunder. Inasmuch as any elimination under
thir cection is automatic, the Unit Operator shall, within 90 days after any such elim-

ination hereunder, describe the area so eliminated; and promptly notify all parties in

interest.



A1l land comnitted to this agrecment shxll constitute land r-ferred to

herein as "™unirizsd land™ or "jard subject ts thiy agreem:nt%,
3. Unirized substancess

A1l o1l and gas in sny and 311 formatizns of the unitized lard are

unitized under the terms of this agreemsent and herezin ars colled Munitized sub-

stancest,

40 Unit Omfﬁtf_)‘r_‘.

Bl Pass Notucal Gas Cumpiuy, a Delawﬁre corporativa with offices at
El Paso, Texas, is hercby designated as Unit Opzratur snd by signature hereto as
Unit Operator agrzes and cceansents to accept the dutles and oblig;tiuns of Unit |
Operator for the discovery, develspment, and pr@ducti@n‘of wnitized substaﬁces as
herein pro%rided° Whensver reference is made harein te the Unit Operator, éuéh
reference means the Unit Operatsr acting in that capzcity and not asvan.cwhervpf ;.»
interest in wnitizad substances, and the term Pworking interest twner® when used

herein shall include or rafer to Unit Operator as the ewner of a working intereét-

when such an interest is ewnad by it.

5. Regignatisn_or remyml sf wait operator,

Unit Operstor shall have the right to resign at anytimz prior to the
establishment of a participating area ur areas hersunder, such resignation shail_
not becomeg effective 85 &g td relesse Uﬁit Operater from the duties and obligatiéns
of Unit Operator and terminate Unit Operator’s rights as such fer a peried of S months:
after notice of intention to resign has besn served by Unit Operatar on ail Qorkiﬁg -
interest owners and the Directofﬂ‘CummissiGner and tﬁe Commigsgion, and until all wells
then drilled hersunder are placed in a satisfactory ¢ondition fer suspension or | |
abandonment whichever is required by the Supervisor as to Federal lands and by the
Cammission as to other lands, unless a2 new Unit Operatur chall have been selec{ed and.
approved and shall have taken over and assumed the duties aad obligations of Unit
Operator priuvr ts the capiration of sai@ periud.

Unit Operator shall ﬁ;ve the right to regign in Iike manner and subject
to like limitations o5 above prévided at a;y time: 2 participsring area established
hereunder is in existence, but provided, however, until a suscessor unit opcratof
is selected and approved as hersinafrer provided, the wurking interest awners shall
be jointly responsible fur p@?furnance of the duries ¢f unit operatsr, and shail

not later than 30 days before such resignation bzoumes effective appoint a ¢ommnon
g :



arzent to represent them in any acztion to be taken hereunder,

=

The resignation cf Unit Opzrator shall not releage Unit Operator from

any liability for any default by it hereunder «owrring prior to the effective

date of its resignation,
The Unit Operator may, upon dzfault or failwre in the performance of its
~duties or obligzations hereurder, be subject t» removal by the same percentage vote

of the owners of woerking interests determined in like marmer as herein provided for

the selection of a new Unit Operator. Svch remogval shall ba effective upon notice

thereof to the Directsr and Commissioner,

The resignition or remosval of Unit Operator under this agreement shall'ﬁ i:‘
not terminate its rigﬁt, ;itle, or interest as the owner of a working interesf Srh;}‘
‘other interest in unitized substances, but upon the resignation or removal of Unif'{ff:
Operator becoming effective, such Unit Operatoer shall deliver pussession of all

equipment, materials, and appuxtenAnces used in conducting the unit operations and

cwned by the working interest wwners to the new duly qualified successor Unit -

R

Operator or to the owners thereof if no such new Unit Opzrator is elected; to be‘ﬁﬁ-
used for the purpose of conducting wnit cperations hereundar, Néthing herein'ghall
be construed ag authorizing remeval of any material, equiprent and appurtenances
needed for the preservation of any wells, S

6, Successor wilt oODeraitur,

Whenever the Unit Operator shall tender his or its resignation as Unit "';;.
Operator or shall be removed as hereinabove provided; the cwners of the Wofkingﬁiijx.“ h
interests in the participating area or arsas according to their respective acre;g$ E
interests in such participating area or areas, or until a participating area shall
have been established, the cwners of the working interests according to their:
espective acreage interests in all unitized land, ghall by majority vote select é

successor Unit Operator; Provided; thit, if a majority but less than 75 per cent of

the working interests qualified to vote are owned by one party to this agreement, a

concurring vote of one or more additional werking interest wsmers shall be required

to select a new operator, Such selsction shall not betsie effective until (a) a

Unit Opecrator 30 selected shali accept in writing the duties and respcnsibilities of
Unit Operator, and (b) the selection shall have been approved by the Director and

