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STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE HEARING CALLED BY 
THE OIL CONSERVATION DIVISION FOR THE 
PURPOSE OF CONSIDERING: 

APPLICATION OF DOYLE HARTMAN, OIL 
OPERATOR, FOR AN ORDER CLARIFYING ORDER 
NO. R-6447 AND REVOKING OR MODIFYING 
ORDER NO. R-4680-A OR, ALTERNATIVELY, 
FOR AN ORDER TERMINATING THE MYERS 
LANGLIE-MATTIX UNIT WATERFLOOD PROGRAM, 
LEA COUNTY, NEW MEXICO 

CASE NO. 11,792 

OFFICIAL EXHIBIT FILE 
APPLICANT'S EXHIBIT A (PART I I ) 

PREHEARING CONFERENCE 

BEFORE: MICHAEL E. STOGNER, Hearing Examiner 

June 30th, 1997 

Santa Fe, New Mexico 

This matter came on f o r prehearing conference 

before the New Mexico O i l Conservation D i v i s i o n , MICHAEL E. 

STOGNER, Hearing Examiner, on Monday, June 3 0th, 1997, a t 

the New Mexico Energy, Minerals and Natural Resources 

Department, Porter H a l l , 2040 South Pacheco, Santa Fe, New 

Mexico, Steven T. Brenner, C e r t i f i e d Court Reporter No. 7 

f o r the State of New Mexico. 

* * * 

STEVEN T. BRENNER, CCR 
(505) 989-9317 



PART III 





Ill 

THE PROVISIONS OF THE STATUTORY UNITIZATION ARE MANDATORY; THE 
LAW AND THE ORDERS OF THE COMMISSION CONTROL UNIT 

ADMINISTRATION 

A. Oxy: "Statutory unitization functions in the same way that 
compulsory pooling does." Motion to Dismiss Page 4 

Pooling pursuant to Section 70-2-17 
Tab19A 

One well 
One spacing unit 
No minimum percentage of working interest owners 
approval or any royalty owner approval 
Primary recovery 
Cost disputes to Division 

Standard joint operating agreement binds approving parties only to 
one well initial development. 
See Stovall to Bruce letter November 19, 1990 
Tab 19B 

Subsequent Operations and Subsequent Operations bv Less Than 
All Parties clauses provide for non-consent election and right to be 
carried under standard JOAs 
e.g. A.A.P.L. Form 610-1982 
Tab 20 

Hartman's interest paid its share for approved development over 
the course of twenty years, including eight years of ownership by 
Hartman 

B. Statutory Unitization Act invokes the police power of the state for 
private purposes. Power to force relinquishment by interest owner 
of: 

Leasehold interests 
Wellbores 
Operating rights 
Profitable production 



When the legislature delegates powers to administrative agencies 
standards must be set and must be followed. 

"The Oil Conservation Commission is a creature of statute, 
expressly defined, limited and empowered by the laws creating it." 
Continental Oil Company v. Oil Conservation Commission. 70NM 
310, 318, 373 P2d 809, 814 (1962) 

"The legislature can delegate legislative powers to administrative 
agencies but in so doing, boundaries of authority must be defined 
and followed. In New Mexico, action taken by a governmental 
agency must conform to some statutory standard, or intelligible 
principle." 
Rivas v Board of Cosmetologists. 101NM 592, 593, 686 P2d 934 
(1984) 
AA Oilfield Service v N.M. State Corporation Commission. 118 
N.M. 273, 279, 881 P2d 18 (1994) 

When a statute uses the word "shall it means "must" and signifies a 
command or mandate 

In Re Amijo's Will. 57NM 649, 660, 261 P2d 853 (1953) 
Eason Oil Company v Corporation Commission 
(OW. 1975) 535 P2d 283 holding that under Oklahoma's Statutory 
Unitization Act, in terms very similar to New Mexico's statute, the 
ratification of the unit and the determination of that fact by the 
Commission is mandatory and "the plan is not effective until this 
has been accomplished." 535 P2d 288 

C. Statutory mandates override any regulatory practice or 
interpretation and controls over private agreements 

Cook v. Wyoming Oil and Gas Conservation Commission. (Wyo. 
1994) 880 P2d 583 Commission had interrupted unitization statute 
as requiring 100% approval for expansion but after hearing ruled 
that statute required 80% approval. "If, in fact, the statute was not 
being enforced as the legislature intended, [agency] acted properly 
when it corrected that over sight Indeed, the Commission is 
legally required to enforce the law as it has been drafted by the 
legislature." 880P2d 585 
Tab21A 
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Parkin v. State Corporation Commission. 234 Kan. 994 (Ka. 1984) 
677P2d 991 
Under Kansas Compulsory Unitization Act the approved unit 
agreement specified that the unit could only be terminated on 
approval of at least 65% of working interest owner approval and 
the operator held 100% of such interest. Commission rejected 
royalty interests' owners' application to terminate. Supreme Court 
reversed. "The unit in this case is not one created by contract; it is 
one imposed by the Corporation Commission under authority of 
law." 677P2d 1002 "Only the Corporation Commission can impose 
unitization upon unwilling interest holders and then only pursuant 
to the statues designated above.... The Commission's authority to 
compel unitization is governed strictly by statute," 677 P2d 1002 
"The Corporation Commission cannot delegate its statutory 
aiiSfroritv and responsibilities to the owner of the working interest." 
677 P2d 1010 
Tab 21B 
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70-2-17 OIL CONSERVATION COMMISSION 70-2-17 

For article, "State Conservation Regulation and the 
Proposed R-199," see 6 Nat. Resources J. 223 (1966). 

For comment on geothermal energy and water law, 
see 19 Nat. Resources J. 445 (1979). 

Am. Jur. 2d, AXJt . and C.J.S. references. — 
38 Am. Jur. 2d Gas and Oil §§ 161, 164. 

Rights and obligations, with respect to adjoining 
landowners, arising out of secondary recovery of gas, 
oil, and other fluid minerals, 19 A.L.R.4th 1182. 

58 C.J.S. Mines and Minerals § 240. 

70-2-17. Equi tab le allocation of allowable production; pooling; spac
ing. 

A. The rules, regulations or orders of the division shall, so far as it is practicable to do so, 
afford to the owner of each property in a pool the opportunity to produce his just and 
equitable share of the oil or gas, or both, in the pool, being an amount, so far as can be 
practically determined, and so far as such can be practicably obtained without waste, 
substantially in the proportion that the quantity of the recoverable oil or gas, or both, under 
such property bears to the total recoverable oil or gas, or both, in the pool, and for this 
purpose to use his just and equitable share of the reservoir energy. 

B. The division may establish a proration unit for each pool, such being the area that can 
be efficiently and economically drained and developed by one well, and in so doing the 
division shall consider the economic loss caused by the drilling of unnecessary wells, the 
protection of correlative rights, including those of royalty owners, the prevention of waste, 
the avoidance of the augmentation of risks arising from the drilling of an excessive number 
of wells, and the prevention of reduced recovery which might result from the drilling of too 
few wells. 

C. When two or more separately owned tracts of land are embraced within a spacing or 
proration unit, or where there are owners of royalty interests or undivided interests in oil 
and gas minerals which are separately owned or any combination thereof, embraced within 
such spacing or proration unit, the owner or owners thereof may validly pool their interests 
and develop their lands as a unit. Where, however, such owner or owners have not agreed 
to pool their interests, and where one such separate owner, or owners, who has the right to 
drill has drilled or proposes to drill a well on said unit to a common source of supply, the 
division, to avoid the drilling of unnecessary wells or to protect correlative rights, or to 
prevent waste, shall pool all or any part of such lands or interests or both in the spacing or 
proration unit as a unit. 

All orders effecting such pooling shall be made after notice and hearing, and shall be upon 
such terms and conditions as are just and reasonable and will afford to the owner or owners 
of each tract or interest in the unit the opportunity to recover or receive without 
unnecessary expense his just and fair share of the oil or gas, or both. Each order shall 
describe the lands included in the unit designated thereby, identify the pool or pools to 
which i t applies and designate an operator for the unit. All operations for the pooled oil or 
gas, or both, which are conducted on any portion of the unit shall be deemed for all purposes 
to have been conducted upon each tract within the unit by the owner or owners of such tract. 
For the purpose of determining the portions of production owned by the persons owning 
interests in the pooled oil or gas, or both, such production shall be allocated to the respective 
tracts within the unit in the proportion that the number of surface acres included within 
each tract bears to the number of surface acres included in the entire unit. The portion of 
the production allocated to the owner or owners of each tract or interest included in a well 
spacing or proration unit formed by a pooling order shall, when produced, be considered as 
i f produced from the separately owned tract or interest by a well drilled thereon. Such 
pooling order of the division shall make definite provision as to any owner, or owners, who 
elects not to pay his proportionate share in advance for the prorata reimbursement solely 
out of production to the parties advancing the costs of the development and operation, which 
shall be limited to the actual expenditures required for such purpose not in excess of what 
are reasonable, but which shall include a reasonable charge for supervision and may include 
a charge for the risk involved in the drilling of such well, which charge for risk shall not 
exceed two hundred percent of the nonconsenting working interest owner's or owners' 
prorata share of the cost of drilling and completing the well. 

