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V I C E P R E S I D E N T 

SEC-TBEAS. 

TO: OVERRIDING ROYALTY OWNERS 
ADDRESSEE LIST ATTACHED 

Re: Proposed South Loco H i l l s (Grayburg) Unit 

Ladies and Gentlemen: 

Our records show you own an overriding royalty interest i n our proposed South 
Loco H i l l s (Grayburg) Waterflood u n i t area which i s i d e n t i f i e d by the map 
included as Exhibit "A" i n the enclosed agreement. After the unit becomes 
ef f e c t i v e , we propose to i n j e c t water into the wells i d e n t i f i e d by triangles 
on the map and l a t e r to expand the i n j e c t i o n pattern to include the wells 
marked w i t h squares. 

We believe the waterflood w i l l increase the ultimate production from the area 
by 609,000 barrels, approximately equal to the t o t a l production from the 
Loco H i l l s and Grayburg formations i n the u n i t area through 1981. 

Attached i s one copy of the un i t agreement, together with appropriate signa­
ture pages. I f you elect to j o i n t h i s u n i t , please execute and return ten (10) 
copies of the signature pages to our o f f i c e w i t h i n t h i r t y days. 

Please contact us i f you need any additional information to expedite your de­
cisi o n . 

Yours very t r u l y , 

D. F. Boneau 
Engineering Manager 



RATIFICATION AND JOINDER OF UNIT AGREEMENT 

In consideration of the execution of the Unit Agreement for the Devel­
opment and Operation of the South Loco H i l l s (Grayburg) Unit, County of Eddy, 
State of New Mexico, dated May 20, 1982, in form approved on behalf of the 
Secretary of the I n t e r i o r , the undersigned hereby expressly r a t i f i e s , ap­
proves and adopts and confirms said Unit Agreement as f u l l y as though the 
undersigned had executed the or ig inal instrument. 

This Rat i f i ca t ion and Joinder shall be ef fect ive as to the undersigned's 
in terests in any lands and leases, or interests there in , and royal t ies pre­
sently held or which may arise under ex is t ing option agreements or other 
in terests in unit ized substances, covering any lands wi th in the unit area in 
which the undersigned may be found to have an o i l or gas in terest . 

This Rat i f i ca t ion and Joinder shall be binding upon the undersigned and 
the he i rs , devisees, assigns or successors in in terest of the undersigned. 

EXECUTED th i s day of , 1982. 

STATE OF ) 
•• § 

COUNTY OF ) 

The foregoing instrument was acknowledged before me th is 

day of , 1982, by 

My Commission Expires: 
Notary Public 



C. A. & G. C. Denton 
Box 1252 
Ar tes ia , N. M. 88210 

Marjorie W. Lester Quayle 
Rural Route #1 
Winslow, Arkansas 72207 

Luc i l le E. McCrary 
Box 4431 
Santa Fe, N. M. 87501 

L. Jay Root 
P. 0. Box 1165 
Albuquerque, N.M. 87103 

E. C. Higgins Trust 
691 Mntn. View Circle 
Gainsv i l le , Georgia 30501 

Lucretia Conlon 
3900 16th S t . , NW 
Apt. 626 
Washington, D.C. 2001 1 

"\ 

K. U. McCrary 
Box 4431 
Santa Fe, N. M. 87501 

Fred & Ju l ia Brainard 
P. 0. Box 145 
Ar tes ia , N.M. 88210 

Nell McCrary 
Box 4431 
Santa Fe, N. M. 87501 

Carol McCrary Odel1 
Box 4431 
Santa Fe, N.M. 87501 

Patr ic ia M. Shaffer 
105 Siconono 
Santa Fe, N.M. 87501 

John H. Trigg 
Box 520 
Roswell, N. M. 88201 

Violet Shipp Young 
c/o C. C. Young 
735 N. 85th St., #1A 
Seattle, WA 98103 

Bi1 l i e L. Kruse 
c/o Barbara K. Frankenfield 
1006 Ellendale Drive 
Las Cruces, N.M. 88001 

Jimmy M. Joy, Trustee 
P. 0. Box 1331 
Artesia, N.M. 88210 

Mary C. Johnston 
667 Yosemite Drive 
Indianapolis, Indiana 

46217 

Chas. M. Fuchtman 
Box 703 
Huntsville, Alabama 35804 

Olen F. Featherstone 
1717 W. Second 
Roswell, N.M. 88201 

W. T. Wynn 
1603 West Dengar 
Midland, TX 79701 

George McCrary 
Box 4431 
Santa Fe, N.M. 87501 

Harvey Yates 
Box 1933 
Roswell, N.M. 88201 

George Ferriman 
1505 W. Washington 
Ar tes ia , N.M. 88210 

Louise D. Yates 
919 Security Nat ' l Bank Bldg. 
Roswell , N.M. 88201 

Robert F. Trav is , Sr. 
Robert F. Travis , Jr . 
Rt. 4, Box 73H 
Columbia, MO 65201 

Eudora Hawley HeiIman 
468 Cambridge 
Claremont, CA 91711 

Josephine D. Hawley 
21 Goldenridge Ct. 
San Mateo, CA 94402 

Jack McCaw 
Box 127 
Ar tes ia , N.M. • 88210 

John Lucas 
4024 Hamilton 
El Paso, Texas 79900 

Yates Brothers 
207 South Fourth 
Artesia, N.M. 88210 

Bonnie M. Morrison 
P. 0. Box 1858 
Roswell , N.M. 88201 

Lloyd & Jul ia K. Wright 
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May 20, 1982 

TO: WORKING INTEREST OWNERS 

Re: Proposed South Loco H i l l s 
(Grayburg) Unit 

Ladies and Gentlemen: 

Our l e t t e r of February 19, 1982 furnished copies of the engineering 
report and information copies of the unit and unit operating ageement 
d r a f t s . Since that time we have received certa in language changes re­
quired by the Minerals Management Service in Albuquerque by i t s pre­
l iminary approval l e t t e r . 

Attached i s one copy of the un i t agreement and uni t operating agree­
ment which contain changes from the draf ts submitted before. Please 
return ten executed copies of the signature pages to the agreement to 
t h i s o f f i c e wi th in 30 days, i f poss ib le, or advise us of your decision 
not to commit. 

Please contact t h i s o f f i ce i f we can be of any help to expedite your 
decision on uni t jo inder . 

Very t r u l y yours, 

D. F. Boneau 
Engineering Manager 



PROPOSED SOUTH LOCO HILLS (GRAYBURG) UNIT 

ADDRESSEE LIST 

/ 
PAULINE HEWITT 
Drawer Q 

Hagerman, New Mexico 88232 

DEPCO, INC. 
1025 Petroleum Club Building 
Denver, Colorado 80202 
GLADYS KELLY 
504 W. Quay St. 
Artesia, New Mexico 83210 

ANADARKO PRODUCTION COMPANY 
P. 0. Box 2497 
Midland, Texas 79702 

SOUTHLAND ROYALTY COMPANY 
1100 Wall Towers West 
Midland, Texas 79701 

HUSKY OIL COMPANY 
600 South Cherry Street 
Denver, Colorado 80222 

G. C. and C. A. DENTON 
P. 0. Box 1252 
Artesia, New Mexico 88210 

YATES DRILLING COMPANY 
MARTIN YATES, I I I 
FRANK.YATES 
207 South 4th Street 
Artesia, New Mexico 88210 



May 19, 1982 

TO: Dave Boneau 

FROM: Carl Traywick \ 

SUBJECT: Denton Tract i n Proposed South Loco H i l l s Unit 

I talked to Gladys Kelley 746-2263 on the South Loco H i l l s today as you requested 
and advised her of the hearing on May 26. She requested that I c a l l Al or Pauline 
Hewitt i n Hagerman at 752-3598 to explain the unit and that she would do whatever 
the Hewitt's did as to execution of the u n i t . 

I talked to Al Hewitt, Hagerman, 752-3598 at length about the u n i t and explained 
the d i l u t i o n of his current income that would occur for the f i r s t 2 years and the 
l a t e r benefits to him from the waterflood af t e r the i n i t i a l expenses were amortized 
by u n i t production. They receive about $1000/year and would hate to lose any of 
t h i s income temporarily. He i s undecided as to what his position would be and 
requested that I t a l k to Bob Boling* I advised Al of the hearing type and date. 

I talked to Bob Boling—advised him of my above described c a l l s and of the hearing 
date. He w i l l give the s i t u a t i o n some study, t a l k to the Hewitt's and probably 
to George Denton, and get back to you or me with an opinion as to the tentative 
commitment decision of the owners of the Denton t r a c t . 



May 20, 1982 

Note on Denton Lease i n Proposed South Loco H i l l s Unit 

I asked Kathy Colbert to get names and addresses of the owners of overriding 

royalties on the Denton Massie Lease. She called the Denton Operations o f f i c e 

i n Artesia on February 3, 1982 and was t o l d that the Operations Office did not 

have that type of records. On February 17 and 18, 1982, Kathy talked with Juanita 

Denton Branum who i s the s i s t e r of George Denton and works as his o f f i c e manager 

and bookkeeper. Juanita said her brother did not want to j o i n the u n i t and Juanita 

did not want to give out information on the overriding royalties l e s t i t commit the 

Dentons to the proposed u n i t . Juanita f i n a l l y gave out the names of the overriding 

royalty owners. On February 23, 1982, Juanita called Kathy to say that the Hewitt's 

copy of the old and new Engineering reports had come to her. She gave Kathy a new 

address for Mr. Hewitt and said she would forward the reports to the Hewitts. 

Juanita asked why Yates kept sending them papers when the Dentons wanted nothing to 

do with the u n i t . 



A . J . L O S E E 

J O E L M . C A R S O N 

• C H A D D I C K E R S O N 

DAVID R . V A N D I V E R 

L A W O F F I C E S 

L O S E E , C A R S O N & D I C K E R S O N , R A . 
3 0 0 A M E R I C A N H O M E B U I L D I N G 

f>. O . D R A W E R 2 3 9 

A R T E S I A , N E W M E X I C O 8 8 2 1 1 - 0 2 3 9 

May 1 9 , 1982 

\ 
\ 

AREA CODE S O S 

7 4 6 - 3 5 0 8 

Mr. Joe D. Ramey, D i r e c t o r 
Energy and Minerals Department 
O i l Conservation D i v i s i o n 
P. O. Box 2088 
Santa Fe, New Mexico 87501 

Re: Case Nos. 7596 and 7597 
5/26/82 Examiner Hearing 

Dear Mr. Ramey: 

Enclosed f o r f i l i n g i n the above cases, please f i n d A f f i d a v i t s of 
M a i l i n g r e f l e c t i n g t he m a i l i n g of copies of the A p p l i c a t i o n s and 
the docket t o i n t e r e s t e d p a r t i e s . 

Thank you. 

Sincerely yours, 

LOSEE, CARSON & DICKERSON, P.A. 

Chad Dickerson 

CD:pvm 
Enclosures 

cc w/enclosures: Mr. Dave Boneau 



BEFORE THE OIL CONSERVATION DIVISION 

OF THE STATE OF NEW MEXICO 

IN THE MATTER OF THE APPLICATION OF 
YATES DRILLING COMPANY FOR THE COM­
PULSORY UNIT OPERATION OF A POOL, 
SOUTH LOCO HILLS (GRAYBURG) UNIT" 
AREA, EDDY COUNTY, NEW MEXICO 

Case No. 7596 

AFFIDAVIT OF MAILING 

STATE OF NEW MEXICO ) 
: ss. 

COUNTY OF EDDY ) 

The undersigned, being f i r s t duly sworn, upon oath, 

s t a t e s t h a t on the 19th day o f May, 1982, the undersigned d i d 

m a i l i n the United States Post O f f i c e a t A r t e s i a , New Mexico, 

t r u e copies o f the f o l l o w i n g instruments: 

1. A p p l i c a t i o n f o r the Compulsory Uni t Opera­
t i o n o f a Pool, South Loco H i l l s (Gray­
burg) U n i t Area, Eddy County, New Mexico 
(w i t h o u t e x h i b i t s ) . 

2. Docket r e f l e c t i n g hearing on such A p p l i c a ­
t i o n s a t the O i l Conservation D i v i s i o n i n 
Santa Fe, New Mexico, on the 26th day of 
May, 1982; 

i n securely sealed postage p r e p a i d , c e r t i f i e d m a i l , r e t u r n 

r e c e i p t requested, envelopes addressed t o the f o l l o w i n g named 

p a r t i e s : 

NAME ADDRESS 

Denton O i l Company P. O. Box 1252 
A r t e s i a , NM 88210 

Southland Royalty Company 1100 Wall Towers West 
Midland, TX 79701 -

Ms. Gladys K e l l y 504 West Quay 
A r t e s i a , NM 88210 

Ms. Pauline F. Hewitt P. O. Box Q 
Hagerman, NM 88 232 

Pa t t i Menefe 



SUBSCRIBED AND SWORN TO before me t h i s 19th day of 

May, 1982 

'">/ 

My. ,commission expires: 

Nojz&j*// ^Public \y 



BEFORE THE OIL CONSERVATION DIVISION 

. OF THE STATE OF NEW MEXICO 

IN THE MATTER OF THE APPLICATION OF 
YATES DRILLING COMPANY FOR AUTHORI­
ZATION TO INJECT, SOUTH LOCO HILLS-
(GRAYBURG) UNIT AREA, EDDY COUNTY," 

1 NEW MEXICO 

CaseNo. 7597 

AFFIDAVIT OF MAILING 

STATE OF NEW MEXICO ) 
ss. 

COUNTY OF EDDY ) 

The undersigned, being f i r s t duly sworn, upon oath, 

s t a t e s t h a t on the 19th day o f May, 1982, the undersigned d i d 

m a i l i n the United States Post O f f i c e a t A r t e s i a , New Mexico, 

t r u e copies o f the f o l l o w i n g instruments: 

1. A p p l i c a t i o n f o r A u t h o r i z a t i o n t o I n j e c t , 
South Loco H i l l s (Grayburg) U n i t Area, 
Eddy County, New Mexico. 

2. Docket r e f l e c t i n g hearing on such A p p l i c a ­
t i o n s a t the O i l Conservation D i v i s i o n i n 
Santa Fe, New Mexico, on the 2.6th day o f 
May, 1982; 

i n securely sealed postage prepaid, c e r t i f i e d m a i l , r e t u r n 

r e c e i p t requested, envelopes addressed t o the f o l l o w i n g named 

p a r t i e s : 

NAME 

Bureau of Land Management 

DEPCO, Inc . 

Denton O i l Company 

Anadarko Production Company 

Mr. Ray Westa11 

Hondo O i l & Gas Company 

Mr. John H. T r i g g 

Mr. T. J. S i v l e v 

ADDRESS 

P. 0. Drawer 1397 
Roswell, NM 88201 

Suite 875, Plaza Empire 
Midland, TX 79701 

P. 0. Box 1252 
A r t e s i a , NM S8210. "• . -

P. O. Box 2497 
Midland, TX 7 9702 

P. 0. Box 4 
Loco H i l l s , NM 88255 

P. O. Box 1610 
Midland, TX 7 9701 

P. 0. Box 520 
Roswell, NM 88201 

P. O. Drawer GG 
A r t e s i a , NM 88210 

i: 



Husky O i l Company 

Southland Royalty Company 

Mr. W. T. Wynn 

Mr. Harvey E. Yates 

Mr. Robert E. B o i i n g 

600 South Cherry Str e e t 
Denver, CO 80222 

1100 Wall Towers West 
Midland, TX 79701 

P. 0. Box 1075 
A r t e s i a , NM 88210 

P. O. Box 1933 
Roswell, NM 88201 

202 American Home B u i l d i n g 
A r t e s i a , NM 88210 

ti Menefee * P a t t i 

SUBSCRIBED AND SWORN TO before me t h i s 19th day of 

May, 1982. 

Ii i • •' h '/ 

N o t a r y ^ u b l i c 

j My commission e x p i r e s : 



L A W O F F I C E S 

A. j . LOSEE L O S E E , C A R S O N & D I C K E R S O N , R A. 
J O E L M . C A R S O N 3 0 0 A M E R I C A N H O M E B U I L D I N G AREA CODE SOS 

C H A D D I C K E R S O N P. O . D R A W E R 2 3 9 7 4 S - 3 5 0 8 

DAVID R. V A N O I V E R A R T E S I A , N E W M E X I C O 8 8 2 1 1 - 0 2 3 9 

E L I Z A B E T H L O S E E 

May 18, 1982 

\ 

Mr. Joe D. Ramey, D i r e c t o r 
O i l Conservation D i v i s i o n 
Energy and Minerals Department 
P. 0. Box 2088 
Santa Fe, New Mexico 87501 

Sincerely yours, 

LOSEE, CARSON & DICKERSON, P.A. 

Chad Dickerson 

Re: Yates D r i l l i n g Company 
Case No. 7597 
May 26, 1982 Examiner Hearing 

Dear Mr. Ramey: 

Pursuant t o Rule 701, enclosed f o r f i l i n g i n the above case, 
please f i n d two copies of Yates D r i l l i n g Company's A p p l i c a t i o n 
f o r A u t h o r i z a t i o n t o I n j e c t , South Loco H i l l s (Grayburg) Unit 
Area, Eddy County, New Mexico. 

Thank you. 

CD:pvm 
Enclosures 

cc w/enclosure: New Mexico O i l Conservation D i v i s i o n 
P. 0. Drawer DD 
A r t e s i a , New Mexico 88210 

cc: Mr. Dave Boneau 



United States Department of the Interior 
MINERALS MANAGEMENT SERVICE 

South Central Roqion 
P. O. Box 26124 

Albuquerque, New Mexico 87125 

APR s 0 138? 
Yates D r i l l i n g Company 
Attention: David F. Boneau 
207 South Fourth Street 
Artesia, New Mexico 88210 

Gentlemen: 

Your application of February 19, 1982, f i l e d with the Deputy Minerals 
Manager, Oil and Gas, Albuquerque, New Mexico, requests the designation 
of the South Loco H i l l s Grayburg unit area, embracing 1063.67 acres, 
more or less, Eddy County, New Mexico, as lo g i c a l l y subject to operation 
under the u n i t i z a t i o n provisions of the Minerals Leasing Act as amended. 

Pursuant to unit plan regulations 30 CFR 226, the land requested as 
outlined on your plat marked Exhibit "A", proposed South Loco H i l l s 
Grayburg Unit, Eddy County, New Mexico, is hereby designated as a 
logical u n i t area. 

Your basis for a l l o c a t i o n of unitized substances is acceptable and your 
proposed form of u n i t agreement is acceptable with the following modi­
f i c a t i o n s : 

1. In section 2, change "Director of the United States 
Geological Survey" to "Director of the Minerals Management 
Service" and "Oil and Gas Supervisor of the United States 
Geological Survey" to "Deputy Minerals Manager, Oil and Gas". 
Also, change the word "Supervisor" to "Deputy" wherever i t 
occurs in the agreement. 

2. Production should be through I98O as that is what the 
pa r t i c i p a t i o n factor calculations are based on. 

3. Insert the following sentence after the f i r s t sentence in 
section 8: 

I f a majority, but less than 75 percent of the 
working interests q u a l i f i e d to vote are owned by 
one party to t h i s agreement, a concurring vote 
of one or more additional working interest own­
ers shall be required to select a new operator. 

k. In section 1^, page 10, omit the last two sentences of 
the f i r s t paragraph and the last sentence of the second ' 
paragraph. 

5. Omit section 36 e n t i r e l y . 



l f conditions are such that further modification of said standard form 
is deemed necessary, three copies of the proposed modifications with 
appropriate j u s t i f i c a t i o n must be submitted to this o f f i c e through the 
Deputy Minerals Manager, Oil and Gas, for preliminary approval. 

In the absence of any other type of land requiring special provisions or 
of any objections not now apparent, a duly executed agreement identical 
with said form, modified as outlined above, w i l l be approved i f submit­
ted in approvable status with i n a reasonable period of time. However, 
notice is hereby given that the r i g h t is reserved to deny approval of 
any executed agreement submitted which, in our opinion, does not have 
the f u l l commitment of s u f f i c i e n t lands to afford e f f e c t i v e control of 
operations in the unit area. 

When the executed agreement is transmitted to the Deputy Minerals Mana­
ger, Albuquerque, New Mexico, for approval, include the latest status of 
a l l acreage. In preparation of Exhibits "A" and "8", follow closely the 
format of the sample exhibits attached to the standard form of unit 
agreement for unproved areas. 

Sincerely yours, 

James V/. Sutherland 
Minerals Manager 
For the Director 

Enclosure 
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February 19, 1982 

Mr. James W. Sutherland 
Regional Manager 
Minerals Management Service 
P. 0. Box 26124 

Albuquerque, New Mexico 87125 

Dear Mr. Sutherland: 
Yates D r i l l i n g Company requests designation of the South Loco 
H i l l s (Grayburg) Unit area as l o g i c a l l y subject to secondary 
recovery operations under the appropriate u n i t plan regulations 
of 30 CFR 226. The proposed u n i t area, comprising 1064.28 acres 
of Federal leases, i s outlined on Exhibit A and described on an 
ind i v i d u a l t r a c t basis by Exhibit B of the unit agreement. Pre­
liminary approval of the u n i t agreement form and p a r t i c i p a t i o n 
formula i s also requested. 

Representatives of t h i s o f f i c e conferred with members of your 
s t a f f on February 17, 1982, to discuss the engineering report 
and related information on the proposed waterflood project and 
u n i t i z a t i o n d e t a i l s . Two copies of the engineering report and 
one copy of the u n i t agreement form were submitted at such meeting 
and two additional copies of the un i t agreement form are enclosed . 
herewith. 

U n i t i z a t i o n w i l l be l i m i t e d by the terms of the u n i t agreement to 
the str a t i g r a p h i c i n t e r v a l from the top of the Grayburg Formation 
to 30 feet below the base of the Loco H i l l s sandstone as shown by 
the type log i n the engineering report. P a r t i c i p a t i o n w i l l be 
based solely on cumulative production through 1980, since the p r i ­
mary recovery i s v i r t u a l l y exhausted. The waterflood p r o j e c t - i s 
expected to re s u l t i n the additional recovery of 609,000 barrels 
of o i l . 



Mr. James W. Sutherland 
February 19, 1982 

Please contact t h i s o f f i c e i f any additional information i s needed 
i n connection with your consideration of this unit proposal. 

Sincerely, 

D. F. BONEAU 

Reservoir Engineering Supervisor 

DFS.cvg 

EncIs. 

s 
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DFB--24--1? 

February 19, 1982 

Proposed South Loco H i l l s 
(Grayburg) Unit, T18S R29E, 
Eddy County, New Mexico 

A l l Working I n t e r e s t Owners 

Ladies and Gentlemen: 

This l e t t e r reports on the current status of the e f f o r t to form the 
subject Unit. A new engineering report has been prepared to update 
the o r i g i n a l 1969 Engineering Committee Report. A copy of the new 
report i s attached. I n a d d i t i o n , the proposed Unit has been sub­
mitted to the Minerals Management Services (formerly the U.S.G.S.) 
fo r preliminary approval and the probable requirements f o r replugging 
c e r t a i n wells i n and around the proposed Unit have been discussed 
w i t h the New Mexico O i l Conservation Division. 

A conference was held w i t h the Minerals Management Service i n Albu­
querque on February 17, 1982, to discuss the u n i t area, p a r t i c i p a t i o n 
basis, and u n i t i z a t i o n procedures. The questions a r i s i n g i n the 
conference were a l l adequately answered by explanation of the data 
i n the engineering report and the way was cleared to f i l e the u n i t 
f o r formal designation and preliminary acceptance of the u n i t agree­
ment form. Our l e t t e r w i t h attachments to accomplish t h i s action • 
has been submitted to the Minerals Management Service. 

A copy of the u n i t agreement and operating agreement i s attached f o r 
information purposes only at t h i s time. Please check the record 
t i t l e , working i n t e r e s t , and override ownership information shown 
on E x h i b i t B f o r your t r a c t s and advise us i f i t i s correct according 
to your records. We have been unable to obtain overriding r o y a l t y 
ownership information f o r t r a c t s 6, 7, and 7b and we are requesting 
Anadarko Production Company to fu r n i s h us t h i s ownership information 
as soon as convenient. 



A l l Working I n t e r e s t Owners 
February 19, 1982 
-2-

Upon rece i p t of the ownership v e r i f i c a t i o n and information needed 
to complete Exhibit B and a f t e r receiving formal designation of the 
u n i t and n o t i f i c a t i o n of any changes that the Minerals Management 
Service w i l l require i n the u n i t agreement form, we w i l l send the 
u n i t agreement and operating agreement to a l l parties i n in t e r e s t 
f o r formal execution. We expect preliminary approval from the 
Minerals Management Service w i t h i n about a month and we plan a 
hearing before the New Mexico O i l Conservation Division i n mid A p r i l . 

Please contact t h i s o f f i c e i f any additional information i s needed 
or we can be of any help. 

Sincerely, 

D. F. BONEAU 
Reservoir Engineering Supervisor 

DFB:cvg 

Encls. 



YATES DRILLING COMPANY 
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A R T E S I A . N E W M E X I C O - 8 8 Z I O 

\ 

P E Y T O N Y A T E S T 

P R E S I O E N T 

S. P. Y A T E S . 

V i e s P R E S I D E N T 

B. V/. HARPER. 
S E C . T H S A S 

J A C K W. M C C A W . 

A S S T . S E C . - T R E A S . 

September 17, 1980 

^ 
WORKING INTEREST OWNERS 
PROPOSED SOUTH LOCO HILLS UNIT WATERFLOOD 

Ladies G Gentlemen: 

Map^No. 1 attached to our l e t t e r of September 3, 1980, regarding the 
proposed South Loco H i l l s Unit Waterflood, incorrectly indicated that 
the Hondo D r i l l i n g Company No. 2 Wright Federal Cora we l l i n u n i t G of 
Section 29 would have to be replugged. The w e l l that should have been 
i d e n t i f i e d by t h i s notation i s the Martin Yates No. 1 Wright w e l l 
located 2310' FSL and 2310* FEL, Section 29-18S-29E. This w e l l , which 
w i l l probably have t o be replugged before Phase I i n j e c t i o n commences, 
i s not covered by our maps 1 or 2 but i s included as item No. 11 i n the 
replugging cost estimate attached t o our l e t t e r . 

Please note the above correction f o r record purposes. Thank you. 

Yours t r u l y , 

Peyton Yates 

PY:lab 
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YATES DRILLING COMPANY 

Y A T I » BUILDINQ — 2 0 7 SOU1M 4TM ST. — ( 3 0 3 ) 7 A 6 . 3 3 3 B 

A R T E S I A . N E W M E X I C O • 0 8 2 1 0 

September 3, 1980 

WORKING INTEREST OWNERS 

PROPOSED SOUTH LOCO HILLS UNIT WATERFLOOD 

Ladies & Gentlemen: 

P E Y T O N Y A T E S . 

P n r s i o e M T 

6 . P . Y A T E S . 

VlCC P « » I O « N T 

B. W . H A H P E R . 

S i c - T n u s . . 

J A C K VV. M C C A W . 

A S S T . S E C . T R E A S . 

Our l e t t e r of A p r i l 13, 1979, submitted the proposed f l o o d pattern with c o l ­
l a t e r a l economics and recommended t h a t p a r t i c i p a t i o n be based solely on cumulative 
production as of 12-31-78 (which should now be up-dated to 12-31-79). Depco and 
Husky have accepted t h i s p a r t i c i p a t i o n basis. A copy of t h i s l e t t e r with attach­
ments i s included f o r convenient reference purposes. 

We had an information meeting w i t h New Mexico O i l Conservation Division 
o f f i c i a l s t o discuss a p p l i c a t i o n of the i n j e c t i o n rules that require a l l wells 
w i t h i n 1/2 mile of a proposed i n j e c t i o n v/ell t o be adequately cemented to prevent -
communication from the. i n j e c t i o n zone i n t o other formations. This meeting v e r i f i e d • 
the need t o re-enter nine wells outside the u n i t area and one w e l l inside the u n i t 
area f o r replugging purposes. Our l e t t e r of August 16, 1979, reported t h i s develop­
ment (we erroneously said seven wells rather than nine) and advised that we would 
submit recommmendations concerning continuation of waterflood plans or an al t e r n a t i v e 
proposal. Attached i s a map (No. 1) that i d e n t i f i e s by red c i r c l e s the wells t h a t 
would have t o be replugged i f the u n i t converted to i n j e c t i o n the wells as per our 
previous l e t t e r . Also attached i s a tabulation of the plugging report summary and 
estimated costs t o replug these wells, i f no unusual problems- are encountered i n 
the re-entry operations. As shown, the estimated cost to the u n i t would be 
approximately $164,000. I t may be appropriate t o anticipate a s i g n i f i c a n t contingency 
f a c t o r t o cover problems t h a t are l i k e l y to occur i n replugging o l d wells. We 
would recommend a 50% contingency t o cover the high r i s k " 6 f replugging, which would 
bring the estimated cost t o $246,000. 

In view of the expense involved i n i n i t i a t i n g the f u l l scale i n j e c t i o n pattern 
w i t h the plugging requirements involved and the need to evaluate the waterflood 
performance, we recommend t h a t the proposed ultimate flood pattern be accomplished 
by two separate development programs. Phase I would defer the conversion of four 
i n j e c t i o n wells and require the replugging of only four wells outside the u n i t 
area and one w e l l inside the u n i t area. The attached map (No. 2) shows the Phase I 
pat t e r n on a "iso-cumulative base. The wells required to be replugged and the 
four i n j e c t i o n wells to be deferred under Phase I are i d e n t i f i e d by red c i r c l e s or 
t r i a n g l e s , respectively. Phase I I would be the f u l l pattern to be accomplished 
a f t e r waterflood p o t e n t i a l can be evaluated by performance data. The replugging 
cost f o r Phase I , without contingency consideration, i s $45,435 ($68,150 with 
contingency) compared to $246,000 (with contingency) f o r the f u l l scale project. 
In a d d i t i o n , the plugged and abandoned Anadarko Travis "B" No- 9 w e l l i n u n i t H, 



August 13, 1980 
Page -Two -
WORKING INTEREST OWNERS 
PROPOSED SOUTH LOCO HILLS UNIT WATERFLOOD 

Section 19-18S-29E, may have t o be' re-plugged (at a cost comparable to the other 
wells which require replugging) or completed as a producer i n order to i n i t i a t e 
the Phase I pattern. ^ • . • 

Copies of the proposed u n i t agreement and u n i t operating agreement are attached 
The agreement p a r t i c i p a t i o n i s based solely on cumulative production which has 
been up-dated t o 12-31-79, t o achieve a more contemporary basis than previously 
proposed. Attached i s a tabulation of cumulative production by leases through 
years 1978 and 1979 for comparative purposes; This tabulation was compiled from 
the New Mexico O i l and Gas Engineering Committee 1979 Annual Report and includes 
cer t a i n cumulative production corrections through 1978 f o r the Anadarko Travis "B" 
lease which were i n c o r r e c t l y reported i n the tabulation attached t o our l e t t e r of 
A p r i l 13, 1979. Please note that the.unit operating agreement has been conditioned 
t o define the expenses incurred i n required replugging operations outside and inside 
the u n i t area as u n i t expense items. -We request t h a t you check the cumulative 
production figures and lease ownership from your records and advise us of any 
discrepancies. " , 

We need your recommendation or concurrence as t o : 
1. Phase I and I I i n j e c t i o n patterns and the p a r t i c i p a t i o n formula 

( f i r s t p r i o r i t y ) . A b a l l o t i s attached f o r your convenient response. 

2. Unit and u n i t operating agreement (second p r i o r i t y ) . 

Upon receipt o f your recommendations or concurrence, we w i l l be in p o s i t i o n 
t o arrange a conference w i t h the U.S.G.S. and a hearing before the New Mexico 
O i l Conservation D i v i s i o n . One of the questions that w i l l come up at the hearing 
w i l l be the i n j e c t i o n pressure l i m i t a t i o n t h a t should be established by the New 
Mexico O i l Conservation Division order. Please furnish us any t r e a t i n g pressure 
records on your wells that show the hydraulic f r a c t u r i n g or breakdown pressures 
th a t could be introduced as evidence. 

Yours t r u l y . 