Comnisgsioner, If no guccessor Unit Operator is selected and qualified as herein

provided, the Director and Commissioner at their elecCtion may declare this wnit

-5~




Goprecmint terndnated,

(SR

7. Accounting provisions and unlt operatine acreerent,

Costs and expenses incurred by Unit Operator in conducting unit operations

hereunder shill be paid and apportioned among and borne by the owners of working

interests, all in accordance with the agreement «r agreements entered into by and
between the Unit Operator and the owners of working interests, whether one or more,
separately or collectively. Any agreement or agréementg, entered into between the
working interest owners and the Upit Operator as provided in this section, whether one
or more, are herein referred to as the Munit operating agreement™. Such unit operatihg
agreement shall also provide the manner.in which the working interest owners shall be
entitled to receive their respective proportionmate and allocated share of the benefits
accruing hereto in contformity with their underlying operating agreements, leases, or‘ B
other independent contracts, and such other rights and obligations as between Unit '
Cperator and the working interest owners as may be agreed upon by Unit Operator and thei
working interest owners; however, no such unit cperating agrzement shall bq deemed eithér
to modify any of the terms and conditions of this unit agreement or to felié?e the Unit
Operator of any right or obligation estublished under this unit agreement, ana.in césé.of
any incongistency or conflict between the unit agreement and the unit operating agréemeht_
this unlt agreemcent shall prevail, Three true copies of any unit operating agreement |
exccuted pursuant to this section shall be filed with the supervisor, | t

8, HRights and obligntions of Unit Operator.

Except as otherwlse specifically provided herein, the exclusivs right,
érivilege, and duty of exercising any and all rights of the parties hereto which are .
necessary or convenicnt for prospecting for, producing, storing, alloéating, end N
distributing the unitized substances are hereby delcg;ted tn and shall be exzfcised ‘
by the Unit Operator as herein provided. Acceptable evidence of titlé to said rigﬁ£§ .
shall be deposited with said Unit Operator, and together with this agreement, shall
congtitute and define the rights, privileges, and cbligations of Unit Operator,
Nothing herein, however, shall be construed to trénsfer title to any land or to any
lease or operating agrsement, it being understood that under this agreerent the
Unit Operator, in its capaclty as Unit Operator, shall cxcfcise the rights of pos;

segsion and use vested in the parties hereto ovly for the purposes herein gpecified.

9, Disgcovery Well,
Inasmuch as several wells capable of producing unitized. substances

=6~
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in puying quantities from the Mesaverde formation have already been drilled, tested,
anl completed on committed lands and several other wells within the unit area are in
va-ious stages of drilling, no initial test well for discovery shall be required under

the terms of this unit agreement.

10. Plan for Further Develorment and Operation.

Within 30 days after the effective date hereof, the unit operator shall
submit for the approval of the Supervisor, the Comnissioner, and the Commission an
acceptable flan of development and operation for the unitized lands which, when
approved by the Supervisor, the Commissioner, and Commission, shall constitute the
further drilling and operating obligations of the unit operator under this agreement
for the period specified therein. Within 60 days after the effective date hereof,
Unit Operator shall commence drilling one well in the SW/4 of Section 13 at ahlgqation'.: .
approved by the Supervisor. Within 30 days after completicn or plugging énd ébandonméng;:;
of said well in Section 13, Unit Operator shall commence drilling a second we}l to bg |
located in the NE/4 of Section 35 at a location approved by the Supervisor.‘,bhit '
Operator shall continue drilling diligently on each of the abové wells so commenced.
until such wells have reached the Mesaverde formation or until, at a lesser éepth,'
unitized substances shall be discovered which can be produced in paying qu;nfities
(to wit: quantities sufficient to repay the costs of drilling and producing?operationg
with a reasonable profit) or the unit operator shall at any ti%e establish/&o fhe .
satisfaction of the Supervisor if on Federal lands, the Commissioner if on}State larngd, or
the Commission if on patented 1and that further drilling of such wells or any of i
them would be unwarranted or impracticable. Unit operator shall not in any event be
required to drill an& well in the initial_plgn_of~deve10pmené to a depth in excéss |
of development to a depth in excess of 6100 feet; ;Thereafter, from time to time ‘
before the expiration of any existing plan; the unit operétor shall submit for the
approval of the Supervisor, the Commissicner, and the Commission a plan for an additional
specified period for the development and operation_ofythe 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'thercof capable of producing
unitized substances in paying quantities in each a7é every productive formation and

shall be as complete and adequate as the Supervisor, the Comnissioner, and the

‘

Conmission may determine to be necessary for timely development and proper conservation