15 
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70-2-17 

In the event of any dispute relative to such costs, the division shall determine thi " • -'• 
costs after due notice to interested parties and a hearing thereon. The division is 8pecS2ff^ 
authorized to provide that the owner or owners drilling, or paying for the drilling.Vfe^wJ 
operation of a well for the benefit of all shall be entitled to all production from'such M 
which would be received by theTjwner, or owners, for whose benefit the well was drilled 
operated, after payment of royalty as provided in the lease, if any, applicable to each trs^* 
or interest, and obligations payable out of production, until the owner or owners drillinir 
operating the well or both have been paid the amount due under the terms of the pooH ** 
order or order settling such dispute. No part of the production or proceeds accruing u> any 
owner or owners of a separate interest in such unit shall be applied toward the payment of 
any cost properly chargeable to any other interest in said unit. 

I f the interest of any owner or owners of any unleased mineral interest is pooled by virtu* 
of this act, seven-eighths of such interest shall be considered as a working interest aad 
one-eighth shall be considered a royalty interest, and he shall in all events be paid 
one-eighth of all production from the unit and creditable to his interest. 

D. Minimum allowable for some wells may be advisable from time to time, especially with 
respect to wells already drilled when this act takes effect, to the end that the production will 
repay reasonable lifting cost and thus prevent premature abandonment and resulting 
waste. 

E. Whenever i t appears that the owners in any pool have agreed upon a plan for tha 
spacing of wells, or upon a plan or method of distribution of any allowable fixed by tha 
division for the pool, or upon any other plan for the development or operation of such pool, 
which plan, in the judgment of the division, has the effect of preventing waste as prohibited 
by this act and is fair to the royalty owners in such pool, then such plan shall be adopted by 
the division wish, respect to such pool; however, the division, upon hearing and after notice, 
may subsequently modify any such plan to the extent necessary to prevent waste aa 
prohibited by tMs act. 

F. After the effective date of any rule, regulation or order fixing the allowable production, 
no person sha! produce more than the allowable production applicable to him, his wells, 
leases or properties determined as in this act provided, and the allowable production shall 
be produced im accordance with the applicable rules, regulations or orders. 

History: Law* 1835, ch. 72, § 12; 1941 Comp., 
S 69-213 Vi; Law* 1949. ch. 168. « .13; 1953, ch. 76, 
5 1; 1953 Conq^T 65-3-14; taw* i m i , ch. 65, 
§ 1; 1973, ch. 25Et,§ I ; 1577, ch. 255, j 61. 

Meaning of " t f t i* act". — The term "this act," 
referred to in section, means Laws 1935, ch. 72, 
§§ 1 to 24, whidfe appear as 70-2-2 to 70-2-4, 70-2-6 
to 70-2-11, 70-2-22̂  70-2-16, 70-2-21 to 70-2-25. 70-
2-27 to 70-2-3«,«B« 70-2-33 NMSA 1978. 

The terms "tgpaclng unit" and "proration 
unit" are not agatonymous and the commission 
has power to fkagaring units without first creating 
proration unite. Stutter & Wilbanks Corp. v. Oil Con
servation Conmi,n,87 N.M. 286, 532 P.2d 582 (1975). 

Proration fonsrula required to be based on 
recoverable gu .— Lacking a finding that new gas 
proration formdta is based on amounts of recover
able gas in pool aad under tracts, insofar as these 
amounts can be;pnctieally determined and obtained 
without waste, ia sapposedly valid order in current 
use cannot be replaced. Such findings are necessary 
requisites to validitf of the order, for it is upon them 
that the very 'pow of the commission to act de
pends. CoittinentsI Oil Co. v. Oil Conservation 
Comm'n, 7D3O1310,373 P.2d 809 (1962). 

Findings ireqiired before correlative rights 
ascertains^!. — In order to protect correlative 
rights, it JB iincinribent upon commission to deter
mine, "so ffer £«s 2 is practical to do so," certain 
foundatiorarcynartters, without which the correlative 
rights of -Jamais; owners cannot be ascertained. 

Therefore, the commission, by "basic conclusion* of 
fact" (or what might be termed "findings"), must 
determine, insofar as practicable: (1) amount of re
coverable gas under each producer's tract; (2) the 
total amount of recoverable gas in pool; (3) propor
tion that (1) bears to (2); and (4) what portion of 
arrived at proportion can be recovered without 
waste. That the extent of the correlative rights must 
first be determined before commission can act to 
protect them is manifest. Continental Oil Co. v. Oil 
Conservation Comm'n. 70 N.M. 310, 373 P.2d 809 
(1962). 

In addition to making such findings the commis
sion, "insofar as is practicable, shall prevent drainage 
between producing tracts in a pool which is not 
equalized by counter-drainage," under the provisions 
of 70-2-16 NMSA 1978. Continental Oil Co. v. Oil 
Conservation Comm'n. 70 N.M. 310, 373 P.2d 809 
(1962). . 

Four basic findings required to adopt a production 
formula under this section can be made in language 
equivalent to that required in previous decision con
struing this section. El Paso Natural Gas Co. v. Oil 
Conservation Comm'n, 76 N.M. 268, 414 P.2d 496 
(1966) (explaining Continental Oil Co. v. Oil Conser
vation Comm'n, 70 N.M. 310, 373 P.2d 809 (1962)). 

Although subservient to prevention of waste and 
perhaps to practicalities of the situation, protection 
of correlative rights must depend upon commissions 
(now division's) findings as to extent and limitations 
of the right. This the commission is required to do 
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70-2-18 OIL CONSERVATION COMMISSION 70-2-18 

under the legislative mandate. Continental Oil Co. v. 
Oil Conservation <3omm'n. 70 N.M. 310, 373 P.2dBD9 
(1962). 

Division found not to have primary jurisdic
tion over suit seeking an order to join in an oil well 
free of risk penalty. Mountain States Natural Gas 
Corp. v. Petroleum Corp., 693 F.2d 1015 (10th Cir. 
1982). 

Grant of forced pooling Is determined on 
case-to-case basis. — The granting of or refusal to 
grant forced pooling of multiple zones with an elec
tion to participate in less than all zones, the amount 
of costs to be reimbursed to the operator, and the 
percentage risk charge to be assessed, if any, are 
determinations to be made by the commission (now 
the division) on a case-to-case basis and upon the 
particular facts in each case. Viking Petroleum, Inc. 
v. Oil Conservation Comm'n, 100 N.M. 451, 672 P.2d 
280 (1983). 

As to forced pooling of multiple zones with 
an election to participate in less than all zones. 
See Viking Petroleum, Inc. v. Oil Conservation 
Comm'n, 100 N.M. 451, 672 P.2d 280 (1983). 

"Division's findings upheld. — Commission's 
(now division's) findings that it would be unreason
able and contrary to the spirit of conservation stat
utes to drill unnecessary and economically wasteful 
well were held to be sufficient to justify creation of 
two nonstandard gas proration units, and the force 
pooling thereof, and were supported by substantial 
evidence. Likewise, participation formula adopted by 
commission, which gave each owner a share in pro
duction in 6ame ratio as his acreage bore to acreage 
of the whole, was upheld despite limited proof as to 
extent and character of pool. Rutter & Wilbanks 
Corp. v. Oil Conservation Comm'n, 87 N.M. 286, 532 
P.2d 582 (1975). 

Relation between prevention of waste and 
protection of correlative rights. — Prevention of 

waste is of paramount interest to the legislature and 
protection of correlative rights is interrelated and 
inseparable from it. The very definition of "correla
tive rights" emphasizes the term "without waste." 
However, protection of correlative rights is necessary 
adjunct to the prevention of waste. Continental Oil 
Co. v. Oil Conservation Comm'n, 70 N.M. 310, 373 
P.2d 809 (1962). 

Division's authority to pool separately owned 
tracts. — Since commission (now division) has 
power to pool separately owned tracts within a spac
ing or proration unit, as well as concomitant author
ity to establish oversize nonstandard spacing units, 
commission also has authority to pool separately 
owned tracts within an oversize nonstandard spac
ing unit. Rutter & Wilbanks Corp. v. Oil Conserva
tion Comm'n, 87 N.M. 286, 532 P.2d 582 (1975). 

Elements of property right of natural gas 
owners. — The legislature has stated definitively 
the elements contained in property right of natural 
gas owners. Such right is not absolute or uncondi
tional. It consists of merely (1) an opportunity to 
produce, (2) only insofar as it is practicable to do so, 
(3) without waste, (4) a proportion, (5) insofar as i t 
can be practically determined and obtained without 
waste, (6) of gas in the pool. Continental Oil Co. v. 
Oil Conservation Comm'n, 70 N.M. 310, 373 P.2d 809 
(1962). 

Law reviews. — For article, "Compulsory Pooling 
of Oil and Gas Interests in New Mexico," see 3 Nat. 
Resources J. 316 (1963). 

For comment on El Paso Natural Gas Co. V. Oil 
Conservation Comm'n, 76 N.M. 268, 414 P.2d 496 
(1966), see 7 Nat. Resources J. 425 (1967). 

For comment on geothermal energy and water law, 
see 19 Nat. Resources J. 445 (1979). 

Am. Jur. 2d, A-LJt. and C.J.S. references. — 
38 Am. Jur. 2d Gas and Oil §§ 159,161,164. 