YATES DRILLING COMPANY 

PY:lab 
Encls. 
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LEASE 

Mscott 

OPERATOR 

Anadarko 

.-IcCaw 

Garrett 

gravis B 

, Lease Total 

Anadarko 

Anadarko 

Anadarko 

WELL 

1 
2 
3 
4 
5 

1 

1 

8 
9 
13 
14 
15 
16 

CUMULATIVE PROD. 
through through 
1978 1979 

CUMULATIVE PERCENTAGE 

1978 1979 

8540 
16841 
15155 
11106 
13271 
"64913 

14422 

3055 

28843* 
2468* 

21617* 
19885* 
19464* 
17373* 

8540 
17204 
15357 
11106 
13271 
65478 

14649 

3037 

28843 
2468 

21617 
19885 
19464 
17416 

.1089975 .108776 

.0242163 .024336 

.0051302 .005128 

Lease Total 

* Corrected from figures shown i n 

rates B 

;assie 

,'right 
r. 1 

r i g h t 
r. 2 

i.vley 

:.scott. 

;Y 70 

-avis 

.:;tern 

Anadarko 

COMPANY TOTAL 

Denton 

Depco 

Lease Total 

Depco 

Lease Total 

COMPANY TOTAL 

Yates D r i l l i n g 

Lease Total 

Yates D r i l l i n g 

Yates D r i l l i n g 

Yates D r i l l i n g 

Lease Total 

Yates D r i l l i n g 

COMPANY TOTAL 

1 
2 

3 
4 
5 
6 

109650 109693 

tabulation accompanying 

3617 3617 

14132 14533 

6428 6562 
8096 8243 
14524 14805 

58140 59118 
42949 43259 
2141 2141 

29632 29958 
132862 134476 

.1841170 .182229 

our l e t t e r of 4-13-79. 

.0060730 .006009 

.3285340 .326480 

.0237290 .024143 

.0243880 - .024595 

1 

1 

1 
2 

17043 
9353 
26396 

15488 

70632 

47069 
44389 
91458 

* 

34397 

17210 
9647 
26857 

15691 

71469 

47825 
44979 
92804 

34791 

.2230920 .223401 

.2474810 .247996 

.0443220 .044616 

.0260060 .026066 

.1186004 .1187291 

.1535700 .1541723 

.0577571 .0577972 

.4002560 .401383 

GRAND TOTAL 595546 601950 1.0000000 1.0000000 



Yates Petroleum Corporation 
207 South Fourth Street 
Artesia, New Mexico 88210 

Attention: Mr. Peyton Yates 

Re: Proposed South Loco H i l l s 
. (Grayburg) Unit 
Eddy County, New Mexico 

Gentlemen: 

In response to your l e t t e r of September 3 , 1980, we wish to cast the 
following vote on your proposals f o r the above referenced u n i t . 

Two Phase I n j e c t i o n Pattern 

P a r t i c i p a t i o n formula 

Comments, i f appropriate: 

YES 

if 

NO 

Very t r u l y yours, 

"Company 



Yates Petroleum Corporation 
207 South Fourth Street 
Artesia, New Mexico 88210 

Attention: Mr. Peyton Yates 
ASEP 26888 

Re: Proposed South Loco H i l l s 
(Grayburg) Unit 
Eddy County, New Mexico 

Gentlemen: 

In response to your l e t t e r of September 3.-> 1980, we wish to cast the 
following vote on your proposals f o r the above referenced un i t . 

YES NO 

Two Phase I n j e c t i o n Pattern 

Participation formula X 
Comments, i f appropriate: 

Very t r u l y yours, 

Company 

Date 



Yates Petroleum Corpor a t i o n 
207 South Fourth S t r e e t 
A r t e s i a , New Mexico 88210 

A t t e n t i o n : Mr. Peyton Ya^tes 

Re: Proposed South Loco H i l l s 
(Grayburg) U n i t 
Eddy County, New Mexico 

Gentlemen: 

I n response t o your l e t t e r o f September 3 , 1980, we wish t o cast the 
f o l l o w i n g vote on your proposals f o r t h e above referenced u n i t . 

YES NO 

Two Phase I n j e c t i o n P a t t e r n j ( ' 

P a r t i c i p a t i o n formula x ______ 

Comments, i f a p p r o p r i a t e : 

Very t r u l y yours. 

Company / 

Jk_ 
By 

Date 
/ gyp 



Yates Petroleum Corporation 
207 South Fourth Street 
Artesia, New Mexico 88210 \ 

Attention: Mr. Peyton Yates 

Re: Proposed South Loco H i l l s 
. (Grayburg) Unit 
Eddy County, New Mexico 

Gentlemen: 

In response to your l e t t e r of September 3 , 1980, we wish to cast the 
following vote on your proposals f o r the above referenced u n i t . 

YES NO 
X 

Two Phase I n j e c t i o n P a t t e r n 

P a r t i c i p a t i o n f o r m u l a 

Comments, i f a p p r o p r i a t e : 

' f e " « " ° t i n t e r e s t e d i n p a r t i c i p a t e < n . , „ < r i n 

—any way due Lu uur age. : 

Very t r u l y yours , 

• c o m p ^ 1 1 N u * - l"iassey 

P a u l i n e F / n-rr-h&r H e w i t t 

G l a d y s / K e l l y ^ > — ' . 
U.—_• 

Date 
P.O. Drawer Q 
Hagerman, New Mexico 88232 



P E Y T O N Y A T E S 

YATES DRILLING COMPANY P R E S I D E N T 

Y A T E S B U I L D I N G — 2 0 7 S O U T H A T H S T . — ( 3 0 5 ) 7 4 6 . 3 3 S S s . P. Y A T E S . 

V I C E P R E S I D E N T 

B. V / . H A R P E R . 

S E C . - T R E A S . 

ARTESIA. NEW MEXICO • 88210 
JACK W. MCCAV 

A S S T . S E C . - T R E A S 

A p r i l 13, 1979 

WORKING INTEREST OWNERS 
PROPOSED SOUTH LOCO HILLS UNIT WATERFLOOD 

Re: Proposed Participation Formula 
Economics, Flood Pattern 

Ladies & Gentlemen: 

Yates D r i l l i n g Company has prepared the attached data on the proposed 
South Loco H i l l s Unit Waterflood f o r your consideration. As shown on the 
attached map, the u n i t would consist of approximately 1080 acres, with 28 
wells, two of which are plugged and abandoned. Present production from the 
u n i t area runs around 19 BOPD. Production i s from the Loco H i l l s Sand and 
Grayburg o o l i t i c dolomite zones immediately above the Loco H i l l s ; cumulative 
production as of 12-31-78 was 613,021 barrels of o i l . 

Flood Reservoirs & Patterns 

The o r i g i n a l 1969 Engineering Report and Economic Evaluation prepared 
by an Engineering Committee recommended that i n j e c t i o n be li m i t e d to the 
Loco H i l l s Sand and that the Grayburg dolomite zone above the Loco H i l l s 
be squeezed o f f p r i o r to i n j e c t i o n . However, based on our recent d i s ­
cussions w i t h Anadarko personnel and the results of t h e i r flooding i n 
the nearby Ballard Grayburg SA Unit and the Far West Loco H i l l s Unit, we 
are recommending that we proceed with the inte n t to i n i t i a t e water i n j e c t i o n 
i n t o both the Grayburg dolomite and Loco H i l l s reservoirs. There are eight 
wells (four injectors) which w i l l require perforating the Grayburg; 
s i m i l a r i l y , there are eight i n j e c t i o n wells which would require a cement 
squeeze of the Grayburg dolomite - i f that zone were to be excluded from 
i n j e c t i o n . Anadarko reports very l i m i t e d success with attempts to squeeze 
o f f the dolomite, and, also, test results indicate a considerable portion 
of t h e i r production i s being contributed by the dolomite. 

We have indicated on the attached map our recommended i n j e c t i o n pattern. 
The pattern results i n three complete five-spot patterns i n the areas of 
maximum primary recovery, and an inverted nine-spot throughout the remainder 
of the flood, with the exception of the i r r e g u l a r sand deposition area to 
the northwest. Re-entry of the P&A well i n NW NE/4 of Section 19, or ex­
pansion of i n j e c t i o n to the Northwest would not be considered u n t i l nearby 
i n j e c t i v i t y and flood response could be evaluated. The economics discussed 
below do not include re-entry of the P&A well i n the NE/4 of Section 19. 



A p r i l 13, 1979 
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WORKING INTEREST OWNERS 
PROPOSED SOUTH LOCO HILLS UNIT WATERFLOOD 

Economics 

\ 
We enclose revised economic figures for the proposed flood which 

u t i l i z e the predicted production response of the o r i g i n a l 1969 Engineering 
Report and Economic Evaluation. That report estimated secondary reserves 
to be approximately 530,000 stock tank barrels. We have estimated water-
flood response to be two years from date of u n i t i z a t i o n ; and have changed 
the f i r s t two years of estimated production to r e f l e c t the present yearly 
decline rate of 10% and the conversion of 12 wells to water i n j e c t i o n . 

The cost of waterflood i n s t a l l a t i o n and well conversion i s shown on 
the attached Estimated Investment Requirement worksheet. I t i s estimated 
that approximately $500,000 w i l l be required to f u l l y implement the waterflood. 

As shown on economic flow sheet, i t i s anticipated that undiscounted 
before tax cumulative net earnings w i l l t o t a l $4,727,000 and, i f discounted 
at 10%, w i l l t o t a l $2,964,000. 

Proposed Formula 

We are proposing herein that the u n i t be unitized on a basis of 100% 
cumulative production as of 12-31-78. Attached are three tables- showing: 

I . Cumulative Production by Operator/Well/Lease 
I I . Working In t e r e s t Ownership and Percent of Cumulative 

I I I . Summary Proposed P a r t i c i p a t i o n Factor by Working Interest Owners 

We request that you check the cumulative production figures and lease 
1 ownership according to your records. I f there are discrepancies, please 

l e t us know. 

Miscellaneous 

We have had preliminary meetings with the USGS o f f i c e i n Roswell. Once 
we have reached agreement among the working interest owners, we w i l l schedule 
another meeting with the USGS p r i o r to formal submittal of the proposed un i t . 
I t appears at t h i s time that we w i l l be able to establish s u f f i c i e n t data 
to j u s t i f y reasonable i n j e c t i o n pressure l i m i t a t i o n s j u s t below the fracture 
pressure gradient. 

We w i l l submit a proposed u n i t agreement and operating agreement soon. 
We have i n stock both the e l e c t r i c motor and t r i p l e x pumps f o r the i n j e c t i o n 
plant. 
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WORKING INTEREST OWNERS 
PROPOSED SOUTH LOCO HILLS UNIT WATERFLOOD 

I t i s our understanding that some of the leases operated by Anadarko 
are K.G.S. type leases, with s l i d i n g scale r o y a l t i e s . However, i t appears 
that these type leases are allowed to revert to a basic 1/8 royalty f o r 
secondary purposes. We w i l l check i n t o the matter further and l e t you know 
the r e s u l t s . 

I n addition, i t i s extremely important that a l l leases be clearly 
c e r t i f i e d as "stripper", leases under present regulations, so that the 
p r i c i n g w i l l be uniform throughout the u n i t . We would recommend that the 
u n i t owners establish a method of confirming the stripper c e r t i f i c a t i o n . 
Let us know your thoughts. 

Yours t r u l y . 

YATES DRILLING COMPANY 

P'eyiSjrf Y^rte^ 
Pres iden t 

P Y : j g 
E n d s . 



ADDRESSEE LIST - PROPOSED SOUTH LOCO HILLS UNIT, EDDY COUNTY, N.M. 

\ 

Anadarko Production Company 
Two Fifteen West Wall 
P. O. Box 2497 
Midland, Texas 79702 
ATTN: Mr. J. D. Christner 

Husky O i l Company 
600 South Cherry Street 
Denver, Colorado 80222 
ATTN: Mr. J. L. C o r k i l l 

Southland Royalty Company 
1100 Wall Towers West 
Midland, Texas 79701 
ATTN: Mr. Richard W. Petrie 

Mr. George Denton 
P. O. Box 1252 
Artesia, New Mexico 88210 

John H. Trigg Company 
P. O. Box 520 
Roswell, New Mexico 88201 

Mr. T. J. Sivley 
P. O. Drawer GG 
Artesia, New Mexico 88210 

Depco, Inc. 
1025 Petroleum Club Building 
Denver, Colorado 80202 
ATTN: Mr. Charlie Crump 
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PROPOSED 
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Proposed Injection Wells YATES DRILLING COMPANY 
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PROPOSED PARTICIPATION FACTOR BY WORKING INTEREST OWNERS 

WORKING INTEREST OWNERS • TRACT NO. % OF PARTICIPATION 

Anadarko 1 1.1750 

2 .2950 
3 10.3700 
7 5.2950 

11 .2500 
17.3850 

Southland Royalty 1 1.1750 
2 .2950 
3 10.3700 

J 5.2950 
11 .2500 

17.3850 

Depco 4 1.1850 
6 10.8350 

12.020 

Husky O i l 4 1.1850 
6 10.8350 

12.020 

Denton 5 2.3100 

Yates D r i l l i n g Company 8 7.4600 
9 5.7600 
10 2.8000 
12 1.2650 
13 4.3100 

21.5950 

Martin Yates I I I 8 4.9728 
9 3.8396 
10 1.8665 
12 .8432 

11.5221 

Frank Yates 8 2.4872 
9 . 1.9204 
10 .9335 
12 .4218 

5.7629 

TOTAL 100.0000 
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PROPOSED SOUTH LOCO HILLS UNIT 
YATES DRILLING COMPANY 

Estimated Investment: Requirements 
3/15/79 

ITEM 
1. 

b. 
C. 

DESCRIPTION 
Water Pl a n t & Storage 
a. 24'x32'xl0' Metal Bldg. Cond B 

Move b l d g ; e r e c t windows ; 
Foundation, I n c i Labor 
2-Gardner-Denver Model TA-4 T r i p l e x 
85 hp Pumps w/suction s t a b i l i z e r s w/2 
100 hp Marathon elec motors, s k i d mounted. 
Miscellaneous e l e c t r i c & pipe connection . 
Miscellaneous l a b o r 
2-210 b b l welded t a n k s , p l a s t i c coated ... 
D i r t work 

d. 
e. 
f . 

g-

$ 2000 
14340 

32000 
6500 
2500 

12000 
5160 

I n j e c t i o n System: 
a. 3,600' 2-7/8" p l a s t i c l i n e d new t u b i n g ... $13800 
b. 17,400" 2-3/8" new p l a s t i c l i n e d tbg 57110 
c. Miscellaneous connections, p i p i n g 2500 
d. D i t c h i n g 21,000* i n j e c t i o n l i n e 18000 
e. Coating, l a y , connection 10000 

I n j e c t i o n Well Conversions: 
a. 12-Chas Wheatley I h j HD & Master Valve, 

Rockwell Meter, Cemco Choke §14400 
b. 28,900' 2-3/8" p l a s t i c l i n e d new tbg 87580 
c. 12-Baker Model AD-1 Tension Packers 6270 
d. WI w e l l s - p e r f , f r a c Grayburg 

w/contingency; r u n i n j t b g , t i e - i n w e l l . . . 66800 
e. 8-Run I n j e c t i o n t b g , t i e i n w e l l s t o 

I n j e c t i o n System ($12850) w/1 cmt squeeze 
contingency 50690 

Gathering System & Tank B a t t e r y : 
a. 5-250 b b l b o l t e d s t e e l t anks, p l a s t i c 

coated $ 5000 
b. 1-welded 14x28 used Heater Treater 

p l a s t i c coated 5000 
c. Flow l i n e replenishment 7500 
d. Miscellaneous Roustabout work 5000 
e. Well t e s t i n g system 5000 

Producing Well P r e p a r a t i o n 
Perf & f r a c Grayburg zone - 4 w e l l s $66800 

$ 74500 

$101410 

$225740 

$ 27500 

$ 66800 

INTANGIBLE 
CAPITAL COSTS 
TOTAL 

$ 66800 
$429150 
$495950 



A N A D A R K O P R O D U C T I O N C O M P A N Y 
3 1 0 9 W I N T H R D P A V E N U E P. D. B O X 9 3 1 7 F O R T W O R T H . T E X A S V 6 1 Q 7 

C A B L E A D D R E S S : AM.DARK 

September 15, 1969 

Working Interest Owners 
Proposed South Loco Hil ls (Grayburg) Unit, 
Loco Hi l l s Field, 
Eddy County, New Mexico 

RE: Engineering Report and Economic 
Evaluation 
Proposed South Loco Hills (Grayburg) 
Unit, Loco Hills Field, Eddy County, 
New Mexico 

Gentlemen: 

Enclosed for your consideration is the Engineering Report and Economic 
Evaluation for the Proposed South Loco Hills (Grayburg) Unit, Loco 
Hil ls Field, Eddy County, New Mexico as submitted by the Engineering 
Committee in accoradnce to the charges made by the Operator's Committee 
January 16, 1969. 

Very truly yours, 

ANADARKO PRODUCTION COMPANY 

\ 

WCY/nl 
Encl: 

W . C . Young v 

Chairman, Engineering Committee 
Proposed South Loco Hil ls (Grayburg) Unit 
Eddy County, New Mexico 



^ Southland Royalty Company 

December 6, 1977 

Anadarko Production Co. 
Box 9317 
Fort Worth, Texas 76107 
Attn: Mr. W.C. Young 

Yates D r i l l i n g Co. 
207 South kth Street 
Artesia, New Mexico 88210 

Attn: Mr. Peyton Yates 

re: Proposed South Loco H i l l s 
Waterflood Unit 
Eddy County, New Mexico 

Gentlemen: 
For several years Southland has encouraged unitizing and waterflooding 

leases in Sees. 19, 20, 29 and 30, T18S, R29E, Eddy County. Recently there 
has been an apparent total lack of interest in such a project. 

Southland proposes that one of three options be excercised immediately: 
(1) The Unit be formed and waterflooding begun; 
(2) The wells in which Southland has an interest be plugged as 

uneconomical; 
(3) Interested parties contact Southland with regard to purchasing 

our interest. 

Yours very tr u l y , 

Robert J. Cook 

RJC/bh 

cc: T. W. Morris 

si ^ j - 1600 FIRST NATIONAL jjUILPING (8 17) FORT WORTH. TEXAS 76102 



YATES DRILLING COMPANY 
Y A T E S B U I L O I N O - 2 0 7 SOUTH 4 T H S T . - (SOS! 7 4 6 . 3 3 5 8 

A R T E S I A . N E W M E X I C O . 882 IO 

F e b r u a r y 28. 1975 

S. P . Y A T E S . 

PRESIOENT 

B . W . H A R P E R . 

S e c . T R C A s . 

JACK W. MCCAW. 
A S S T . S E C . - T * E A S . 

WORKING INTEREST OWNERS 
\ 

Re: Proposed South Loco H i l l s 
Waterflood Unit 
Eddy County, Nev/ Mexico 

Gentlemen: 

Yates D r i l l i n g Company i s i n t e r e s t e d i n r e v i t a l i z i n g 
e f f o r t s t o u n i t i z e the Loco H i l l s zone i n p o r t i o n s of 
Sections 19, 20, 29 and 30 of Township 18S Range 29E, Eddy 
County, New Mexico f o r the purpose of secondary recovery by 
wa t e r f l o o d i n g . A land ownership p l a t o f the area o f i n t e r e s t 
i s enclosed. 

We are c a l l i n g a meeting o f working i n t e r e s t owners a t 
10:00 a.m. (MDT) on Tuesday, A p r i l 8, 1975, at the Yates 
o f f i c e s i n A r t e s i a , t o discuss the p o s s i b i l i t y of forming the 
proposed u n i t . We w i l l have updated d e c l i n e curves a v a i l a b l e 
on a l l w e l l s . I f your f i r m has any p e r t i n e n t w e l l information 
t h a t may be o f use t o an engineering committee, we would 
appreciate your b r i n g i n g i t w i t h you a t t h a t time. 

Yours t r u l y , 

YATES DRILLING COMPANY 

•• - • •• • i*r- — • / • 1 

Peyton Y^tes 
Engineer 

PY/jg 
Enclosure 
cc: Working I n t e r e s t Owners 



YATES DRILLING COMPANY 
V A T t S B U I L D I N G — 2 0 7 S O U T H A T M S T . — ( S O S ) 7 4 6 . 3 3 S B 

A R T E S I A . N E W M E X I C O . B82IO 

S. P. YATES. 

P n t » I D I M T 

B. V / . H A R P E R . 

S t C - T H C A * . 

J A C K W . MCCAW 

A S S T . S E C . - T K C A S 

May 6, 1975 

Re: Proposed South Loco H i l l s Unit 

Gentlemen : 

Please f i n d enclosed a copy of the minutes o f the 
A p r i l 17, 1975 meeting o f Working I n t e r e s t Owners i n 
the Proposed South Loco H i l l s U n i t . 

Yates D r i l l i n g Company i s p r e s e n t l y assembling cumula­
t i v e p r o d u c t i o n f i g u r e s and preparing recommendations on 
un s e t t l e d matters r e f e r r e d t o i n the minutes. We have had 
p r e l i m i n a r y contacts w i t h U3GS personnel and expect t o have 
a t l e a s t one more meeting w i t h them p r i o r t o making our 
recommendations. On questi o n i n g the USGS no one seems t o 
know f o r sure why the 0.4 p s i / f t l i m i t a t i o n e x i s t s . However, 
i t appears t h a t we can request a variance w i t h t h a t magic 
number and w i t h adequate backup data can o b t a i n a more reason­
able maximum pressure l i m i t a t i o n . 

We w i l l keep you posted as to our progress. 

Yours t r u l y , 

YATES DRILLING COMPANY 

Peyton Yates 
Engineer 

PY/jg 
Encl. 

Mai l i n g l i s t attached 



YATES DRILLING COMPANY 
Y A T E S B U I L D I N G — 2 0 7 S O U T H 4 T H S T . — (SOS) 7 4 6 . 3 5 5 8 

A R T E S I A . N E W M E X I C O • 8 8 2 1 0 

S . P. Y A T E S . 

P R E S I D E N T 

B. W . H A R P E R . 

S E C . . T R C A S . 

J A C K W . M c C A V 

A S S T . S E C T R E A S 

May 6, 1975 

Re: Minutes - Proposed South 
Loco H i l l s Unit Meeting 

Gentlemen: 

The referenced meeting was convened i n the Yates o f f i c e s i n 
A r t e s i a , New Mexico at 10:00 a.m. A p r i l 17, 1975. The f o l l o w i n g 
i n d i v i d u a l s were present: 

Representative Representing 

D. G. Kernaghan Anadarko Production Company, Houston 
J e r r y E. Buckles Anadarko Production Company, Loco H i l l s 
John Strader Depco, Inc., Denver 
L. A. Patterson Husky O i l Operations, Calgary 
Jack C o r k i l l Husky O i l Operations, Calgary 
Harvey Carr Southland Royalty Company, Midland 
Peyton Yates Yates D r i l l i n g Company & 

Martin Yates, I I I , A r t e s i a 

A b r i e f d i s c u s s i o n was held concerning e x i s t i n g floods i n the 
Loco H i l l s area, i n c l u d i n g Newmont's West Loco H i l l s U n i t and 
Anadarko*s Far West Loco H i l l s and B a l l a r d Grayburg SA Uni t s . A l l 
of those present were i n general agreement t h a t u n i t i z a t i o n attempts 
should proceed again on the proposed South Loco H i l l s U n i t , 

Discussion then turned t o the 1969 Engineer Committee Report 
on the proposed U n i t . I t was the general consensus o f those present 
t h a t t here appeared t o be no need t o form another engineering sub­
committee and t h a t the general accumulation o f data i n the r e p o r t 
was acceptable t o those present. I t was then l e f t t o Yates D r i l l i n g 
Company t o make s p e c i f i c recommendations concerning c e r t a i n aspects 
of the proposed U n i t , t h a t i s , whether or not t o include the Grayburg 
dolomite i n the f l o o d p r o j e c t , the f l o o d p a t t e r n i t s e l f , and, whether 
the poor recovery from the Loco H i l l s zone i n the Hanson Yates #1-B 
(NWNE 19-18-29) and the t h i n Loco H i l l s pay i n the Anadarko (formerly 
Hanson) McCaw #1 (NENW 19-18-29) precluded the need f o r e i t h e r or 
both of those w e l l s t o be i n the proposed U n i t . 



Page Two 
May 6, 1975 

Re: Minutes - Proposed South Loco H i l l s Unit Meeting 

Recently updated production d e c l i n e curves (up t o 1-1-75) were 
reviewed f o r each lease. Because of the depleted s t a t e of the Loco 
H i l l s r e s e r v o i r , and because some of the temporarily abandoned w e l l s 
have r e c e n t l y been returned t o production (which makes d i f f i c u l t an 
e q u i t a b l e a l l o c a t i o n based on r a t e or u l t i m a t e recovery), there was 
a general f e e l i n g t h a t a u n i t i z a t i o n formula based e n t i r e l y on 
cumulative production might be the simplest approach. Yates D r i l l i n g 
Company was t o compile cumulative production f i g u r e s and make a r e ­
commendation t o the Working I n t e r e s t Owners. Mr. Kernaghan, w i t h 
Anadarko, noted t h a t the Anadarko Travis #8 cumulative production 
should be reduced by 1763 5 b a r r e l s of o i l , t h a t being the q u a n t i t y 
produced from the Grayburg dolomite p r i o r to i t s recompletion i n the 
Loco H i l l s Sand. 

I t was also p o i n t e d out t h a t the U.S.G.S. apparently has a 
r u l i n g concerning maximum water i n j e c t i o n pressures i n Federally 
approved u n i t s . The reported maximum pressure i s 0.4 p s i o f surface 
pressure per f o o t of depth t o the pay zone. Several p a r t i e s present 
s t a t e d emphatically t h a t such a r e s t r i c t i v e number would make any 
attempt a t w a t e r f l o o d i n g the proposed Un i t a guaranteed economic 
f a i l u r e . Yates s t a t e d t h a t the matter would be in v e s t i g a t e d thoroughly 
p r i o r t o commiting any p a r t y t o the U n i t . 

I n c l o s i n g the meeting, Peyton Yates stated t h a t Yates D r i l l i n g 
would i n v e s t i g a t e and make recommendations on those matters p r e v i o u s l y 
discussed and would assemble cumulative production f i g u r e s up t o 
1-1-75 f o r use as p o s s i b l e p a r t i c i p a t i o n f a c t o r s . Operators were 
asked t o provide up t o date lease ownership i n f o r m a t i o n . 

Yours t r u l y , 

YATES DRILLING COMPANY 

Peyton Yat'es 
Eng ineer 

P Y / j g 



MAILING LIST 
PROPOSED SOUTH LOCO HILLS (GRAYBURG) UNIT 

Eddy County, New Mexico 

Anadarko Production Company 
Two Greenway Plaza Ea^t, Suite 410 
Houston, Texas 77046 
ATTN: D. G. Kernaghan 

Depco, Inc. 
1025 Petroleum Club B u i l d i n g 
Denver, Colorado 80202 
ATTN C. D. Crump 

Husky O i l Operations Ltd. 
815 - 6t h S.W. 
Calgary, A l b e r t a , Canada T2P 1Y1 
ATTN: L. A. Patterson 

Southland Royalty Company 
1405 Wilco B u i l d i n g 

-^"Midland, Texas 79701 
ATTN: Harvey Carr 

George Denton 
Box 1252 
A r t e s i a , New Mexico 88210 

John H. Tr i g g Company 
P.O. Box 520 
Roswell> New Mexico 88201 

T. J. Sivley 
P.O. Drawer GG 
A r t e s i a , New Mexico 88210 
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OlftoNSERV^ DESIGN 
R E ' " ' ' " ° UNIT AGREEMENT 

nu ^ 9 " m 10 29 S 0 U T H L 0 C 0 H I L L S (GRAYBURG) UNIT 
' j i uu - «•»» •»• EDDY COUNTY , NEW MEXICO 
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UNIT AGREEMENT 
FOR THE DEVELOPMENT AND OPERATION OF THE 

SOUTH LOCO HILLS (GRAYBURG) UNIT 
EDDY COUNTY, NEW MEXICO 

THIS AGREEMENT, entered into as the 20th day of May 1982, 
by and between the parties subscribing, ratifying or consenting hereto, 
and herein referred to as "parties hereto": 

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 Oil Conservation Division of the Energy and Minerals 
Department of the State of New Mexico, is authorized by law (Chap. 72, 
Laws of 1935, as amended by Chap. 193, Laws of 1937, Chap. 166, Laws of 
1941, and Chap. 168, Laws of 1949, Chap. 65, Art. 3, Sec. 14, N.M.S., 1953 
anno) to approve this Agreement, and the conservation provisions hereof; 
and 

WHEREAS, the Mineral leasing Act of February 25, 1920, 41 Stat. 437, 
as amended 30 U.S.C. Sections 181 et seq., authorizes Federal lessees and 
their representatives to unite with each other, or jointly or separately 
with others, in collectively adopting and operating a cooperative or unit 
plan of development or operation of any oil or gas pool, field or like area, 
or any part thereof for .the purpose of more properly conserving the natural 
resources thereof whenever determined and certified by the Secretary of the 
Interior to be necessary or advisable in the public interest; and 

WHEREAS, the parties hereto hold sufficient interests in the South 
Loco Hills (Grayburg) Unit Area covering the land hereinafter described to 
give reasonably effective control of operation therein; and 

WHEREAS, i t is the purpose of the parties hereto, to enable institu­
tion and consummation of secondary recovery operations, conserve natural 
resources, prevent waste and secure the other benefits obtainable through 
development and operation of the area subject to this Agreement under 
the terms, conditions, and limitations herein set forth; 

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

SECTION 1. ENABLING ACT AND REGULATIONS. The Mineral Leasing 
Act of February 25, 1920, as amended, supra, and all valid pertinent regu­
lations, including operating and unit plan regulations, heretofore issued 
thereunder and valid, pertinent and reasonable regulations hereafter issued 
thereunder are accepted and made a part of this Agreement .as to Federal 
lands, provided such regulations are not inconsistent with the terms of 
this Agreement. 
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SECTION 2. UNIT AREA AND DEFINITIONS, 
by Tracts in Exhibit "B" and depicted on Exhibi t 

The area described 
"A" attached hereto is 

hereby designated and recognized as const i tu t ing the Unit Area containing 
1063.67 acres, more or less , in Eddy County, New Mexico. Said land is 
described as fo l lows: 

Township 18 South, Range 29 East, N.M.P.M. 

Section 19 

Section 20 

Section 29 

Section 30 

E/2, NE/4 NW/4, E/2 SW/4, Lot 4 

W/2, NW/4 NE/4 

N/2 NW/4 

N/2 NE/4, NE/4 NW/4, Lot 1 

For the purpose of the Agreement, the fol lowing terms and expressions as 
used herein shall mean: 

(a) "Commission" i s defined as the Oil Conservation Div is ion , Energy 
and Minerals Department, of the State of New Mexico. 

(b) "Director" i s defined as the Director of the Minerals Management 
Service. 

(c) "Secretary" i s defined as the Secretary of the In te r io r of the 
United States of America. 

(d) "Department" i s defined as the Department of the In te r io r of the 
United States of America. 

(e) "Deputy" i s defined as the Oil and Gas Deputy of the Minerals 
Management Service for the region in which the Unit Area is 
s i tuated. 

( f ) "Unitized Formation" is defined as that s t rat igraphic interval 
underlying the Unit Area extending from the top of the Grayburg 
formation to t h i r t y (30) feet below the base of the Loco H i l l s 
Sand formation, said interval being more spec i f i ca l l y the equi­
valent of the continuous interval occurring between the depth 
of 2,272 feet and 2,429 feet as shown on the Schlumberger Well 
Surveying Corporation Gamma Ray-Neutron log run on July 21, 
1961, in S. P. and Martin Yates1 Alscott Federal No. 1 well 
located 660 feet from the north l i ne and 660 feet from the 
east l ine of Section 30, T-18-S, R-29-E, Eddy County, New 
Mexico. Said log was measured from a Kelly Bushing elevation 
of 3,517 feet above sea leve l . 

(g) "Unitized Substances" i s defined as a l l o i l , gas, gaseous sub­
stances, sulphur contained in gas, condensate, d i s t i l l a t e and 
a l l associated and consti tuent l i qu id or l iquef iab le hydrocar­
bons produced from the Unitized Formation underlying unit ized 
land. 
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(h) "Tract" is defined as each parcel of land described as such and 
given a Tract number in Exhibit "B". 

(i) "Tract Participation" is defined as that percentage of Unitized 
Substances which is allocated to a Tract under this Agreement. 

(j) "Unit Participation" is defined as the sum of the percentages 
obtained by multiplying each Working Interest Owner's fractional 
Working Interest in each Tract by the Tract Participation of 
each such Tract. 

(k) "Working Interest" is defined as the right to search for, produce, 
acquire Unitized Substances whether held as an incident of owner­
ship of mineral fee simple t i t l e , under an oil and gas lease, or 
otherwise held. 