-
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of the oi: and £as resowrces of the unitized area and shall (a) spzcify the mumber
and locat:on of any wells to be drilled and the proposed order and time for such drilling; -
and (b) t- the extent practicadle specify the cperacing practices regarded as necessary -
and advis:ble for proper conservation of natural resources. Separate plans may be sub-
mitted for separate productive zones, subjest to the apprcvél of the Supervisor, the
Comiissioner; and the Commission, Said plan or plans shall be medified or supplemented
‘when nzcessary to reet changed conditicns or to protect the interests of all parties to
this agreement. Reasopable diligence shall be exércised in complying with the

oBligations of the approved plan of development. No wells, except such as may be

neéessaxy to afford protection against operations not under this agreement or such as
may. be specifically approved by the Supervisor, the Canmissioner, and Commission shall

be drilled except in accordance with a plan of development approved as herein provided,

Ctl. Participation after discovecy.

(a) Mesaverde and Shallower Formationss:

That porticn of the unit area lying above the base of the Mesaverde forma—'
tion is hereby divided int> Drilling Blocks containing 320 acres each, more or less, .
wnich Drilling Blocks shall coenstitute cnewhglf sections, by government survey, the
sections being divided by a line running north and south in such manner that each
Drilling Block shall be either the East Half (E/2) er the West Half (W/2) of each given
section; providedy; however, that in any instances of irregular swrveys that portion of
a section which most nearly constitutes either the East Half (E/2) or the West Half (w/2)
3hall constitute a Drilling Block even though its acreage may be irregular, and provided
further that any irregular strips or small tracts shallAattach to the adjacent Drilling
Blocl: to which they most logically attach within the limitations for Drilling Blotks as
herein set forth, and provided further that in the event any portion of the area subject
to this agreement is not surveyed, Unit Operator shall project the survey from the
nearest established government survey points for the purposes of this agreement,

Upon completion of a well capable of producinyg unitized substances from
the Mesaverde or shallowér formation ar as soon thervafter as required by the Super-
visor or the Commissioner, the Unit Operator shall determine whether said well is
capable of producing unitized substances in paying quantities and shall advise the
Supervisor, the Commissioner,. the Conwﬂssion»ahd the working asiterest owners o} its
conélusion in: that regiurd, giving.the data upon which its conclusion is based and

identitying the Drilling Block upon which suxd well is located. Protests against .

—f—
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said conclusion rey be filed with the Dircoror. the Cummdssioner ond the Comadysion

within 15 days thereafter, but unless the Director, the Commissiuncr or the Cumnission

shall, within 30 days after the filing of chz origizal statement of cinclusion by Unit
Operatir, disapprove of such conciusiin, the decision of the Uanit Operator shall
thereafter be binding upon the parties herete. If ny such well is determined to be
capable of producing wnitized substances in paying quantiries, all zf the land in the
Drilling Block shall constitute the participating zress for the formation from which the
well is producing, effective as of the date of first precdusticn on or atter the effective
date of this unit agreemsnt., Unit Opevator sh&ll prepare a‘schedule setting farth the ;
.percentage of unitized substances to be allocated, as hérein provided, to each unitized
tract in the participating area so established, and upon approval thereof by the
Director; the Commissioner and the Commission, said schedule shall gcvefn the allocation
of production from and after the date the participating arsza becames effective. A
separate participating area shall be established in liﬁe mannep for.each geparate pooi'"
or deposiﬁ of unitized substances or fuor any group therzof preducing as a single pool

or zone, and all of the provisions of this sewtion of this agreement shallbbe considered
as applicable separately for each such participating srea, It is hereby_ag;eed,for the
purposes of this égresment that all wells comgleted for prcduction‘ih the Fruitland
formation shall be regarded as pruducing from a.single zone or pouol and all wells
.cempleted for production in the Pictured Cliffs fermation shall bs regarded as

preducing from a single zone or peol, and all wells cumpleted for praductiog in the
Mesaverde group shall be resgarded as producing from a single zone or posl, .Additiona1f>
Drilling Blocks, subject to any limitations elsewhere set ocut in this agreement, shall

be admitted to the participating area on-the first day cf the month followiné,the-ménth
in which it has been established that a well capable of pfsduction of uﬁitiﬁed sub-~
stances in paying quantities has been drilled cn any such Drilling Block, and.the

percentage of allocation shall be revised accordingly, in which event all of the

- - e, .