38 C.J.S. Mines and Minerals §§ 229, 230. 

70-2-18. Spacing or proration unit with divided mineral ownership. 

A. Whenever the operator of any oil or gaa well shall dedicate lands comprising a 
standard spacing or proration unit to an oil or gas well, it shall be the obligation of the 
operator, i f two or more separately owned tracts of land are embraced within the spacing or 
proration unit, or where there are owners of royalty interests or undivided interests in oil 
or gas minerals which are separately owned or any combination thereof, embraced within 
such spacing or proration unit, to obtain voluntary agreements pooling said lands or 
interests or an order of the division pooling said lands, which agreement or order shall be 
effective from the first production. Any division order that increases the size of a standard 
sparing or proration unit for a pool, or extends the boundaries of such a pool, shall require 
dedication of acreage to existing wells in the pool in accordance with the acreage dedication 
requirements for said pool, and all interests in the spacing or proration units that are 
dedicated to the affected wells shall share in production from the effective date of the said 
order. 

B. Any operator failing to obtain voluntary pooling agreements, or failing to apply for an 
order of the division pooling the lands dedicated to the spacing or proration unit as required 
by tMs section, shall nevertheless be liable to account to and pay each owner of minerals or 
leasehold interest, including owners of overriding royalty interests and other payments out 
of production, either the amount to which each interest would be entitled i f pooling had 
(occurred or the amount to which each interest is entitled in the absence of pooling, 
whichever is greater. 

CL Nonstandard spacing or proration units may be established by the division and all 
mineral and leasehold interests in any such nonstandard unit shall share in production 
from tfhat unit from the date of the order establishing the said nonstandard unit. 
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'1 ENERGY. MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

STATE OF NEW MEXICO 

GARREY CARRUTHERS 
November 19, 1990 

POST OFFICE BOX 2088 
STATE LANO OFFICE BUILDING 
SANTA. FE. NEW MEXICO B7504 

(505) B27-580O 

GOVERNOR 

Mr. James Bruce 
Hinkle, Cox, Eaton, Coffield St Hensley 
500 Marquette N.W., Suite 800 
Albuquerque, NM 87102-2121 

"Re: Sage Energy Statutory Unitization 

Dear Jim: 

I received your letter of November 15, 1990, which, as I am sure you 
have by now discovered, is subsequent to the order. Your analysis does merit 
a response. 

The important part of the dissection is the difference between the 
Statutory Unitization Act and the force-pooling provision of the Oil and Gas 
Act. In my mind, the major functional difference is that a force-pooling order 
forces mineral interests into a single proration unit and provides such interests 
with alternative methods of participating in a single operation, dr i l l ing a well. 
Such interest may pay its prorata share of costs in advance, join the risk and 
receive its prorata share of production, or i t may have its share of costs plus 
risk charge withheld from production. A force-pooling order has no effect 
upon interests which have otherwise committed their interests to the well, and 
it has no import with respect to subsequent operations. The order also expires 
within a relatively short time i f the well is not commenced by a specified date. 

Under statutory unitization the unwilling interests are forced into an 
tgreement affecting many wells and proration units for secondary recovery 
•perations. Once i n , the parties' rights and relationship are controlled by the 
-greement (being the unit agreement and unit operating agreement) regardless 
f whether the party has joined voluntarily or not and whether the interest is 
ost-bearing or non-cost-bearing. Unlike a force-pooling which may be 
undertaken by any single interest owner seeking to develop the minerals, a 
tatutory unitization must have the voluntary joinder of a specified and 
ubstantial percentage of the interests before i t can become effective, but once 
hat happens the operations under the agreement continue indefinitely. 

Looking specifically at the "penalty" provision of each, I f i n d the 
lifferences again significant. The force-pooling statute requires the Division 
•> "make definite provision" for the "prorata reimbursement solely out of 
iroduction to the parties advancing the costs", such costs being limited to 
ictual and reasonable costs of dr i l l ing the well, a reasonable charge for 
upervision and "may include a charge for r isk" not to exceed 200 %. This 
•harge is a reward to the parties who undertake the risk and is charged only to 
>arties subject to the order who do not pay costs of the specified dr i l l ing 
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Mr. James Bruce 
November 19, 1990, 
Page 2 

operation in advance. The risks involved must be demonstrated to the Division 
before a charge can be approved. 

Under statutory unitization, the Division approves an agreement for the 
unit operation which must include many provisions including a provision for 
carrying working interests, which provision will define the manner in which the 
carried interests will be paid out of production. The statute fur ther provides 
that the interest will be relinquished to the unit un t i l costs, plus a nonconsent 
penalty, have been recovered. The nonconsent penalty is not necessarily 
based upon risk and is an inducement to encourage participation in any given 
operation. The carrying provision applies to any interest, whether or not that 
interest voluntarily joined the unit , which does not consent to an approved (by 
the unit) operation at any time during the l i fe of the uni t . An approved 
agreement must also have is a voting procedure by which the working interest 
parties to the agreement, whether voluntary or statutorily brought i n , can 
make decisions regarding operations. 

Operationally these appear to me to be very substantial differences. As 
Jim Morrow pointed out, once a unit plan has been approved, the parties are 
going to look at the agreement to determine rights and responsibilties. An 
order with substantive additional provisions is extraneous to that agreement. 
Furthermore, parties who have accepted the agreement, might not have agreed 
to a penalty provision. I n other words, i t is my interpretation that the order 
approves the agreement and imposes on certain parties, and that agreement 
then establishes the rights and duties. 

Having now made this analysis, I invite you to submit a proposed form of 
order penalty provision which could be applied in this type case. I'm not sure 
procedurally how we would implement such a provision at this time, but we can 
cross that bridge i f we get to i t . 

As always the matter is wide open for discussion. 

Sincerely, 

Robert G. Stovall, 
General Counsel 

r»t \L#r»*tV w n f f \ u t i c r . . T.TH 
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A.A.P.L. FDE^;610-1982 

MODEL FORM OPERATING AGREEMENT 

OPERATING AGREEMENT 

DATED 

, 19 

OPERATOR 

CONTRACT AREA. 

COUNTY OR PARISH OF STATE OF. 

COPYRIGHT 1982 — ALL RIGHTS RESERVED 
AMERICAN ASSOCIATION OF PETROLEUM 
LANDMEN, 2<WS CONTINENTAL LIFE BUILDING, 
FORT WORTH, TEXAS, 76102, APPROVED FORM. 
A .A .P .L . NO. 610 1982 REVISED 
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A.A.P.L. FORM 010 - MODEL FORM OPERATING AGREEMENT - 1982 

GUIDANCE EN THE PREPARATION OF THIS AGREEMENT: 

1. Title Page • Fill in blinks a, applicable. 

2. Preamble. Page 1 • Enter came of Operator. 

3. Article Q - Exhibits: 

(a,s Indicate Exhibits to be attachcJ. 

(b; If it is desired tha: no reierence be made to non discrirr initio?, th 2 reference1 to Exhibit " F 1 shou'.d be deleted. 

4. Arrive III.B. - inurem of Parties ir. Ccsis and Producdcn • Enter :nysl:y faction 25 agr«d to by parties. 

5. Article IV.A. - Tide Examination • Select option as agreed to by the parties. 

6. Article IV.B. - Lo&s of Title - U "Joint Loss" ol Title is desired, the following changes should be made: 

(a; Delete Angles I\ ' .B I and I V . B . l 

(b) Article IV.B.3 - Delete phrase "other than those set forth in Articles IV.B.2 and IV.B.2 above." 

(c) Article VH.E. - Change reference at end of the first grammatical paragraph from "Article IV.B.2" tc "Article IV.B 3." 

(di Article X. - Add as the concluding sentence • " A l l claims or su-its involving title tc any uteres; subject to this ag-eement shall be 

treated as s claim or a suit against all parties hereto." 

7. Article V • Q j v ; w • Fnif-r name ci Operator. 

8. Article VI.A - Initial Well: 

(a> Date of commencement ol drilling 

(bj Locacior. of well. 

(c> Obligation depth. 

9. Article VI,3.2(b) Subsequent Operations • Fnrer penalty pe-cer.tage 'JS agreed to by parr.es. 

10. Article Vl.C. • Taiur.^ Projection in Kir.d I : ? Gas Ra^nci-ig A^-terr.ert is net in existence ncr attached heme 35 Exhibit " E " , then use 

Alternate Pige 8. 

11. Article VI I .D . l . Limka'Jc-n of Kxptnditures Select option as agreed to by parties. 

12 Article VHP.?, Lbnauj r . of Expenditures - Enter limitation of expenditure of Operator for jing!e project -nd amount above which 

Operator may turnish information AFE. 

13. Article IX. ^internal Kccr.u^ Code Election Delete *his article in the event the agreement U 2 Tax Partnership and Exhibit " G " is at

tached. 

14. Article X. - Claims and Laws jits En:cr claim limit a; agreed to by parties. 

13. Article X I I I . • Term of Agreement: 

(a) Select Option as agreed to by parties. 

(b) l i Option N ' j . 2 i i selected, errer Agreed .-umber o: days in two (2? blanks. 