(1) "Working Interest Owner" is defined as and shall mean any party 
hereto owning a. Working Interest, including a carried Working 
Interest, whether by virtue of a lease, operating agreement, fee 
t i t l e or otherwise, whose interest is chargeable with and obli­
gated to pay or bear, either in cash or out of production, or 
otherwise, all or a portion of the cost of drilling, developing, 
and producing the Unitized Substances from the Unitized Forma­
tion. 

(m) "Royalty Interest" or "Royalty" is defined as an interest other 
than a Working Interest in or right to receive a portion of the 
Unitized Substances or the proceeds thereof and includes the roy­
alty interest reserved to a lessor by an oil and gas lease and any 
overriding royalty interest, oil payment interest or any other 
payment or burden which does not carry with i t the right to search 
for and produce Unitized Substances. 

(n) "Royalty Owner" is defined as and shall mean the owner of a 
Royalty Interest. 

(o) "Unit Operating Agreement" is defined as and shall mean any 
agreement or agreements (whether one or more) entered into 
(separately or collectively) by and between the Unit Operator 
and the Working Interest Owners as provided in Section 9 
(ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT), infra, and 
shall be styled "Unit Operating Agreement, South Loco Hills 
(Grayburg) Unit, Eddy County, New Mexico." 

(p) "Paying Quantities" is defined as production of Unitized Substan­
ces in quantities sufficient to pay for the cost of.producing 
same from wells on the Unitized Land. 

(q) "Unit Manager" is defined as the person or corporation appointed 
by the Working Interest Owners to perform the duties of the Unit 
Operator until the selection and qualification of a Successor 
Unit Operator as provided for in Section 8 hereof. 

(r) "Tract Cumulative Production" is defined as the total number of 
barrels of oil produced from the Unitized Formation under such 
tract through December 31, 1980, as officially. reported to the 
Commission. 
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(s) "Unit Cumulative Production" is defined as the total number of 
barrels produced through December 31, 1980, from all tracts with­
in the unit area which are qualified under the terms of this 
agreement, as officially reported to the Commission. 

SECTION 3. EXHIBITS. Exhibit "A" attached hereto is a map 
showing the Unit Area and the boundaries and indentity of tracts and leases 
in said Unit Area to the extent known to the Unit Operator, Exhibit "B" 
attached hereto is a schedule showing, to the extent known to the Unit Op­
erator the acreage comprising each Tract, percentages and kind of ownership 
of oil and gas interest in all land in the Unit Area. Exhibit "C" attached 
hereto shows the Tract Participation of each Tract in the Unit Area. How­
ever, nothing herein or in said schedule or map shall be construed as a 
representation by any party hereto as to the ownership of any interest other 
than such interest * or interests as are shown in said map or schedule as 
owned by such party. There is no Exhibit "D". Exhibits "A", "B" and "C" 
shall be revised by the Unit Operator whenever changes in the Unit Area 
render such revision necessary or when requested by the Deputy, and not 
less than five copies shall be filed with the Deputy. 

SECTION 4. EXPANSION. The above described Unit Area may, when 
practicable, be expanded to include therein any additional Tract or Tracts 
regarded as reasonably necessary or advisable for the purposes of this 
Agreement. Such expansion shall be effected in the following manner: 

(a) The Working Interest Owner or Owners of a Tract or Tracts desiring 
to commit such Tract or Tracts hereto shall f i l e an application 
therefor with Unit Operator requesting such admission. 

(b) Unit Operator' shall circulate a notice of the proposed expansion 
to each Working Interest Owner in the Unit land in the Tract or 
Tracts proposed to be included in the Unit, setting out the basis 
for admission, the proposed participation to be assigned to each 
such Tract, and other pertinent data. After negotiation (at 
Working Interest Owner's meeting or otherwise), i f ninety percent 
(90%) of the Working Interest Owners (on basis of Unit Partici­
pation) have agreed to the addition of such Tract or Tracts, 
then Unit Operator shall, after preliminary concurrence by the 
Di rector: 

(1) Prepare a notice of proposed expansion describing the con­
templated changes in the boundaries of the Unit Area, the 
reason therefor, the basis for admission of the additional 
Tract or Tracts, the Tract participation to be assigned 
each such Tract and proposed effective date thereof, prefer­
ably 7:00 a.m. on the f i r s t day of a month subsequent to the 
date of notice; and 

(2) Furnish copies of said notice to the Deputy, the NMOCD, 
and each Working Interest Owner, lessee, and lessor whose 
interests are affected and advising such parties that thirty 
(30) days will be allowed for submission to the Unit Operator 
of any objections to such expansion; and 
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(3) F i l e , upon the expirat ion of said t h i r t y (30) day period as 
set out in (2) immediately above, with the Director and the 
Commission, the fo l lowing: 

( i ) Evidence of mail ing said notice of expansion ( i i ) An 
appl icat ion for such expansion in su f f i c i en t number, 
appropriate approval and d i s t r i b u t i o n ; and ( i i i ) An 
instrument containing the appropriate joinders in 
compliance wi th the par t ic ipat ion requirements of 
Section 14 (TRACTS QUALIFIED FOR PARTICIPATION) and 
Section 32 (NON-JOINDER AND SUBSEQUENT JOINDER), i n ­
f r a ; and ( i v ) a copy of any objections received. 

The expansion sha l l , a f t e r due consideration of a l l pert inent information 
and upon approval by the Deputy and the Commission, become ef fec t ive as 
of the date prescribed in the notice thereof or on such other appropriate 
date as may be set- by the Deputy and the Commission in the order or i n ­
strument approving such expansion. The revised Tract Par t ic ipat ion of 
the respective Tracts committed to the Unit Agreement pr ior to any such 
enlargement shall remain in the same ra t io one to the other. 

SECTION 5. UNITIZED LAND AND UNITIZED SUBSTANCES. Al l land 
committed to th is Agreement as to the Unitized Fonnation shall const i tute 
land referred to herein as "Unit ized Land" or "Land Subject to t h i s Agree­
ment." A l l o i l , gas, gaseous substances, sulphur contained in gas, conden­
sate, d i s t i l l a t e , and a l l associated and consti tuent l i qu id or l iquef iab le 
hydrocarbons produced from the Unitized Formation underlying Unitized Land 
are uni t ized under the term of t h i s Agreement and herein are cal led "Uni­
t ized Substances." 

SECTION 6. UNIT OPERATOR. Yates D r i l l i n g Company, a New Mexico 
corporat ion, is hereby designated as Unit Operator, and, by signing th is i n ­
strument as Unit Operator, i t agrees and consents to accept the duties and 
obl igat ions of Unit Operator for the operat ion, 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 in terest 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 
in terest is owned by i t . 

Unit Operator shall have a l i en upon the interest of the owners of 
Working Interests in the Unitized Land to the extent provided in the Unit 
Operating Agreement. 

SECTION 7. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit 
Operator shal1 have the r ight to resign at any t ime, but such resignation 
shall not become ef fec t ive so as to release Unit Operator from'the duties 
and o b l i g a t i o n s of Unit Operator and terminate Unit Operator's r ights as 
such for a period of six (6) months af ter wr i t ten notice of intent ion to 
resign has been given by Unit Operator to a l l Working Interest Owners and 
the Deputy, and un t i l a l l un i t wells are placed in a condit ion sa t i s ­
factory for suspension, abandonment, or operations, whichever is required 
by the Deputy, unless a new Unit Operator shall have taken over and as­
sumed the duties and obl igat ions of Unit Operator pr ior to. the expirat ion 
of said period. 
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The Unit Operator s h a l l , upon default or f a i l u re in the perfor­
mance of i t s duties or obl igat ions hereunder, be subject to removal of 
not less than s i x t y - f i ve (65) percent of the committed Working Interest 
(on the basis of Unit Par t ic ipat ion) exclusive of any Working Interest 
owned by the Unit Operator. Such removal shal l be e f fec t ive upon notice 
thereof to the Deputy. 

In a l l such instances of resignation or removal, un t i l a successor 
to Unit Operator is selected and approved as hereinafter provided, the 
Working Interest Owners shall be j o i n t l y responsible for the performance 
of the duties of the Unit Operator and s h a l l , not later than t h i r t y (30) 
days before such resignation or removal becomes e f fec t i ve , appoint a Unit 
Manager to represent them in any action to be taken hereunder. 

The resignation or removal of Unit Operator under th is Agreement shall 
not terminate i t s r i g h t , t i t l e or in terest as the owner of a Working Inter­
est or other interest in Unitized Substances; but upon the resignation or 
removal of Unit Operator becoming e f f e c t i v e , such Unit Operator shall de­
l i v e r possession of a l l we l l s , equipment, books and records, mater ia ls , 
appurtenances and any other assets used in conducting the Unit Operations 
and owned by the Working Interest Owners ( including any and a l l data and 
information which i t might have gained or assembled by reason of i t s 
operation of the Unitized Land) to the new duly qual i f ied successor Unit 
Operator or to the Unit Manager i f no such new Unit Operator is e lected, 
to be used for the purpose of conducting Unit Operations hereunder. 
Nothing herein shall be construed as authorizing removal of any mater ia l , 
equipment and appurtenances needed for the preservation of any wel ls. 
Nothing herein contained shall be construed to re l ieve or discharge any 
Unit Operator who resigns or is removed hereunder for any l i a b i l i t y or 
duties accruing or performable by i t pr ior to the e f fec t ive date of 
such resignation or removal. 

SECTION 8. SUCCESSOR UNIT OPERATOR. Whenever the Unit Operator 
shal l tender i t s resignation as Unit Operator or shall be removed as here­
inabove provided, the Working Interest Owners shall select a successor Unit 
Operator by a majori ty vote of the Working Interest Owners (on the basis 
of Unit Par t i c ipa t ion ) ; provided no Working Interest Owner who has been 
removed as Unit Operator may vote for self-succession. I f a major i ty , but 
less than seventy-five percent (75%) of the working interests qual i f ied to 
vote are owned by one party to th is agreement, a concurring vote of one or 
more additional working in terest owners shall be required to select a new 
operator. Such selection shal l not become ef fect ive un t i l (a) a Unit 
Operator so selected shal l accept in wr i t i ng the duties and respons ib i l i ­
t i es of Unit Operator; and (b) the selection shal l have been approved by 
the Deputy. I f no successor Unit Operator is selected and qua l i f ied as 
herein provided, the Director , at his e lec t ion , may declare th i s Agreement 
termi nated. 

SECTION 9. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT. 
Costs and expenses incurred by Unit Operator in conducting Unit Operations 
hereunder shall be paid, apportioned among, and borne by the Working In ­
terest Owners in accordance with the Unit Operating Agreement; however, 
no such Unit Operating Agreement shall be deemed ei ther to modify any of 
the terms and conditions of th is Unit Agreement or to re l ieve the Unit 
Operator of any r ight or obl igat ion established under t h i s Agreement, 
and in case of any inconsistency or con f l i c t between th i s Agreement and 
the Unit Operating Agreement, t h i s Agreement shall p reva i l . Three true 
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copies of any Unit Operating Agreement executed pursuant to this Section 
shall be filed with the Deputy prior to approval of this Agreement. 

SECTION 10. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR. Except as 
otherwise specifically provided herein, the exclusive right, privilege 
and duty of exercising any and all rights of the parties hereto which are 
necessary or convenient for prospecting for, producing, storing, allocating 
and distributing the Unitized Substances are hereby delegated to and shall 
be exercised by the Unit Operator as herein provided. The parties hereto, 
to the extent they have the right to do so, grant to Unit Operator the use 
of brine or water or both from any formation in and under the Unitized 
Land for injection into the Unitized Formation. Upon request, acceptable 
evidence of t i t l e 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 t i t l e of any land or to any lease or operat­
ing agreement, i t 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. 

SECTION 11. EASEMENTS OR USE OF SURFACE. 

(a) The parties hereto, to the extent' of their rights and interests, 
hereby grant to Working Interest Owners the right to use as much 
of the surface of the unitized land as may reasonably be necessary 
for Unit Operations and the removal of Unitized Substances there­
from; provided that nothing herein shall be construed as leasing 
or otherwise conveying to Working Interest Owners a site for a 
water, gas injection, processing or other plant, or campsite. 

(b) Working Interest Owners shall have and are hereby granted free 
use of water from the Unitized Land for Unit Operations, except 
water from any well, lake, pond, or irrigation ditch of a 
Royalty Owner. 

(c) Working Interest Owners shall pay the owner for damages to 
growing crops, timber, fences, improvements, and structures on 
the Unit Area that result from Unit Operations. 

SECTION 12. PLAN OF OPERATION. . It is recognized and agreed by 
the parties hereto that al 1 of the land subject to this Agreement is reason­
ably proved to be productive of Unitized Substances in paying quantities 
and that the object and purpose of this Agreement is to formulate and 
put into effect a secondary recovery project in order to effect the 
greatest recovery of Unitized Substances, prevent waste and conserve 
natural resources consistent with good engineering practices expected of 
a prudent operator. The parties hereto agree that the Unit Operator may, 
subject to the consent and approval of a plan of operation by the Working 
Interest Owners, the Deputy, and the Commission, inject into the Unitized 
Formation, through any well or wells completed therein, brine, water, 
air, gas, o i l , liquid petroleum gases, and any one or more other substances 
or combination thereof whether produced from the Unitized Formation or not, 
and that the location of input wells and the rates of injection therein 
and the rate of production shall be governed by standards of good geologic 
and petroleum engineering practices and conservation methods. After com-
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mencement of secondary operations, Unit Operator shall furnish the Commis­
sion and the Deputy monthly injection and production reports for each 
Unit Well. 

The Working Interest Owners, the Deputy, and the Commission shall be 
furnished periodic reports on the progress of the plan of operations. A 
revision of the plan of operation involving a deviation from the approved 
plan of operation shall be subject to consent and approval of the Working 
Interest Owners, the Deputy, and the Commission. 

The i n i t i a l plan of operation shall be filed with the Deputy and 
the Commission concurrently with the filing of this Unit Agreement for fin­
al approval. Said i n i t i a l plan of operation and all revisions thereof 
shall be as complete and adequate as the Deputy and the Commission may 
determine to be necessary for timely operation consistent herewith. There­
after, from time to time before the expiration of any existing plan, the 
Unit Operator shall submit for like approval a plan for an additional speci­
fied period of operation. Reasonable diligence shall be exercised in com­
plying with the obligations of the approved plan of operation. 

Notwithstanding anything to the contrary herein contained, i f Unit 
Operator fails to commence Unit Operations for the secondary recovery of 
Unitized Substances from the Unit Area within six (6) months after the ef­
fective date of this Agreement or any extension thereof approved by the 
Deputy and the NMOCD, this agreement shall terminate automatically upon 
the expiration of said six (6) month period. After such operations are 
commenced, Unit Operator shall carry on such operations as would a reason­
ably prudent operator under the same or similar circumstances. 

SECTION 13. TRACT PARTICIPATION. In Exhibit "B" attached hereto 
there are listed and numbered the various Tracts within the Unit Area, and 
set forth in Exhibit "C" opposite each Tract number are figures which repre­
sent the Tract Participation percentages allocated to that Tract, calculated 
on the basis of all Tracts within the Unit Area being committed to this 
Agreement as of the effective date hereof. The Tract Participations of each 
Tract within the Unit Area as set forth in Exhibit "C" shall govern the 
allocation of Unitized Substances produced from the Unit Area from and after 
the effective date hereof, subject to any revision or revisions of the Unit 
Area or the Exhibits to this Agreement in accordance with the provisions 
hereof. 

The percentage of Tract Participations set forth in Exhibit "C" for 
each Tract within the Unit Area have been calculated and determined in ac­
cordance with the following factors and formulas: 

Percentage Participation 
of each Tract = 100% Tract Cummulative Production 

Unit Cummulative Production 

In the event less than all of the Tracts within the Unit Area are committed 
to this Agreement as of the effective date hereof, Unit Operator shall 
promptly prepare revised Exhibits "B" & "C" setting forth opposite each of 
the qualified Tracts (as determined from Section 14, Tracts qualified for 
participation), the revised Tract Participations, which shall be calculated 
and determined by using the factors and formulas set forth above, but apply­
ing the same only to the qualified Tracts. Unit Operator shall promptly 
fi l e copies of such revised Exhibits "B" & "C" with the Deputy; and, 
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unless such revised Exhibits "B" & "C" are disapproved by the Deputy 
within sixty (60) days after such f i l i n g , the revised Exhibits "B" & "C" 
shall be effective as of the effective date of this Agreement and shall 
thereafter govern the allocation of all Unitized Substances, subject, 
however, to any further revision or revisions of Exhibits "B" & "C" in 
accordance with the provisions hereof (Sections 3, 4, 31, and 32). 

SECTION 14. TRACTS QUALIFIED FOR PARTICIPATION. On and after 
the effective date hereof the Tracts within the Unit Area which shall be 
entitled to participate in the production of Unitized Substances shall be 
those Tracts more particularly described in Exhibit "B" that corner or have 
a common boundary (Tracts separated only by a public highway or a railroad 
right of way shall be considered to have a common boundary) and that other­
wise qualify as follows: 

(a) Each Tract as to which Working Interest Owners owning one hundred 
percent (100%) of the Working Interest therein have become par­
ties to this Agreement and as to which Royalty Owners owning 
eighty-five percent (85%) or more or the Royalty Interest therein 
created by the basic leases have become parties to this Agreement. 

(b) Each Tract to which Working Interest Owners owning one hundred 
percent (100%) of the Working Interest, therein have become 
parties to this Agreement, and as to which Royalty Owners owning 
less than eighty-five percent (85%) of the Royalty Interest 
therein created by the basic leases have become parties to this 
Agreement, and as to which: (1) All Working Interest Owners in 
any such Tract have joined in a request for the acceptance of 
such Tract as qualified fo-r participation under this Agreement, 
and as to which (2) Eighty percent (80%) of the combined "voting 
interests" of working Interest Owners in all Tracts that meet 
with requirements of Section 14 (a) have voted in favor of the 
acceptance of such Tract. For the purpose of this Section 14 
(b) the "voting interest" of a Working Interest Owner shall be 
equal to the ratio expressed as a percentage that its Unit 
Participation in all Tracts that qualify under Section 14 (a) 
above bears to the total Unit Participation of all Working 
Interest Owners in all Tracts that qualify under Section 14 (a). 

(c) Each Tract as to which Working Interest Owners owning less than 
one hundred percent (100%) of the Working Interest therein have 
become parties to this Agreement, regardless of the percentage 
of Royalty Interest therein created by the basic leases that is 
committed hereto; and as to which: (1) The Working Interest 
Owner who operates the Tract and all of the other Working Inter­
est Owners in such Tract who have become parties to this Agree­
ment have joined in a request for acceptance of such Tract, and 
have executed and delivered an indemnity agreement indemnifying 
and agreeing to hold harmless the other Working Interest Owners 
that are parties hereto, their successors and assigns, against 
all claims and demands that may be made by the owners of Working 
Interests in such Tract who are not parties to this Agreement, 
and which arise out of the acceptance of the Tract as qualified 
for participation under this Agreement; and as to which (2) 
Eighty percent (80%) of the combined "voting interests" of 
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Working Interest Owners in al 1 Tracts that meet the requirements 
of Sections 14 (a) and 14 (b) above have voted in favor of the 
acceptance of such Tract and to accept the indemnity agreement. 
For the purpose of this Section 14 (c), the "voting interest" of 
each Working Interest Owner shall be equal to the ratio expressed 
as a percentage that its Unit Participation in all Tracts that 
qualify under Sections 14 (a) and 14 (b) above bears to the total 
Unit Participation of all Working Interest Owners to all Tracts 
that qualify under Sections 14 (a) and 14 (b). Upon the accep­
tance of such a Tract as qualified for participation under this 
Agreement, the Unit Participation that would have been attribut­
ed to the non-subscribing owners of the Working Interest in Such 
Tract, had they become parties to this Agreement and the Unit 
Operating Agreement, shall be attributed to the Working Interest 
Owners in such Tract who have become parties to such Agreements, 
in proportion to their respective Working Interests in the Tract. 

I f , on the effective date of this Agreement, there is any Tract or 
Tracts in the Unit Area which have not been qualified as above provided, 
then such Tract or Tracts shall not be entitled to participate hereunder. 
Unit Operator shall, when submitting this Agreement for final approval 
by the Department, f i l e therewith a schedule of those Tracts which are 
entitled to participate in the production of Unitized Substances. Said 
schedule shall set forth opposite each qualified Tract the assigned Tract 
number, the lease or assignment number, the owner of record of the lease, 
and the Tract Participation percentage which shall be computed according 
to the participation formula set out in Section 13 (Tract Participation) 
above. 

SECTION 15. ALLOCATION OF UNITIZED SUBSTANCES. All Unitized 
Substances produced and saved (less, save and except any part of such Uni­
tized Substances unavoidably lost or used in conformity with good operating 
practices on Unitized Land for drilling, operating, camp and other produc­
tion or development purposes and for pressure maintenance) shall be appor­
tioned among and allocated to the qualified Tracts in accordance with the 
respective Tract Participation, as set forth in the then effective schedule 
of participation in Exhibit "C" or any revision thereof. The amount of 
Unitized Substances so allocated to each Tract, and only that amount 
(regardless of whether i t be more or less' than the amount of actual 
production of Unitized Substances from the well or wells, i f any, on 
such Tract, shall, for all intents, uses and purposes, be deemed to have 
been produced from such Tract. 

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

No Tract committed to this Agreement and qualified for participation 
as above provided shall be subsequently excluded from participation here­
under contained, except as provided in Section 33 hereof, shall be con­
strued as requiring any retroactive adjustment for production obtained 
prior to the effective date of the joinder of any Tract. 
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I f the Working Interest or the Royalty Interest in any Tract, as of 
the ef fect ive date hereof or thereafter becomes divided with respect to 
separate parcels or portions of such Tract, the percentages of Tract Par­
t i c i pa t i on assigned to such Tract s h a l l , in the absence of a recordable 
instrument executed by a l l owners and f i x ing the d iv is ion of ownership, 
be divided among the owners of such parcels or portions in proportions 
to the number of surface acres in each parcel or por t ion. 

Subject to the provisions of Section 16 (Royalty Sett lement), the 
Unitized Substances allocated to each Tract shall be delivered in kind to 
the respective Working Interest Owners and parties en t i t l ed thereto by v i r ­
tue of the ownership of o i l and gas r ights therein. Each Working Interest 
Owner and the parties en t i t l ed thereto shall have the continuing r ight to 
receive such production in kind at a common point wi th in the Unit Area and 
to sel l or dispose of the same as i t sees f i t . Each such party shal l have 
the r ight to construct, maintain, and operate a l l necessary f a c i l i t i e s for 
that purpose on Unitized Land, provided the same are so constructed, main­
tained and operated as not to in ter fere wi th operations carried on pursuant 
hereto. Any extra expenditure incurred by Unit Operator by reason of the 
del ivery in kind of any portion of the Unitized Substances shall be borne 
by the party responsible for the payment of such expense. 

In the event any party hereto shall f a i l to take in kind or separately 
dispose of i t s proportionate share of the Unitized Substances, then so long 
as such conditions continue, Unit Operator, for the account and at the ex­
pense of such party, and in order to avoid cu r ta i l i ng the operation of the 
Unit Area, may sel l or otherwise dispose of such production to i t s e l f or 
others on a day-to-day basis at not less than the prevai l ing market price 
in the area for l i ke production; and. the account of such party shall be 
charged therewith as having received such production. Unit Operator shall 
not make a sale into in ters ta te commerce of any other party 's share of gas 
production without f i r s t giv ing such other party ninety (90) days notice 
of such intended sale. The net proceeds, i f any, of the Unitized Substances 
so disposed of by the Unit Operator shall be paid to the part ies en t i t l ed 
thereto. 

Any Working Interest Owner receiving in kind or separately disposing 
of a l l or any part of the Unitized Substances allocated to any Tract, or 
receiving the proceeds therefrom i f the same is sold or purchased by Unit 
Operator, shall be responsible for the payment of al l royal ty on the lease 
or leases af fected; and each such party shall hold each other party harmless 
against a l l claims, demands, and causes of action for the payment of such 
Royalty. 

I f , a f te r the e f fec t ive date of th is Agreement, there is any Tract 
or Tracts subsequently committed hereto, as provided in Section 4 (EXPAN­
SION) hereof, or i f any Tract or Tracts wi th in the Unit Area are not qual­
i f i e d hereunder as of the ef fect ive date hereof are subsequently qua l i f ied 
for par t ic ipat ion under the provision of Section 14 (TRACTS QUALIFIED FOR 
PARTICIPATION) and Section 32 (NON-JOINDER AND SUBSEQUENT JOINDER), or i f 
any Tract i s excluded from t h i s Agreement as provided for in Section 31 
(LOSS OF TITLE), the schedule of par t ic ipat ion as shown in the current Exhi­
b i t "C" shal l be revised by the Unit Operator and d is t r ibuted to the Work­
ing Interest Owners and the Deputy to show the new Tract Part ic ipat ions 
of a l l the then qua l i f ied Tracts; and the revised Exhibit "C", upon appro-
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val by the Deputy, shall govern the allocation of Unitized Substances 
produced on and after the effective date thereof until the effective date 
of a new schedule so approved by the Deputy. In any such revision of 
Exhibit "C" pursuant to this paragraph the Tract Participations of the pre­
viously qualified Tracts shall remain in the same ratio one to the other. 

SECTION 16. ROYALTY SETTLEMENT. The United States of America and 
all Royalty Owners who, under an existing contract, are entitled to take in 
kind a share of the Unitized Substances produced form any Tract unitized 
hereunder, shall continue to be entitled to such right to take in kind 
their share of the Unitized Substances allocated to such Tract; and the 
Unit Operator shall make deliveries of such Royalty share taken in kind in 
conformity with the applicable contracts, laws, and regulations. Settle­
ment for Royalty Interest not taken in kind shall be made by Working Inter­
est Owners responsible therefor, under existing contracts, laws and regula­
tions, 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 their respective lease obligations for the payment of any Royalty 
due under their leases, except that such Royalty shall be computed in 
accordance with the terms of this Unit Agreement. 

If gas obtained from lands or formations not subject to this Agreement 
is introduced into the Unitized Formation for us in repressuring, stimula­
tion of production, or increasing ultimate recovery in conformity with a 
plan approved pursuant to Section 12 (PLAN OF OPERATION), a like amount of 
gas, less appropriate deduction for loss from any cause, may be withdrawn 
from the Unitized Formation royalty free as to dry gas but not as to pro­
ducts extracted therefrom; provided that such withdrawal shall be at such 
time as may be provided in the approved plan of operation or as otherwise 
may be consented to by the Deputy as conforming to good petroleum engineer­
ing practices. I f liquid petroleum gases obtained from lands or formations 
not subject to this Agreement are introduced into the Unitized Formation 
for the purpose and under the conditions set forth in the preceding sen­
tence, then part or all of such liquid petroleum gases may be withdrawn 
royalty free pursuant to such conditions and formulas as may be prescribed 
or approved by the Deputy. The right of withdrawal contained in this Sec­
tion shall terminate as of the effective date of termination of this Unit 
Agreement. 

All Royalty due the Royalty Owners hereunder other than the United 
States of America shall be computed and paid on the basis of all Unitized 
Substances allocated to the respective Tract or Tracts of Unitized Land 
in lieu of actual production from such Tract or Tracts. 

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 Substances 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 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 production 
shall be determined in accordance with the operating regulations as though 
the Unitized Land were a single consolidated lease. 
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Each Royalty Owner (other than the United States of America) that 
executed this Agreement represents and warrants that i t is the owner of 
a Royalty Interest in a Tract or Tracts within the Unit Area as its in­
terest appears in Exhibit "B" attached hereto. If any Royalty Interest 
in a Tract or Tracts should be lost by t i t l e failure or otherwise in 
whole or in part, during the term of this Agreement, then the Royalty 
Interest of the party representing himself to be the owner thereof shall 
be reduced proportionately and the interest of all parties in the affected 
Tract or Tracts shall be adjusted accordingly. 

SECTION 17. RENTAL SETTLEMENT. Rentals or minimum royalties 
due on leases committed hereto shal1 be paid by Working Interest Owners 
responsible therefor under existing contracts, laws and regulations, pro­
vided that nothing herein contained shall operate to relieve the lessees 
of any land from their respective lease obligations for the payment of any 
rental or minimum royalty in lieu thereof, due under their leases. Rental 
or minimum royalty for lands of the United States of America subject to this 
Agreement shall be paid at the rate specified in the respective leases from 
the United States of America, unless rental or minimum royalty is waived, 
suspended, or reduced by law or by approval of the Secretary or his duly 
authorized representative. 

SECTION 18. CONSERVATION. Operations hereunder and production 
of Unitized Substances shall be conducted to provide for the most econo­
mical and efficient recovery of said substances without waste, as defined 
by or pursuant to Federal and State laws and regulations. 

SECTION 19. DRAINAGE. The Unit Operator shall take appropriate 
and adequate measures to prevent drainage of Unitized Substances from Un­
itized Land by wells on land not subject to this Agreement. 

SECTION 20. LEASES AND CONTRACTS CONFORMED AND EXTENDED. The 
terms, conditions and provisions of all leases, subleases and other con­
tracts relating to exploration, drilling, development or operation for oil 
or gas on lands committed to this Agreement are hereby expressly modified 
and amended to the extent necessary to make the same conform to the provi­
sions hereof, but otherwise to remain in ful l force and effect; and the 
parties hereto consent that the Secretary shall, and by his approval hereof, 
or by the approval hereof by his duly authorized representative, does here­
by establish, alter, change or revoke the drilling, producing, rental, min­
imum royalty and royalty requirements of Federal leases committed hereto 
and the regulations in respect thereto to conform said requirements to the 
provisions of this Agreement. 

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

(a) The development and operation of lands subject to this Agreement 
under the terms hereof shall be deemed full performance of all 
obligations for development and operation with respect to each 
and every part or separately owned tract subject to this Agree­
ment, regardless of whether there is any development of any 
particular part or Tract of the Unit Area, notwithstanding 
anything to the contrary in any lease, operating agreement or 
other contract by and between the parties hereto, or their 
respective predecessors in interest, or any of them. 
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(b) D r i l l i n g , producing or secondary recovery operations performed 
hereunder upon any Tract of Unitized Land shall 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 d r i l l or produce wells situated 
on land therein embraced. 

(c) Suspension of d r i l l i n g or producing operations on any or all of 
the Unitized Land pursuant to direction or consent of the Secre­
tary or his duly authorized representative shall be deemed to 
constitute such suspension pursuant to such direction or consent 
as to each Tract of Unitized Land, specified in the suspension 
order. 

(d) Each lease, sublease, or contract relating to the exploration, 
d r i l l i n g , development or operation for oil and gas, which by i t s 
term might expire prior to the termination of this Agreement, is 
hereby extended beyond any such terms so provided therein, so 
that i t shall be continued in f u l l force and effect for and 
during the term of this Agreement. 

(e) Termination of this Agreement shall not affect any lease which, 
pursuant to the terms thereof or any applicable laws, shall 
continue in force and effect thereunder. 

(f) The segregation of any Federal lease committed to this Agreement 
is governed by the following provisions in the fourth paragraph 
of Section 17 ( j ) of the Mineral Leasing Act, as amended by the 
Act of September 2, 1960 .(72 Stat. 781-784): "Any (Federal) 
lease heretofore or hereafter committed to any such (unit) plan 
embracing lands that are in part within and in part outside of 
the area covered by any such plan shall be segregated into 
separate leases as to the lands committed and the lands not 
committed as to the effective date of unitization: Provided, 
however, that any such lease as of the nonunitized portion shall 
continue in force and effect for the term thereof but for not 
less than two years from the date of such segregation and so 
long thereafter as oil or gas is produced in paying quantities." 

SECTION 21. MATHEMATICAL ERRORS. I t is hereby agreed by all 
parties to this Agreement that Unit Operator is empowered to correct any 
mathematical or clerical errors which might exist in the pertinent ex­
hibits to this Agreement upon approval of such changes by the Deputy. 

SECTION 22. COVENANTS RUN WITH LAND. The covenants herein 
shall be construed to be covenants running with the land with respect to 
the interest of the parties hereto and their successors in interest until 
this Agreement terminates, and any grant, transfer or conveyances of inter­
est, land or leases subject hereto shall be and hereby is conditioned upon 
the assumption of all privileges and obligations hereunder by the grantee, 
transferee or other successor in interest. No assignment or transfer of 
any Working Interest subject hereto shall be binding upon Unit Operator 
until the f i r s t day of the calendar month after Unit Operator is furnished 
with the original, or acceptable photostatic or certified copy, of the re­
corded instrument of transfer; and no assignment or transfer of and Royalty 
Interest subject hereto shall be binding upon the Working Interest Owner 
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responsible therefor un t i l the f i r s t day of the calendar month a f ter said 
Working Interest owner is furnished with the o r i g i n a l , or acceptable photo­
s ta t ic or ce r t i f i ed copy, of the recorded instrument of t ransfer . 