production pricr to the effective date of admission of such drilling black to the

participating area shall be credited sclely to the azcount of thlt.pdrticullr blc:k.
For the purposes hereof; it shall be deemed that the capability of a well to produce
unitized substances in paying quantities has been established vhen so determined by the
Unit Operator and when notice of such determination shall have been delivcfcd to the.
Supervisor, the Comaissioner, the Comission and the working interest ownurs, whicﬂ 
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notice includes the data upen whith the derarminstion 1s bas-d and identifies the

Drilling Block upun which,the well is lozated, subjezt to the right of any interested

party to protest in writing against said determinatiun t= th- Unit Operator, the

Director, the Comnissioner and the Cummission within 15 days thereafter, Liowever, in

any event, such determination shall becums effective within 30 days from the datc .
thereof unless disapproved within said 30-day pezricd by the Dirzctor, Commissioner; or

Commission, In the event such determinatien is not upheld and changed conditions

subsequently warrant, a nsw determination based on new showings and a naw effective

date may be submitted and procegsed in the éame manner as aforgsaid. No land shall

be excluded from a pdftl»lpatlnﬂ area oan aceownt of depletion of the unitized substancps.

In the event that any drlll;ng block is admitted to a participating area

—

as hereinabove provided when it lies directly north, south; east or west of any Drilling

- —_— P - .

- Block already included in said participating area; and where there is one, but only one

—

1nterven1nc Drllllng Block on which no well has then been drilled, said intervening

-— —~

'Dz;lllng Block shall ‘also be admitted to said participating area at the same time, in
™~ —_— It - = ——— —
the same manner and subject to the same c,ndltlons as the DrlllmD Blcck which is then .

admitted to such participating area by reason of the completion of a well thereon

capable of producing unitized substances in paying quantities. In such event, the

drilling of a well on such wdrilled intervening Driliine Bluck shall be commenced

XEEEEE_EEEQZfar from the effective datz of said Dyilling Block®s inclusion in the
participating area;, unless said time bz extended by the Dirsctor, Commissioner, and
Commisgsion, and shall be continued with due diligence to a depth necessiry to test
the horizon from which production is secured in said participating area. -

If the initial well on any Drilling Bleck is not uvapable of prodﬁction
in paying quantities and at a later date a well is drilled on such Prilling Bleck
which is capable of producticn of unitized sabstances in paying quantities, fhen
tbat portion of the Drilling Block considered to be capable of prcduction in paying
quantities by reasonable gewlogic inference shall be admitted to the participating .
area upon recormendation of the Unit Operator and apprayval of the Director, the
Cowmissioner and the Comnissicn, If geological inferencs is not applicable, the
firty-ar ¢ tract by government survey, existing ar projected, oa whicg the producible
well is drilled and all other unt2sted firty-aire tra ts or lots appraciunting 40,acres~
lying within the Drilling Block shall be admitted o che particzipating area, )
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Rerardless of any revision of the participating acce, and c-cept }S

lherein elsewhere specifically provided, there shiall be no retroactive adjustment
fer production obtained prior to the effective date of any such revision of the
participating arca.
Whenever it is determired, in the manner provided in this agreement, that

i uuli drilled under this agreement is not capabic of production in paying quantities
and inclusion of the Drilling Block.on which it is situated in a participating area is
unwarranted, production from such well shall, tor the purposes of settlement among
royalty interest owners, be allocated to the Drilling Bloclk on which the well is loca-
ted so long as such land is not within a participating area established for the pool

or deposit from which such production -is obtained. Settlement for working interest

benefits from such a well shall be made as provided in the unit operating agreement,

(b) TFrom Férmations below the Mesaverde:

Upon completion of a well capable of producing unitized substances from
rormations lying below the base of the Mesaverde in paying quantities, or as soon
thcfeafter as required by the Supervisor and Commissioner, the Unit Operator shali
submit for approval by the Director, the Commissioner, and the Commission, a Scheddla
based on subdivisions of the public-land survey or aliquot parts thereéf, of all uwdhi-
tized land then rqgarded as reasonably pro;ed to be productive of unitized substances

ey :
in paying quantities; all land in said schedule on approval of the Director, the ¢om-
missioner, and the Commission to constitute a participating area, ef%ective as od the
date of first production on or after the effective.date of this unit agreement. . Said
schedule also shall set forth the percentage of unitized substances to be alloc§ted as
herein provided to each unitized tract in the participating area solestablished,.and
shall govern the allocation of production from and after the date the participating area
becomes effective. /

A separate participating area shall be established in like manner for-each
' separate pool?or deposit of unitized substances or for any group thereof produced as
A single pool or zone, and any two or more participating areas so established may be
combined into one with the consent of the owners of all working interests in the lands

within the participating arcas so to be combined upon approval of the Director, the

1
Commissioner, and the Commission., The participating ared or arcas so ecstablished shall
be revised from time to time, subject to like approval, uvhenever such action appears
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proper as a result of further drilling cperaticns or ctherwise; to include additional
land then regorded as reassnably proved to be productive in paying quantitieg andvthe
percentage of allocation shall also be revised aceardingly. The effective date of any
revision shall ba the first of the menth in which ig c¢btained the lanowledge or informa-
ticn on wﬁich such revision is predicated, unless a more appropriate effective date

iz specified in the schedule. Nog land shall be exclud:d from 2 participating area on
account of depletisn,of the wunitized substancas.