26. Article XIV.B - Governing Law • Enter state ai agreej to by p&rtics. 

17. S:gnature Page - Enter effective dale. 
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A.A.P.L FORM 010 • MODEL FORM OPERATING AGREEMENT - 1982 

TABLE OF CONTENTS 

Atticl. Tide £ • £ 

I . DEFINITIONS 1 

I I . EXHIBITS 1 

IU. INTERESTS OF PARTIES 2 
A. OIL AND GAS INTERESTS 2 
B. INTERESTS OF PARTIES IN COSTS AND PRODUCTION 2 
C. EXCESS ROYALTIES, OVERRIDING ROYALTIES AND OT! ICR PAYMENTS 2 
D. SUBSEQUENTLY CREATED INTERESTS 2 

TV. TITLES 2 
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1 OPERATING AGREEMENT 
2 
3 THIS AGREEMENT, enterec into by snd between 
4 , hereinafter designated and 
5 referred to as "Operator", and the signatory party or parties other than Operator, somcatr.es hereinafter referred to individually herein 
0 as ''Non-Operator \ »nd collectively as "Non-Operators". 
7 
8 WITNESSETH: 

9 
10 WHERE.\S, the parties to this agreement are owners of oi! and gas leases ar.d'or oil and gas interests in the land identified in 
11 Exnibit " A " , and the parties hereto have reached an agreerner.' to e*p.nre and develop these leases and/or oil and gas interests for the 
12 production of oil and gas to th-; extent and as hereinafter provide, 
:i 

14 NOW, THEREFORE, it is agreed us follows: 

15 
16 ARTICLE t. 
17 DEFINITIONS 
16 
19 As used tr. this agreement, the following words and terms shall have the meanings here ascribed to them: 
20 A. The term "oil anc gi.5" shall mean oil, ga;, casinghead gas. gas condensate, and all other liquid cr gaseous hydrocarbons 
21 and othe: marketable substances prucuced therewith, unless a:: ir.ter.t to li.tiit the indusiveness of this term is specifically stated. 
22 B. The terirs "oil and gas lease", "l;ase" and "leasehold" sh*.U mean the oil and gas leases covering tracts of land 
23 lying within the Contract Are*, which are owned by trie parties to this agreement. 
24 C. The term "oil and gas interests" shall mean un!eas;d fee and mineral interests in tracts cf lard lying within the 
25 Contract Area which are owned by parties tn this agreement. 
26 D. The term "Contract Area" shali mean all o: -.he Unds, cil ar.d gas leasehold interests and uil and gas interests intended to be 
27 developed and operatei for c :l and gas purposes under tht; agreement. Such lands, oi! aid gas leasehold interests and oli and gas interests 
28 are described in Exhibit " A " . 
29 E- The term "drilling uni:" shall mean the area fixed for the drilling of on? well by order c rjle of any state or 
JO federal body having authority. If a drilling unit .s r.o; fixed by any such rule or order, a drilling unit shall be the itillii,g unit »s establish-
31 cd by the pattern of drilling in the Contract Are: Dr as fixed by express agreement of the Drilling Parties. 
32 F. Ths term "drillsite" shall nean the oi", ant gis lease or interest :n which a proposed we!', is to be located. 
33 G The terms "Dr:lling Party" and "Consenting Party" shall mean a party who agrees to j;in in and pay its share of the cost of 
34 any operation conducted under the provisions of this agreement. 
35 H. The terras "Non-Drilling Party" ar.d '.Non-Ccruenting Party" shall mean a party who elects not to participate 
}6 in a proposed operation. 
37 
38 Unless the context otherwise citari) indi:ates, words used in the singular include the plural, the plural includes the 
39 singular, and the neuter gender induces tht masculine and the feminine. 
40 
41 ARTICLE 11. 
4 2 EXHIBITS 
43 

44 The following exhibits, as indicated betas, and attached hereto, are incorporated ia and made a part hereof: 
45 O A. Exhibit " A " , sha'i include the following information: 
46 (1) Identification of lands subject to this agreement, 
47 (2) Restrictions, if any, as to depths, formations, or subftances, 
48 (3) Percentages or fractional interests of paries to this agreement, 
49 (4) Oil and gas leases arJ'or oil and gas interests subiect to this agreement, 
50 (5) Addresses cf parties for notice purposes. 
51 • B Exhibit " B " . Form cf Lease. 
52 CJ C. Exhibit "C", Acmunting Procedure. 
53 D D. Exhibit " D " . Insurance. 
54 d E. Exhibit "E", Gas Balancing Agreemem. 
55 C F. Exhibit "F", Non-Discrimination and Certification cf Non-Segregated Facilities. 
56 C G. Exhibit "G", Tax PartrsmHip 
57 If any provision of any ethi'nit, except Exhibits "E" and "G". is L-iCCcsisient with, any provision contained in.jtfie body 
5S of this agreement, the provisions in the hnrlv nf this agreement shall prevail " : 

59 ' * 
60 £ 
61 l ' ~ 
62 
65 
64 

65 & r J $ \ 
66 i v;, 
67 \ • : > j > . : - ; / 
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1 ARTICLE I i i . 
2 INTERESTS OF PARTIES 

3 
4 A. Oil and C u Interests: 
3 
6 If any party owns an oi! and gas inte: est in the Contract Arta, -ha' interest shall be treated for ail purposes of this agreement 
7 and auring the term hereo: as u' it »crt cjver.-d by the form of ci! ar.d jus lease sttachrd here:o as Exhibit " B " . anc the owner thereof 
6 shall be deemed to own both the royalty interest rcser.ee in such least and the interest of the lessee thereunder 
9 

10 B. Interests of Parties in Costs and Production: 

11 
12 Unless charged by outer provisions, ai. costs and liabilities incurred m operations under this agreement shall be born? and 
13 paid, and all equipment and materials acquired in operauons on the Contract Area shall be owned, by thn parties as their interests are set 
IA forth in Exrubit " A '. In the same manner, the parties shall also own all production of cil and gas from the Ccntmct Area subject to die 
15 payment of royalties tc the extent of which shall be borne ss hereinafter set forth. 
16 
17 Regardless of wharh party has contributed the leasees) and'or oil and gas interests) hereto on which royalty is cue and 
18 payable, each party entitled to receive a share of production cl oil and gas from the Contraa Area shall bear and shall pay or deliver, or 
19 cause to be paid cr deliv ired, to the extent uf its irtetest in vuch production, the royalty amount stipulated hereinabove and shall hold the 
20 ether parties free frcrr. any 'liability therefor. No party shall ever be responsible, however, at a price basis higher than the price received 
21 by such party, to any ether party's lessor cr royalty owner, and if any such other party's lessor or royalty owner should demand and 
22 receive settlement on a higher price basis, the pany contributing the affected lease shall bear tie aJd:jo::a! royalty buiden attributable to 
23 such higher price. 
24 

25 Nothing contained in this Article IL'.B. shall De ieenvd an assignment or cross-ass gnmeni of inteiesis covered hereby. 

26 

27 C. Excess Royalties, Overriding Royalties and Other Payments: 

23 
29 Unless changed by other provisions, if the interest of any party in inv lease covered hereby is subject to an/ royalty. 
30 overriding royalty, production payment cr other burden on p~od.:ct:on in excess of the amPLr.t stipulated in Article IU B . such part v sc 
31 eurdenwd shall assume and alone bear ali such eitress obiigat.or.s and shaii indemnify and hold the other parties hereto hermits* hum any 
32 and all claims and demands for payment asserted by owners of suc.n excess burden. 
33 
34 O. Subsequently Created Interests: 

35 
36 If any party ihouid hereafter create an overriding tcyal'y, production payment or other burden payable on of production 
37 attributable to its working interest hereunder, or if such a buiden exist'.d prior tc this agreement and is not set forth in Exhibit " A " , or 
36 svas not disclosed in writing to ali other pa'ties prior to thec tecu:ior. of this agreement by ali partes, or is net a jointly acknowledged and 
39 accepted obligation of ail parties tarty such interest being heiemafter referred to as "subsequently created interest" irrespective of the 
40 arrtir.g of its creation arid the party out of whose working interest the subsequently created interest is derived being hereinafter referred 

41 to as "burdened party"), and: 

42 
4^ 1. If the burdened party is required under this agreement to assign or relinquish to any other party, or parlies, all or a portion 
44 0: its working interest asd/or the production attributable thereto, said other party, or parties, shall receive said assignment andfor 
45 p-oducLt?n free and clear o: sa.d subsequently created interest and the burdened party shall indemnify and save said other party, 
4c* c;.' parties, harmless from any anc aL claims and demands for payment asserted by owners of the subsequently created interest: 
47 and, 
48 
49 2. If the burdened party fa.Is to pay, when cue, its snare of expenses chargeable hereunder, all provisions o; Article V11.B. shall be 
50 enforceable against the subsequently created interest in the same manner as they are enforceable against the working interest of 
; i the burdened party. 
32 
5J ARTICLE IV. 
M TITLES 
55 
56 A. Title Examination: 
57 ^ 
58 Title examination sfut be made on tht drillsite of any proposed well prior to commencement of drilling operations or, if 
59 the Drilling Parues so request, ritle examination shall be made or. the leases and/or oil and gas interests included, or planned tc tie indud-
uO ed, in the drilling unit around ruch well. The cpinion will include the ownership of the working interest, minerals, royalty, overriding 
c l royalty aaid production payments under die applicable leases. At the time t well is proposed, each party contributing leases and/pr bit and 
62 gas interests to the drillsite, or to be included in sLch drilling unit, shall furnish tc Operator all abstracts fincluding federal tease status 
63 reports), title opinions, title papers md curative material in its possession free of chr.rge. All such information net ir. thf possession of or 
64 made available tc Operator by the parties, bur necessary for the examination nf the title, shall be obtained by Operator. Operator shall 
65 cause title to be examined by attorneys cn its staff or by outside attorneys. Cnpies of all title opinions shall be funrisned to each party 
66 Laeta. The cost incurred by Operator ia this title program shall be borne as fnllntvs: • ' '> • 
uS G Optic/n No. 1: Costs hevrred by Operatcr in procuring abstracts and title examination (including preliminary, jtipplemertta!, 
69 shut-in gas rcyjty cpinions anc division r̂der title opinions/ shall be a part of the administrative overhead as provided tri ExtSibft **C", 
70 and shall na be a direct charg;, whether performed by Operator's staff attorneys or hy outside attorneys. 