SECTION 23. EFFECTIVE DATE AND TERM. This Agreement shall be­
come TiTlTdTrT^-upon each party who executes or r a t i f i e s i t as of the date of 
execution or r a t i f i c a t i o n by such party and shall become ef fec t ive as of 
7:00 a.m. on the f i r s t day of the month next fo l lowing: 

(a) The execution or r a t i f i c a t i o n of t h i s Agreement and Unit Operat­
ing Agreement by Working Interest Owners owning a combined Unit 
Part ic ipat ion of at least n inety- f ive percent (95%), and the 
execution or r a t i f i c a t i o n of th is Agreement by Royalty Owners 
owning a combined interest of at least seventy-five percent 
(75%) of the Royalty In te res t , in said Unit Area; and, 

(b) The approval of t h i s Agreement by the Secretary or his duly 
authorized representative, and the Commission; and, provided, 
f u r t he r , that i f (a) and (b) above are not accomplished on or 
before August 1 , 1982, t h i s Agreement shall ipso facto expire on 
said date (hereinafter cal led "expirat ion .date") and thereafter 
be of no fur ther force or e f f e c t , unless pr ior thereto th i s 
Agreement has been executed or r a t i f i e d by Working Interest 
Owners owning a combined un i t par t ic ipat ion of at least ninety 
percent (90%) and such Working Interest Owners have decided to 
extend said expirat ion date for a period not to exceed six (5) 
months (hereinafter called "extended expirat ion date") . I f said 
expirat ion date is so extended and (a ) , and -(b) are not accom­
plished on or before said extended expirat ion date, t h i s Agree­
ment shall ipso facto expire on said date and thereaf ter be of 
no fur ther force or e f fec t . For the purpose of th i s Section, 
ownership shall be computed on the basis of Unit Par t ic ipat ion 
as determined from Exhibit "C" attached hereto. 

(c) Unit Operator s h a l l , wi th in t h i r t y (30) days af ter the ef fect ive 
date of t h i s Agreement, f i l e for record in the of f ices where a 
counterpart of th is Agreement is recorded, a c e r t i f i c a t e to the 
ef fect that t h i s Agreement has become ef fect ive according to i t s 
terms and stat ing fur ther the ef fect ive date. 

The term of t h i s Agreement shal l be for and during the time that 
Unitized Substances are or can be produced in paying quant i t ies from the 
Area and as long thereaf ter as d r i l l i n g , reworking or other operations 
(including secondary recovery operations) are prosecuted thereon without 
cessation of more than ninety (90) consecutive days and so long there­
a f te r as Unitized Substances can be produced as aforesaid, unless sooner 
terminated by Working Interest Owners in the manner hereinafter approved. 

This Agreement may be terminated at any other time and for any other 
reason by the Working Interest Owners owning an aggregate of ninety per­
cent (90%) or more of Unit Part ic ipat ion with the approval of the Commission 
and the Deputy. Notice of any such termination shall be given by the Unit 
Operator to a l l part ies hereto wi th in t h i r t y (30) days af ter the e f fec t ive 
date of terminat ion. 
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Upon termination of this Agreement, the parties hereto shall be gov­
erned by the terms and provisions of the leases and contracts affecting the 
separate Tracts. 

Unit Operator shall, within thirty (30) days after the termination 
date of this Agreement, f i l e for record in the office where a counterpart 
of this Agreement is recorded, a certificate to the effect that this Agree­
ment has terminated according to its terms, and stating further the termina­
tion date. 

If not otherwise covered by the leases unitized under the Agreement, 
Royalty Owners hereby grant Working Interest Owners a period of six (6) 
months after termination of this Agreement in which to salvage, sell, dis­
tribute, or otherwise dispose of the personal property and facilities used 
in connection with Unit Operations. 

SECTION 24. RATE OF PROSPECTING, DEVELOPMENT AND PRODUCTION. 
The Director is hereby vested with the authority to alter or modify from 
time to time in his discretion the quantity and rate of production under 
this Agreement when such quantity and rate of production under this Agree­
ment is not fixed pursuant to Federal or State law or does not conform to 
any statewide voluntary conservation or allocation program, which is es­
tablished, recognized, and generally adhered to by the majority of opera­
tors in such State, such authority being hereby limited to alteration or 
modification in the public interest, the.purpose thereof and the public 
interest to be served thereby to be stated in the order of alteration or 
modification. Without regard to the foregoing, the Director is also here­
by vested with the authority to alter or modify from time to time, in his 
discretion, the rate of prospecting and development and the quantity and 
rate of production under this Agreement, when such alteration or modifica­
tion is in'the interest of attaining the conservation objectives stated 
in this Agreement and is not in violation of any applicable Federal or 
State Law. 

Powers in this Section vested in the Director shall only be exercised 
after notice to Unit Operator and opportunity for hearing to be held not 
less than fifteen (15) days from notice. 

SECTION 25. NON-DISCRIMINATION. In connection with the per­
formance of work under this Agreement, the Unit Operator agrees to comply 
with all of the provisions of Section 202 (1) to (7) inclusive of Exe­
cutive Order 11246 (30 F.R. 12319) as amended, which are hereby incor­
porated by reference in this Agreement. 

SECTION 26. APPEARANCES. Unit Operator shall have the right 
to appear for or on behalf of any and all interests affected hereby before 
the Department, and to appeal from any order issued under the rules and 
regulations of the Department, or to apply for relief from any of said 
rules and regulations or in any procedings relative to operations before 
the Department or any other legally constituted authority; provided, how­
ever, that any other interested party shall also have the right at his or 
its own expense to be heard in any such proceeding. 

SECTION 27. NOTICES. All notices, demands, objections or state-
ments required hereunder to be given or rendered to the parties hereto shall 
be deemed fully given i f made in writing and personally delivered to the 
party or parties or sent by postpaid certified mail, addressed to such party 
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or parties at the i r respective addresses set fo r th in connection wi th the 
signature hereto or to the r a t i f i c a t i o n or consent hereof or to such other 
address as any such party or part ies may have furnished in wr i t i ng to the 
party sending the not ice, demand or statement. 

SECTION 28. NO WAIVER OF CERTAIN RIGHTS. Nothing in th is Agree­
ment contained shall be construed as a waiver by any party hereto of the 
r igh t to assert any legal or const i tut ional r ight or defense as to the v a l i ­
d i t y or i n v a l i d i t y of any law of the State wherein said Unitized Lands are 
located, or rules or regulations issued thereunder in any way af fect ing such 
party, or as a waiver by any such party of any r ight beyond his or i t s autho­
r i t y to waive. 

SECTION 29. EQUIPMENT AND FACILITIES-FIXTURES ATTACHED TO REALTY. 
Each Worki ng Interest Owner has hereto placed and used on i t s Tract or 
Tracts committed to th is Agreement various well and lease equipment and 
other property, equipment and f a c i l i t i e s . I t is also recognized that addi­
t ional equipment and f a c i l i t i e s may hereafter be placed and used upon the 
Unitized Land as now or hereafter const i tu ted. Therefore, for a l l purposes 
of th is Agreement, any and a l l such equipment shall be considered to be 
personal property and not f i x tu res attached to rea l ty . Accordingly, said 
well and lease equipment and personal property is hereby severed from the 
mineral estates affected by th i s Agreement, and i t is agreed that any and 
a l l such equipment and personal property shall be and remain personal pro­
perty for a l l purposes. 

SECTION 30. UNAVOIDABLE DELAY. Al l obl igations under th is Agree­
ment requir ing the Unit Operator to commence or continue secondary recovery 
operations or to operate on or produce Unitized Substances from any of the 
lands covered by th i s Agreement shall be suspended whi le, but only so long 
as, the Unit Operator, despite the exercise of due care and d i l igence, is 
prevented from complying with such ob l iga t ions, in whole or in par t , by 
s t r i kes , acts of God, Federal, State or municipal law or agency, unavoid­
able accident, open market, or other matters beyond the reasonable control 
of the Unit Operator whether s imi lar to matter herein enumerated or not. 

SECTION 31. LOSS OF TITLE. In the event t i t l e to any Tract of 
Unitized Land shall f a i l so as to render the Tract inoperable under th is 
Agreement and the true owner cannot be induced to jo in th i s Unit Agreement, 
such Tract shall be automatically regarded as not committed hereto, 
e f fec t ive as of 7:00 a.m. on the f i r s t day af ter such t i t l e f a i l u re is 
determined; and there shall be such readjustment of future costs and 
benefits as may be required on account of the loss of such t i t l e . In 
such event, Unit Operator shal l recompute the Tract Part ic ipat ions of 
each of the Tracts remaining subject to t h i s Agreement and shall revise 
Exhibits "B" and "C" accordingly. The revised Exhibits "B" and "C" 
shall be ef fect ive as of the f i r s t day of the calendar month in which 
such fa i l u re of t i t l e is f i n a l l y determined. The par t ic i patio/t percent­
ages so recomputed for the qua l i f ied Tracts shall remain the same ra t io 
one to the other as before the loss of t i t l e was detennined. I f t i t l e 
to a Working Interest f a i l s , the r ights and obl igations of Working Inter­
est Owners by reason of f a i l u re of t i t l e shall be governed by the Unit 
Operating Agreement. I f t i t l e to a Royalty Interest f a i l s , but the 
Tract to which i t relates remains qua l i f i ed , the part ies whose t i t l e 
f a i l ed shall not be en t i t l ed to share hereunder with respect to such 
in te res t . In the event of a dispute as to t i t l e as to any Royalty, 
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Working I n t e r e s t or o ther i n t e r e s t subject he re to , payment or d e l i v e r y 
on account the reo f may be w i thhe ld wi thout l i a b i l i t y or i n t e r e s t u n t i l 
the d ispute i s f i n a l l y s e t t l e d ; provided t h a t , as to Federal land or 
leases, no payments of funds due the United States of America sha l l be 
w i t h h e l d , but such funds sha l l be deposited as d i r e c t e d by the Deputy 
to be held as unearned money pending f i n a l set t lement of the t i t l e d i spu te , 
and then appl ied as earned or returned i n accordance w i t h such f i n a l 
se t t l emen t . 

Uni t Operator as such i s r e l i e ved from any r e s p o n s i b i l i t y f o r any 
defect or f a i l u r e of any t i t l e hereunder. 

SECTION 32. NON-JOINDER AND SUBSEQUENT JOINDER. I f the owner of 
any substant i al i n t e r e s t i n a t r a c t w i t h i n the Uni t Area f a i l s or refuses 
t o subscr ibe , r a t i f y , or consent in w r i t i n g t o t h i s Agreement, the Working 
I n t e r e s t Owner i n t h a t Tract who has executed or r a t i f i e d t h i s Agreement 
may withdraw said Tract from t h i s Agreement by w r i t t e n no t i ce to the Deputy 
and Unit Operator p r i o r to the e f f e c t i v e date of t h i s Agreement. Joinder 
by any Royalty Owner, a t any t ime , must be accompanied by appropr ia te 
j o i nde r of the corresponding Working I n t e r e s t Owner i n order fo r the 
i n t e r e s t of such Royalty Owner to be regarded as e f f e c t i v e l y committed. 
Joinder to the Uni t Agreement by a Working I n t e r e s t Owner, a t any t ime , 
must be accompanied by appropr ia te j o i n d e r to the Uni t Operating Agreement 
i n order f o r such i n t e r e s t to be regarded as e f f e c t i v e l y committed to 
t h i s Uni t Agreement. 

Any o i l or gas i n t e r e s t in the Un i t i zed Substances not committed hereto 
p r i o r to submission of t h i s Agreement to the Deputy fo r f i n a l approval 
may t h e r e a f t e r be committed hereto upon compliance w i t h the app l i cab le pro­
v i s i ons of t h i s Sect ion and of Sect ion 14 (TRACTS QUALIFIED FOR PARTICIPA­
TION) hereof , a t any t ime up to the e f f e c t i v e date hereof and f o r a per iod 
of and i n c l u d i n g s i x (6) months t h e r e a f t e r , on the same basis of p a r t i c i ­
pa t ion as provided i n said Sect ion 13, by the owner or owners hereof sub­
s c r i b i n g , r a t i f y i n g or consent ing i n w r i t i n g to t h i s Agreement and, i f 
the i n t e r e s t i s a Working I n t e r e s t , by the owner of such i n t e r e s t sub­
s c r i b i n g also to the Unit Operat ing Agreement. 

I t i s understood and agreed, however, t h a t from and a f t e r s i x (6) 
months from the e f f e c t i v e date hereof the r i g h t of subsequent j o i nde r 
as provided i n t h i s Sect ion sha l l be subject to such requirements or 
approvals and on such basis as may be agreed upon by Working I n te res t 
Owners having a combined u n i t p a r t i c i p a t i o n of n inety percent (90%) or 
more wi th the approval of the Deputy. Such j o i nde r by a proposed Working 
I n t e r e s t Owner must be evidenced by h is execut ion or r a t i f i c a t i o n of 
t h i s Agreement and the Unit Operat ing Agreement. Such j o i nde r by a 
proposed Royalty Owner at any time must be evidenced by h is execu t i on , 
r a t i f i c a t i o n or consent of t h i s Agreement and must be consented to i n 
w r i t i n g by the Working I n t e r e s t Owner responsib le f o r the payment of any 
bene f i t s t h a t may accrue hereunder in behal f of such proposed Royalty 
Owner. Except as may be otherwise here in p rov ided , subsequent j o i n d e r s 
to t h i s Agreement sha l l be e f f e c t i v e a t 7:00 a.m. on the f i r s t day of 
the month f o l l ow ing the f i l i n g w i t h the Deputy of du ly executed counter ­
par ts of any and a l l documents necessary to e s t a b l i s h e f f e c t i v e commit­
ment of any Tract or i n t e r e s t to t h i s Agreement, unless . ob jec t i on to 
such j o i n d e r by the Deputy i s duly made w i t h i n s i x t y (60) days a f t e r 
such f i l i n g . 
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SECTION 33. OIL IN LEASE TANKAGE ON EFFECTIVE DATE. Unit 
Operator shall make a proper and timely gauge of all lease and other tanks 
on Unitized land in order to ascertain the amount of merchantable oil or 
other liquid hydrocarbons above the pipeline connection in such tanks as of 
7:00 a.m. on the effective date hereof. Any such production which has been 
produced legally as part of the prior allowable of the well or wells from 
which produced shall be and remain the property of the Interest Owner en­
titl e d thereto the same as i f the Unit had not been formed; and the Working 
Interest Owner shall promptly remove said oil from Unitizied Land. Any 
such oil not promptly removed shall be sold by Unit Operator for the account 
of such Working Interest Owner who shall pay all royalty, overriding royal­
ties, production payments, and all other payments under the terms and provi­
sions of the applicable lease or leases and other contracts. All such oil 
as is in excess of the prior allowable of the well or wells from which the 
same was produced after the effective date hereof. I f , as of the effective 
date hereof, any Tract overproduced with respect to the allowable of the 
well or wells on that Tract and the amount of such overprodution has been 
sold or otherwise disposed of, such overproduction shall be regarded and 
included as a part of the Unitized Substances produced after the effective 
date hereof. 

SECTION 34. COUNTERPARTS. This Agreement may be executed in any 
number of counterparts, no one of which needs to be executed by all parties 
and may be ratified or consented to by separate instrument in writing spe­
cifically referring hereto, and shal.l be binding upon all those parties 
who have executed such a counterpart, ratification or .consent hereto with 
the same force and effect as i f all parties had signed the same document, 
and regardless of whether or not i t is executed by all other parties 
owning or claiming an interest in the lands within the above described 
Unit Area. 

SECTION 35. TAXES. Each party hereto shall for its own account, 
render and pay its share of any taxes levied against or measured by the 
amount or value of the Unitized Land; provided, however, that, i f i t is re­
quired or i f i t be determined that the Unit Operator or the several Working 
Interest Owners must pay or advance said taxes for the account of the par­
ties hereto, ic is hereby expressly agreed that the parties so paying or 
advancing said taxes shall be reimbursed therefor by the parties hereto, 
including Royalty Owners, who may be responsible for the taxes on their 
respective allocated share of said Unitized Substances. No such taxes 
shall be charged to the United States, nor to any lessor who has a con­
tract with a lessee which requires his lessee to pay such taxes. 

SECTION 36. NO PARTNERSHIP. It is expressly agreed that the 
relation of the parties hereto is that of independent contractors and no­
thing in this Agreement contained, expressed or implied, or any operations 
conducted hereunder, shall create or be deemed to have created a partnership 
or association between the parties hereto or any of them. 
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SECTION 37. BORDER AGREEMENTS. Subject to the approval of the 
Deputy, the Unit Operator may enter i n t o a bo rde r -p ro tec t i on agreement 
or agreements w i t h the Working I n t e r e s t Owners of adjacent lands along 
the e x t e r i o r boundary of the Uni t Area wi th respect to the operat ions in the 
border area f o r the maximum u l t i m a t e recovery , conservat ion purposes and 
proper p ro tec t ion of the par t ies and i n t e r e s t s . 

DATE: 

YATES DRILLING COMPANY 

rney-i n-Fact 

UNIT OPERATOR AND 
WORKING INTEREST OWNER 

STATE OF NEW MEXICO ) 

COUNTY OF EDDY ) 
§ 

The foregoing inst rument was. acknowledged before me t h i s J 2 . ^ day 
1982, by ^ j&J2£g A t t o rney - i n -Fac t fo£_~YATES of_ 

DRIL^TNG COMPANY, a New Mex'i c^ r jcorpopt ion,~ on behalf of said co rpo ra t i on . 

My Commission Exp i res : 
• commission bxp 
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SIGNATURE PAGE TO SOUTH LOCO HILLS (GRAYBURG) UNIT 
AGREEMENT DATED May 20, 1982 

MARTIN YATES, I I I 

STATE OF NEW MEXICO ) 
§ 

COUNTY OF EDDY ) 

The foregoing inst rument was acknowledged before me t h i s ~ 

day of / / / / c ^ ' - j > 1982, by FRANK YATES, i n d i v i d u a l l y and as 

A t to rney - i n -Fac t f o r MARTIN YATES, I I I . 

My Commission Exp i res : 

Notary Publ ic v-
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SIGNATURE PAGE TO SOUTH LOCO HILLS (GRAYBURG) UNIT 
AGREEMENT DATED May 20, 1982 

GLADYS KELLY PAULINE HEWITT 

ATTEST: 

STATE OF NEW MEXICO ) 

COUNTY OF EDDY ) 

The foregoing instrument was acknowledged before me th is 
day of , 1982, by GLADYS KELLY. 

My Commission Expires: 

Notary Public 

STATE OF NEW MEXICO ) -

COUNTY OF EDDY ) 

The foregoing instrument was acknowledged before me this 
day of , 1982, by PAULINE HEWITT. 

My Commission Expires: 

Notary Public 

* 

STATE OF TEXAS ) 

COUNTY O F ^ o W b j ^ 

The foregoing instrument was acknowledged before me this %^Aj 

President, of (ANADARKO PRODUCTION COMPANY, a f$uLX0gAJa^ZO corporat ion, on 
behalf of said corporat ion. 

My Commission Expires: 

iZ - j 5 - % 5 
'dn.:'- - v . Notary 

.tiJlu JiornilSu) 
P u b l i c " j 



SIGNATURE PAGE TO SOUTH LOCO HILLS (GRAYBURG) UNIT 
\ AGREEMENT DATED May 20, 1982 

r A. DENTON G. C. DENTON 

ATTEST: SOUTHLAND ROYALTY COMPANY 

By 

STATE OF NEW MEXICO ) 
L i /v c c I v : § 

COUNTY OF EBB? ) 

The foregoing instrument was acknowledged before me this /, 
day of J c i y , 1982, by C. A. DENTON. 

My Commission Expires: 

Notary Public 

STATE OF NEW MEXICO ) 

COUNTY OF EDDY 
: § 
) 

day of 
The foregoing instrument was acknowledged before me th is 

, 1982, by G. C. DENTON. 

My Commission Expires 

Notary Public 

STATE OF TEXAS ) 

COUNTY OF ) 

The foregoing instrument was acknowledged before me th is 
day of , 1982, by 
of SOUTHLAND ROYAL IY COMPANY, a 
corporation. 

My Commission Expires: 

President 
corporation, on behalf of said 

Notary Public 
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SIGNATURE PAGE TO SOUTH LOCO HILLS (GRAYBURG) UNIT 
AGREEMENT DATED May 20, 1982 

C. A. DENTON G. C. DENTON 

ATTEST: SOUTHLAND ROYALTY COMPANY 

By 

STATE OF NEW MEXICO ) 
: § 

COUNTY OF EDDY ) 

The foregoing instrument was acknowledged before me th is 
day of , 1982, by C. A. DENTON. 

My Commission Expires: 

N 0 t a r y p u b i i c 

STATE OF NEW MEXICO ) 
: § 

COUNTY OF EDDY ) 

-.The foregoing instrument was acknowledged before me j this 
day of s J L / , , 1982, by G. C. DENTON. • 

y V 
My Commission Expires: 

/X^./y / /iYC ••//tc-c.^,:V,/ .4 Mi, 
Notary Public \ 

STATE OF TEXAS ) !: 
: § ;|5 

COUNTY OF ) 

The foregoing instrument was acknowledged before me 1 this 
day of , 1982, by , ; President 
of SOUTHLAND ROYAL IY COMPANY, a corporat ion, on behalf of said 
corporat ion. ! 

My Commission Expires: 

Notary Public 

1 "5 



C-11153 

SIGNATURE PAGE TO SOUTH LOCO HILLS (GRAYBURG) UNIT 
AGREEMENT DATED May 20, 1982 

ATTEST: 

By: / v W / t V ^ ^ V 
Assistant Secretary 

HUSKY OIL COMPANY 

By: 
Vice President 

ATTEST: DEPCO, INC. 

By: 
Secreta ry 

By: 
Presi dent 

CORPORATE ACKNOWLEDGMENT 

STATE OF COLORADO ), 
- § 

COUNTY OF ARAPAHOE ) 

The foregoing instrument was acknowledged before me this 13th 

day of July , 1982, by C. A. Rystrom 
Vice President of Husky Oil Company 

a Delaware corporation on behalf of said corporation. 

My Commission Expires-: 
July 20, 1985 

Nota'rt^PuWic"1 " 
6060 S. jfi1low Drive ^ 
Englewood, CO 80111 
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SIGNATURE PAGE TO SOUTH LOCO HILLS (GRAYBURG) UNIT 
AGREEMENT DATED Hay 20, 1982 

ATTEST: 

By: 
Secretary 

HUSKY OIL COMPANY 

By: 
President 

ATTEST: ^ y DEPCO, INC 

D. Snepard, Secretary ' Michael D. Shepard, Secretary 7 C. D. Crurnp, V i c e P n ^ s ^ d e n t 

CORPORATE ACKNOWLEDGMENT 

STATE OF COLORADO ). 
: § 

COUNTY OF DENVER ) 

The foregoing instrument was acknowledged before me th is 29th 

day of June , 1982, by C. D. Cnmp 
Vice President of DEPCO, Inc. 

a Delaware corporation on behalf of said corporation. 

My Commission Expires: ,V> / / 
September 16, 1984. Mtlg'^ J' £ttZdt'£~ 

Notary PubTtfc 
1000 Petroleum Building 
110 Sixteenth Street 
Denver, Colorado 80202. 

COUTOERPART SIGNATURE PAGE TO THAT CERTAIN SOUTH LOCO HILLS (GRAYBERG) UNIT 
AGREEMENT DATED MAY 20, 1982 BY AND BETWEEN YATES DRILLING COMPANY (operator) 
AND DEPCO, Inc. et a l (non-operators)-
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EXHIBIT "C" 

To Unit Agreement 
SOUTH LOCO HILLS (GRAYBURG) UNIT 

Eddy County, New Mexico 

January 26, 1982 

Cumulative 
Production Participation 

Tract Number Thru 1980 Percentage 

1 14,942 2.456233 

2 66,098 10.865484 

2a 15,967 2.624727 

2b 27,286 4.485394 

3 3,127 .514030 

4 150,985 24.819588 

4a 35,155 5.778935 

5 72,218 11.871517 

6 15,254 2.507521 

7 3,617 .594579 

7a 93,725 15.406934 

7b 109,956 18.075058 

608,330 100.000000 



RATIFICATION ANO JOINDER OF UNIT AGREEMENT 

In cons idera t ion of the execut ion of the Unit Agreement f o r the Devel­
opment and Operat ion of the South Loco H i l l s (Grayburg) U n i t , County of Eddy, 
State of New Mexico, dated May 20, 1982, i n form approved on behalf of the 
Secretary of the I n t e r i o r , the undersigned hereby expressly r a t i f i e s , ap­
proves and adopts and conf i rms said Uni t Agreement as f u l l y as though the 
undersigned had executed the o r i g i n a l ins t rument . 

This R a t i f i c a t i o n and Joinder sha l l be e f f e c t i v e as to the undersigned's 
i n t e r e s t s in any lands and leases, or i n t e r e s t s t h e r e i n , and r o y a l t i e s pre­
sen t l y held or which uiay a r i se under e x i s t i n g opt ion agreements or other 
i n t e r e s t s in u n i t i z e d substances, cover ing any lands w i t h i n the u n i t area in 
which the undersigned may be found to have an o i l or gas i n t e r e s t . 

This R a t i f i c a t i o n and Jo inder sha l l be b ind ing upon the undersigned and 
the h e i r s , dev isees, assigns or successors i n i n t e r e s t of the undersigned. 

EXECUTED t h i s 2nd day of Ju ly , 1982. 

A. D. JAMES, ATTORNEY-IN-FACT f o r 
Southland Royalty Company 

STATE OF TEXAS 
§ 

COUNTY OF MIDLAND 

The foregoing inst rument was acknowledged before me t h i s 2nd 

day of Ju ly , 1982, by A. D. James. A t to rney - in -Fac t f o r 

Southland Royalty Company 

My Commission Exp i res : 

KATHY BRIGHT, NOTARY PUBLIC FOR 
ST/Cc OF TirXAS 

COMM 153:CN EXFiR.ES 3-30-85 



RATIFICATION AND JO I NDE! R OF UNIT AGREEMENT 

In cons idera t ion of the execut ion of the Unit Agreement fo r the Devel-
opnent and Operat ion of the South Loco M i l l s (Grayburg) U n i t , County of Eddy, 
State of New Mexico, dated May 20, 19.°. 2 , in form approved on behal f of the 
Secretary of ttie I n t e r i o r , the undersigned hereby express ly r a t i f i e s , ap­
proves arid adopts and conf i rms sa id Unit Agreement as f u l l y as though the 
undersigned had executed the o r i g i n a l i ns t rument . 

This R a t i f i c a t i o n and Joinder sha l l be e f f e c t i v e as to the unders igned's 
i n t e r e s t s in any lands and leases , or i n t e r e s t s t h e r e i n , and r o y a l t i e s pre­
sen t l y held or which may a r i se under e x i s t i n g opt ion agreements or other 
i n t e r e s t s in u n i t i z e d substances, cover ing any 1ands w i t h i n the u n i t area in 
which t i ie undersigned may be found to have an o i l or gas i n t e r e s t . 

This R a t i f i c a t i o n and Jo inder sha l l be b ind ing upon the undersigned and 
the h e i r s , dev isees, assigns or successors in i n t e r e s t of the undersigned. 

EXECUTED t h i s / day of J L | 1"982-

/ ) A - v Denton , h is wi f c. 

STATE GF -V' A] 
§ 

COUN TY OF L , t v Lr c / / V 

The foregoing inst rument was acknowledged before me t h i s / 

day of 1982, by c. A. Denton and 

/ / /y, A' Denton liis_idi_G 

My C omtn i s s ion Exp i res : 



RATIFICATION AND JOINDER OF UNIT AGREEMENT 

In consideration of the execution of the Unit Agreement for the Devel­
opment and Operation of the South Loco Hi l l s (Grayburg) Unit, County of Eddy, 
State of New Mexico, dated May 20, 1982, in form approved on behalf of the 
Secretary of the In t e r io r , the undersigned hereby expressly r a t i f i e s , ap­
proves ard adopts and confirms said Unit Agreement as f u l l y as though the 
undersigned had executed the original instrument. 

This Ra t i f i ca t ion and Joinder shall be e f fec t ive as to the undersigned's 
interests in any lands and leases, or interests therein , and royalt ies pre­
sently held or which may arise under exist ing option agreements or other 
interests in unitized substances, covering any lands within the unit area in 
which the undersigned may be found to have an o i l or gas interest . 

This Rat i f ica t ion and Joinder shall be binding upon the undersigned and 
the he 'rs , devisees, assigns or successors in interest of the undersigned. 

EXECUTED this 30th day of June , 1 982. 

STATE OF NEW MEXICO ) 

COUNTY OF CHAVES ) 

The foregoing instrument was acknowledged before me this 30th 

day of June , 1982, by John H. Trigg 

7 - ' 

My Commission Expires: /Ji<lA^c7Jt/j4 ''• ^ 
November 20, 1984 Notary Tub l i c * / 



RATIFICATION AND JOINDER OF UNIT AGREEMENT 

In cons idera t ion of the execut ion of the Uni t Agreement fo r the Devel-
opment and Operation of the South Loco H i l l s (Grayburg) Un i t , County of Eddy, 
State of New Mexico, dated May 20, 1932, in form approved on behalf of the 
Secretary of the I n t e r i o r , the undersigned hereby expressly r a t i f i e s , ap­
proves and adopts and conf i rms said Uni t Agreement as f u l l y as though the 
undersigned had executed the o r i g i n a l ins t rument . 

This R a t i f i c a t i o n and Joinder sha l l be e f f e c t i v e as to the undersigned's 
i n t e r e s t s in any lands and leases, or i n t e r e s t s t h e r e i n , and r o y a l t i e s pre­
sent ly held or which may a r i se under e x i s t i n g opt ion agreements or other 
i n t e r e s t s in un i t i zed substances, cover ing any lands w i t h i n the u n i t area in 
which the undersigned may be found to have an o i l or gas i n t e r e s t . 

This R a t i f i c a t i o n and Joinder sha l l be b ind ing upon the undersigned and 
the h e i r s , dev isees, assigns or successors in i n t e r e s t of the undersigned. 

EXECUTED t h i s day of 

STATE OF N e J K| e ^ 

§ 
COUNTY OF £ p P v | 

The foregoing instrument was acknowledged before me t h i s 

day of 1982, 



RATIFICATION AND JOINDER OF UNIT AGREEMENT 

In consideration of the execution of the Unit Agreement for the Devel­
opment and Operation of the South Loco Hills (Grayburg) Unit, County of Eddy, 
State of New Mexico, dated May 20, 1982, in form approved on behalf of the 
Secretary of the Interior, the undersigned hereby expressly ratifies, ap­
proves and adopts and confirms said Unit Agreement as fully as though the 
undersigned had executed the original instrument. 

This Ratification and Joinder shall be effective as to the undersigned's 
interests in any lands and leases, or interests therein, and royalties pre­
sently held or which may arise under existing option agreements or other 
interests in unitized substances, covering any lands within the unit area in 
which the undersigned may be found to have an oil or gas interest. 

This Ratification and Joinder shall be binding upon the undersigned and 
the heirs, devisees, assigns or successors in interest of the undersigned. 

EXECUTED this /__ day of , 1982. 

STATE OF 7hO.cc <> ) 
I : § 

COUNTY OF :<•<«,, ) 

The foregoing instrument was acknowledged before me this / 5 f 

day of .;u.t, . » 1982, by u U ^ ~?JL«. TC 

\ 

ny Commission Expires: J / x L i 

^ • 
W , . . Notarv Public 



RATIFICATION AND JOINDER OF UNIT AGREEMENT 

In cons idera t ion of the execut ion of the Uni t Agreement fo r the Devel­
opment and Operation of the South Loco H i l l s (Grayburg) Un i t , County of Eddy, 
State of New Mexico, dated May 20, 1982, in form approved on behal f of the 
Secretary of the I n t e r i o r , the undersigned hereby expressly r a t i f i e s , ap­
proves and adopts and conf i rms said Uni t Agreement as f u l l y as though the 
undersigned had executed the o r i g i n a l ins t rument . 