It is the intent of this Subsection (b) that a participating area ;Egll,_\\
represent the area known or rsasonably estimated ta:bg productive in paying tutie ;
but, regardlesé of any revision of the participating area, nothing herein‘contalned -
shall be construed as réquiring any retroactive adjustrent for production obtained
prior to the ef-fective date of revisica of the participating area. |

In the absence of agreement 3t any time betiween the Unit Operator and the
Director, the Commissioner, and the Commiszion as tdo the proper definition‘or redefinition
of a participating area, or until a participating area has, or areas have, Been
éstablished as provided herein, the purtion of all payments affected thereby ﬁay be
impounded in a manner mutually acceptabls to the owaers of working interests, except
royalties dus the Unitad States and the State of New Mexico, which shall be determined
by the Supervisor and the Commissivner and the amount thereof depusited as directed by the
Supervisor and the Cormissioner, respectively, to be held as unearned money umtil a |
pérticipating area is firally approved and th;n applied s earnasd or returned in
" accordance with'd determination of the sum due as Federal and State Royalty on the
basis of such approved participating ara2a. ‘

Whenever it is determined, subject to the approval of the Supervisor, as
to wells on Federal Lind, the Coammissiwner as to wells on State 1and,>and thé Com~
ndgsion as to patented land, that a well drilled wnder this agreement is not capable
of production in paying quantities and inclusion of the land on which it ig situated
in a participating srea is unwarrented, producticn from such well, for the purposes
of settlement amcag a1l parties uther than working interest cwners, shall be allocated
to the land on which the well i3 1wxcatzd so long as such land is not within a parti-
cipating area éstablished for the pussl or depesit from which such preduction is ob-
tained, Settlement for working interest benefits frum such & well shall be made as
provided in the Unit Operating Agreerent, \
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Io. Alloootion of profultion,

All unitized substances produced fram each participating area established
under this agreement, cxcept any part thereof used in conformity with good operating
practices witnin the urdtized area for drilling, operating, camp and other production
or devzlopment purposes, for repressuring or recycling in accordance with a plan of
development approved by the Supervisor and Cormissioner, or unavoidably lost, gbgl}_
be deemed to be produced equally on the acreage basis from the several tracts of

= ‘ ) . _ )
unitized land of the participating area established for such production and, for the

purpose of determining any benefits accruing under this agreement, each such tract of

unitized land shall have allocated to it such percentage of said production as tha

nunber of acres of such tract included in said participating area bears to the total

—_ - —_ -

hereunder for purposes other than for settlement of the royalty, overriding royalty, or
payment out of production obligations of the respective working interest owners, shall be

on the basis prescribed in the unit operating agreement whether in conformity with the

basis of allocation herein set forth or otherwise. It is hereby agreed that production

of unitized substances from a participating area shall be allocated as provided herein
regardless of whether any wells are drilled on any particular part or tract of-gaid
participating area. If any gas produced from one partiéipating area is used for
repressuring or recycling purpoées in another participating area, the first gas with-
drawn from such last mentioned participating area for sale during the life of this
agreement shall be considered to be the gas so transferred until an amount equal to
that.tranaferred shall be so produced for sale and such gas shall be allocated to the
participating area from which initially produced as constituted at the time of suchA ‘

inal productioa,

13. Develorment or opzration of non-participatineg land of formations and

drillins of wells not mutuallv agreed upon,

Any party or parties hereto owning or controlling the working interests
or a majority of the working interests in any unitized land having thereon a regular

well location may, with the approval of the Supervisc— as to Federal land, the

LS

Commissioner as to State land and the Comnmission as to privately owned land, and
subject to the provisions of the Unit Operating Agreement, at such party?s sole risk,
" cost and expense drill a well to test any formation for which a participating area

has not been established or to test any formation for which a participating area has

- 13 -



Leen established if such location is not within sald participating area, or drill any
well not mutually agreed to by all interested parties, unless within 90 days of receipt
of notice from said pirty of his intention to drill the well the Unit Operator elects

and commences to drill such well in like manner as other wells are drilled by the

Unit Orerator under this agreement.,

If any well drilled as aforesaid by a working interest owner results in
production such that the land upon which it is situwated may properly be included .