-2-
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ARTICLE IV 
continued 

1 • Option No. 2 COSTS jrcurrec by Operator in procuring abstracts and fe.-s paid outside attorneys tor title examination 
2 (mdidir.g pretana/y, supplemental, shut-in gas roysiiy opinicns aiii! division ordrr feie opinions; snail be borne by the Drilling Parties 
3 in the proportion that the interest of e?.ch Drilling Piny bears io ihe tuial interest ot all Drilling Parties as such interests appear in Ex-
4 hiblt " A " . Operator shall make nc crurge for services rendered by its staff jucrneys or ether personnel in tne ferfarnunce of the above 

5 functions. 
6 
7 Each party sha.l be responsible for sect.nn£ curative matter and pooling intendments or agreements required in connection 
8 wiih leases cr oi! and gas interests contr buted by such party Operator shall be responsible 'or the preparation ar.d recording o: pooling 
9 designations or declarations as well as t̂ e ccnJuct ct hearings before governmental agencies icr the securing nf spacing rr pooling orders. 

10 This shall not prevent eny parry from app?ar.r.g on its own bchilf at any such hearing. 
11 
12 Nc well shall b; drilled on the Con tract Area aScer (I) the t.tle to the dnllsite or dr:V..:ia uni: has been ;>£-nir.ed as above 
13 provided, and (2) the title nas been approved bv the examining attorney or title has been accepted by nil a" the forties who are to par-
I ' l ticipate in the drilling cf the well. 
15 
16 B. Loss of Title: 
17 
18 1. Failure of Title- Should any cil snd gas interest or lease, cr interest thereir, be lost rhrcugh failure of title, which lus; results in a 
19 reduction ot interest from tliat shown or. Exhibit " A " , the party ccntnbucing the affected lease or .merest shall have ninety (90) dcys 
2G from Gnal determination cf title failure tc acquire a new lease or other instrument caring the entirety o: the title failure, which acquisi* 
21 tion. will net be subject to Article VIU.B., and iaibng :o -io so, this agreement, nevertheless, shall continue in force as to til remaining oil 
22 and gas ieases and interests: and, 
7,3 (a) The party »hose oil and gas lease or interest is aii'eaed by tht title failure shall bear abne the entire toss and it shall not be 
l ~ entitled to recover irem Operator or the other parties any development or operating costs which it may have theretofore paid or incurm!, 
25 bat there shall be no additional liability on it; part tc- the other parties hereto by reason of such title failure; 
26 (b) There shall be no retroactive adjustment of expenses incurred or revenaes received frem the ope'ation of the interest which has 
27 been lost, hut the tntcr.-its of the parties shall U* revised cn an icreage basis as of the time it is determined finally that title failure has -JL-
28 curred, so that the interest of the party whose lease cr interest JS affected by tho title Uilure w;L! thereafter be reduced in the Contru't 
29 Area by the amcunt of the interest lost; 
50 \c) If the proportionate interest ol" the other parties hereto in any producing well theretofore trilled on the Contract Area is 
31 increased by reason of the title failure, the party wtuse title has failed shall receive the- proceeds attributable to the increase in such in-
32 tertst tless costs and burdens attributable thereto' ur.ul it rus been reimbursed for unrecovered costs paid by it m connection with such 
33 "ell, 
34 (d) 5hou.d £ny person not i party tc this agreement, who is determined tD be the o^ncr of any interest in the title which has 
3̂  iailed. Fay in any manna any part ot the cost of operation, development, or equipment, such amount shall be paid to the party or parties 
36 who bore the costs wtveh art so refunded, 

3 7 i.e' Any liability to account tc a third party for prior produaion ci oil and gas which arises by reason of title failure shall be 
3& borne by tht party or parties whose title failed .n the same proportions in ^hich they shared in sjch prior production; anc. 
3L) (f) charge shall be rrade to the join: account for legal expenses, fees or sahrles. in connection with the defense of the interest 
40 claime;. by any pirty hereto, it being t:*e intention os the- parties hereto that each shell defend title tc its ;r.terest and bê r all expenses in 
41 connection therewith. 
42 

43 2 Less by Non-Payment or Erroneous Payment oi Amcunt Due: If, through rmsta'se ur oversight, any rental, shit-in well 
44 payment, minimum royalty or royalty payment, is r.or paid or is erroneously p*>:.d. and as a result a lease cr interest therein terminates, 
45 there shall be no monetary liability zgainst the party who failed tc make such payment. Unless the party who failed to make the required 
46 pa > mew s-rurfs a new lease covering the same interest within ninety (901 cays from the discovery of th? failure to make proper payment. 
/i7 wnirh acquisition will not be subject to Article VIII.B.. the interests of the parties shall be revised on ar. acreage basis, effective as of the 
48 caw cf terminr-i i.w -if rhe '.ease involved, and the party win failed tc make proper payment wil! no longer be credited with an 'merest in 
4? the Contract Area rn acccunt cf ownership of the lease or interest which has terminated In the event the party who failed tc nuke the 
50 *tquired payment shall nn- have been fully reimbursed, at the time of the bss, from the proceeds of the sale of oi! and gas attributable to 
51 the lost imeres:, ca!.-ul»ied nn ar. acreage basis, for the development and op-iratinR costs theretofore pa:d cn account of such interest, it 
52 dug U reimbursed for unrecovered actua! costs theretofore paid by it (but not for its share of the cost cf any dry note previously drilled 
53 or "elk previously absndoned) from v> much of the following as is necessary to effect reimbursement: 
M v*i Proceeds of oil and gas, less operating expenses theretofore accrued to the credi! of the lost interest, on sn acreage basis. 
55 up to the amount of unrecovered costs; 
56 (b) Proceeds, k&s operating expenses, thereafter accrued attributable to the lost interest on an acreage basis, of that portion of 
57 oi! and gas thereafter produced and marketed (preluding production from any wells thereafter drilled) which, in the absence of such lease 
58 termination, wculd be attributable to the lost interest on an acreage basis, up to the amount of unreccvered costs, the proceeds of said 
59 pardon of the o.l snd gas to be contributed by the other parties is proportion tc their respective interests: and, •< . 
<A) (C; Any monies, up ro the- amcunt of unrecovered cobts, that may be paid by any party who is. cr becomes, the cwner of tha;'interest 
Cl lost, fcr the privilege of participating in the Contract Area or becoming a party to this agreement. 

62 
63 3. Other Losaes: AH bs*es incurred, other than those s-t forth in Articles IV.B.l. and IV.B.2. above, shall be taint̂ losses 
6*i and shall be borne hy i l l parties in proportion tc their interests. There shall be no readjustment of interests in the remaininsi portion of 
65 Ae Centred Area. i i ' ! 
66 . ...Jl<\ 
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j ARTICLE V. 

2 OPERATOR 

3 

4 A. Designation and Responsibilities ol Operator: 

5 
i , _____ shall be the 
7 Operator of the Contract Area, ind shall conduct and direct an̂  r.ave full control of Ul opera-jons on the Contraa Area as permitted ana 
8 recuired by, arid within the limits ct this agreemen-. It shall conduct ail such operations m a good and workmanlike manner, but it snail 
9 have no liability as Opetatcr to the other parties for losses sustained or liabilities ir.cuned, except such U may rcsut irom gross 

10 negligence or wiiliul misconduct. 
11 

12 B. Resignation or Removal of Operator and Selection of Successor: 

13 
14 1. Resignation or Removal of Operator. Operator may resign at any time by giving written notice thereof tu Non-Operators. 
15 If Operator terminates its legal existence, no longer owns an interesl hereunder in the Contract Area, or is no longer capable oi se-ving &s 
16 Operator, Operator shall be deemed to have resigned without any acticn ty Noti-Operatots, except the selection jf s suj.eisa.-. Operator 
17 may be removed if it fails or refuses tc cairy out its duties hereunder, or becomes insolvent, bar.xrupt cr is placei ir. receivership, by the 
18 affirmative vote of two (2) or more Non-Operators owning a majority interest bused on ownership as shonTi on Exhibit " A " remaining 
19 aiter excluding the voting interest of Operator. Such resignation or removal shall rtot become effective until 7:00 o'clock A.M. on the 
20 first day of the calendar month following the expiration of ninety PO) days after the giving of notice of resignation ty Operator cr action 
21 ty the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at an earlier 
22 date. Operator, alter effective date oi resignation or removal, shall be bound by the terms hereof a; a Non-Operator. A change cf a cor-
23 poratc name or structure of Operaior ir transfer ci Operator's interest to any sing!? subsidiary, parent or successor corporation shall net 
24 be the basis for removal of Operator. 
25 
26 2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Operator shall oe selected bv 
27 the parties. The successor Operator shall be selected iiorr. th? parties owning an interest in rhe Contraa Arei at the time such successor 
28 Operator is selected. The successor Operator shall te selected by the affirmative vote of twb (2) or m-.re parties owning a majority interest 
29 based on ownership as shown on Exhibit " A " ; provided, hewever, if an Operator which has been removed fails to vatt or votes only to 
30 succeed itseif, the successor Operaior shall be selected by the aftirmati.e vote of two (2) or more parties owning a majority interest based 

31 on ownership as shoan on Exhibit " A " remaining after excluding the voting Tterest of the Operator that was removed. 