This R a t i f i c a t i o n and Joinder sha l l be e f f e c t i v e as to the undersigned's 
i n t e r e s t s in any lands and leases, or i n t e r e s t s t h e r e i n , and r o y a l t i e s pre­
sent ly held or which may a r i se under e x i s t i n g opt ion agreements or other 
i n t e r e s t s in un i t i zed substances, cover ing any lands w i t h i n the u n i t area in 
which the undersigned may be found to have an o i l or gas i n t e r e s t . 

This R a t i f i c a t i o n and Joinder sha l l be b ind ing upon the undersigned and 
the h e i r s , dev isees, assigns or successors i n i n t e r e s t of the undersigned. 

EXECUTED t n i s / day of 1 982. 

STATE OF _J\ L C 

COUNTY 
V 

The foregoing instrument was acknowledged before 



RATIFICATION AND JOINDER Or UNIT AGREEMENT 

In cons idera t ion of the execut ion of the Uni t Agreement fo r the Devel­
opment and Operation of the South Loco H i l l s (Grayburg) Un i t , County of Eddy, 
State of New Mexico, dated May 20, 1982, in form approved on behal f of the 
Secretary of the I n t e r i o r , the undersigned hereby expressly r a t i f i e s , ap­
proves and adopts and conf i rms said Uni t Agreement as f u l l y as though the 
undersigned had executed the o r i g i n a l ins t rument . 

This R a t i f i c a t i o n and Joinder sha l l be e f f e c t i v e as to the undersigned's 
i n t e r e s t s in any lands and leases, or i n t e r e s t s t h e r e i n , and r o y a l t i e s pre­
sent ly held or which may a r i se under e x i s t i n g opt ion agreements or other 
i n t e r e s t s in un i t i zed substances, cover ing any lands w i t h i n the u n i t area in 
which the undersigned may be found to have an o i l or gas i n t e r e s t . 

This R a t i f i c a t i o n and Joinder sha l l be b ind ing upon the undersigned and 
the h e i r s , dev isees, assigns or successors in i n t e r e s t of the undersigned. 

EXECUTED t h i s 2 3 rd day of June 1982. 

STATE OF New Mexico 
§ 

COUNIY OF B e r n a l i l l o 

The foregoing instrument was acknowledged before me t h i s 23xd 

day of June 1982, by Helen A. Root 

My Commission Expi res: 



RATIFICATION AND JOINDER OF UNIT AGREEMENT 

In cons idera t ion of the execut ion of the Uni t Aqreement for the Devel­
opment and Operation of the South Loco H i l l s (Grayburg) Un i t , County of Eddy, 
State of New Mexico, dated May 20, 1982, in form approved on behalf of the 
Secretary of the I n t e r i o r , the undersigned hereby expressly r a t i f i e s , ap­
proves and adopts and conf i rms said Uni t Agreement as f u l l y as though the 
undersigned had executed the o r i g i n a l ins t rument . 

This R a t i f i c a t i o n and Joinder sha l l be e f f e c t i v e as to the undersigned's 
i n t e r e s t s in any lands and leases, or i n t e r e s t s t h e r e i n , and r o y a l t i e s p re ­
sen t l y held or which may a r i se under e x i s t i n g opt ion agreements or other 
i n t e r e s t s in un i t i zed substances, cover ing any lands w i t h i n the u n i t area in 
which the undersigned may be found to have an o i l or gas i n t e r e s t . 

This R a t i f i c a t i o n and Joinder sha l l be b ind ing upon the undersigned and 
the h e i r s , dev isees, assigns or successors in i n t e r e s t of the undersigned. 

EXECUTED t h i s tf ~ day of ^ i ^ t ^ t u L 1 982. 
y 

^ OFFICIAL SEAL 

u r LL 

STATE OF Jluu f)UtL4o ) i c i ^ v ^ . . i c . s u T E C r ^ , M . , i , - J 

COUNTY OF J j ^ A J<- j § M y C o m f T ^ i c n Expires J7~S6~&J 

The foregoing instrument was acknowledged before me this - L 

day cf , 1 982, by C V)l £^!z£g 

My Commission Expi res: 
Notary Publ ic 



RATIFICATION' AN!) JOINDER OF UNIT AGREEMENT 

In cons idera t ion of the execut ion of the Uni t Agreement fo r the Devel­
opment and Operation of the South Loco H i l l s (Grayburg) Un i t , County of Eddy, 
State of New Mexico, dated May 20, 1982, in form approved on behalf of the 
Secretary of the I n t e r i o r , the undersigned hereby expressly r a t i f i e s , ap­
proves and adopts and conf i rms said Uni t Agreement as f u l l y as though the 
undersigned had executed the o r i g i n a l ins t rument . 

This R a t i f i c a t i o n and Joinder sha l l be e f f e c t i v e as to the undersigned's 
i n t e r e s t s in any lands and leases, or i n t e r e s t s t h e r e i n , and r o y a l t i e s pre­
sen t l y held or which may a r i se under e x i s t i n g opt ion agreements or other 
i n t e r e s t s in un i t i zed substances, cover ing any lands w i t h i n the u n i t area in 
which the undersigned may be found to have an o i l or gas i n t e r e s t . 

This R a t i f i c a t i o n and Joinder sha l l be b ind ing upon the undersigned and 
the h e i r s , dev isees, assigns or s u c c e s s o r s y i n i n t e r e s t of the undersigned. 

EXECUTED t h i s day of J ^ / < A £ L — » 1 9 8 2 -

ffs. L( / lM ^Ck^LTi^^]^ 

OFFICIAL SEAL 

STATE OF j ^ / l / M ^ ) 

COUNTY OFi 

day of 

X4L ) 
§ 

C. C L 

r . O l A F - y F U E L i C S T A T E O." ^ £ > » 

My Commission Expires 7-

The foregoing instrument was acknowledged before me t h i s 

, 1 982, by 7/V c >' >/tr L r * ^ -

My Commission Expires: 
Notary Publ ic 



RATIFICATION AND JOINDER OF UNIT AGREEMENT 

In cons idera t ion of the execut ion of the Uni t Agreement fo r the Devel­
opment and Operation of the South Loco H i l l s (Grayburg) Un i t , County of Eddy, 
State of New " 'ex ico, dated May 20, 1982, in form approved on behal f of the 
Secretary of the I n t e r i o r , the undersigned hereby expressly r a t i f i e s , ap­
proves and adopts and conf irms said Uni t Agreement as f u l l y as though the 
undersigned had executed the o r i g i n a l ins t rument . 

This R a t i f i c a t i o n and Joinder sha l l be e f f e c t i v e as to the undersigned's 
i n t e r e s t s in any lands and leases, or i n t e r e s t s t h e r e i n , and r o y a l t i e s pre­
sent ly held or which may a r i se under e x i s t i n g opt ion agreements or other 
i n t e r e s t s in un i t i zed substances, cover ing any lands w i t h i n the u n i t area in 
which the undersigned may be found to have an o i l or gas i n t e r e s t . 

This R a t i f i c a t i o n and Joinder sha l l be b ind ing upon the undersigned and 
the h e i r s , dev isees, assigns or successors in i n t e r e s t of the undersigned. 

EXECUTED t h i s / 6 day of s , 1982. 

y ^ T ^ v —̂  Vy- \--f. ^ / 

STATE OF h u u t v , l i L< ( . ) 

COUNTY OF M - f M . / -C. j 

The foregoing instrument was acknowledged before me t h i s 

day ot ' ^,UL- > "'982, by M£it S / A.. /f' ) J l j ^ / ^ 

My ̂ oiirni ss i on Exni res : /,-./ r : ' A ( Jc ' HI 



RATIFICATION AND JOINDER OF UNIT AGREEMENT 

In cons idera t ion of the execut ion of the Uni t Agreement fo r the Devel­
opment and Operat ion of the South Loco H i l l s (Grayburg) Un i t , County of Eddy, 
State of New Mexico, dated May 20, 1982, in form approved on behalf of the 
Secretary of the I n t e r i o r , the undersigned hereby expressly r a t i f i e s , ap­
proves and adopts and conf i rms sa id Uni t Agreement as f u l l y as though the 
undersigned had executed the o r i g i n a l ins t rument . 

This R a t i f i c a t i o n and Joinder sha l l be e f f e c t i v e as to the undersigned's 
i n t e r e s t s in any lands and leases, or i n t e r e s t s t h e r e i n , and r o y a l t i e s pre­
sen t l y held or which may a r i se under e x i s t i n g opt ion agreements or other 
i n t e r e s t s in un i t i zed substances, cover ing any lands w i t h i n the u n i t area in 
which the undersigned may be found to have an o i l or gas i n t e r e s t . 

This R a t i f i c a t i o n and Joinder sha l l be b ind ing upon the undersigned and 
the h e i r s , dev isees, assigns or successors i/i i n t e r e s t of the undersigned. 

EXECUTED t h i s / / . day of 

STATE OF . / / , 

' ; • , • § 
COUNTY OF / , A ^ . ^ , ) 

The foregcytng instrument was acknowledged before me this y/^-

day of • , r , > 1 9 8 2 > b y S^'/sl*. ^ 'A^fZ/ss^jfa; 

. 

My Commission Expi res: 
iat a ry 



RATIFICATION AND JOINDER OF UNIT AGREEMENT 

In consideration of the execution of the Unit Agreement for the Devel­
opment and Operation of the South Loco Nil Is (Grayburg) Unit, County of Eddy, 
State of New Mexico, dated May 20, 1982, in form approved on behalf of the 
Secretary of the Interior, tiie undersigned hereby expressly r a t i f i e s , ap­
proves and adopts and confirms said Unit Agreement as ful l y as though the 
undersigned had executed the original instrument. 

This Ratification and Joinder shall be effective as to the undersigned's 
interests in any lands and leases, or interests therein, and royalties pre­
sently held or which may arise under existing option agreements or other 
interests in unitized substances, covering any lands within the unit area in 
which the undersigned may be found to have an oil or gas interest. 

This Ratification and Joinder shall be binding upon the undersigned and 
tho heirs, devisees, assigns or successors in interest of the undersigned. 

EXECUTED 

§ 

The foregoing instrument was acknowledged before me th is 

day of 1982, by 0(0^£L <>///p(3 VoU/OL 



RATIFICATION AND JOINDER OF UNIT AGREEMENT 

In consideration of the execution of the Unit Agreement for the Devel­
opment and Operation of the South Loco H i l l s (Grayburg) Unit , County of Eddy, 
State of New Mexico, dated May 20, 1982, in form approved on behalf of the 
Secretary of tne I n te r i o r , the undersigned hereby expressly r a t i f i e s , ap­
proves and adopts and confirms said Unit Agreement as f u l l y as though the 
undersigned had executed the or ig inal instrument. 

This Rat i f i ca t ion and Joinder shall be ef fect ive as to the undersigned's 
in terests in any lands and leases, or interests there in , and royal t ies pre­
sently held or which may arise under ex ist ing option agreements or other 
in terests in unit ized substances, covering any lands within the uni t area in 
which the undersigned may be found to have an o i l or gas in teres t . 

This Rat i f i ca t ion and Joinder shall be binding upon the undersigned and 
the he i rs , devisees, assigns or successors in interest of the undersigned. 

EXECUTED th i s day of 1 982. 

STATE OF California 
§ 

COUNTY OF Orange 

The foregoing instrument was acknowledged before me this 8th 

day of June 1982, by Nell T. Michel 

My Commission Expires: 
12-25-82 



RATIFICATION AND JOINDER OF UNIT AGREEMENT 

In consideration of the execution of the Unit Agreement for the Devel­
opment and Operation of the South Loco H i l l s (Grayburg) Unit , County of Eddy, 
State of New Mexico, dated May 20, 1982, in form approved on behalf of the 
Secretary of the I n t e r i o r , the undersigned hereby expressly r a t i f i e s , ap­
proves and adopts and confirms said Unit Agreement as f u l l y as though the 
undersigned had executed the or ig inal instrument. 

This Rat i f i ca t ion and Joinder shall be ef fect ive as to the undersigned's 
interests in any lands and leases, or interests there in , and royal t ies pre­
sently held or which may arise under ex ist ing option agreements or other 
interests in unit ized substances, covering any lands within the uni t area in 
which the undersigned may be found to have an o i l or gas in teres t . 

This Rat i f i ca t ion and Joinder shall be binding upon the undersigned and 
the he i rs , devisees, assigns or successors in interest of the undersigned. 

EXECUTED th i s ^ L ^ day of • - - » 1 982. 
s 

STATE OF ItXcXS ) 
. —p. : § 

COUNTY OF r[ msc ) 

The foregoing instrument was acknowledged before me th is 0 

day of Jlivlt , 1982, by W/QCLUS Tr a V1 3 f fU5 f t t 

My Commission Expires: 
c\ 3C-7K; Notary Public 



RATIFICATION AND JOINDER OF UNIT AGREEMENT 

In consideration of the execution of the Unit Agreement for the Devel­
opment and Operation of the South Loco Hills (Grayburg) Unit, County of Eddy, 
State of New Mexico, dated May 20, 1982, in form approved on behalf of the 
Secretary of the Interior, the undersigned hereby expressly ratifies, ap­
proves and adopts and confirms said Unit Agreement as fully as though the 
undersignpd had executed the original instrument. 

This Ratification and Joinder shall be effective as to the undersigned's 
interests in any lands and leases, or interests therein, and royalties pre­
sently held or which may arise under existing option agreements or other 
interests in unitized substances, covering any lands within the unit area in 
which the undersigned may be found to have an oil or gas interest. 

This Ratification and Joinder shall be binding upon the undersigned and 
the heirs, devisees, assigns or successors in interest of the undersigned. 

EXECUTED this day of 1982. 

day of 

STATE 

COUNTY 



RATIFICATION AND JOINDER OF UNIT AGREEMENT 

In consideration of the execution of the Unit Agreement for the Devel­
opment and Operation of the South Loco Hills (Grayburg) Unit, County of Eddy, 
State of New Mexico, dated May 20, 1982, in form approved on behalf of the 
Secretary of the Interior, the undersigned hereby expressly r a t i f i e s , ap­
proves and adepts and confirms said Unit Agreement as full y as though the 
undersigned had executed the original instrument. 

This Ratification and Joinder shall be effective as to the undersigned's 
interests in any lands and leases, or interests therein, and royalties pre­
sently held or which may arise under existing option agreements or other 
interests in unitized substances, covering any lands within the unit area in 
which the undersigned may be found to have an oil or gas interest. 

This Ratification and Joinder shall be binding upon the undersigned and 
the heirs, devisees, assigns or successors in interest of the undersigned. 

EXECUTmth's-̂ dayof •m2-STATE OF 

COUNTY OF 

day of 

New Mexico 

D ona ?na 
) 

The foregoing instrument was acknowledged before me this 

J u n e , 1982, by B i l l i e L. Kruse , Trustee 

7 t h 

My Commission Expires: 
12-30-S3 



RATIFICATION AND JOINDER OF UNIT AGREEMENT 

In cons idera t ion of the execut ion of the Uni t Agreement for the Devel­
opment and Operation of the South Loco H i l l s (Grayburg) Un i t , County of Eddy, 
State of New Mexico, dated May 20, 1982, in form approved on behalf of the 
Secretary of the I n t e r i o r , the undersigned hereby expressly r a t i f i e s , ap­
proves and adopts and conf i rms sa id Uni t Agreement as f u l l y as though the 
under-signed had executed t l ie o r i g i n a l ins t rument . 

This R a t i f i c a t i o n and Joinder sha l l be e f f e c t i v e as to the undersigned's 
i n t e r e s t s in any lands and leases , or i n t e r e s t s t h e r e i n , and r o y a l t i e s pre­
sent ly held or which may a r i se under e x i s t i n g opt ion agreements or other 
i n t e r e s t s in un i t i zed substances, cover ing any lands w i t h i n the u n i t area in 
which the undersigned may be found to have an o i l or gas i n t e r e s t . 

This R a t i f i c a t i o n and Joinder sha l l be b ind ing upon the undersigned and 
the h e i r s , dev isees, assigns or successors in i n t e r e s t of the undersigned. 

EXECUTED t h i s day of 1 982. 

The foregoing instrument was acknowledged before me t h i s 

§ 

day of 1982, by Mary C. Johnston. 

Notary Public 



RATIFICATION AND JOINDER OF UNIT AGREEMENT 

In cons ide ra t i on of the execut ion of t l ie Uni t Agreement fo r the Devel-
Ojji.;-Mit and Operat ion of the South Loco H i l l s (Grayburg) Un i t , County of Eddy, 
State of Now Msx ico, dated May 20, 1982, i n form approved on behal f of the 
Secretary of the In te r i o r " , the undersigned hereby expressly r a t i f i e s , ap-
pi uvc:s and adopts- and conf i rms said Uni t Agreement as f ul l y as though the 
un-.lereigned had executed the o r i g i n a l ins t rument . 

This R a t i f i c a t i o n and Joind.er shr i l l be e f f e c t i v e as to the unders igned's 
i n t e r e s t s in any lands and l eases , or i n t e res l s t h e r e i n , and r o y a l t i e s pre­
sen t l y held or which may a r i s e under e x i s t i n g opt ion agreements or other 
i n t e r e s t s in u n i t i z e d substances, cover ing any lands w i t h i n the u n i t area i n 
which the undersi gned may be found to have an o i l or gas i n t e r e s t . 

This R a t i f i c a t i o n and Jo inder shal 1 be b ind ing upon the undersigned and 
the h e i r s , dev isees , assigns or successors i n i n t e r e s t ot t i ie undersigned. 

EXECUTED t h i s 26th day of 

STATE OF NEW MEXICO ) 
§ 

COUNTY OF EDDY ) 

The foregoing instrument was acknowledged before me this 26th 

day of May 1982, by JACK McCAW. 



RATIFICATION AND JOINDER OF UNIT AGREEMENT 

In consideration of the execution of the Unit Agreement for the Devel­
opment and Operation of the South Loco Hills (Grayburg) Unit, County of Eddy, 
State of New Mexico, dated May 20, 1982, in form approved on behalf of the 
Secretary cf the Interior, the undersigned hereby expressly ratifies, ap­
proves and adopts and confirms said Unit Agreement as fully as though the 
undersigned had executed the original instrument. 

This Ratification and Joinder shall be effective as to the undersigned's 
interests in any lands and leases, or interests therein, and royalties pre­
sently held or which may arise under existing option agreements or other 
interests in unitized substances, covering any lands within the unit area in 
which the undersigned may be found to have an oil or gas interest. 

This Ratification and Joinder shall be binding upon the undersigned and 
the heirs, devisees, assigns or successors in interest of the undersigned. 

EXECUTED this 1st day of j Une 1982. 

SUSAN TERRY TRUST AND SANDRA TERRY WORLEY 
TRUST 

By: / " . ^-.^ 

Jimmie Marie Terry (formerly Jimmi 
Marie Joy), Trustee 

STATE OF NEW MEXICO 

COUNTY OF EDDY ) 
§ 

day of 

The foregoing instrument was acknowledged before me this ^-st 

J u n e , 1982, by JIMMIE MARIE TERRY (formerly Jimmie 

Marie Joy), Trustee for Susan Terry Trust and Sandra Terry Worley Trust 

My Commission Expires: 
June 27, 1984 



RATIFICATION AND JOINDER OF UNIT AGREEMENT 

In cons idera t ion of the execut ion of the Uni t Agreement fo r the Devel­
opment and Operat ion of the South Loco H i l l s (Grayburg) Un i t , County of Eddy, 
State cf New Mexico, dated May 20, 1982, in form approved on behalf of the 
Secretary of the I n t e r i o r , the undersigned hereby expressly r a t i f i e s , ap­
proves and adopts and conf i rms said Unit Agreement as f u l l y as though the 
undersigned had executed the o r i g i n a l ins t rument . 

This R a t i f i c a t i o n and Joinder sha l l be e f f e c t i v e as to the undersigned's 
i n t e r e s t s in any lands and leases , or i n t e r e s t s t h e r e i n , and r o y a l t i e s pre­
sen t l y held or which may a r i se under e x i s t i n g opt ion agreements or other 
i n t e r e s t s in u n i t i z e d substances, cover ing any lands w i t h i n the u n i t area in 
which the undersigned may be found to have an o i l or gas i n t e r e s t . 

This R a t i f i c a t i o n and Joinder sha l l be b ind ing upon the undersigned and 
the h e i r s , dev isees, assigns or successors in i n t e r e s t of the undersigned. 

EXECUTED t h i s day of , 1982. 

\laM>--£uj U^HynpL. 

My Commission Expi res: 

hulzll Notary Publ ic 



RATIFICATION AND JOINDER OF UNIT AGREEMENT 

In cons idera t ion of the execut ion of the Uni t Agreement for the Devel­
opment and Operat ion of the South Loco H i l l s (Grayburg) Un i t , County of Eddy, 
State of New Mexico, dated May 20, 1982, in form approved on behalf of the 
Secretary of the I n t e r i o r , the undersigned hereby expressly r a t i f i e s , ap­
proves and adopts and conf i rms said Uni t Agreement as f u l l y as though the 
undersigned had executed the o r i g i n a l ins t rument . 

This R a t i f i c a t i o n and Joinder sha l l be e f f e c t i v e as to the undersigned's 
i n t e r e s t s in any lands and leases , or i n t e r e s t s t h e r e i n , and r o y a l t i e s p re ­
sent ly held or which may a r i se under e x i s t i n g opt ion agreements or other 
i n t e r e s t s in un i t i zed substances, cover ing any lands w i t h i n the u n i t area in 
which the undersigned may be found to have an o i l or gas i n t e r e s t . 

This R a t i f i c a t i o n and Joinder sha l l be b ind ing upon the undersigned and 
the h e i r s , dev isees, assigns or successors in i n t e r e s t of the undersigned. 

EXECUTED t h i s day of 

The foregoing inst rument was acknowledged before me t h i s 

day "ef— 

My Commiis/O!1 Expi res: U 
-KGfary Publ ic 



RATIFICATION AND JOINDER OF UNIT AGREEMENT 

In cons idera t ion of the execut ion of the Uni t Agreement for the Devel­
opment and Operation of the South Loco H i l l s (Grayburg) Un i t , County of Eddy, 
State of New Mexico, dated May 20, 1982, in form approved on behalf of the 
Secretary of the I n t e r i o r , the undersigned hereby expressly r a t i f i e s , ap­
proves and adopts and conf i rms said Unit Agreement as f u l l y as though the 
undersigned had executed the o r i g i n a l ins t rument . 

This R a t i f i c a t i o n and Joinder sha l l be e f f e c t i v e as to the undersigned's 
i n t e r e s t s in any lands and leases, or i n t e r e s t s t h e r e i n , and r o y a l t i e s pre­
sent ly held cr which may a r i se under e x i s t i n g opt ion agreements or other 
i n t e r e s t s in un i t i zed substances, cover ing any lands w i t h i n t l ie u n i t area in 
which the undersigned may be found to have an o i l or gas i n t e r e s t . 

This R a t i f i c a t i o n and Joinder sha l l be b inding upon the undersigned and 
the h e i r s , dev isees, assigns or successors in i n t e r e s t of the undersigned. 

EXECUTED t h i s day of 

COUNTY OF 15fcc.A/g-~ ) 

The foregoing instrument was acknowledged before me t h i s 

day of 1982, 

My Commission Expires: 

DONALD R . STEVENS' ' 
NOT Ar;. P i , : . : ! STATE Cf MISSOURI 

GOONE CO. 
MY CO/.W.ISSiCN EXfiyiS FEB 20 1985 



:EMENT 

Iri cons ide ra t i on of the execut ion of the Uni t Atjrc>er..ent fo r the nove l -
Oj;;;'-;fit and Operat ion of the South Loco P i l l s (Grayburg) Un i t , County of Eddy, 
State c f hew Hex ico , dated May 20, 1982, in form approved on behal f of t l ie 
Secretary of the I n t e r i o r , the undersigned hereby express ly r a t i f i e s , ap­
proves and adopts and conf i rms sa id Unit Agreement as f u l l y as though the 
undersigned had executed the o r i g i n a l i ns t rument . 

Tins R a t i f i c a t i o n and Joi rd ' i r sin-.! 1 he ef f e c t i vv as to the unders igned's 
i n t e r e s t s i n any lands and leases , or i n t e r e s t s t h e r e i n , and r o y a l t i e s pre­
sen t l y held or which may a r i s e under e x i s t i n g opt ion agreements o r . other 
i n t e r e s t s in un it iz- '-d substances, cover ing any lands w i t h i n the u n i t area in 
which lhe undersigned may be found to have an o i l or gas i n t e r e s t . 

This R a t i f i c a t i o n and Jo inder sh.-l 1 be b ind ing upon the undersigned and 
the hei r s , dev isees, assigns or successors i n i n t e r e s t of the undersigned. 

EXECUTED t h i s 26th day of May 1982. 

STATE OF NEW MEXICO 

§ 
COUNTY OF EDDY 

The foregoing ins t rument was acknowledged before me t h i s 26th 

day of > 1982, by SJ&LtJ • 

Partner i n YATES BROTHERS, a Partnership 



RATIFICATION AND JOINDER OF UNIT AGREEMENT 

In cons idera t ion of the execut ion of the Uni t Agreement for the Devel­
opment and Operation of the South Loco H i l l s (Grayburg) Un i t , County of Eddy, 
State of New Mexico, dated May 20, 1982, in form approved on behalf of the 
Secretary of the I n t e r i o r , the undersigned hereby expressly r a t i f i e s , ap­
proves and adopts and conf i rms said Uni t Agreement as f u l l y as though the 
undersigned had executed the o r i g i n a l ins t rument . 

This R a t i f i c a t i o n and Joinder sha l l be e f f e c t i v e as to the undersigned's 
i n t e r e s t s in any lands and leases , or i n t e r e s t s t h e r e i n , and r o y a l t i e s pre­
sen t l y held or which may a r i se under e x i s t i n g opt ion agreements or other 
i n t e r e s t s in un i t i zed substances, cover ing any lands w i t h i n the u n i t area in 
which the undersigned may be found to have an o i l or gas i n t e r e s t . 

This R a t i f i c a t i o n and Joinder sha l l be b ind ing upon the undersigned and 
the h e i r s , dev isees, assigns or successors in i n t e r e s t of the undersigned. 

EXECUTED t h i s day of 

STATE OF 

COUNTY OF 

was acknowledged before me t h i s 

day of 1982, by U 

My Commission Expi res: 
Notary p u b l i c 



RATIFICATION AND JOINDER OF UNIT AGREEMENT 

In cons idera t ion of the execut ion of the Uni t Agreement fo r the Devel­
opment and Operation of the South Loco H i l l s (Grayburg) Un i t , County of Eddy, 
State of New Mexico, dated May 20, 1982, in form approved on behal f of the 
Secretary of the I n t e r i o r , the undersigned hereby expressly r a t i f i e s , ap­
proves and adopts and conf i rms said Uni t Agreement as f u l l y as though the 
undersigned had executed the o r i g i n a l ins t rument . 

This R a t i f i c a t i o n and Joinder sha l l be e f f e c t i v e as to the undersigned's 
i n t e r e s t s in any lands and leases, or i n t e r e s t s t h e r e i n , and r o y a l t i e s pre­
sen t l y held or which may a r i se under e x i s t i n g opt ion agreements or other 
i n t e r e s t s in un i t i zed substances, cover ing any lands w i t h i n the u n i t area in 
which the undersigned may be found to have an o i l or gas i n t e r e s t . 

This R a t i f i c a t i o n and Joinder sha l l be b ind ing upon the undersigned and 
the h e i r s , dev isees, assigns or successors in i n t e r e s t of the undersigned. 

EXECUTED 

§ 

The foregoing instrument was acknowledged before me t h i s 

day of 

/ ' 



RATIFICATION AND JOINDER OF UNIT AGREEMENT 

In cons idera t ion of the execut ion of the Uni t Agreement for the Devel­
opment and Operation of tha South Loco H i l l s (Grayburg) Un i t , County of Eddy, 
State of New Mexico, dated May 20, 1932, in form approved on behalf of the 
Secretary of the I n t e r i o r , the undersigned hereby expressly r a t i f i e s , ap­
proves and adopts and conf i rms said Uni t Agreement as f u l l y as though the 
undersigned had executed the o r i g i n a l ins t rument . 

This R a t i f i c a t i o n and Joinder sha l l be e f f e c t i v e as to the undersigned's 
i n t e r e s t s in any lands and leases , or i n t e r e s t s t h e r e i n , and r o y a l t i e s pre­
sent ly held or which may a r i se under e x i s t i n g opt ion agreements or other 
i n t e r e s t s in un i t i zed substances, cover ing any lands w i t h i n the u n i t area in 
which the undersigned may be found to have an o i l or gas i n t e r e s t . 

This R a t i f i c a t i o n and Joinder sha l l be b ind ing upon the undersigned and 
the h e i r s , dev isees, assigns or successors in i n t e r e s t of t l ie undersigned. 

EXECUTED t h i s day of 1 932. 

STATE OF NEW MEXICO 
§ 

COUNTY OF CHAVES 

The foregoing instrument was acknowledged before me th is 28th 

day of May 1982, by 

7 
Bonnie M. Morrison 

My Commission Expires: 
December 7, 1985 



RATIFICATION AND JOINDER OF UNIT AGREEMENT 

In cons idera t ion of the execut ion of the Unit Agreement for the Devel­
opment and Operation of the South Loco H i l l s (Grayburg) Un i t , County of Eddy, 
State of New Mexico, dated May 20, 1982, in form approved on behalf of the 
Secretary of t i ie I n t e r i o r , the undersigned hereby expressly r a t i f i e s , ap­
proves and adopts and conf i rms said Unit Agreement as f u l l y as though the 
undersigned nad executed tne o r i g i n a l ins t rument . 

This R a t i f i c a t i o n and Joinder sha l l be e f f e c t i v e as to the undersigned's 
i n t e r e s t s in any lands and leases , or i n t e r e s t s t h e r e i n , and r o y a l t i e s pre­
sen t l y held or which may a r i se under e x i s t i n g opt ion agreements or other 
i n t e r e s t s in un i t i zed substances, cover ing any lands w i t h i n the u n i t area in 
which the undersigned may be found to have an o i l or gas i n t e r e s t . 

This R a t i f i c a t i o n and Joinder sha l l be b ind ing upon the undersigned and 
the h e i r s , dev isees, assigns or successors i n i n t e r e s t of the undersigned. 

EXECUTED t h i s /6> f {\ day of 1 1982. 

/ 

STATE OF C a l i f o r n i a 

COUNTY OF Sacramento ) 

day of 

The foregoing instrument was acknowledged before me th is 16 th 

J u l y __ , 1982, by K e i t h McCrary 

My Commission Expires: 
A p r i l 8, 1986 TUrv-t- = r>w D n k l i r Notary Publ ic 

OFFICIAL SEAL 
CHRISTINE SCHUEMPERU 

| NOTARY PUBLIC - CALIFORNIA 
^ SACRAMENTO COUNTY 

XSJ^s." " / My Comm. Expires April 8, 1986 
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UNIT OPERATING AGREEMENT 
SOUTH LOCO HILLS (GRAYBURG) UNIT 

EDDY COUNTY, NEW MEXICO 

THIS AGREEMENT, entered into as the day of , 1982, 
by and between the parties who have signed the original of this instrument, 
a counterpart thereof, or other instrument agreeing to become a party here­
to , 

WITNESSETH: 

WHEREAS, the parties hereto as Working Interest Owners have executed, 
as of the date here'of, an Agreement entitled "Unit Agreement, South Loco 
Hills (Grayburg) Unit, Eddy County, New Mexico, "herein referred to as 
"Unit Agreement," which, among other things, provides for a separate agree­
ment to be entered into by Working Interest Owners to provide for Unit 
Operations as therein defined. 

NOW, THEREFORE, in consideration of the mutual agreements herein set 
forth, i t is agreed as follows: 

ARTICLE 1 

CONFIRMATION OF UNIT AGREEMENT 

1.1 Confirmation of Unit Agreement. The Unit Agreement is 
hereby confirmed and by reference made a part of this Agreement. The 
definitions in the Unit Agreement are adopted for all purposes of this 
Agreement. I f there is any conflict between the Unit Agreement and this 
Agreement, the Unit Agreement shall govern. 

ARTICLE 2 

EXHIBITS 

2.1 Exhibi ts. The fol lowing exhibi ts are incorporated herein 
by reference: 

2.1.1 Exhibits "A", "B", and "C", of the Unit Agreement. 
There is no Exhibit "D". 

2.1.2 Exh ib i f 'E" , attached hereto, i s a schedule showing 
the Unit Part ic ipat ion of each Working Interest Owner. Exhi­
b i t "E" , or a revision thereof, shall not be conclusive as 
to the information there in , except i t may be used as showing 
the Unit Part ic ipat ions of Working Interest Owners for pur­
poses of t h i s Agreement un t i l shown to be in error or revised 
as herein authorized. 