in a participating area, such participating area shall be established or enlarged

" as providcd in this agreement, and the party or parties paying the cost of drilling o

such well shall be reimbursed as provided in the unit operating agreement for the

cost of drilling such well, and the well shall thersafter be operated by Unit Operator

‘T

in accordance with the terms of this agreement and the unit operating agreement, .

| If any well drilled as afbresaid by & working interest owner obtains“'f
pro&uction in quantities insufficient to justif} the inclusior in a partiéipating areq:
of the Jand‘upon which such well is situated, such well may be operated and producedjﬂ;

by the party drilling the same subject to the conservation requirements of this

agreement, The royalties in amount or value of production from any such well shdll_.é;’_,

be paid as specified in the underlying lease and agreements affected, -.,1f”,g

14. Royalty Settlenent,

The United States and the State of New Mexico and all royalty'owneré _f

who, under existing contracts, are entitled to take in kind a share of the substanccs"v

now unitized hereunder produced from any tract, shall hereafter be entitled-to the

right to take in kind their share of the unitized substances allocated to auch'tract,ii’ ?1

and Unit Operator, or in case of the.operation of a well by a working interest ownef,%ll

as herein in special cases provided for, such work%gg interest owner, shall makg"" .
deliveries of such royalty share taken in kind in conformity with the applicable:f
contracts, laws, and regulations. Settlement for royalty interest not taken in i

kind shall be made by working interest owners responsible therefor under existing ‘f¥:f

contracts, laws, and regulations, on or before the last day of each month for unitized

substances produced during the preceding calendar month; provided, however, that

nothing herein contained shall operate to relieve the lessees of any land from thcir

respective lease obligations for the payment of any royalties due under thnir_lensusjﬁ-'.

If gas obtained from lands not subject to this agreement is intreduced
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into any rarticipating area of the lands being operated hereunder, for use in re-
yressuring, stimmlation of production, or increasing ultimite recovery, which shall

13 in conformity with a plan first approved by the Supervisor and Commissioner, a
1ike amount of_ga;, after settlement as herein provided for any gas transferred from
any other participating area and with due allowance for loss or depletion from any
cause, my 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 the plan of operations

or as ray otherwise be consented to by the Supervisor as confarming to good petroleum
engineering practice; and provided further, that such right of withdrawal shall
terminate on the termination of this pnit agfeement; | )

Royalty due the United States shall be computed as provided in the-
operating regulations and paid in value or delivered in kind as to all unitized sub-
stances on the basis of the amounts thereof allocated to unitized Federal land as
provided herein at the rates specified in the respective Federal leases, or at such
lower rate or rates as may be authorized by law or regulation; provided, that for
leases on which.the royalty rate depends on the daily average production per well,.said
average productién shall be determined.in accordance with the operating regulations -
as though each partici?ating area were a single consolidated lease,

Royalty due on account of State and privately owned lands shall bo.}; ,ﬁ=i,¥'

computed and paid on the basis of all unitized substances allocated to such lands,

.o
T e

15, Rental Settlement. LRy

A
i

Rental or minimm royalties due on leases committed hereto shall be  ""r'-L1

paid by working intercst cwners responsible therefor under existing contracts, laws -

and regulations, provided that nothing herein contained shall operate to relieve.thé”
lessces of any land from their respective lease obligations for 'the paymﬁnsgiijyg’]A!\

rental or minimum royalty in lieu thereof due under their leases. Rental or minimua

3

royalty for lands of the United States subject to this agreement shall be paid at .
tha rate specified in the respective leases from the United States widess such rental ”ff

or minimmm royalty is waived, suspended, or reduced by law or by approval of the

Secretary or his duly authorized representatives

Rentals on State of New Mexico lands subject to this agreement shall:
be paid at the rates specified in the respective leases, or miy be reduced or sun-

pended npon the order of the Commissioner pursuant to applicable Jaus and remilations, .
16 - ' "



liith regpect to any lease on non-Tederal Lind containing provasions which
vould terminate such lease unless drilling operations were within the time therein
gpecified commenced upon the land covered thereby or rentals paid for the privilege
of deferring such drilling operations, the rentals required thereby shall, notwith-
standing any other provision of this agreement, be deemed to accrue and become
rayable during the term thereof aé extended by this agreement and until the required
drilling opérations are conmgnceq upon the land covered thereby or some portioa of
such lard is included within a participating area,

16. Congervation.

Operations hereunder and production of unitized substances shall be con-
ducted to provide for the most economical and efficient re;aveny of said substances
without waste, as defined by or pursuant to State or Federal law or regulation..