32 
33 C. Employees: 
34 
35 The nantner oi employees used by Operstcr in conducting operations hereunder, then selection, and the hours oi ie.jor anc" the 
36 crmpensaticn tor services perf.rmed shail be determined by Operator, and ali such employees shall be the employees of Operator. 
37 
38 D. Drilling Contracts: 
39 
40 All wells drilled on the Contract Area shall be drilled cn a competi'ive contract basis at the usual rates prevailing in the area. 1: it so 
41 desires, Opemtnr may employ its own tools anc equipment in the drilling of weils, but its charges therefor shall not exceed the prevailing 
42 raies in the area and the rate of such cba-ges shail be agreed upon by the parties in writing before (frilling operations are cornmencet, and 
43 ŝ ch work shail be performed by Operator under the same terms and conditions ss are customary and usual in the area in contracts of m-
4-1 dependent contractors who are doing work cf a similar nature. 
45 
46 
47 
4o 
49 ARTICLE VI. 
50 DRILLING AND DEVELOPMENT 
51 
52 A. Initial Well: 
53 
54 On cr before the day of , 19 , Operator shall commence rhe drilling of a we!] for 
55 oil and gas at the following loc-atium 
56 
57 
58 
59 f 
60 and shall thereafter continue ±e drilling of the well with due diligence to i^. 
61 k-

« rL 
63 
M 

65 unless granite or other practically impenetrable substance or cc-iditicn in the Lolc, which renders further drilling irrproctical, is «n-
06 countered at i lesser depth, cr unless all partie* agree to complete or itbsudor: the well at a lesser depth. 'r'y~$A 
68 Operator shall make reasonable tests cf all fcrm.zijns encoi'm?red during dVilli.ig which give indication o£ containing'cil end 
69 gas in quantities sufficient to test, unless this sgreement shall be limited in its application tc u specific formation o: formaticmV; inwhich 
70 event Operator shaif he required lo test only the ftrma-on or formations to which ttiii agr-reinem may apply. -TV '̂SI"*-? . 
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ARTICLE V I 
continued 

! It. in Operator's judgment, the well will not prodace oil or gas in paying quantities, and it wishes to plus and abandon the 
2 well as a dry hole, Lie provisions oi Articie VI.E.!.. shili thereaiter apply 
3 
A 

< 
6 E. Subsequent Operationi: 
7 
8 1. Proposed Operations: Should any party heretc desire tn drill any well on ths Contract Area other than th; well provided 
9 for ia Article VI.A.. or ;o rework, deepen or plug back a dry hole drilled at the jotr.i expense of all patties or a wel! jjintly owned by all 

1" the parties ar.d not then producing ir. paying quantities, tht party desiring to drill, rework, deeper, or plug bade such a veil shall give the 
U ether parlies written ncjee of the proposed operauon, specifying the work to be performed, the location, proposed depth, objective tbrmi-
12 nor. and the estimated cos; oi the operaaoa. The parties receiving such a nctice shall have thirty (30; days after receipt cf the notice 
13 within which to notify the parry wishing to dc the work whether they elect to participate in tSe cost cf the proposed operation. If , diiO-
14 ing rig is on location, notice or a proposal to rework, piug back or drill deeper may be given by telephone and the response period s.'ial) be 
I ' limited to forty-eight (43) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party receiving such nctice to reply within 
16 tne per.od above fixed sha!! constitute an election by that party not to participate ir. the cost of the proposed operation. Any notice or 
17 response given by telephone shail be promptly confirmed in writing. 
18 
19 
20 
21 If all parties elect to part.cipste in such a proposed operation, Operator shall, within ninety (90) days after expiration of the notice 
22 period ot thirty (30) Jays (or as promptly as possible after the expiration of the forty-eight (48i hour period when a drilling rig is on loca-
23 r.nn. as the case nay be';, actually- CuiTirr.ence tre proposed operation and complete it with dae diligence at the risk and expense of all par-
24 ties jiereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other parties, 
25 for a period of up to thirty (3C) additional days if, in the sole opinion of Operator, such additicnal time is reasonably necessary to obtain 
26 remits from governmental a .thorites, surface rights (including rights-of-way! or appropriate drilling equipment, *;r to complete title ex-
27 aminatinn or curauve matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article XI, if the 
28 a .tual operation has net been commenced tviuin the time provided '.in^ludr.g any extension thereof as specifically permitted herein) and 
29 if my party hereto still desires tc cor.djct said operation, written sauce proposing sane must be resubmitted to the other parties in accor-
30 dance wuh the provisions hereof as if no prior proposal had been made. 
31 
33 
33 
34 2. Operations by Less tnar A" Parties If any party receiving such notice as provided in Article VTB.!. or V1I.D.1. (Option 
35 No. 2) elects not to participate in th? p't>pn«>d operation, then, in order to be entitled tri the benefits of this Article, ths party or parties 
36 giving ute nctice and such other parties as shall elect to participate in the operation shall, within ninety (90) days after the expiration cf 
37 the nouce period of u-iirty :30i days (or is prompt, y as possible after the expiration of the forty-eight (481 hour period when a drilling rig is 
32 on location, as ihe cse may be; actually commence the proposed operation and complete it with due diligence. Operator shail perform all 
3? work for the account of ths Cnnser.dng Parties; rrr.vided, however, if no drilling rig or other equipment is on location, and if Operator is 
•50 a Non-Consenting Part;. die Consenting Parries -hail either, (a) request Operator to perform the work required by such proposed opera-
41 lion for the acrount of the Consenting Parties, or ;V rl.-sijnate one (l)of the Consenting Parties as Operator tc perform such work. Con-
2̂ senting Parties, ivhtn conducting operations on rhe Cnmraa Area pursuant to this Article VI.B.2., shall comply with all terms and con-
3̂ dirions of this agreement. 

44 
45 
46 

47 If less than ail parties approve any prcposecl operation, the proposing party, immediately afrer the expiration of the applicable 
48 notice period, shall advise tHv Consenting Parties of the tctal interest of the parties approving such operation and its recommendation as 
49 io whether the Consenting Partie: should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48) hours 
50 (exclusive of Saturday, Sunday and iegal holidays} after receipt of such notice, shall advise the prnpoiing party of its desire to (a) limit par-
51 ucipation to such party's interest as shown on Exhliit " A " or J>) carry its proportionate part of Mnn-Consenting Parties' interests, and 
52 failure to advise the proposing ps-rty thali be ceemee an election under (a). In the event a drilling rig is on location, the time permitted for 
53 such a response shall r.ot exceed a totel of forty-eight (18) hours (inclusive of Saturday, Sunday and legal holidays). The proposing party. 
54 at its election, may withdraw such proposal if there is insufficient participation and shall proirptlv notify ?!! partes of such decision 
55 
56 
57 
58 The entire cow and risk of cone-acting such operations shall be bcme by the Consenting Pirties in the proportions they have 
59 elected to bear same undvr the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved-in such 
60 operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties. 
61 If such an operauon results in a dry hole, die Consenting Parties shall plug ar.d abandon the- well anrl restore the surface location at their 
62 sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article resuls'in apro-
63 ducer of cE and •or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole cost Sftd risk, 
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ARTICLE VI 
continued 

1 and the well shall then be turned eve- rt- Operator and shail be operated hy it at the expense and for the account of the Consenting Par-
2 ties. Upon commencement cf operations lor the drilling, revorkinj, cerrpening or plugging bade of ar.y such well by Corsser.ting "Parties 
3 *n accordance with the provisions of this Article, each N^n Consenting Party shall be deemed to have relinquished to Consenting Parties, 
4 and the Consenting Parries shall own and be entitled to receive, in propcrt.on tc their respective interests, all of such NonConsenting 
5 Party's interest in the weil and share o: production therefrom until the proceeds oi the sale oi such share, calculated at the well, cr 
6 market value thereof if such share is not sold, (after deducting production taxes, excise taxes, royalty, overriding royalty and other in-
7 terests not excepted by Article i l l D. payable out cf cr measured by the production from such well accruing with respect to such interest 
g until it reverts) shail equal the total of the following: 