2.1.3 Exhibit "F " , attached hereto, i s the Accounting 
Procedure applicable to Unit Operations. I f there is any con­
f l i c t between th is Agreement and Exhibit " F " , th i s Agreement 
shall govern. 
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2.1.4 Exhibit "G", attached hereto, contains insurance 
provisions applicable to Unit Operations. 

2.2 Revision of Exhibits. Whenever Exhibits "A", "B" or "C" 
are revised, Exhibit "E" shall be revised accordingly and be effective as 
of the same date. Unit Operator shall also revise Exhibit "E" from time 
to time as required to conform to changes in ownership of which Unit 
Operator has been notified as provided in the Unit Agreement. 

2.3 Reference to Exhibits. When reference is made herein to 
an exhibit, f t is to the exhibit as originally attached or i f revised, 
to the last revision. 

ARTICLE 3 

SUPERVISION OF OPERATIONS BY WORKING INTEREST OWNERS 

3.1 Overall Supervision. Working Interest Owners shall ex­
ercise overall supervision and control of all matters pertaining to Unit 
Operations pursuant to this Agreement and the Unit Agreement. In the 
exercise of such authority, each Working Interest Owner shall act solely 
in its own behalf in the capacity of an individual owner and not on be­
half of the owners as an entirety. 

3.2 Specific Authorities and Duties. The matters with respect 
to which Working Interest Owners shall decide and take action shall include, 
but not be limited to, the following: 

3.2.1 Method of Operation. The method of operation, in­
cluding the type or types of pressure maintenance, secondary 
recovery, or other recovery program to be employed. 

3.2.2 Dri 11 ing of Wel 1 s. The drilling of any well 
whether for production of Unitized Substances, for use as an 
injection well, or for other purposes. 

3.2.3 Well Recompletion and Change of Status. The re-
completion, abandonment, or permanent change of status of any 
well, or the use of any well for injection or other purposes. 
The Unit Operator shall be responsible for performing such 
work and such work shall be done at Unit Expense. 

3.2.4 Expenditures. The making of any single expendi­
ture in excess of" Thirty Thousand Dollars ($30,000.00); how­
ever, approval by Working Interest Owners of the drilling, 
reworking, deepening, or plugging back of any well shall 
include approval of all necessary, expenditures required 
therefore, and for completing, testing and equipping the well, 
including necessary flow lines, separators, and lease tank­
age; provided however, that in case of blowout, explosion, 
f i r e , flood or other sudden emergencies, Unit Operator may 
take steps and incur such expenses as in its opinion are 
required to deal with the emergency and to safeguard li f e 
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or property but that Unit Operator shall, as promptly as 
possible, report the emergency to the Working Interest Own­
ers. 

3.2.5 Dispostion of Unit Equipment. The selling or 
otherwise disposing of any major item of surplus Unit Equip­
ment, i f the current price of new equipment similar thereto 
is Five Thousand Dollars ($5,000.00) or more. 

3.2.6 Appearance Before a Court or Regulatory Agency. 
The designating of a representative to appear before any court 
or regulatory agency in matters pertaining to Unit Operations; 
however, such designation shall not prevent any Working Inter­
est Owner from appearing in person or from designating 
another representative in i t s own behalf.. 

3.2.7 Audits. The auditing of the accounts of Unit Op­
erator pertaining to Unit Operations hereunder; however, the 
audi ts shal1 

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

(b) be made upon the approval of the owner or owners of a ma­
j o r i t y of Working Interest other than that of Unit Operator, 
at the expense of all Working Interest Owners other than Unit 
Operator, or 

(c) be made at the expense of those Working Interest Owners 
requesting such audit, i f owners of less than a majority of 
Working Interest, other than that of Unit Operator, request 
such an audit, and 

(d) be made upon not less than thirty (30) days written no­
tice to Unit Operator. 

3.2.8 Inventories. The taking of periodic inventories 
under the terms of Exhibit "F". 

3.2.9 Technical Services. The authorizing of charges 
to the Joint Account of services by consultants or Unit Opera­
tor's technical personnel not covered by the overhead charges 
provided by Exhibit "F". 

3.2.10 Assignments to Committees. The appointment of 
committees to study any problems in connection with Unit 
Operations. 

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

3.2.12 The enlargement of the Unit Area.. 
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3.2.13 The adjustment and readjustment of investments. 

3.2.14 The te rm ina t i on of the Uni t Agreement. 

ARTICLE 4 

MANNER OF EXERCISING SUPERVISION 

4.1 Designat ion of Representat ives. Each Working I n t e r e s t Own­
er sha l l in fo rm Unit Operator i n w r i t i ng of the names and addresses of the 
represen ta t i ve and a l t e r n a t e who are author ized to represent and bind such 
Working In te res t Owner w i th respect to Unit Operat ions. The represen ta t i ve 
or a l t e r n a t e may be changed from t ime to t ime by w r i t t e n no t i ce to Uni t 
Operator. 

4.2 Meetings. A l l meetings of Working I n t e r e s t Owners sha l l be 
ca l l ed by Unit Operator upon i t s own motion or at the request of two (2) or 
more Working I n t e r e s t Owners having a t o t a l Uni t P a r t i c i p a t i o n then in e f ­
f ec t of not less than ten percent (10%). No meeting sha l l be ca l l ed on 
less than four teen (14) days advance w r i t t e n n o t i c e , w i th agenda f o r the 
meeeting a t tached. Working I n te res t Owners who a t tend the meeting may a-
mend items included i n the agenda and may act upon an amended i tem or other 
items presented at the meet ing. The represen ta t i ve of Unit Operator sha l l 
be chairman of each meet ing. 

4.3 Voting Procedure. Working I n t e r e s t Owners sha l l decide a l l 
matters coming before them as f o l l o w s : 

4 . 3 . 1 Vot ing I n t e r e s t . Each Working I n t e r e s t Owner 
sha l l have a vo t i ng i n t e r e s t equal to i t s Uni t P a r t i c i p a t i o n 
i n e f f e c t at the time of the vo te . 

4 .3 .2 Vote Required. Unless otherwise provided here in 
or in the Uni t Agreement, Working I n t e r e s t Owners sha l l de ter ­
mine a l l matters by the a f f i r m a t i v e vote of four or more Work­
ing I n t e r e s t Owners having a combined vo t ing i n t e r e s t of at 
least s i x t y - f i v e percent (65%); however, should any one 
Working I n t e r e s t Owner have more than t h i r t y - f i v e percent 
(35%) vo t i ng i n t e r e s t , i t s negat ive vote or f a i l u r e to vote 
sha l l not defeat a mot ion , and such motion sha l l pass i f 
approved by Working I n t e r e s t Owners having a m a j o r i t y vo t ing 
i n t e r e s t , unless th ree or more Working I n te res t Owners hav­
ing a combined vo t i ng i n t e r e s t of a t leas t f i v e percent (5%) 
l i kew ise vote against the motion or f a i l t o vo te . 

4 .3 .3 Vote at Meeting by Nonattending Working I n t e r e s t 
Owner. Any Working I n t e r e s t Owner not represented at a meet­
ing meeting may vote on any agenda i tem by l e t t e r or te legram 
adddressed to the represen ta t i ve of Unit Operator i f i t s vote 
i s received p r i o r to the vote at the meet ing, provided the 
agenda items are not amended. 

4 .3 .4 Pol l Votes. Working I n t e r e s t Owners may vote on 
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and decide, by letter or telegram, any matter submitted in 
writing to Working Interest Owners. If a meeting is not 
requested, as provided in Section 4.2, within seven (7) days 
after a written proposal is sent to Working Interest Owners, 
the vote taken by letter or telegram shall become final. 
Unit Operator will give prompt notice of the results of 
such voting to all Working Interest Owners. 

ARTICLE 5 

INDIVIDUAL RIGHTS OF WORKING INTEREST OWNERS 

5.1 Reservation of Rights. Working Interest Owners severally 
reserve to themselves all their rights, except as otherwise provided in 
this Agreement and the Unit Agreement. 

5.2 Specific Rights. Each Working Interest Owner shall have 
among others, the following specific rights: 

5.2.1 Access to Unit Area. Access to the Unit Area at 
all reasonable times to inspect Unit Operations, all wells, 
and the records and data pertaining thereto. 

5.2.2 Reports. The right to receive from Unit Opera­
tor, upon written request, copies of all reports to any gover­
nmental agency, reports of crude oil runs and stocks, inven­
tory reports, and all other information pertaining to Unit 

. Operations. The cost of gathering and furnishing information 
not ordinarily furnished by Unit Operator to all Working 
Interest Owners shall be charged to the Working Interest 
Owner that requests the information. 

5.3 Undrilled Locations. Unit Operator shall have the option 
to d r i l l any undrilled locations on tracts committed to the Unit Area at 
Unit Expense. 

ARTICLE 5 

UNIT OPERATOR 

6.1 Unit Operator. Yates Drilling Company, a New Mexico cor­
poration, is hereby designated as Initial Unit Operator. 

6.2 Resignation or Removal and Selection of Successor. The re­
signation or removal of Unit Operator and the selection of a successor shall 
be governed by the provisions of the Unit Agreement. 

ARTICLE 7 

AUTHORITIES AND DUTIES OF UNIT OPERATOR 

7.1 Exclusive Right to Operate Unit. Subject to-the provisions 
of th is Agreement and to instruct ions from Working Interest Owners, Unit 
Operator shall have the exclusive r ight and be obligated to conduct Unit 
Operations. 
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7.2 Workmanlike Conduct. Unit Operator shall conduct Unit Op­
erations in a good and workmanlike manner as would a prudent operator under 
the same or similar circumstances. Unit Operator shall freely consult with 
Working Interest Owners and keep them informed of all matters which Unit 
Operator, in the exercise of i t s best judgment, considers important. 
Unit Operator shall not be liable to Working Interest Owners for damages, 
unless such damages result from i t s gross negligence or w i l l f u l misconduct. 

7.3 Liens and Encumbrances. Unit Operator shall endeavor to 
keep the lands and leases in the Unit Area and Unit Equipment free from a l l 
liens and encumbrances occasioned by Unit Operations, except the lien and 
security interest of Unit Operator and Working Interest Owners granted 
hereunder. 

7.4 Employees. The number of employees used by Unit Operator 
in conducting Unit Operations, their selection, hours of labor, and compen­
sation shall be determined by Unit Operator. Such employees shall be the 
employees of Unit Operator. 

7.5 Records. Unit Operator shall keep correct books, accounts, 
and records of Unit Operations. 

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

7.7 Reports to Governmental Authorities. Unit Operator shall 
make all reports to governmental authorities that i t has the duty to make 
as Unit Operator. 

7.8 Engineering and Geological Information. Unit Operator shall 
furnish to a Working Interest Owner, upon written request, a copy of all 
logs and other engineering and geological data pertaining to wells drilled 
for Unit Operations. 

7.9 Expenditures. Unit Operator is authorized to make single 
expenditures not in excess of Thirty Thousand Dollars ($30,000.00) without 
prior approval of Working Interest Owners. I f an emergency occurs, Unit 
Operator may immediately make or incur such expenditures as in i t s opinion 
are required to deal with the emergency. Unit Operator shall report to 
Working Interest Owners, as promptly as possible, the nature of the 
emergency and the action taken. 

7.10 Wells Drilled by Unit Operator. All wells drilled by Unit 
Operator shall be at the usual rates prevailing in the area. Unit Operator 
may employ its own tools and equipment, but the charge therefor shall not 
exceed the usual rates prevailing in the area, and the work shall be per­
formed by Unit Operator under the same terms and conditions as are usual 
in the area in contracts of independent contractors doing work of a 
similar nature. 

7.11 Mathematical Errors. Unit Operator is empowered to correct 
any mathematical errors which might exist in the pertinent exhibits to 
this Agreement. 
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7.12 Border Agreement. Subject to the provisions and conditions 
in the Unit Agreement, Unit Operator shall have the right and authority to 
enter into border protection agreements. 

7.13 Conflict of Supervision. Neither the Unit Operator nor the 
Working Interest Owners, nor any of them, shall be subject to any forfei­
ture, termination or expiration of any rights hereunder or under any 
leases or contracts subject hereto, or to any penalty or li a b i l i t y on 
account of delay or failure in whole or in part to comply with any appli­
cable provisions thereof to the extent that the said Unit Operator or 
the Working Interest Owners, or any of them, are hindered, delayed or 
prevented from complying 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 of the State of New Mexico 
in and about any matters or things concerning which i t is required herein 
that such concurrence be obtained. 

ARTICLE 8 

TAXES 

8.1 Ad Valorem Taxes. Beginning w i th the f i r s t calendar year 
a f t e r the E f f e c t i v e Date hereo f , Unit Operator sha l l make and f i l e a l l nec­
essary ad valorem tax rend i t i ons and returns w i th the proper tax ing autho­
r i t i e s w i th respect to a l l p roper ty of each Working I n te res t Owner used 
or held by Uni t Operator f o r Un i t Operat ions. Uni t Operator sha l l s e t t l e 
assessments a r i s i n g there f rom. Any Working I n te res t Owner d i s s a t i s f i e d 
w i t h any proposed r e n d i t i o n or assessment of i t s i n t e r e s t i n proper ty 
sha l l have the r i g h t , at i t s own expense, to p ro tes t and r e s i s t the same. 
A l l such ad valorem taxes sha l l be paid by Uni t Operator and charged to 
the j o i n t account; however, i f the i n t e r e s t of a Working Interest . Owner 
i s subject to a separate ly assessed ove r r i d i ng roya l t y i n t e r e s t , product ion 
payment, or other i n t e r e s t i n excess of one-e ighth (1 /8 ) r o y a l t y , such 
Working I n t e r e s t Owner sha l l n o t i f y Un i t Operator of such i n t e r e s t p r i o r 
to the r e n d i t i o n date and sha l l be given c r e d i t fo r the reduct ion i n 
taxes paid r e s u l t i n g the re f rom. 

8.2 Other Taxes. Each Working I n t e r e s t Owner sha l l pay or cause 
to be paid a l l p roduc t i on , severance, g a t h e r i n g , and other taxes imposed up­
on or w i t h respect to the product ion or handl ing of i t s share of Un i t i zed 
Substances. 

ARTICLE 9 

INSURANCE 

9.1 Insurance. Uni t Operator, w i t h respect to Uni t Operat ions, 
s h a l l : 

(a ) comply w i th the Workmen's Compensation Laws of the S ta te , 
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(b) car ry Employer's L i a b i l i t y and other insurance requ i red 
by the laws of the S t a t e , and 

(c) provide other insurance as set f o r t h in E x h i b i t "G" . 

ARTICLE 10 

ADJUSTMENT OF INVESTMENTS 

10.1 Personal Property Taken Over. Upon the E f f e c t i v e Date, 
Working In te res t Owners shal 1 d e l i v e r to Uni t Operator the f o l l o w i n g : 

10.1 .1 Wel ls . A l l we l l s completed in the Un i t i zed For­
mat ion. 

10.1.2 Well and Lease Equipment. The casing and tub ing 
in each such w e l l , the wellhead connections t h e r e o n , and a l l 
o ther lease and operat ing equipment t ha t is used in the opera­
t i o n of such we l ls which Working I n te res t Owners determine i s 
necessary or des i rab le f o r conducting Uni t Operat ions. 

10.1.3 Records. A copy of a l l product ion and wel l r e ­
cords fo r such w e l l s . 

10.2 Inventory and Eva luat ion of Personal Proper ty . Working I n -
eres t Owners sha l l a t Unit Expense inven to ry and eva lua te , as determined 
by Working I n t e r e s t Owners, the personal proper ty taken over by Uni t Opera­
t o r under Sect ion 10 .1 .2 . Such inven to ry sha l l inc lude and be l i m i t e d to 
those items of equipment considered c o n t r o l l a b l e under Exh ib i t "F " except , 
upon determinat ion of Working I n te res t Owners, items considered noncon t ro l -
l ab le may be included i n the inventory in order to be included i n the inven­
t o r y for record purposes, but sha l l be excluded from eva lua t ion and i n v e s t ­
ment adjustment. 

10.3 Investment Adjustment. Upon approval by Working I n t e r e s t 
Owners of the inven to ry and e v a l u a t i o n , each Working I n te res t Owner sha l l 
be c red i ted w i t h the va lue , as determined in accordance w i t h Section 10.2 
above, of i t s i n t e r e s t in a l l personal proper ty taken over by Unit Operator 
under Section 10 .1 .2 . and charged w i t h an amount equal to t ha t obtained by 
m u l t i p l y i n g the t o t a l value of a l l such personal property taken over the 
Uni t Operator under Section 10 .1 .2 . by such Working I n t e r e s t Owner's Uni t 
P a r t i c i p a t i o n . I f the charge against any Working In te res t Owner i s greater 
than the amount c red i t ed to such Working I n t e r e s t Owner, the r e s u l t i n g 
net charge sha l l be paid and in a l l other respects be t r ea ted as any other 
i tem of Uni t Expense chargeable against such Working I n t e r e s t Owners. I f 
the c r e d i t to any Working I n te res t Owner i s greater than the amount charged 
against such Working I n t e r e s t Owner, the r e s u l t i n g net c r e d i t s h a l l be 
paid to such Working I n t e r e s t Owner by Unit Operator out of funds received 
by i t in set t lement of the net charges descr ibed above. 

10.4 General F a c i l i t i e s . The a c q u i s i t i o n of warehouses, ware­
house s tocks, lease houses, camps, f a c i l i t y system, and o f f i c e bu i l d i ngs 
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necessary for Unit Operations shall be by negotiation by the owners there­
of and Unit Operator, subject to the approval of Working Interest Owners. 

10.5 Ownership of Personal Property and Facilities. Each Work­
ing Interest Owner, individually, shall by" virtue hereof own an undivided 
interest, equal to its Unit Participation, in all personal property and 
facilities taken over or otherwise acquired by Unit Operator pursuant to 
this agreement. 

ARTICLE 11 

UNIT EXPENSE 

11.1 Basis for Charge to Working Interest Owners. Unit Opera­
tor i n i t i a l l y shall pay a l l Unit Expenditures. Each Working Interest 
Owner shall reimburse Unit Operator for i t s share of Unit Expenditures. 
Each Working Interest Owner's share of such Unit Expenditures shall be 
the same as i t s Unit Part ic ipat ion fo r : 

(a) items in the nature of capital assets inc luding, without 
l i m i t a t i o n , real property i f acquired; 

(b) acquir ing, d r i l l i n g , r e d r i l l i n g , equipping and re-equip­
ping water in jec t ion wel ls , replugging or converting o i l 
wells to water in jec t ion we l ls , pumping and pipel ine f a c i l i ­
t ies for such wel ls , and changing any in jec t ion interval 
i n any such wel1; 

(c) re-entry and replugging of wells outside the uni t area 
as necessary to permit water in jec t ion into appropriate wells 
wi th in the uni t area; 

(d) gathering l ines and f a c i l i t i e s and common tank batter ies 
u t i l i zed or acquired for Unit Operations, and 

(e) water purchased or otherwise obtained for in ject ion pur­
poses and the costs of in jec t ion thereof into the Unit Area. 

Each Working Interest Owner's share of a l l other Unit Expenditures shall 
be the same as i t s Unit Part ic ipat ion in e f fect at that t ime. All charges, 
credi ts and accounting for Unit Expenditures shall be in accordance with 
Exhibit "F" . 

11.2 Budgets. Before or as soon as pract ical a f ter the Effec­
t i ve Date, Unit Operator shall prepare a budget of estimated Urrit Expense 
for the remainder of the calendar year and on or before the f i r s t day of 
each October thereafter shal l prepare such a budget for the ensuing calen­
dar year. Budgets shall be estimates only, and shall be adjusted or cor­
rected by Working Interest Owners and Unit Operator whenever an adjustment 
or correction is proper. A copy of each budget and adjusted budget shall 
be furnished promptly to each Working Interest Owner. 

11.3 Advance B i l l i ngs . Unit Operator shall have the r i g h t , 
without prejudice to other r ights or rememdies, to require Working Interest 
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Owners to advance t h e i r respect ive share of est imated Uni t Expense by sub­
m i t t i n g t o Working In te res t Owners, on or before the 15th day of any month, 
an i temized est imate thereof f o r the succeeding month, w i t h a request f o r 
payment in advance. Wi th in f i f t e e n (15) days a f t e r rece ip t of the es t ima te , 
each Working I n t e r e s t Owner sha l l pay to Uni t Operator i t s share of such 
es t imate . Adjustments between est imated and actual Unit Expense sha l l be 
made by Uni t Operator at the close of each calendar month, and the accounts 
of Working I n te res t Owners sha l l be adjusted acccord ing ly . 

11.4 Commingling of Funds. Funds received by Uni t Operator un­
der t h i s agreement need not be segregated or maintained by i t as a separate 
f und , but may be commingled w i t h i t s own funds. 

11.5 Lien and Secur i ty I n t e r e s t of Uni t Operator and the Working 
I n t e r e s t Owners. Each Working I n t e r e s t Owner grants to Un i t Operator 
a l i e n upon i t s Oi l and Gas Rights in each Tract and a s e c u r i t y i n t e r e s t 
i n i t s share of Un i t i zed Substances when ex t rac ted and i t s i n t e r e s t in a l l 
Unit Equipment to secure payment of i t s share of Unit Expense, together 
w i t h i n t e r e s t thereon at the ra te of twelve percent (12%) per annum, w i t h , 
the f u r t h e r p rov is ion t h a t Unit Operator grants a . l i k e l i e n t o Working 
I n t e r e s t Owners. To the extent t ha t Uni t Operator has a s e c u r i t y i n t e r ­
est under the Uniform Commercial Code of the State of New Mexico, Unit 
Operator sha l l be e n t i t l e d to exerc ise the r i g h t s and remedies of a 
secured party under the Code. The b r i ng ing of a s u i t and the ob ta in ing 
of a judgment by Uni t Operator f o r the secured indebtedness sha l l not be 
deemed an e l e c t i o n of remedies or otherwise a f f e c t the l i e n r i g h t s or 
secu r i t y i n t e r e s t as secu r i t y f o r the payment t he reo f . . In a d d i t i o n , up­
on de fau l t by any Working I n te res t Owners in the payment of i t s share of 
Unit Expense, Uni t Operator sha l l have the r i g h t , w i thout p r e j u d i c e , t o 
other r i g h t s or remedies, to c o l l e c t from the purchaser the proceeds from 
the sale of such Working I n t e r e s t Owner's share of Un i t i zed Substances 
u n t i l the amount owed by such Working I n te res t Owners, plus i n t e r e s t , has 
been pa id . Each purchaser sha l l be e n t i t l e d to re l y upon Uni t Operator 's 
w r i t t e n statement concerning the amount of any d e f a u l t . The r i g h t s here­
i n granted the Uni t Operator sha l l i n l i k e manner apply to the other 
Working I n te res t Owners. 

11.6 Unpaid Uni t Expense. I f any Working I n t e r e s t Owner f a i l s 
t o pay i t s share of Uni t Expense w i t h i n s i x t y (60) days a f t e r r e n d i t i o n of 
a statement t he re fo r by Uni t Operator, each Working I n t e r e s t Owner agrees 
upon request by Unit Operator , t o pay i t s p ropor t iona te par t of the unpaid 
share of Unit Expense of the d e f a u l t i n g Working I n t e r e s t Owner. Working 
I n te res t Owners tha t pay the share of Unit Expense of a d e f a u l t i n g Working 
I n t e r e s t Owner shal l be reimbursed by Uni t Operator f o r the amount so p a i d , 
plus any i n t e r e s t c o l l e c t e d thereon , upon rece ip t by Uni t Operator of any 
past due amount co l l ec ted from the d e f a u l t i n g Working I n t e r e s t Owners. Any 
Working In te res t Owner so paying a d e f a u l t i n g Working I n te res t Owner's 
share of Uni t Expense s h a l l , t o obta in reimbursement t h e r e o f , be subrogated 
to the l i e n and other r i g h t s here in granted Unit Operator. 

11.7 Carved-Out I n t e r e s t . I f any Working I n t e r e s t Owners s h a l l , 
a f t e r execut ing t h i s agreement, c reate an o v e r r i d i n g r o y a l t y , product ion 
payment, net proceeds i n t e r e s t , ca r r i ed i n t e r e s t , or any other i n t e r e s t out 
of i t s Working I n t e r e s t , such carved-out i n t e r e s t sha l l be sub jec t to the 
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terms and p rov is ions of t h i s agreement, s p e c i f i c a l l y i n c l u d i n g , but w i thou t 
l i m i t a t i o n , Section 11.5 hereof e n t i t l e d "Lien of Unit Opera to r . " I f the 
Working In te res t Owner c rea t i ng such carved-out i n t e r e s t (a) f a i l s to pay 
any Unit Expense chargeable to such Working In te res t Owner under t h i s agree­
ment, and the product ion of Un i t i zed Substances accruing t o the c r e d i t of 
such Working In te res t Owner is i n s u f f i c i e n t fo r t ha t purpose, or (b) w i t h ­
draws from t h i s agreement under the terms and prov is ions of A r t i c l e 17 here­
of , the carved-out i n t e r e s t sha l l be chargeable w i th a pro rata po r t i on of 
a l l Un i t Expense incur red hereunder, the same as though such carved-out 
i n t e r e s t were a Working I n t e r e s t , and Unit Operator sha l l have the r i g h t to 
enforce against such carved-out i n t e r e s t the l i e n and a l l o ther r i g h t s 
granted i n Section 11.5 fo r the purpose of c o l l e c t i n g the Uni t Expense 
chargeable to the carved-out i n t e r e s t . 

11.8 Uncommitted Royal ty . Should an owner of a Royalty I n t e r e s t 
in any Tract f a i l to become a par ty to the Unit Agreement, and, as a r e s u l t 
t h e r e o f , the actual Royalty I n t e r e s t payments w i t h respect to such Tract 
are more or less than the Royalty I n te res t payments computed on the basis 
of the Un i t i zed Substances tha t are a l l oca ted to such Tract under the Uni t 
Agreement, the d i f f e rence to be borne by or inure to the bene f i t o f Work­
ing I n t e r e s t Owners sha l l not exceed an amount computed on the basis of 
one-e ighth (1 /8 ) of the d i f f e rence between the Un i t i zed Substances a l l o ­
cated to the Tract and the Un i t i zed Substances produced from the Trac t . 
Such adjustments sha l l be made by charges and c r e d i t s to the j o i n t account. 

11.9 Salvage C r e d i t . C red i t f o r Uni t Equipment salvaged dur ing 
sha l l be d iv ided i n the same propor t ion as the Unit P a r t i c i p a t i o n . 

11.10 Rentals. The Working I n t e r e s t Owners i n each Tract sha l l 
pay a l l ren ta ls^ minimum r o y a l t y , advance r e n t a l s or delay r e n t a l s due 
under the lease thereon and sha l l concur ren t l y submit to the Uni t Operator 
evidence of payment. 

ARTICLE 12 

NON-UNITIZED FORMATIONS 

12.1 Right to Operate. Any Working Interest Owner that now has 
or hereafter acquires the right to d r i l l for and produce o i l , gas, or other 
minerals, from a formation underlying the Unit Area other than the Unitized 
Formation, shall have the right to do so notwithstanding this Agreement or 
the Unit Agreement. In exercising the right, however, the Working Interest 
Owner shall exercise care to prevent unreasonable interference with Unit 
Operations. No Working Interest Owner shall produce Unitized Substances 
through any well drilled or operated by i t . If any Working Interest Owner 
drills any well into or through the Unitized Formation, the Unitized Forma­
tion shall be protected in a manner satisfactory to Working Interest Owners 
so that the production of Unitized Substances will not be affected adverse-
iy. 

ARTICLE 13 

TITLES 

13.1 Warranty and Indemnity. Each Working Interest Owner repre-
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sents and warrants that i t is the owner of the respective working interests 
set forth opposite its name in Exhibit "B" of the Unit Agreement, and agrees 
to indemnify and hold harmless the other Working Interest Owners from any 
loss due to failure, in whole or in part, of i t s t i t l e to any such interest, 
except failure of t i t l e arising out of Unit Operations; however, such indem­
nity and any l i a b i l i t y for breach of warranty shall be limited to an amount 
equal to the net value that has been received from the sale or receipt of 
Unitized Substances attributed to the interest as to which t i t l e failed. 
Each failure of t i t l e w i l l be deemed to be effective, insofar as this Agree­
ment is concerned, as of 7:00 a.m. on the f i r s t day of the calendar month 
in which such failure is finally determined, and there shall be no retro­
active adjustment of Unit Expense, or retroactive allocation of Unitized 
Substances or the proceeds therefrom, as a result of t i t l e failure. 

13.2 Failure Because of Unit Operations. The failure of t i t l e 
of any Working Interest in any Tract because of Unit Operations, including 
nonproduction from such Tract, shall not change the Unit Participation of 
the Working Interest Owner whose t i t l e failed in relation to the Unit Par­
ticipations of the other Working Interest Owners at the time of the t i t l e 
failure. 

ARTICLE 14 

LIABILITY, CLAIMS, AND SUITS 

14.1 Individual Li a b i l i t y . The duties, obligations, and l i a b i ­
l i t i e s of Working Interest Owners shall be several and not joint or collec­
tive; and nothing herein shall ever be construed as creating a partnership 
of any kind, joint venture, association, or trust among Working Interest 
Owners. 

14.2 Settlements. Unit Operator may settle any single damage 
claim or suit involving Unit Operations i f the expenditure does not exceed 
Fifteen Thousand Dollars ($15,000.00) and i f the payment is in complete 
settlement of such claim or suit. I f the amount required for settlement 
exceeds the above amount, Working Interest Owners shall assume and take 
over the further handling of the claim or suit, unless such authority, 
is delegated to Unit Operator. All costs and expense of handling, set­
t l i n g , or otherwise discharging such claim or suit shall be an item of 
Unit Expense. I f a claim is made against any Working Interest Owner or 
i f any Working Interest Owner is sued on account of any matter arising 
from Unit Operations over which such Working Interest Owner individually 
has no control because of the rights given Working Interest Owners and 
Unit Operator by this Agreement and the Unit Agreement, the Working 
Interest Owner shall immediately notify Unit Operator, and the' claim or 
suit shall be treated as any other claim or suit involving Unit Operations. 

ARTICLE 15 

LAWS AND REGULATIONS 

15.1 Internal Revenue Provision. Notwithstanding-any provisions 
herein that the rights and l i a b i l i t i e s of the parties hereunder are several 
and not joint or collective, or that this Agreement and operations hereunder 
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sha l l not c o n s t i t u t e a pa r t ne rsh ip , i f f o r Federal income tax purposes t h i s 
Agreement and the operat ions hereunder are regarded as a par tnersh ip then 
each of the pa r t i es hereto e lec ts to be excluded from the a p p l i c a t i o n of a l l 
of the prov is ions of Subchapter K, Chapter 1 , S u b t i t l e A, of the In te rna l 
Revenue Code of 1954, as permi t ted and author ized by Sect ion 761 of the 
Code and the regu la t ions promulgated thereunder . Unit Operator i s hereby 
author ized and d i rec ted t o execute on behal f of each of the pa r t i es hereto 
such evidence of t h i s e l e c t i o n as may be requi red by the Secretary of 
the Treasury of the United States or the Federal In te rna l Revenue Serv ice , 
i n c l u d i n g s p e c i f i c a l l y , but not by way of l i m i t a t i o n , a l l of the r e t u r n s , 
s tatements, and the data requi red by Federal Regulations 1 . 7 6 1 - l ( a ) . 
Should there be any requirement t ha t each party hereto f u r t h e r evidence 
t h i s e l e c t i o n , each party hereto agrees to execute such documents and 
f u r n i s h such other evidence as may be requ i red by the Federal In te rna l 
Revenue Service or as may be necessary to evidence t h i s e l e c t i o n . Each 
par ty hereto f u r t h e r agrees not to give any not ices or take any other 
ac t i on incons is ten t w i t h the e l e c t i o n made hereby. I f any present or 
f u t u r e income tax laws of the s ta te or s ta tes i n which the Uni t Area i s 
l o c a t e d , or any f u t u r e income tax of the United Sta tes , con ta in p rov is ions 
s i m i l a r to those i n Subchapter K, Chaper 1 , S u b t i t l e A, of the In te rna l 
Revenue Code of 1954, under which an e l e c t i o n s i m i l a r to t ha t provided by 
Section 761 of the Code i s p e r m i t t e d , each of the pa r t i es agrees to make 
such e l e c t i o n as may be pe rm i t t ed , or requi red by such laws. In making 
t h i s e l e c t i o n , each of the pa r t i es s ta tes t ha t the income der ived by such 
par ty from the operat ions under t h i s Agreement can be adequately determined 
wi thout the computation of par tnersh ip taxab le income. 