17. Drainacse, o

The Unit Operator shall take appropriate and adequate measures to prevent
draipage of unitized substances from unitized land by wells on land not subjecé to
this agreement, inéiuding wells on adjacent unit areas, or pursuant to applicable
regulations pay a fair and reasonable compensatery royalty as determined by the

. Supervisor for Federal lands or as approved by the Commissioner for State lands,

18. leases and contracts conforired and extended,

The terms, conditions, and provisions of all leases, subleases, and othef
contracts relating to exploration, drilling, development, or operation for oil or
- gas of lands committed to this agreement are hereby expressly modifiédrand amended'
to the extent necessary to make the same conform to the provisions hereof, but |
otherwise to remain in full ferce and effect; and the parties hereto hereby consent
that.the Secretary as to Federal leases and the Commiséiuner as to State leases
shall and each by his approval hereof, or by the approval hereof by his duly authorized
representative, does hereby establish, alter, change, cr revoke the drilling, pro-
ducing, rental, minirum royalty, and royalty requirements of Federal and State leases
conmitted hereto and the regulations in respect thereto to conform said requirements
to the provisions of this agreement, and, without limiting the generality of the

foregoing, all leases, subleases, and ¢ontracts are particularly modified i.. accordance

with the following:

(a) The development and operation of lands subject to this agreement under

the terms hereol shall be deemed full performance of all obligations for developnent
~16- :



ani operation with respect to cach and every part or separately twned tract subject to
this agrecment, regardless cf whether there is any development of any particular part
or tract of the unit area, natwithstanding anything to the contrary in any lease,
operating agreerent or other contract by and between the pirties hereto, or their
respective predecessors in intergst, or any cf them,

(b) Drilling and praducing operations performed hereunder upon any tract
of‘unitized lands will be accepted and deemed to be performed upon and for the
benefit of each and every tract of unitized land, and no lease shall be deemed to
expire by reason of failure to drill or produce wells situated on the land therein
embraced. |

(c) Suspension of drilliqg or preducing operations on all unitized lands
pursuant to direction or consent of the Secretary (or his duly authorized representa-
tive) and the Conmissioner or with the approval of the Commission shall be deemed to
constitute such'suspenSian pursuant to such direction or consent as to each and efery
tract of unitized land. |

(d) . Each lease, subleasze or contract relating to the exploration, drilling,
other than those of the United States,'

development or operation for »il or gas of lands

cammitted to this agreement; which, by its terms might expire prior to the termination

of this agreement, is hereby extended beyond any such term so provided therein so that

.it shall be centinued in full force and effect for and during the term of this agree-~

ment.

(e) Any Federal lease for a fixed term of twenty (20) years or any renewal
thereof or any part of such lease which is made subject to this agreement-ghall continue
in force beyond the term provided therein until the termination hereof. Any other
Federal lecase committed hereto shall continue in forcé beyond the term so.provided
therein or by law as to ths committed land s» long as such lanq remains committed
hereto, provided Qnitized substances arz discovered in paying quantities within the

unit area prior ta the expiration date of the primary term of such lease.

(f} Each sublease or casntract relating to the operation and developrent
of unitized substances from lands of the United States cormitted to this agreement,
which by its terms would expire prior to the time at which the underlying lease, as
extended by the imnediately preceding paragraph, will expire, is hercby.cxtended
beyond any such term so provided therein so that it shall be¢ continued in full force.
and effect for and during the cerm of +he underlying.lease its such is herein extended.

17



() Sy Jowse hoonng only a portica ol its Jands camitted herete shall be

serregated as to the pertion comaitced and the portion not comnitted and the terms of
such Jease shall apply separately to such segregated portions commencing as of the ef-

fective date herenf. In tne event any such lease provides for a lwnp swn rental pay-

ment, such payment shall be prorated between the portions so segregated in proportion

to the acreage of the respective tracts.

19, Covenants rmn with land.

The covenants herein shall be construed to be covenants runmning 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 convcyance, of interest in
land or leases subject hereto shall be and horeby is conditioned upon the assumption of
all privileges and obligations hercunder by the grantee, tranaferee, or other successor
in interest, No assignment or transfer of any working interest, royalty, or other in-

terest sutject hereto shall be binding vpon Unit Operator until the first day of the cal-

endar month after Unit Operator is furnished with the original, photostatic, or certifieq

copy of the iustrument of transfer,

-~

20, [ffective date and term.