9 
10 
u 
12 \i) 100% ui each such Non Consenting Party's share cf the cost of any newly acquired surface equipment beyond the wellhead 
13 connections lir.ciuding, eut not limited to, stock tunics, seprirators. treaters, pumping equipment ond piping), plus 100% of each such 
14 NonConsenting Party's shire oi the cos: of operation of the well commencing with first production and continuing until each such Non-
15 Consentjtg Party's relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Ncn-
16 Consentng Party 's sliare oi such costs and equipment will be tha: interest wh:ch would have been chargeable to such Nor.-Ccnsenting 
17 Party had it participated in the well from the beginning o: the cperations. ar.d 
18 
IS 
2<J 
21 (b) . cf that portion ot the costs and expjns.-s of drilljtg, reworking, deepening, plugging bick, testing and completing, 
22 after deducting ar.y cash contributions receKec under Article VIILC. and 7c of tha: portion ct" the cost of newly acquired equip-
23 mem in tne weli t̂o and inducing the wellhead cc.r.-rcticn;\ v.iiich wo-Id have been chargeable tc such Nor. Consenting Party if it had 
24 partiripativ therein. 
2? 
26 
27 
25 An ciccticn not to participate in the drilling or th* deeper i-.g oi i well shall be deemed an eleaion not rc participate in eny re-
29 working or plugging back operation proposed in such a weP. or portion thereof, to which the initial Non-Consent eleaion appu'ed that is 
30 conducted at any time prior tc fuli recov ery by the Consenting Part es of the Non-Ccnsentinc. Party's recoupment account. Any such 
3! reworking or plugging back operation conducted during the recoupment perind shall be deemed part of the cost of operation of said well 
32 ^ d there shiil be adeed :o the sums to be recouped by the Consenting PartiVs rtne hundred percent •100% )cf that portion of the costs of 
33 the rewcrkmg or plugging back cpe.-atic.-i which would have been chargeable to sn*h Nnrt-Consent.r.g Party had it nar-icipneed therein If 
34 such a reworking or plugging back operation is pruposed during such recoupment period, 'he provisions of triis Article VI.B shall x ap-
35 plicable as nctween said Consenting Parries in said well 

36 

37 

3« 
39 During :he periud ct tim-. Consenting Parties are <>nutlrd to receive Knn-Con.ser.tir.g Party's share cf production, cr the 
40 proceeds thcreircm. Crmscnii-ig Parties, shall be responsible f i r the payment of nil jirorlliction, severance, excise, gathering ar.d other 

41 taxes, and all royal'.), overriding royzb.y and other burdens applicable to Non-Consenting Party's share oi production not excepted by Ar-

42 t ele III.D. 

43 

44 

43 

46 In the case ol any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permitted to use. free 

47 of cost, ail Uising. tubing and other equipmcr: in rhe well, but the ownership of all such equipment sh.ill remain unchanged, and upen 

48 abandonment ul a well aller such reworking, plugging back or deeper drilling, the Consenting Parties shall account for al! such equin-
4? ment to the owr.ers thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage. 
50 
31 
52 
53 Within sixty (60) days after the compfetion of any operation under this Article, the party conducting the operations for the 
54 Consenting Partes shall furnish each Non-Consentng Pany v.iih an i.ivemory of the es,uipraent in and connected to the well, and ar 
55 itemized statement o: the cost o: drilling, deepening, plugging back, testing, completing, ar.d equipping the well for production; w, at its 
56 option, the operating party, in lieu of an itemiitd statement cf such costs of operation, may submit a detailed statement of monthly bill-
57 ings. Each month thereafter, during the time the Consenting Parlies arc being reimbursed as provided above, the party conducting the 
5S operations fo- the Consenting Parties shall furnish the Non-Coiistniting Parties with an itemiied statement of all costs anc liabilities in-
59 curreo in rhe operation of the » ell, together with a statement of the quantity of ci! and gas produced frcm it and the amount cf proceed? 
60 realized from the sale of the well's working interest production during the preceding month. In determining the quantity of tji! and gas 
61 produced during any north. Consenting Parties shall use industry accepted method* >ucii as. but not limited to, metering or periodic 
62 well tests. Any amount realiaed from the sale or other disposition of equipment newiy acquired in connection with any sucĥ 'operaticn 
63 which would have been owned by a Ncn -Consenting Pany had i : participated therein shall be cr edited against the toul un.-eturf - i com 
64 ot the work done and of the equipment purchased in determining when the interest of such Nun-Consenting Party shall rev'ert'to h as 
65 above provided, and if there is a credit balance, it shall be paid to such Non-Consenting Partv. J 
66 ' . ... , 
67 
68 • • : ! -~ 
69 1 '• -
70 V •"••:• ••'">>-, 
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ARTICLE VI 
oontinued 

1 If and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest the amounts prcvided for above, 
2 the relinquished interests of such Non-Consenting Party shall automatically revert to it. and, from and after such reversion, such Non-
3 Consenting Party siiaii own the same interest in such well, the material and equipment in or pertaining thereto, and the production 
4 therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking, deepening or plugging 
5 back of said well. Thereafter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further costs of 
6 the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto. 
7 
8 
9 

10 Notwithstanding the provisions of this Article VI B 2.. it is agreed that without the mutual consent cf dl parties, no wells shall 
11 be completed in or produced from a source of supply from which a weil located elsewhere on the Ccntract Area is producing, unless such 
12 well conforms to the then-exist:r.g weil spacing pattern for such source of supply. 
13 
14 
15 
16 The provisions of thts Article shall have no application whatsoever to rhe drilling of the initial well described in Article VI.A. 
17 except (a; as to Article VII.D 1. (Option No, 2), if selected, or (b) as to the reworking, deepening and plugging back of such initial wel! 
18 after it has been drilled to the depth specified in Article VI.A. if it shall thereafter prove to be a dry hole or, if initially completed for pro-

19 duction, ceases to produce in paying quantities. 

20 
21 
22 
23 3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been 
24 completed, and the results thereof furnished to the parties, stand-by casts incurred pending response to a party's notice proposing a 
25 reworking, deepening, plugging back or completing operation in such a well shall be charged and bome as part cf the drilling or deepen-
26 ing operauon just completed. Stand-by costs subsequent to a!! parties responding, or expiration of the response tirne permitted, whichever 
27 first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms of the second gram-
28 matical paragraph of Article VI.B.2, shall he charged to ar.d borne as part of the proposed operation, but if the proposal is subsequently 
29 withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion 
30 each Consenting Party's interest as shown or. Exhibit " A " bears to the tota! interest as shown on Exhibit " A " of al! Consenting Par-
31 ties. 
32 
33 
34 
35 4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a ' deepening" operation shall 
36 also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so as to change the bottom hole 
37 location (herein called "sidetracking";, unless done to straighten the hole or to drill around junk in the hole or because of other 
38 mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation that does not own an interest in the 
39 affected well bore at the time ol the notice shall, upon electing to participate, tender to the well bore owners its proportionate share (equal 
40 to its interest in the sidetracking operation; o; the value of that portion of the existing well bore to be utilized as follows: 
41 
42 
43 

44 (a) If the proposal is fur sidetracking an existing dry hole, reimbursement shall be on the basis cf the actual costs incurred in 
45 the initial drilling of the well down to the depth a; which the sidetracking operation is initiated. 
46 
47 
48 

49 (b) 11 the proposal is for sidetracking a wel! which has previously produced, reimbursement shall be on the basis of the well's 
50 salvable materials and equipment down tc the depth at which the sidetracking operation is initiated, determined in accordance with the 
51 provisions of Exhibit "C", less the estimated cost of salvaging and the estimated cost of plugging and abandoning. 
52 
53 
54 
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ARTICi£ V I 
continued 

I required to pav ior only its proportionate share uf such part of Operator's surface facilities which it uses 

2 
j Each pat ty shall execute such division orders and ccrrratts as may oe necessary for the s.tle of its interest in production frcm 
4 the Contract Area, and, except as proviced in Article VU b., shail be cn-itled to rece.ve iiay.neiu directly from the purchaser thereof lor 
5 its share of ai! production. 
6 
7 In the event any party shall fail to cuke the arrangements necessary co take ii: kind or separately dispose of its proportionate share of 
£ the oil produced Irom the Contract Area, Operator shall heve the right, subject to the revocation ai wil! by tht party owning it, but not 
9 the obligation, to purchase such oil or sell it to others at ar.y time and from time to time, for the account of the non taking party at the 