15.2 Sta tu tory U n i t i z a t i o n . I f Working I n t e r e s t Owners owning 
at leas t seven ty - f i ve percent (75%) of the Unit P a r t i c i p a t i o n have become 
pa r t i es to t h i s Agreement and i f Royalty I n t e r e s t Owners owning at l eas t 
seven ty - f i ve percent (75%) of the Royal ty I n t e r e s t have become pa r t i es 
he re to , the Uni t Operator may make a p p l i c a t i o n to the New Mexico Oil 
Conservation D i v i s i on of the Energy and Minerals Department fo r s t a t u t o r y 
u n i t i z a t i o n of the uncommitted i n t e r e s t s . 

ARTICLE 16 

NOTICES 

16.1 Notices. All notices required hereunder shall be in writ­
ing and shall be deemed to have been properly served when sent by mail 
or telegram to the address of the representative of each Working Interest 
Owner as furnished to Unit Operator in accordance with Article 4. 

ARTICLE 17 

WITHDRAWAL OF WORKING INTEREST OWNER 

17.1 Withdrawal. A Working Interest Owner may withdraw from 
this Agreement by transferring, without warranty of t i t l e , either express 
or implied, to the other Working Interest Owners, all its Oil and Gas Rights, 
exclusive of Royalty Interests, together with its interest in all Unit Eq-

-13-



uipmertt and in a l l wells used in Unit Operations. The instrument of trans­
fer may be delivered to Unit Operator for the transferees. Such transfer 
shall not rel ieve the Working Interest Owner from any obl igat ion or l i a b i ­
l i t y incurred prior to the date of the del ivery of the instrument of t rans­
fe r ; however, the tender has to be acccepted unless Working Interest Owners 
decide within ninety (90) days to terminate the Unit. The interest trans­
ferred shall be owned by the transferees in proportion to the i r respective 
Unit Part ic ipat ions then in e f f ec t . The transferees, in proportion to the 
respective interests so acquired, shall pay t ransferor , for i t s interest 
in Unit Equipment, the net salvage value thereof as determined by Working 
Interest Owners. In the event such withdrawing par ty 's interest in the 
aforesaid fa i r salvage value af ter deducting the estimated cost of salvag­
ing same is less than the withdrawing party 's share of the estimated cost 
of plugging and abandoning a l l wells then being used or held for Unit 
Operations, then the withdrawing party, as a condition precedent to wi th­
drawal, shal l pay in cash to the party or parties succeeding to i t s i n ­
terest a sum equal to the deficiency. After the date of del ivery of the 
instrument of t rans fer , the withdrawing Working Interest Owner shall be 
relieved from a l l fur ther obl igat ions and l i a b i l i t y hereunder and under 
the Unit Agreement, and the r ights of such Working Interest Owner hereunder 
and under the Unit Agreement shall cease insofar as .they existed by v i r tue 
of the interest t ransferred. 

ARTICLE 18 

ABANDONMENT OF WELLS 

18.1 Rights of Former Owners. If Working Interest Owners decide 
to permanently abandon any well within the Unit Area prior to termination of 
the Unit Agreement, Unit Operator shall give written notice thereof to the 
Working Interest Owners of the Tract on which the well is located, and they 
shall have the option for a period of ninety (90) days after the sending of 
such notice to notify Unit Operator in writing of their election to take 
over and own the well. Within ten (10) days after the Working Interest 
Owners of the Tract have notified Unit Operator of their election to take 
over the well, they shall pay Unit Operator, for credit to the joint ac­
count, the amount determined by Working Interest Owners to be the net 
salvage value of the casing and equipment in on the well. The Working 
Interest Owners of the Tract, by taking over the well, agree to seal off 
the Unitized fonnation, and upon abandonment to plug the well in compliance 
with applicable laws and regulations. 

18.2 Plugging. If the Working Interest Owners of a Tract do not 
elect to take over a well located within the Unit Area that is proposed for 
abandonment, Unit Operator shall plug and abandon the well in compliance 
with applicable laws and regulations. 
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ARTICLE 19 

EFFECTIVE DATE AND TERM 

19.1 Effective Date. This Agreement shall become effective when 
the Unit Agreement becomes effective. 

19.2 Term. This Agreement shall continue in effect so long as 
the Unit Agreement remains in effect, and thereafter until (a) all Unit 
wells have been plugged and abandoned or turned over to Working Interest 
Owners in accordance with Article 20; (b) all Unit Equipment and real pro­
perty acquired for the joint account have been disposed of by Unit Operator 
in accordance with instructions .of Working Interest Owners; and (c) there 
has been a final accounting. 

ARTICLE 20 

ABANDONMENT OF OPERATIONS 

20.1 Jermination. Upon termination of the Unit Agreement, the 
following will occur: 

20.1.1 Oil and Gas Rights. • Oil and Gas Rights in and 
to each separate Tract shall no longer be affected by this 
Agreement, and thereafter the parties shall be governed by 
the terms and provisions of the leases, contracts and other 
instruments affecting the separate Tracts. 

20.1.2 Right to Operate. Working Interest Owners of 
any Tract that desire to take over and continue to operate 
wells located thereon may do so by paying Unit Operator, for 
credit to the joint account, the net salvage values, as deter­
mined by Working Interest Owners, of the casing and equipment 
in and on the wells taken over and by agreeing upon abandon­
ment to plug each well in compliance with applicable laws and 
regulations. 

20.1.4 Cost of Abandonment. The cost of abandonment of 
Unit Operations shall be Unit Expense. 

20.1.5 Distribution of Assets. Working Interest Owners 
shall share in the distribution of Unit Equipment, or the 
proceeds thereof, in proportion to their Unit Participations. 

ARTICLE 21 

EXECUTION 

21.1 Original, Counterpart, or other Instrument. An owner of a 
Working Interest may become a party to this Agreement by signing the origi­
nal of this instrument, a counterpart thereof, or other instrument agree­
ing to become a party hereto. The signing of any such instrument shall 
have the same effect as i f all parties had signed the same instrument. 
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ARTICLE 22 

SUCCESSORS AND ASSIGNS 

22.1 Successors and Assigns. This Agreement shall extend t o , be 
binding upon, and inure to the benefit of the parties hereto and the i r res­
pective he i rs , devisees, legal representative, successors, and assigns, and 
shall const i tute a covenant running with the lands, leases, and interests 
covered hereby. 

Nc party hereto shall assign cr convey less than his ent i re interest 
in any Tract committed hereto unless such leased in te res t , i f any, is an 
undivided interest in such ent i re t r a c t ; and, should any interest committed 
hereto be or become owned by three (3) or more par t ies , then a l l of such 
part ies shall be obligated to appoint a single agent to represent such 
interest for the purpose of accepting b i l l i ngs and receiving payments, i f 
any, ar is ing hereunder, or under the Unit Agreement, and for voting upon 
any matter which is the subject of determination of by the Working Interest 
Owners. 

IN WITNESS WHEREOF, the part ies hereto have executed th i s Agreement 
on the dates opposite the i r respective signatures. 

YATES DRILLING COMPANY 
Unit Operator and Working Interest Owner 

Attorney-i n-Fact 

-16-



SIGNATURE PAGE TO SOUTH LOCO HILLS (GRAYBURG) UNIT OPERATING 
AGREEMENT DATED May 20, 1982 

STATE OF NEW MEXICO ) 
: § 

COUNTY OF EDDY ) 

The foregoing instrument was acknowledged before me th is / y r — 

day of S / ^ Z ^ r , 1982, by FRANK YATES, ind iv idua l l y and as 

Attorney-in-Fact for MARTIN YATES, I I I . 

My Commission Expires: 

Jjs. UL 

17 



SIGNATURE PAGE TO SOUTH LOCO HILLS (GRAYBURG) UNIT 
OPERATING AGREEMENT DATED ^Cu^ 20^ fiX^U 

GLADYS KELLY PAULINE HEWITT 

ATTEST: 

STATE OF NEW MEXICO ) 

COUNTY OF EDDY 
: § 
) 

day of 
The foregoing instrument was acknowledged before me th i s 

, 1982, by GLADYS KELLY. 

My Commission Expires: 

Notary Public 

STATE OF NEW MEXICO ) 

COUNTY OF EDDY 
: § 
) 

The foregoing instrument was acknowledged before me this 
day of , 1982, by PAULINE HEWITT. 

My Commission Expires: 

Notary Public 

§ 
STATE OF TEXAS ) 

COUNTY OF (liajjul) j 

The foregoing instrument was acknowledged before me th is 
of M g ? . 1982, by ft. $ . ^ 1 ^ ; ; , , yfo <Q 1 

President ofANAEfcARKO PRODUCTION COMPANY, a c£. o l ^ x i h P) corporat ion, on 
behalf 6f, said corporat ion. 

My Commission Expires: 

Notary Public U 
2 
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SIGNATURE PAGE TO SOUTH LOCO HILLS (GRAYBURG) UNIT 
OPERATING AGREEMENT DATED May 20, 1982 

C-11153 

ATTEST: 

By: 
Assistant Secretary 

HUSKY OIL COMPANY 

By 
Vice President 

ATTEST: DEPCO, INC. 

By: 
Secretary 

By: 
Presi dent 

CORPORATE ACKNOWLEDGMENT 

STATE OF COLORADO ) 

COUNTY OF ARAPAHOE ) 

The foregoing instrument was acknowledged before me this 13th 

day of July , 1982, by C. A. Rystrom 

Vice President of Husky Oil Company 

a Delaware corporation on behalf of said corporation. 

My Commission Expires: 

July 20, 1985. 
Notary 
6060 S 
Englewood, CO 

swnc~Jj 
, Willow Drive 
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SIGNATURE PAGE TO SOUTH LOCO HILLS (GRAYBURG) UNIT 
OPERATING AGREEMENT DATED MAY 20, 1982. 

ATTEST: HUSKY OIL COMPANY 

By: By: 
Secretary President 

ATTEST: ^ DEPCO, INC. 
/'A > 

By : ̂ ^ ^ y y j j r ^ ^ * By:_ 
Michael D. Shepard, Secretary \ ^ C. D. Crump, Vice President 

CORPORATE ACKNOWLEDGMENT 

STATE OF COLORADO )• 

COUNTY OF DENVER ) 

The foregoing instrument was acknowledged before me this 29th 

day of June 1982, by C. D. Crump 

Vice President of DEPCO, Inc. 

a Delaware corporation on behalf of said corporation. 

My Commission Expires: 

• / 
September 16, 1984. AMAAffl£_ J M/Zd^ 

Notary Pcttmc 
1000 Petroleum Building 
110 Sixteenth Street 
Denver, Colorado 80202. 

COUNTERPART SIGNATURE PAGE TO THAT CERTAIN SOUTH LOCO HILLS (GRAYBERG) UNIT 
OPERATING AGREEMENT DATED MAY 20, 1982 BY AND BETWEEN YATES DRILLING COMPANY 
(operator) AND DEPCO, Inc. et al (non-operators). 

-21-
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SIGNATURE PAGE TO SOUTH LOCO HILLS (GRAYBURG) UNIT 
OPERATING AGREEMENT DATED May 20, 1982 

5 -/^wf^^-L, 
TJT A. DENTON G. C. DENTON 

ATTEST: SOUTHLAND ROYALTY COMPANY 

By 

STATE OF NEW MEXICO ) 

COUNTY OF SfflY ) 

The foregoing instrument was acknowledged before me th is / . 
day of , / L ) / 1982, by C. A. DENTON. ~~f 

My Commission Expires: 

I Notary Public 

STATE OF NEW MEXICO ) 

§ 
COUNTY OF EDDY ) 

The foregoing instrument was acknowledged before me th is 
day of , 1982, by G. C. DENTON. 

My Commission Expires: 

Notary Public 

STATE OF TEXAS ) 

I § 

COUNTY OF ) 
The foregoing instrument was acknowledged before me th is 

day of , 1982, by , _ _ _ _ _ _ _ President 
of SOUTHLAND ROYALTY COMPANY, a corporat ion, on behalf of said 
corporat ion. 

My Commission Expires: 

Notary Public 

-23-



SIGNATURE PAGE TO SOUTH LOCO HILLS (GRAYBURG) UNIT 
OPERATING AGREEMENT DATED Mav 20, m82 

^ > i ^ 
CT A. DENTON G. C. DENTON 

ATTEST: SOUTHLAND ROYALTY COMPANY 

By 

STATE OF NEW MEXICO ) 

COUNTY OF EDDY ) 

The foregoing instrument was acknowledged before me t h i s 
day of , 1982, by C. A. DENTON. 

My Commission Exp i res : 

: Notary Publ ic 

STATE OF NEW MEXICO ) 

:• § 
COUNTY OF EDDY ) 

The foregoing inst rument was acknowledged before me t h i s ~h/*Jl 
day of » 1 9 8 2 » b y G - c - DENTON. 

My Commission Exp i res : 

ine tor t 

rjf 
ion Exp: 

Notary /Pub l ic 

STATE OF TEXAS ) 

COUNTY OF ) 

The foregoing inst rument was acknowledged before me t h i s 
day of , 1982, by , _________ President 
of SOUTHLAND ROYALTY C0MP7WY, a c o r p o r a t i o n , on b e h a l f " of said 
c o r p o r a t i o n . 

My Commission Exp i res : 

Notary Publ ic 



EXHIBIT "E" 
To Unit Operating Agreement 

SOUTH LOCO HILLS (GRAYBURG) UNIT 
Eddy County, New Mexico 

Working Interest Owner 

C. A. Denton & 
G. C. Denton 

Tract No. 
Cumulative Production 

Thru 1980 

14942.0 

Part ic i pation 
Percentage 

2.456232 

Anadarko Production Company 2 
3 
6 
7 
7b 

66098.0 
3127.0 

15254.0 
3617.0 

109956.0 

COMPANY TOTAL 198052.0 32.556672 

Yates D r i l l i n g Company 

COMPANY TOTAL 

2a 
2b 
4a 
5 
7a 

7983.5 
27286.0 
17577.5 
36109.0 
46862.5 

135818.5 22.326451 

Martin Yates, I I I 
and 
Frank Yates 

COMPANY TOTAL 

2a 
4a 
5 
7a 

7983.5 
17577.5 
36109.0 
46862.5 

108532.5 17.841057 

DEPCO, Inc. 

Husky Oil Company 

TOTALS 

4 

4 

75492.5 

75492.5 

608330.0 

12.409794 

12.409794 

100.000000 



EXHIBIT " F " 

Attached io :..ul made n part of U n 1 t Operating Agreement, South 
Loco hil ls (Grayburg) Unit, tddy County, Now Mexico 

ACCOUNTING PROCEDURE 
JOINT OPERATIONS 

I . GI'NF-ItAL PROVISIONS 

1. Definitions 

"Joint Piupcits" shrill mean the real and personal property subject to tho agreement lo which Ihio Accounting 
Procedure is ;ittached. 

"Joint Operations" sli;ill mean ;ill operations necessary or proper for the development, operation, protection and 
maintenance of the Joint Property. 

•'Joint Account" shall mean the account show-in;; tin" charges paid and credits received in the conduct of the Joint 
Operations and which are to be shared by the Parties. 

"Operaior" shall mean tlie party designated to conduct the Joint Operations. 

'•Non-Operators" shall mean tiie parties to this agreement other than the Operator. 

•'Parties" shall mean Operator and Non-Operalors. 

"First Level Supervisors" shall mean those employees whose primary function in Joint Operations is the direct 
supervision of other employees and/or contract labor directly employed on the Joint Properly it. a field operat­
ing capacity. 

"Technical Employees" shall mean those employees having special and specific engineering, geological or other 
professional skills, and whose primary function in Joinl Operations is the handling of specific operating condi­
tions and problems for the benefit of the Joint Property. 

"Personal Expenses" shall mean travel and olher reasonable reimbursable expenses of Operator's employees. 

"Malerial" shall mean personal property, equipment or supplies acquired or held for use on the Joint Prupeity. 

"Controllable Material" shall mean Material which at the time is so classified in the Material Classification Manual 
as most recently recommended by the Council of Petroleum Accountants Societies of North America. 

2. Statement nnd Billings 

Operator shall bill Non-Operalcrs on or before the last day of each month for their proportionate share of the 
Joint Account for the preceding month. Such bills wi l l be accompanied by statements which identify the author­
ity for expenditure, lease cr facility, ond all-charges and credits, summarized by appropriate classifications of in­
vestment and expense except lhat items of Controllable Material and unusual charges and credits shall be sep­
arately identified and fully described in detail. 

3. Advances and Payments hy Non-Operators 

Unless otherwise provided for in lhe agreement, the Operator may require the Non-Operators lo advance their 
share of estimated cash outlay tor the succeeding month's operation. Operator shall adjust each monthly billing 
to reflect advances received from the Non-Operators. 

Each Non-Operator shall pay iis proportion of all bills wiihin fifteen (15) days after receipt. If payment is not 
made within such time, the unpaid balance shall bear interest monthly al the rate of twelve percent (12'.,' ) per 
annum or the maximum contract rate permitted by the applicable usury laws in the stale in which, the Joint 
Properly is located, whichever is the lesser, plus attorney's fees, court costs, and olher costs in connection with 
the collection of unpaid amounts. 

4. Adjustments 

Payment of any such bills shall nol prejudice the right of any Non-Operator to protest or question the correct­
ness thereof; provided, however, all bills and statements rendered to Non-Operators by Operator during any 
calendar year shall conclusively be presumed lo be true and correct after twenty-four (24) months following 
th- end of any such calendar year, unless wiihin the said twenty-four (2-1) month period n Non-Operator lakes 
written exception thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall 
be made unless it is made within lhe same prescribed period. The provisions of this paragraph shall not prevent 
adjustments resulting from a physical inventory of Controllable Material as provided for in Section V. 

5. Audits 

A. Non-Operator, upon notice in writing lo Op.'iator and all other Non-Operators, shall have lhe right to audit Ope­
rator's accounts and record1; relating lo the Joint Account for any calendar year wiihin the twenty-four (24) month 
period following the end of such calendar year: provided, however, '.ho making of an audit .-.hall not extend the 
time for the taking of written exception lo and thr? adjustments of accounts as pi ovidod for in Paragi aph 4 of this 
Section 1. Where there are two or more Non-Operator s, the Non-Operators shall make every reasonable effort to 
conduct joint or simultaneous audits in a manner which wil l result in a minimum of inconvenience lo the Opera­
tor. Opnalor shall bear no portion of lhe Xtin-Pperntois' audit cost incurred.under this paragraph unless agreed 
to by the Opeialur. 

G. Approval by Nun-Opcrntois 

Where an approval or other agreement of the Parties or Non-Operators is expressly required uivier other sec­
tions of this Accounting Pioceoure and if the agreemeni lo which this Accounting Procedure i . at!ached contains 
no colli'ary provisions in regard thereto. Opr lator shall notify all Non-Opi ralo-.s of the Operator's proposal, and 
the agreement or approval of a. majority in iniertv.t of til '- Non-Operators shall IM. controlling on all Non-Opera-
lors. 



I I . DIKIX'T CIIAIIGES 

Operator shall charge the Joint Aerount with the following items: 

1. Ite 111nK and Itoyallics 

Lease rentals ami royalties paid hy Operator for the Joint Operations. 

2. Labor 

A. (1) Salaries and wages of Operator's field employees directly employed on the Joint Properly in the conduct 
ol Joint Operations. 

(2) Salaries of First Level Supervisors in the field. 

(3) Salaries and wages of Technical Employees direetly employed on the Joint Property if such charges arc 
excluded front the Overhead rales. 

13. Operator's cost of holiday, vacation, sickness nnd disability benefits and other customary allowances paid to 
employees whose salaries and wages are chargeable to tiie Joint Account under Paragraph 2A of this Section 
I I . Such costs under this Paragraph 2B may be chatged on a "when and as paid basis" or by "percentage as­
sessment" on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this 
Section I I . If percentage assessment is used, the rale shall be based on the Operator's cost experience. 

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are 
applicable to Operator's costs chargeable, to lhe Joint Account under Paragraphs 2A and 2H of Ihis Sec­
tion I I . 

D. Personal Expenses of those employees whose salaries and wages are chargeable lo the Joinl Account under 
Paragraph 2A of this Section I I . 

3. Employee Benefits 

Operator's current costs of established plans for employees' group life insurance, hospitalization, pension, re­
tirement, stock purchase, thrif t , bonus, and other benefit plans of a like nature, applicable lo Operator's labor 
cost chargeable to the Joint Account under Paragraphs 2A and 2B of tiiis Section 11 shall be Operator's actual 
cost noi to exceed twenty per cent (20r;,), or percentage most r e c e n t l y recommended by COPAS 

4. Material 

Material purchased or furnished by Operator for use on the Joint Property as provided tinder Section IV. Only 
such Material shall be purchased for or transferred to the Joint Property as may be required for immediate use 
and is reasonably practical and consistent with efficient and economical operations. The accumulation el sur­
plus slocks shall be avoided. 

5. Transportation 

Transportation of employees and Material necessary for the Joint Operations but subject to the following limita­
tions: 

A. I f Material is moved lo the Joint Property from tbe Operator's warehouse or other properties, no charge sha!) 
be made to the Joinl Account for a distance greater than the distance from the nearest reliable supply store, 
recognized barge terminal, or railway receiving point where like material is normally available, unless agreed 
to by the Parlies. 

B. l f surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made to the 
Joint Account for a distance greater than the distance to the nearest reliable supply store, recognized barge 
terminal, or railway receiving point unless agreed to by the Parties. No charge shall be made to the Joint Ac­
count for moving Malerial to other properties belonging to Operator, unless agreed to by the Parlies. 

C. In the application of Subparagraphs A and 13 above, there shall be no equalization of actual gross trucking cost 
of $200 or less excluding accessorial charges. 

C. Services 
The cost of contract services, equipment and utilities provided by outside sources, except services excluded by 
Paragraph 9 of Section I I and Paragraph 1. ii of Section I I I . The cost of professional consultant services a-nd con­
tract services of technical personnel directly engaged on the Joint Property if such charges are excluded from the 
Overhead rales. The cost of professional consultant services or contract services of technical personnel not di­
rectly engaged on the Joint Property shall not be charged lo the Joint Account unless previously agreed to by 
the Parlies. 

7. Equipment and Facilities Furnished by Operator 

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com­
mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other 
operating expense, insurance, taxes, depi eciation. and interest on investment not to exceed eight per cent (8't.) 
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area 
of the Joint Property. 

13.. In lieu of charges in Paragraph 7A above, Operator may elect to use average commercial rales prevailing in 
the immediate aiea of the Joint Property less ?A'i . For automotive equipment, Operator may elect to use rates 
published hy the Petroleum Motor Transport Association. 

8. Damages and Losses to Joint Property 

All costs or expenses necessary for the repair or replacement of Joint Properly made necessary because of dam ­
ages or Jo.SM.-i> incurred by fire, lloocl. storm, theft, aceieient, or other cause, e xcept those resulting from Operator's 
gross negligence or wi l l fu l misconduct. Operator shad furnish Non-Operator written notice of damages or losses 
incurred ao soon as practicable after ;; report thereof has been received by Operator. 

8. Legal Expense 
Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgment:, 
and amounts paid hu settle ment of claims inc.n red in or resulting fiom operations under, the agi cement or 
necessaiy to protect or recover the Joint Property, except that no charge for services of Operatra's leg.al staff 
or fees or e-xpen.-e of outside attorneys shall be made unless previously agreed tei by the Parties. All other leg.al 
expeiU'c is considered lo be covoied by the overhead provi;.ion.< of .Section 111 unless otherwise agreed tei by the 
Parlies, except as piovide-el in Section 1, Paragraph 'A. 



- 10. Tuxes 

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the opera­
tion thereof, or lhe production therefrom, and which taxes have been paid by the Operator for the benefit of the 
Pai ties. 

11. Insurance 

Ncl premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par­
lies, ln the even: Joint Operations are conducted in a slate in which Operator may act as self-insurer for Work­
men's Compensation and.or Employers Liability under tbe resperlive slate's laws, Operaior may, at its election, 
include the risk under its self-insurance program and in that event, Operator shall include a charge at Operator's 
cost not to excel.I manual rates. 

12. Oilier Expenditures 

Any other expendilure nol covered or dealt with in lhe foregoing provisions of this Section I I . or in Section 111, 
nnd which is incurred by the Operator in the necessary and proper conduct of the Joint Operations. 

I I I . OVERHEAD 

I . Overhead - Drilling and Producing Operations 

i . As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge 
drilling and producing operations on either: 

( X ) Fixed Hate Basis, Paragraph IA, or 
( ) Percentage Basis, Paragraph IB. 

Unless otherwise agreed to by lhe Parlies, such charge shall be in lieu of costs and expenses of all offices 
and salaries or wag.es plus applicable burdens and expenses of all personnel, except those directly chargeable 
under Paragraph 2A, Section I I , The cost and expense of services from outside sources in connection with 
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considcied 
as included in the Overhead rates provided for in the above selected Paragraph of this Section 111 unless such 
cosl and expense arc agreed to by the Parlies as a direct charge to the Joint Account. 

i i . The salaries, wages and Personal Expenses of Technical Employees and or the cost of professional consultant 
services and contract services of technical personnel directly employed on the Joint Property shall ( ) shall 
n ° t (.)() oc covered by the Overhead rates. 

A. Overhead - Fixed Rate Basis 

(1) Operator shall charge the Joint Account at the following rates per well per month: 

Drilling Well Rate $_?800_.JD0 ^ 
Producing Well Rate $ 2 8 0 . 0 0 

(2) Application of Overhead - Fixed Rate Basis shall be as follows: 

(a) Drilling Well Rate 

[1] Charges for onshore drilling wells shall begin on the date the well is spudded and terminate on 
the date the drilling or completion rig is released, whichever is later, except that no charge shall 
be made during suspension of drilling operations for fifteen (15) or more consecutive days. 

[2] Charges for offshore drilling wells shall begin on the date when drilling or completion equipment 
arrives on location and terminate on the date the drilling or completion equipmenl moves off loca­
tion or rig is released, whichever occurs first, except that no charge shall be made during suspen­
sion of drilling operations for fifteen (15) or more consecutive days 

[3] Charges for wells undergoing any type of workover or recompletion for a period of five (5') con­
secutive days or more shall be made at the drilling well rate. Such charges shall be applied for 
the period from dale workover operations, with rig, commence through date of rig release, except 
that no charge shall be made during suspension of operations for fifteen (15) or more consecutive 
days. 

(b) Producing Well Rates 

[1] An active well either produced or injected into for any portion of the month shall be considered 
as a one-well charge for the entire month. 

[2] Each active completion in a multi-completed well in which produclion is not commingled down 
hole shall be considered as a one-well charge providing each completion is considered a separate 
well by the governing regulatory authority. 

[3] An inactive gas well shut in because of overproduction or failure of purchaser lo lake the produc­
tion shall be considered as a one-well charge providing the gas well is direetly connected to a per­
manent sales outlet. 

[4] A one-well charge may be made for tbe month in which plugging and abandonment operations 
arc completed on any well. 

[5] Al l other inactive wells (including but nol limiied to inactive wells covered by unit allowable, 
lease allowable, transferred allowable, etc.) shall not qualify for an overhead charge. 

(3) The well rates shall be adjusted as of tbe first day of April each year following the effective date of the 
agreemeni to which this Accounting Procedure is attached. Tlie adjustment shall be computed by multi­
plying tbe rale currently in use by the percentage increase or decrease in the average weekly earnings of 
Crude Petroleum and Gas Produclion Workeis for the last calendar year compared to the calendar year 
preceding as shown by the index of average weekly earnings of Crude. Petroleum and Gas Fields Produc­
tion Workers as publi.-.hed by Ihe United Slates Department of Labor, Buivau of Labor Statistics, or the 
equivalent Canadian index as publbhod by Statistics Canada, as applicable. The adjusted rater, shall be 
the rates currently in use, plus or minus the computed adjustment. 

•i 



D. Overbed - Percentage Basis 

(1) Operator shall charge Hie Joint Account at the following rates: 

(n) Development 

Percent ( ',' ) of the cost of Development of the Joint Properly exclusive of costs 
provided under Paragraph 9 of Section I I and all salvage credits. 

(h) Operating 

Percent ( '. ' c) of the cost of Operating' the Joint Properly exclusive of costs piovided 
under Paragraphs 1 and 9 of Section 11, all salvage credits, the value of injected substances purchased 
fer secondary recovery and all taxes ar.d assessments which are levied, assessed and paid upon the min­
eral mleresl in and to the Joint Piopcrty. 

(2) Application of Overhead - Percentage Basis shall be as follows: 
For the purpose of determining charges un a percentage basis under Pai agraph IB of this Section I I I , de­
velopment shall include i l l costs in connection with drilling, redrtlling, deepening or any remedial opera-
lions on any or all wells involving tite use o( drilling ciow and equipment; a.iso, preliminary expenditures 
necessary in preparation for drilling and expenditures incui red in abandoning, when the well is not com­
pleted as a producer, and original cost of construction or installation of fixed assets, the expansion of fixed 
assets and any other pioject clearly dis> ermble as a fixed asset, except Major 0«!«-t ruction as ;'e. i ; t . j j , . 
Paragraph 2 of this Section I I I . Al l other costs shall be considered as Operating. 

2, Overhead - Mnj»r Construction 

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the ex­
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the development and 
operation of the Joint Properly, Operator shall either negotiate a rate prior to the beginning of construction, or shall 
charge the Joint Account for Overhead based on the following rates for anv Major Constniction project in excess 
of $_25 1000 : 
A. £ ',"c of total costs if such costs are more than $.25,000 but less than $ .100,000 ; plus 
B. 6 4 c/„ oi t 0 t a l costs in excess of $.1 PP.,OOJ) but less than $1,000,000; plus 
C. - 3 of total costs in excess of $1,000,000. 

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component pai ls 
of a single project sh.all not be treated separately and the cost of drilling and workover wells shall be excluded. 

3. Amendment of Kates 

The Overhead rates provided for in this Section I I I may be amended from time to time only by mutual agreement 
between the Paities hereto if, in practice, the rates arc found to .be insufficient or excessive. 

IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS 

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all ma­
teria) movements affecting the Joinl Property. Operaior shall provide all Mate-rial for use on the Joinl Property: how­
ever, at Operator's option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition 
of idle and/or surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in 
kind, or sale lo outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opera­
tors in surplus condition A or 13 Malerial. The disposal of surplus Controllable Material not purchased by the Opera­
tor shall be agreed to by the Parties. 

1. Purchases 

Material purchased shall be charged at the price paid by Operator after deduction of all discounts receiv ed. In case 
of Material found to be defective or returned to vendor for any other reason, credit shall be passed to the Joinl 
Account when adjustment has been received by the Operator. 

2. Transfers and Dispositions 

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the 
Operator, unless otherwise agreed to by the Parties, shall be priced on tlie following bases exclusive of cash dis­
counts: 

A. New Material (Condition A) 

(1) Tubular goods, except line pipe, shall be priced at lhe current new price in effect on date of movement on a 
maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest 
published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Property 
where such Materia! is normally available. 

(2) Line Pipe 

(a) Movement of less than 30,000 pounds shall be priced al the current new price, in effect at date of 
movement, as listed by a reliable supply store nearest the Joinl Property where such. Material is nor­
mally available. 

(b) Movement of 30,000 pound.5 or more shall be priced under provisions of tubular goods pricing in Para­
graph 2A (1) of this Section IV. 

(3) Other Material shall lie priced at the current n;-w price, in effect at date of movement, as listed by a reliable 
supply stoic or f.o.b. railway receiving point nearest tlie Joint Property where such Material is no/nially 
available. 

B. Good Used Malerial (Condition 13) 

Material in smmd and serviceable condition and suitable for reuse without reconditioning: 

(1) Material moved io the Joint Propel ty 

(a) At seventy-five pel cent (75',' ) of current new price, as determined by Paragraph 2A of this Section IV. 

(2) Material move.! from the Joinl Piopcrty 

(a) A l seventy-five percent (75', ) cl current new prk e, as detei mined by Paragiaph 2A of this .Section (V, 
if Material was originally charged lo the Joint Account as new Material, or 



( I J ) nt . ' ix 'y-ii ' .T porcenl (fi.')',' ) of ctirtvitl new price, as determined by Paragraph 2A of this Section 
IV, it Malerial was ni initially charged to the Joint Account iis good used Material al seventy-five per­
cent (Va'., ) of current new price. 

The cost of recoiidilioniiig. if any, shall be absorbed by the traiisferrini; properly. 