This agreement shall become effnétive upon approval by the Secretary or
iz &y authiorized representative and shall remain in effect so long as unitized sﬁb-
stances can be produced in paying qunntitles, i.0., in this particular instance in quan-
titley sutfiolont to pny for the costs of producing same from wells on unitized land
within any participating area established horcunder and, should productlon cease, so long
thereafter ags diligent eoparatlens are in progress for the restcrafion of production or
‘discovery of new production and so long thercafter as unitlzued substanées g0 discovered
can ﬁe produced as aforesaid, or it is terminated ay heretofore provided in thisnagreement;

This agreement may be terminated at any time by not less than 75 per centunm,
on an acreage basis, of the owmers of working interests signatory hereto, with the aépro«
val'of the Director and Commissioner; notice of any such appro?al to be given by thé Unit
Operator to ali parties hereto.

21, loce of prospecting, development, and production,

All production and the disposal thereof shall be in conformity with allo-
cations, allotments and quotas made or 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, in his discretion, the rate of

prospecting and development and within the 1imits made or fixed by the Con&dﬁsiorx to .

-18-



thoriny

alter or molify the quantity and rate of production under thils agreesent, zuch ay

7
" g
=0

hereby limited to alteration or modification in the public ln;eredv, the purooja s

Leing
thereof and the public intcrest to be served thereby to he stated in the order of.hitcf;r
ation or modification; provided, further, that no such alteration or mcdificatioﬁ”sh511' 
be effective as to any land of the State of New Mexico as to the rate of prospecting and
development in the absence of the specific written approval thereof by the Coanmissicner

and as to any lands of the State of New Mexico or privately-owned lands subject to this

agreement as to the quantity and rate of prodoction in the absence of specific wrltton o

approval thereof by the Commission.

Powers in this section vested in the Director shall only be exercised after notice

o Unit Operator and opportunity for hearing to be held not less than 15 days from notice, |

22, Conflict of swpervision,

Neither the Unit Operator nor the working 1nterest owners nor any of them shall

be subject to any forfeitwre, termination or expiration of any rlghts hereunder or under any

leases or contracts subject hereto, or to any penalty or liability on account of delay or

failure in whole or in part to comply with any applicable provision thereof to the extent
that the said Unit Operator, working interest owners or any of them are hindered .delayed"
or preveated from cnmplylne therewith by reason of failure of the Unit Operator to obtain,
in the exercise of due diligence, the concurrence of proper representatives of the United
States and proper representativeé of the State of New Mexico in and aboﬁt any matters or
thing concerning which it is required herein that such concurrence be obtéined. The
parties hereto, including the Cormission, agree that all powers and au;hofity vested in
the Connission in and by any provisions of this contract are vested in the Camnission and

shall be exercised by it pursuant to the provisions of the laws of the State of New Maxico

and subject in any case to appeal or judicial review as may now or hereafter be provided
by the laws of the State of New‘Mexico.

23. Appearances.
Unit Operator shall, after notice to other parties affected, have the right

to appear for or on behalf of any and all interests affected hereby before the Department
of the Interior and the Comnission and to appeal fram orders issued under the regulatiaons
of gaid Department and/or Commission or to apply for relief from any of said regulations
or in any proceedings relative to operations before the Department of the Interior, ths

Conmisgsiorn, or any other legally constituted authority; provided, however, that any other

interested party shall also have the right at his own expense to be heard in any such

proceeding,
~19-~



24, lNotices,

A1l noticesy, demands or statements required hercunder to bte given or-rea-
dered to the parties hereto shall be ceemed fully given if given in writing and jpor-
sonally delivered to the party or sent by postpaid registered mil; addressed to such
party or parties at their respective ~ddresses set forth in connection vith the signa-

tures 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, demnd or state-

ment.

25. HNo waiver of certain rightse.

Nothing in this agreement contained shall be construed as a waiver.by any
party hereto of the right to assert any legal or constitutional right or defenﬁe as to
the validity or invalidity of amy law of the State wherein said unitized lands are
located, or of the United States, or regulations issued thereunder in any way affecting-
such party, or as a waiver by any 3uch party of any right beyond his or its authority to ':
‘waive, ' ' o

26, Unavoidable delay,

All obligations under this agreement requiring the Unit Operator to commence
or continue drilling or to operate ;n or produce wnitized substances from any of the
lands covered by this agreement shall be suspended vhile, but only so long as, the Unit
Operator despite the exercise of due care and diligence is prevented frem cémplying with
obligations, in whole or in part, by strikes; acts of God, Federal, State; or municipal
1aw-or agencies;vunafoidable accidents; uncﬁntrollable delays in transpgrtation, -
inability to obtain necessary materials in open market, or other matters beyond the
reasonable control of the Unit Operator whether similar to matters herein enumsrated or
not,. |

27. Fair employment,

The Unit Operator shall not discriminate against any employee or applicant
for employment because of race, creed, color or naticnal origin, and an identical
provision shall be incorporated in all subcontracts.

28, Loss of title,

In the event titl