C. Olher Used Malerial (Condition C and D) 

(1) 'Condition C 

Malerial which is nol in sound and serviceable condition and nol suitable for its original function until 
after reconditionui;: shall IH' priced at f i f ty pel cent (50', ) of current new price as determined by Para­
graph 2A of this Section IV. The cost of reconditioning shall be charged lo the receiving property, pro­
vided Condition C value plus cost of reconditioning does nol exceed Condition IJ value. 

(2) Condition D 

All other Material, including junk, shall be priced at a value commensurate with its use or al prevailing 
prices. .Material no longer suitable for its original pm pose but usable for some other purpose, shall be 
priced on a basis comparable with lh.it of items normally used for such olher purpose. Operator may dis­
pose of Condition D Material under procedures normally utilized by the Operator without prior approval 
of Non-Operators. 

D. Obsolete Material 

Material which is serviceable and usable for its original function but condition and or value of such Malerial 
is not equivalent io thai which would justify a price as prov ided above may be specially priced as agreed to by 
the Parties. Such price should resuit in the Joint Account being charged with the value of the service ren­
dered by such Material. 

P.. Pricing Conditions 

(1) Loading and unloading costs may be charged to the Joint Account at the rale of fifteen cents (15c/) per 
hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when 
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section I I . 

(2) Malerial involving erection costs shall be charged at applicable percentage of lhe current knocked-down 
price of new Material. 

3. Premium Prices 

Whenever Materi; 1 is not readily obtainable at published or listed prices because of national emergencies, strikes 
or other unusual causes over which the Operator has no control, the Operator may charge the Joinl Account for the 
required Malerial at the Operator's actual cost incurred in providing such Material, in making it suitable for use. 
and in moving it to lhe Joint Property: provided notice in writing is furnished to Non-Operators of the proposed 
charge prior lo billing Non-Operalors for such Material. Kach Non-Operalor shall have lhe righl. by so electing and 
notifying Operator within ten days after receiving notice from Operaior, to furnish in kind all or part of his share 
of such Material suitable for use and acceptable to Operator. 

4. Warranty of Material Furnished by Operator 

Operator does not warrant the Material furnished. In case of defective Material, credit shall nol he passed lo the 
Joinl Account until adjustment has been received by Operaior from the manufacturers or their agents. 

V. INVENTORIES 

The Operaior shall maintain detailed records of Controllable Malerial. 

1. Periodic Inventories, Notice and Representation 

At reasonable intervals. Inventories shall be taken by Operator of the Joint Account Controllable Material. 
Written notice of intention to take inventory shall be given by Operator at least thirty (30) days before any inven-
loiy is lo begin so lhat Non-Operators may be represented when any inventory is taken. Failure of Non-Operators 
to be represented al an inventory shall bind Non-Operators lo accept the inventoiy taken by Operator. 

2. Reconciliation and Adjustment of Inventories 

Reconciliation of a physical inventory with the Joinl Account shall be made, and a list of overages and shortages 
shall be furnished lo the Non-Operalors within six months following lhe tailing of the inventory. Inventoiy ad­
justments shall be made by Operator wilh the Joint Account ior overages and shortages, but Operator shall be 
held accountable only for shortages due to lack of reasonable diligence. 

3. Special Inventories 

Special Inventories may be taken whenever there is any sale or change of interest in the Joint Property. I l shall 
be the duty of the party selling lo notify all other Parties as quickly as possible after the transfer of interest takes 
place. In such eases, both the seller and the purchaser shall be governed by such inventory. 

4. Expense of Cond acting Periodic Inventories 

Tho expense of conducting periodic Inventories shall not be charged lo lhe Joint Account unless agreed to by the 
Parlies. 

— 5 — 



EXHIBIT "G" 

ATTACHED TO AND MADE A PART OF 
UNIT OPERATING AGREEEMENT 

SOUTH LOCO HILLS (GRAYBURG) UNIT 
EDDY COUNTY, NEW MEXICO 

ADDITIONAL INSURANCE PROVISIONS 

Operator, during the term of thi s agreement, shall carry insurance for the 
benefit and at the expense of the parties hereto, as follows: 

(A) Workmen's Compensation Insurance as contemplated by the state i n 
which operations w i l l be conducted, and Employer's L i a b i l i t y 
Insurance with l i m i t s of not less than $100,000.00 per employee. 

(B) Public L i a b i l i t y Insurance: 
Bodily Injury - $500,000.00 each occurrence. 

(C) Automobile Public L i a b i l i t y Insurance: 
Bodily Injury - $250,000.00 each person. 

$500,000.00 each occurrence. 

Property Damage - $100,000.00 each occurence. 

Except as authorized by this Exhibit "G", Operator shall not make any charge to 
the j o i n t account for insurance premiums. Losses not covered by Operator's 
insurance (or by insurance required by thi s agreement to be carried for the 
benefit and at the expense of the parties hereto) shall be charged to the 
jo i n t account. 



Plan of Development 
South Loco H i l l s (Grayburg) Unit 

The attached map shows our proposed inj e c t i o n pattern to be accomplished i n two 
phases by converting existing wells to water in j e c t i o n service. This plan of 
development w i l l cover phase one only and a supplemental plan w i l l be submitted 
to cover phase two operations. The attached map shows the locations of the phase 
one i n j e c t i o n wells by triangles and the phase two injectors by squares. 

Upon approval of the unit by the Minerals Management Service and the NMOCD we 
plan to replug the plugged wells that penetrated the unitized formation within 
J5 mile of our phase one injectors which are not deemed adequately plugged to 
prevent possible v e r t i c a l migration of f l u i d i n the well bore. According to NMOCD 
Orders R-7011 and R-7012, these wells are described as follows: 

Well Name Location Item Number on Map 

Denton Hover #1 0-20-18-29 3 

Trigg Fed Sivley Wright #2-29 B-29-18-29 4 

Yates Wright itl J-29-18-29 6 

Hondo Alscott Com #4 G-30-18-29 7 

Wooley Briscoe #1 F-30-18-29 8 

Trigg Fed Sivley Alscott #5-30 C-30-18-29 9 

Sims & Reese Pure Fed //l L-19-18-29 10 

Heyco Travis #9 H-19-18-29 13 

The j u r i s d i c t i o n a l agencies may decide that the Hondo Alscott Com #4 is already 
adequately plugged. 

Details of the plugging records for these wells are shown by the attached tab­
ulation and schematics. The above tabulated wells are a l l on leased Federal land 
and i t i s understood that permission must be obtained from the lessees of record 
to reenter the wells for replugging purposes. We propose to obtain a unit bond, 
conditioned to cover the necessary operations outside the unit area, i n order to 
protect the lease owners involved. The notices to reenter and plugging programs 
w i l l be submitted to the Roswell MMS of f i c e for approval. 

We propose to i n j e c t water into the existing perforations i n the well converted 
to i n j e c t i o n status, after 1000 gal acid treatment. The individual i n j e c t i o n 
well d e t a i l i s presented by the attached schematics. The casing-tubing annulus 
w i l l be f i l l e d with an inert and chemically inhibited f l u i d . Injection p r o f i l e s 
w i l l be run within a year after' the s t a r t of i n j e c t i o n . 



Plan of Development 
South Loco H i l l s (Grayburg) Unit 
-2-

We plan to inject at an average rate of 200 to 250 bbls per well using a closed 
system. The source of injection f l u i d w i l l be Ogallala fresh water supplied by 
Yucca Water Company. An analysis of the produced Loco H i l l s water and the 
inj e c t i o n water is attached. In our opinion the two waters are compatible based 
on their use i n the West Loco H i l l s Unit. 

Any significant deviation from this plan of development w i l l be covered by an 
amended or supplemental plan. 
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JOHN H. TRIGG 02-29 - FFDFRAL SIVLEY WRIGHT 
660" FNL, 1980' FFL 

Unit Ii - Section 29-18S-29F 
KM-092 5 

10 Sx plug at surface 

35 Sx plug 919' - 1019' 

35 Sx plug 1956' - 2056' 

35 Sx plug 2803' - 2903' 

35 Sx plug 4981' - 5081' 

35 Sx plug 6524' - 6624' 

35 Sx plug 8581' - 8681 

8 5/8" Cd 955 w/500 Sx 

TD 9262 

ITEM NUMBER 4 
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ROLAND R i OH WOOLLY - -1 - UK I SUM'. 

.'TAJ' l-SL, .'l.'/0' I'LL 

Unil 1'. , Sre I in:-, 30 - 1LS-.^K 

-oy.-.', 

S u r f a c e Plus 

IC Sx p l u p Cd l iase o f 8 - 5 / 8 " 0 395 ' 

10 Sx p l u g 5 Ense o f S a l t 

J5 Sx p l u j i . on bo t to :n 

8 - 5 / 8 ' : .shot o f f »« 220 

Bot tom o f 8-5 /G o easins ' 

. 0 . 309 ' , ' 

rn Number t 





SIMS AND IIKKSK. / / I PUUK K]-ni:;iAi, 
It)'30' I'SI., 7 If)' I'VL 

Unit L, Section 19-18S-29K 
NM-3118b 

S>:r ! .H"i• I ' 1 n r 

100' Plur, 770-375' 

15 Sx. P W , over P e r f s . 

5Y' Csp,. Stub (3 1619' 

P e r f ' d f r o n 2304-46' 

5 V C.sjt. '3 2350' w/100 Sxs. 

'.rn Number 



Harvey E. Yates No 9 Travis 
1980* FNL & 660' FEL 

Unit H Sec 19 T18S R29E 

25 Sx plug at surface 

35 Sx plug 350'-450' 

33 Sx plug 760'-860 

33 Sx plug 1350"-1450' 

16 Sx plup, 2300'-2400' 

TD @ 3198' 

ITEM NUMBER 13 
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MCKGROUND AND PURPOSE 

The purpose of this report i s to update the 1969 Engineering Committee 

report which recomnended formation of a Unit and i n i t i a t i o n of waterflood 

operations i n a portion of the Loco H i l l s Field referred to as the "South 

Loco Hi l l s (Grayburg) Unit." 

The majority of the Loco H i l l s Field (Figure 1) has been waterflooded for 

many years. Newmont began i t s "Old Loco" flood i n the northeastern portion 

of the f i e l d i n 1958 and formed the West Loco Hills Unit i n 1962 to water-

flood the central portion of the Loco H i l l s Field. Anadarko began i t s 

flood i n the Far West Loco H i l l s Unit i n 1969. The Ballard Grayburg San 

Andres Unit is o f f i c i a l l y part of the Loco Hi l l s f i e l d but i t s unitized 

interval does not include the Loco H i l l s sand that provides most of the 

production i n the rest of the f i e l d . 

A meeting of those operators with leases i n the southwestern extension to 

the Loco H i l l s Field was held on January 16, 1969, to discuss a possible 

secondary recovery program for this portion of the f i e l d . An Engineering 

Cornmttee was formed under the leadership of Mr. W. C. Young of Anadarko 

Production Company. This Engineering fonriittee issued a report on July 

28, 1969, under the t i t l e "Proposed South Loco H i l l s (Grayburg) U n i t -

Engineering Report and Economic Evaluation." The Engineering report con­

cluded that the southwestern extension was suitable for waterflood develop­

ment and recommended that a secondary recovery unit be formed under some 

participation formula to be developed. The unit was not formed at that 

-1-



MCKGROUND AND PURPOSE (Continued) 

time, and some of the data i n the Young report have become outdated after 

twelve years. 

The present report is part of a renewed effort to unitize the southwestern 

extension to the Loco H i l l s Field. This report i s meant to be a complete 

engineering discussion of the proposed South Loco Hi l l s (Grayburg) Unit 

so that the reader can see a l l the data from a 1981 viavpoint i n a single 

volume. Much of the material is taken from the following earlier works on 

the Loco Hi l l s Field: 

1. Engineering Study of the Grayburg No. 4 Sand Reservoir--A Portion 

of the Loco Hi l l s Field, Eddy County, New Mexico. James A. Lewis 

Engineering, Inc.; April 21, 1961. 

2. Proposed South Loco Hills (Grayburg) Lnit-Engineering Report and 

Economic Evaluation; W. C. Young, Anadarko Production Company; 

July 28, 1969. 

3. Geology of Loco H i l l s Sand, Loco H i l l s Field, Eddy County, New 

Mexico; Roy W. Foster, New Mexico Bureau of Mines and Mineral 

Resources; December, 1976. 

4. A Reservoir Study for Implementation of Tertiary Recovery of Oil 

i n Loco Hi l l s Field, Eddy County, New Mexico; Anil Kumar, Javed 

Arshed and Kartikay Sonrexa, New Mexico Institute of Mining and 

Technology; November 1979. 

-2-



DISCUSSION 

LOCATION 

The area involved i n this study is the southwestern extension of the Loco 

Hills Field as shown i n Figure 2. The area contains about 1080 acres loc­

ated i n portions of Sections 19, 20, 29 and 30, Township 18 South, Range 

29 East, Eddy County, New Mexico. The interval to be unitized extends from 

the top of the Grayburg Formation to a depth of t h i r t y (30) feet below the 

base of the "Loco H i l l s " Sand (Zone 4 of the Grayburg Formation). Figure 

3 shows this interval on a type log for S. P. Yates and Martin Yates I l l ' s 

Alscott Federal No. 1, located 660' FNL and 660' FEL i n Section 30, Town­

ship 18 South, Range 29 East, Eddy County, New Mexico. 

GEOLOGY 

The Loco Hills Field consists of one or more stratigraphic traps located 

on the south flank of an anticline known as the Artesia-Vacuum trend. The 

axis of this anticlinal trend extends eastward from near Artesia, New Mexico 

into Lea County, New Mexico. The structural dip i n the Loco Hi l l s Field i s 

generally to the east at an average of 85 feet per mile. On a scale as 

small as the proposed South Loco H i l l s Unit, a structure map (Figure 4) 

appears to show an easterly dipping monocline with local anomolies. 

Production i n the area under study comes from two zones i n the uppermost 

portion of the Grayburg formation of Permian age. One producing zone is 

the "Loco H i l l s " sand that extends throughout the Loco Hi l l s Field. "Loco 

H i l l s " sand is an informal name used by the operators i n the f i e l d . The 
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GEOLOGY (Ccmtiriued) 

"Loco H i l l s " sand corresponds to Zone 4 of the C^ayburg as established by 

the U. S. Geological Survey i n the Maljamar Field to the east. The second 

producing zone i s the Grayburg dolomite located immediately above the Loco 

Hills sand. Witdivin the study area, the depth to the top of the Grayburg 

varies from 2200 to 2400 feet while the Loco Hi l l s sand occurs about 100 

feet deeper. 

The Loco H i l l s sand is a very fine grained, s i l t y sandstone containing 

sandy dolomite and minor amounts of shale. The sand grains are white to 

medium gray and li g h t brown i n color. The amount of dolomite cementation 

appears to be the dominant factor i n controlling porosity. The Grayburg 

dolanite is a light-colored, dense, very fine grained cfolomite with some 

anhydrite. I t contains o o l i t i c porosity, pinpoint porosity and random 

fractures which may or may not be cemented. 

PRODUCTION HISTORY 

The f i r s t successful completion i n the Loco H i l l s Field was the Martin 

Yates et a l , Yates No. 1, located 1980' FSL and 660' FWL i n Section 6, 

Township 18 South, Range 30 East. This well was completed on February 4, 

1939, for 560 BOPD after being shot with 140 quarts of nitroglycerine. 

The discovery well for the southwestern extension of the Loco H i l l s Field 

was the Denton Massie No. 1, completed June 1, 1955, at a location 330' FNL 

and 2310' FEL i n Section 10, Tavnship 18 South, Range 29 East. The Denton 

well was completed i n the dolomite for 50 BOPD. Tne f i r s t well to produce 
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PRODUCTION HISTORY (Continued) 

from the Loco H i l l s sand was the Black (now Depco) Wright No. 1, completed 

October 1, 1955, at a location 660' FNL and 660' FWL i n Section 20, Town­

ship 18 South, Range 29 East. The productive area of the entire Loco Hi l l s 

Field contains about 13,000 acres. At present, there are about 175 active 

producing wells, 135 injection wells and 150 abandoned wells i n the Loco 

Hil l s Field. 

The proposed unit area covers approximately 1080 acres and contains 28 

wells (Table I ) that have produced frcm the interval to be unitized. 

Three (3) of these wells were completed i n 1955, two (2) i n 1956, six (6) 

in 1961, fourteen (14) i n 1962 and three (3) i n 1963. The Yates "B" Fed­

eral //I i n Unit B of Section 19, Township 18 South, Range 29 East and the 

Travis Federal No. 9 i n Unit H of Section 19, Township 18 South, Range 29 

East have been plugged and abandoned. Of the remaining twenty-six (26) 

wells, nineteen (19) are active producers and seven (7) are presently shut 

in. Nine (9) wells are completed only i n the Loco Hills sand, one (1) 

well is completed only i n the Grayburg dolomite iirrnediately above the sand 

and sixteen (16) wells are completed i n both the Loco H i l l s sand i n the 

Grayburg dolomite. 

As of 1-1-81, cumulative recovery from the twenty-eight (28) wells within 

the proposed unit area was 607,948 barrels of o i l . By 1-1-82, cumulative 

production was 614,124 barrels of o i l . There were 19 active producers i n 

1981. The Droduction history of each lease is detailed i n Table I I . Fig­

ure 5 surrmarizes the production history of the proposed Unit and Figures 6 
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PRODUCTION HISTORY (Continued) 

thru 18 are plots of o i l production for the individual leases. 

RESERVOIR PROPERTIES 

The proposed Unit area encloses the southwestern extension to the Loco Hills 

Field. This extension is an isolated stratigraphic trap separated frcm 

the main development of the Loco Hi l l s sand (Zone 4 of the Grayburg For­

mation) to the northeast. At the edges of the proposed Unit, both porosity 

and permeability i n the Loco Hi l l s sand thin to non-corrmercial values. 

The Loco Hills sand reservoir is limited to the proposed Unit area by a 

circle of dry holes. 

Table I I I i s a l i s t i n clockwise order of wells that l i e directly outside 

the boundary of the proposed Unit. Of these twenty-four (24) wells, only 

the Sims and Reese Gulf State No. 1 and the Sims and Reese Pure Federal 

No. 1 have produced from the interval proposed for unitization. The Gulf 

State No. 1 produced 1359 BO frcm Loco Hi l l s perforations at 2261'-2281' 

before the well was plugged and abandoned as non-commercial i n 1966. The 

Pure Federal No. 1 produced 628 BO from perforations at 2304'-2346' that 

included both the Grayburg dolomite and the Loco H i l l s sand. The Pure 

Federal No. 1 was plugged i n 1964. Electric logs for several of the wells 

outside the proposed Unit show some porosity i n the Loco Hi l l s sand. The 

recently d r i l l e d Westhall Hewitt Federal No. 1 has perhaps 2 feet of porous 

Loco Hills sand, but the Loco Hills did not seem to produce on test. The 

log for the Anadarko Travis No. 10 shows about 4 feet of Loco Hi l l s porosity 

but Anadarko has not tested the Loco Hi l l s sand. Among the deep tests 
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RESERVOIR PROPERTIES (Continued) 

i n the area, the Trigg Sivley Federal 29 No. 2, the Hondo Alscott Federal 

No. 4, the Anadarko Turkey Track No. 1 and the Heyco Travis 24 No. 1 show 

5, 16, 3 and 18 feet, respectively, of Loco H i l l s porosity. The available 

logs for the last three wells are compensated neutron logs taken through 

casing. The fact that the Heyco Travis 24 No. 1 lies i n the midst of 

confirmed dry holes casts doubt on the existence of 18 feet of net Loco 

Hills pay. The through-cas ing logs are probably misleading because of the 

lack of caliper log and the d i f f i c u l t y of correcting for a shaly dolomitic 

sand. In any case, the operators did not test the Loco H i l l s i n any of 

these deep wells. The Denton Hover No. 1, the Hanson E l l i o t t A No. 1 and 

the Goodale No. 2 (dr i l l e d i n 1926) a l l had o i l shows i n the Loco H i l l s , 

but again no completion was attempted. The proposed Unit includes the 

entire area where the southwestern extension of the Loco H i l l s Field pro-

daces o i l i n commercial quantities. 

Analysis of core data from nineteen (19) wells Is surrrnarized i n Tables IV 

and V. Net pay was based upon porosity cut-offs of three (3) percent for 

the Grayburg dolomite and nine (9) percent for the Loco Hi l l s sand. The 

eighteen (18) wells with complete Loco H i l l s core data show an average of 

9.9 feet of pay with average permeability of 3.6 md and average porosity 

of 12.2%. The fourteen (14) wells with complete core data for the Grayburg 

dolomite interval have an average of 8.7 feet of pay with average permeability 

of 7.0 md and average porostiy of 6.4%. 

The net Loco H i l l s sand isopach map i n Figure 19 was based on core data 

as much as possible. A correlation was developed between core porosity 
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RESERVOIR PROPERTIES (Continued) 

and neutron log porosity for the cored wells. The core porosity cut-off 

of nine (9) percent corresponded to twelve (12) percent log porosity. 

This cut-off of twelve (12) percent was used to find the net Loco Hi l l s 

pay for those wells where no core data existed. The available logs are 

the old ganrna-ray neutron type which must be internally calibrated into 

porosity units. Since there is no standard way to do this calibration 

accurately, the values for net Loco H i l l s pay can be only approximately 

correct. The isopach i n Figure 19 contains 8111 acre-feet of Loco Hills 

pay within the boundary of the proposed Unit. 

Figure 20 is an isopach map of the net Grayburg dolomite pay i n the region 

of the proposed Unit. Here a three (3) percent porosity cut-off was used 

for both core and log data since comparison of core and log data from the 

cored wells Indicated no correction was necessary i n dolomite. The isopach 

in Figure 20 contains 7109 acre-feet of Grayburg dolomite pay within the 

Unit boundaries. However, cross sections (Figures 21, 22, & 23 referred 

to base map i n Figure 2) show that individual dolomite intervals are not 

continuous across the proposed Unit. There is continuity of the Loco 

Hills sand within the proposed Unit, but several separate dolomite mem­

bers have been seen. The ctolomite isopach i n Figure 20 i s probably not 

quantitatively correct because construction of an isopach assumes continuous 

porosity development. The dolomite isopach does serve to highlight those 

portions of the proposed unit vhere significant dolomite porosity exists. 

The Grayburg dolomite seemed to contribute to secondary recovery i n 

Anadarko's waterfloods i n the Loco H i l l s f i e l d , but exhibited only gross 
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RESERVOIR PROPERTIES (Continued) 

channeling and premature water breakthrough i n the West Loco H i l l s Unit. 

The dolomite may be a help or a hinderance at South Loco H i l l s . I t i s 

recorrnended that no changes be made i n the perforated intervals before 

the start of water injection. I t should be possible early i n the water-

flood to decide from injection surveys whether to add <jblcmite perforations 

to wells without them or to squeeze the dolomite perforations that already 

exist. The simplest approach i s to l e t the waterflood i t s e l f decide this 

question. 

The core data i n Table TV show an average water saturation of 43.7% and 

an average o i l saturation of 12.2%. These values are too high for connate 

water saturation and too low for residual o i l saturation since the cores 

were flushed during the coring process. Relative permeability data for 

four core plugs from West Loco H i l l s Unit wells 13-9 and 13-11 indicate 

connate water saturations of 16.2, 18.2, 20.7 and 26.5 percent and residual 

o i l saturations of 27.3, 34.9, 50.4 and 51.6 percent. The relative permea­

b i l i t y data was measured by F. David Martin of New Mexico Tech. While the 

results may not apply exactly to South Loco H i l l s , they indicate that 26.5 

percent is a better value for connate water saturation and 27.3 percent i s 

a better value for residual o i l saturation. The following characteristics 

are taken to represent the Loco H i l l s sand: 

Permeability 3.6 md 

Porosity (above 9% cut-off) 12.2% 

Water saturation 26.5% 

Residual o i l saturation 27.3% 
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FLUID PROPERTIES 

There are no records of early f l u i d samples from wells within the pro­

posed Unit. However, a sample taken at a depth of 2750 feet i n 1943 from 

the Canfield No. 3 located i n Section 7, Township 18 South, Range 29 East 

(now within the Ballard Grayburg San Andres Unit) is thought to represent 

the crude o i l i n the Loco H i l l s Field. The Canfield sample was analyzed 

as follows: 

Gravity 35 - 37° API 

Original Viscosity 1.5 cp. 

Original Formation Volume Factor 1.27 reservoir bbls/ 

stock tank bbls 

Solution Gas-Oil Ratio 420 cubic feet /bbl 

Saturation Pressure 898 psig 

Sampling Pressure 903 psig 

Reservoir Temperature 82° F 
Estimated Original Reservoir 1000 psig 
Presssure 

Current reservoir and f l u i d conditions are estimated to be: 

Reservoir Pressure 50 psig 

Gravity 35° API 

Formation Volume Factor 1.02 Reservoir bbls/stock 
tank barrels 

Viscosity 2.5 cp. 

RESERVES 

Original o i l i n place i n the Loco H i l l s sand within the proposed Unit 

area is estimated to have been 4,443,000 stock tank barrels. This estimate 
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RESERVES (Continued) 

is based upon a Loco Hi l l s sand reservoir volume of 8111 acre-feet, 

average porosity of 12.2 percent, water saturation of 26.5 percent 

and formation volume factor of 1.27 reservoir barrels per stock tank 

barrel. I t i s d i f f i c u l t to calculate a value for the volume of o i l 

originally present i n the Grayburg dolomite because of the discontin­

uous intervals that are present. A rough estimate would be 1.5 million 

stock tank barrels. 

There are essentially zero remaining primary reserves since a l l the wells 

in the proposed Unit area are operating right at the economic l i m i t . 

During 1980, the average production was 0.92 BOPD per producer. In Nov­

ember of 1981, this average rate was 0.82 BOPD per producer. Ultimate 

primary recovery of 615,000 stock tank o i l represents only about 14 per­

cent of the original o i l i n the Loco Hi l l s sand and only about 11 percent 

of the total o i l originally i n the Loco H i l l s sand and i n the Grayburg 

dolomite. Secondary reserves are predicted to be 609,000 stock tank 

barrels. This estimate i s based on a comparison with the waterf loods i n 

the west Loco H i l l s Unit and i n the Far West Loco H i l l s Unit. 

WATERFLOOD DFATFJJOPMENT 

Figure 24 shows the reconrnended pattern of development for the proposed 

waterflood. The basic arrangement i s a 5-spot pattern to be developed i n 

two stages. I n i t i a l l y eight wells would be converted to water injection 

wells i n order to push o i l toward the remaining 18 producers. Later four 
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WATERFLOOD DEVELQ̂ IENT (Continued) 

additional wells on the northwest periphery would be converted to injection 

service. This two-phase plan allows iinmediate development i n the main 

portion of the reservoir while ininirnizing the number of nearby abandoned 

wells that might require remedial work to prevent loss of injected fluids. 

When the waterflood has proved i t s e l f , i t can be expanded to the more mar­

ginal area of the reservoir. 

In Phase I , the follc>wing wells w i l l be converted to injection status: 

1. Anadarko Alscott Federal No. 4 

2. Anadarko Travis "B" Federal No. 13 

3. Depco Wright Federal Tract 2 No. 4 

4. Depco Wright Federal Tract 2 No. 6 

5. Yates Alscott Federal No. 1 

6. Yates HEY 70 Federal No. 1 

7. Yates Sivley-Alscott Federal No. 4 

8. Yates Travis No. 2 

Additional injection wells to be added i n Phase I I are: 

1. Anadarko Alscott Federal No. 1 

2. Anadarko Travis "B" Federal No. 8 

3. Anadarko Alscott Federal No. 5 

4. Depco Wright Federal Tract 1 No. 2 

Figre 25 shows the predicted response to the two-phase waterflood. 

rfaxiinum production of about 350 BOPD i s predicted during the t h i r d year 

of the flood. The l i f e of the flood i s extended to about 11 years 
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1&1T-RFL00D DEVELOPbENT (Continued) 

because of the delay i n irrplementing Phase I I . Of course, the delay w i l l 

be balanced by the knowledge gained during Phase I . ' 

Table VI l i s t s the plugged and abandoned wells within one-half mile of 

any proposed injection well. I t is important that no injected fluids 

escape via any of these abandoned wells. Some of them may have to be re­

plugged as indicated i n Table VT and these expenses have been included 

in the estimated costs of the waterflood project. 

ECONOMICS 

Table VTI summarizes the economics of the proposed waterflood on a pre-tax 

basis. Over eleven (11) years, the project w i l l generate estimated net 

revenue of $13.78 million i n return for total expenses of $3.65 million. 

At a discount rate of 14%, cumulative net profits w i l l be an estimated 

$4.70 million. The average annual rate of return (AARR) is about f i f t y -

nine (59) percent. 

The economic calculations assumed a constant o i l price of $33 per barrel 

and an average windfall p r o f i t tax of $5 per barrel over the l i f e of the 

project. At present, the actual windfall p r o f i t tax for a major operator 

is about $7 per barrel, but this w i l l decrease i n time i f the o i l price 

renains constant. In addition, the windfall p r o f i t tax on this o i l i s 

scheduled to be eliminated i n 1983 for independent operators. Thus, actual 

ecortomics for independent operators should be better than i s shown i n 

Table VTI. 
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ECDKOMICS (Continued) 

First year expenses include estimated investment requirements of $998,704 

to set up the waterflood (Table VIII) plus operating expenses and water 

costs of $253,680. Total f i r s t years costs are an estimated $1,252,384. 

The project w i l l pay out i n about three years and then provide significant 

earnings. 

PARTICIPATION PARAMETERS 

I t is reccornended that participation i n the proposed Unit be based solely 

on cumulative production through 1980. These production figures are a 

very good representation of ultimate primary recovery since a l l wells are 

now at the economic l i m i t . In addition, secondary recovery should be 

approximately proportional to primary recovery and to cumulative production 

through 1980. A parameter such as acre-feet does not seem appropriate 

since any calculation of acre feet would be p a r t i a l l y based on unreliable 

ganma-ray-neutron logs. 

Table IX shows each Tract's contribution to cumulative production through 

1980. There are minor differences between the production figures i n Table 

I I and the cumulative numbers i n Table LX. The production numbers from 

the New Mexico Oil & Gas Engineering Ccrariittee Calendar Reports were used 

in Table LX because they are normally accepted as o f f i c i a l . Current working 

interest owners include Anadarko, the Denton interests, Depco, Husky, South­

land Royalty and Yates. 

-14-



CONCLUSIONS 

1. The area shown in Figure 2 should be unitized as the South Loco 

Hills (Grayburg) Unit with initized interval extending from the 

top of the Grayburg formation to 30 feet below the base of the 

Loco Hills sand. 

2. A waterflood within the proposed Unit w i l l produce o i l in econ­

omic quantities. 

3. Participation in the proposed Unit should be based on cumulative 

production. 
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PROPOSED SOUTH LOCO HILLS (GRAYBURG) UNIT 

ESTimTED INVESTMENT REQUIREMENTS 

TABLE V I I I 

Intangible Capital Total 
Item Description Costs ($) Costs ($) Costs ($) 

1. Water Plant & Storage $42,234 $73,200 $115,434 

2. I n j e c t i o n System 39,200 146,820 186,020 

3. I n j e c t i o n Well Conversions 176,035 213,365 389,400 

4. Gathering System & Battery 7,500 36,750 44,250 

5. Rework F^o<focirig Wells 100,000 — 100,000 

6. Plugging Costs 163,600 — 163,600 

-59-



PROPOSED SOUTH LOCO HILLS (GRAYBURG) UNIT 
PARTICIPATION PARAMETER BY TRACT 

TABLE IX 

Tract IStuniber 

ChjiiTulative 
Production 
Thru 1980 

Par t i c ipa t ion 
Percentage 

1 

2 

2a 

2b 

3 

4 

4a 

5 

6 

7 

7a 

7b 

14,942 

66,098 

15,967 

27,286 

3,127 

150,985 

35,155 

72,218 

15,254 

3,617 

93,725 

109,956 

2.456233 

10.865484 

2.624727 

4.485394 

.514030 

24.819588 

5.778935 

11.871517 

2.50/521 

.594579 

15.406934 

18.075058 

608,330 100.000000 
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S.R 8 MARTIN YATES 
ALSCOTT F E D E R A L NO. I 
LOC. A - 30 - 1 8 - 2 9 TYPICAL LOG a PROPOSED SECTION 

TO BE UNITIZED 

SOUTH LOCO HILLS (GRAYBURG) UNIT 
LOCO HILLS FIELD 

EDDY COUNTY, NEW MEXICO 

FIGURE NO. 3 
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