10 best price obtainable in the area tor such production. Ar.; such purchase cr sale by Operator shall be subject always to the right of the 
11 owner of the production to exertise at any time its right to take in kind, or separaiely dispose of, itv share of all oi! not previously 
Id deli.ered to a purchaser. Any purchase or sale by Operator ot any other party's share oi oil shall be only kr such reasonable periods of 
13 time as are consistent with the minimum needs of th^ induttry ur.det tne particular circumstances, but in no even; for a period in excess 
14 of one (1) year. 
15 
16 In the event on; ot more parties' separate disposition of its share oi the gas causes split-stream deliveries to separate pipelines and/or 
17 deliveries which un a day-to-day basi-, for any reason arc net cxacilj equal lo a party's respective proportionate share of total gus sales to 
lg I * allocated tc it, the balancing or accounting between ihe respective accounts uf the parties shall be in acco; dance with any gas balancing 
19 agreement between the parties hereto, whether such an agreement is attached as Exhibit "E" , or is a sepaiate agreement. 
20 
21 D. Access to Contract Area and Information: 
22 
23 Each rw !y shuli have access it? rhe Contract Area iir *!! reasonable times, at its sok- tost and risk to inspect or observe operations. 
2-t and shall have access ar reasonable times lo information pertaining to the development or epetatton thereof, mcludtnc Operator's Iwoks 
25 and records rtiating thereto. Operator, jpen request, shall furnish each of the other parti's with cop.es ol all forms cr reports filed with 
26 governmental agencies, daily cnilir.g reports, well lugs, tan!: tallies, daily gauge and run tickets and reports of stxk on hand at the first of 
27 each month, and shail make available samplo ci any ceres cr cuttings taken from any well drilled on the Contract Area. The cost uf 
28 gathering and furnishing mfo.-mat.on to Non-Opcratcr, other than that specified above, shall be charged tn the Non-Opcratcr that rc-
29 quests the information 
30 
31 E. Abandonment of WeUs: 
32 
33 1. Abandonment of Df- Holes: Except for any wet drilled cr deepened pu'suant to Art.de VI.B.2., an) well which has been 
34 criiied or deepened under the terms cf this agreement anj is proposed to be completed as a dry hole shal not be plugged and abandoned 
35 without the consent uf all parties. Should Operator, after diligent effort, be unable tc contact *ny party, or should any party fail to reply 
36 within tony-eight (4S) hours (exclusive of Saturday, Sunday and legal holidays) after receipt ci notice ol the proposal to p.tig anj abandon 
11 such well, such party shall be deemed to have consented to the proposed alxmc'onmont. All such wells shall be plugged and abandoned in 
38 accrrdance with applicable regulations and at the cost, r.sk anc expense of the parties who participated in the ccst of drilling or deepening 
39 stirti well. Ar.y party who obiects to plugging and abandoning such wel! sha'.i have the right to take ever the well and conduct further 
40 operations in search of oil and/or gas sublet to the provisions of Article VLB. 
41 

2. Abandonment of Welis :hat have Produced: Except £cr any well in which a N'on-Consent nperation has been conducted 
43 hereunder for which the Consenting Fartits have nor been fully reimbursed as herein provided, any well which has neen completed as a 
44 producer shall not be plugged and abandoned without the consent of all parties, tl all parties consent to such abandonment, the well shall 
45 be plugged and abandoned in accordance with applicable regulations and a: the cost, rusk and expense of all the parties hereto. If, within 
46 thirty (30)days after receipt of notice of the propesed abnndnrmmt of any well, all parties do not agree <s> the abandonment of such well, 
^ iliose wishing tc continue iln operation frcm the intervals) of the fcrmiticnfs! then open to production shall tender to each of the other 

^o parries its proportionate share of the value of the well's salvable material and equipment, determined in accordance with the provisions ot 
*® Exhibit "'C", less the estimated cos: of salvaging and the estimated cost cf plugging and atandening- Each abandoning party shall assign 
50 the non-abandoning parties, without warranty, express or Implied, as :n tile or as to quantity, or fitness for use of the equipment and 
J - material, all of its ii.tercsi in the well and related equipment, together with its interest in the leasehold estate as to. but only as tc, the in-
52 icrval or intervals ol the formation or formations then open tc produaion. If the interest of the abandoning party is or includes an oil and 
•5'3 gas interest, such party shall execute and deliver to the non abandoning party or parties an oi! and gas lease, limited to the interval or in-

54 urrvals of the formation cr fo.-mntions then open to production, for a term of on? (1) year and so !cng thereafter as oil andlor gas is brc-
55 duced from the interval cc intervals ol the formation or formations covered thereby, such lease to be on the form attached as Exhibit 
56 
57 
58 

59 t 
60 
61 V, 
62 i i ' 
63 
64 i ' l 
65 '•' ! 
66 . J[v, 
67 " 
68 i i. - . 
69 4> - • 
70 >•:-=. 
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continued 

I required tr pay lot cri'.v its piuyui tioiiate .hare of such part of Operator's surface facilities which it uses, 
i 

3 Each pany sh.i.) execute such division orjei* j n j cor.cr.ico. as ruuv bo ncv-vury for rhe soli- of IK imerost i-i pnxluction from 
4 the Contract Area, a id, except as prcvjoc-d ii: Artie!. Vli B . shail k-eii.itlcJ to receive payment directly from the perciwr thereof lor 
5 its shire of ail prodt rtion. 
6 
" In the event any party shall tail to make the arrangements necessary to use in kind or separately dispose oi its proportional* share of 
8 the oil snd gas produced from the Contract Area Operator shall have the right, subject ro the revocation at will by the party r.wr-ipj, it. 
9 but not the obligation, to purchase such o:l and gas or sell ir to others at my time and from time tc time, for the account of the non-

ID taking party at the b.-st price obtainable in the area for such production. Any such purchase or sale by Operator shall be subject always to 
11 the right of the owner c! the production to exercise at any time its right re take in kird. or separately tfeposc of, its share cf ill oil and gas 
12 r.ot previously deliv ered to a purchaser. Any purchase or sale by Operator of any oilier oar.y's share of oil and gas shall bo only fcr such 
13 reasonable peiious oi time a: are consistent svith the minimum needs of the industry unlet the particular circumstances, but ir. no event 
I I for 3 period in excess of one (11 year. Notwithstanding the foregoing. Operator shall not make a sale, including cue into interstate com 
15 merce. of any other party's share u: gis produaion without lirv. giving sjch other party thirty ',3<) days notice of such intended sale. 
16 
17 D. Access to Contract Area and Information. 
18 
19 roach pany sh.iil have access to the Contraa Aroi ?' i,ll rc isr-taMe times, at its sole cos: and risk to inspect yt H!ISLTV<. operations. 
20 and shall have ucce-s a: rcusonal-le tenes to information pert.'inir.i; 'ti the .tevelooment or operation thereof, including Operator's bocks 
21 ind records reUtini; there.o Operator, upon request, sh.iti turnish each til the other parties with copies of all forms or reports filed with 
.12 iiovernniental .icen.ie.s. d;u!y dr.ilin,< r<-j>orts. wt 11 l..i;.s. Link libK v. doll: iMi-gc and run tickets unci reports :,i stixtk ol h <nd a: tin- in si ol 
23 ejcl month, ar.o slu'i i»_i.o av i.i!..:\, son-.r-k's of uny -tiirv- or {iiii-ne- ti.kL-1 from .mv well drilled or the Contract Area. The cu.vt tif 
24 gaiher.ng and lurnishi.iit i.-:.onit̂ oi.r. :o NuriOperiiior. t thcr th.m rh.i: stvooifictl j'xive. shall iv elurijul ti) (he Non-Oreralor thai ic-
25 quests the irifom.ition. 
26 
27 E. Abandonment cf Weils: 
28 
29 '. Abandonment of Dry Holes. Except for any well drilled or dee?ened pursuant to Article VI.B.2., any veil which has been 
50 drilled or deepened under the terms o, tr.i> agreement ind is proposed to be completed as a dry hole shall not be plugged and abandoned 
31 without the consent of ail parties Should Opera'or, after diligent effort, be unable D contact any party, or should any party fail to reply 
32 within fortyei»;h: .-ly; hours ,o* .lu'.ive of Saturday Smday and legal holidays) after receipt of notice of the proposal to plug ar.d abandon 
33 such wtil. such party shu'.i be deem-d to h.tve consented to the proposed abandonment. Ali such wells shall be plugged and abandoned in 
34 accordance vvith appiicble regulator.; and at the cost, risk and e.tpense of the parties who participated in the cost of drilling or deepening 
Y> sucn well. Any pany who o!-;ects to plugging and abandoning such well shall have the right to take ever the well and conduct further 
36 operationi ir search of o.l a.id/cr gas subject to the provisions of Article VLB 
37 
38 2. Abgiidor.rr.ciu ol Weils chat have Produced. Except for any well in which a Non-Consent operation has beer, conducted 
;'-' hertundt: foi which the Consenting Parties huv-c not been fjliy reimbursed as herein provided, any well wh.ch has been completed as a 
4t producer i,ha!l noi Le plugged ar.d abandoned w itiiou: the consent of all parties. If al! parties consent to such abandonment, the well shall 
'H be phgged and aUndoiied in -coordrxc- with applicable regulations and it the cost, risk and expense Df al! the parties he-eto. If, within 
4- thirty t3G) day.-, ai'ie: io*tip' o:' notice of the proposed abandonment of any well, all parties do not agree to the abandonment of such well, 
43 those wishing to continue its operation iron the intcrvaks) of the fornationls) then open to production shall tender to each of the other 
44 parties its proportionate shaie of the value of the well's salvable materia! and equipment, determined in accordance with the provisions of 
45 Exhibit "C", less the estimates, cost of salvaging and the estimated cost of plugging and abandoning. Each ahandortng party shall assign 
4t the nMvabandvniug parties, witiiout aarrar.ty, express or implied, ax to title or as to quantity, or fitness for use of the equipment and 
4? material, ail cf its inttres; in iii.- weil ind r oluied equipment, together with its interest in the leasehold estate as to. but only as lo, the iri-
4t3 terval or intervals of the formation oi for.-njiions then open to production. If the interest oi the abandoning party is or includes an oil and 
4^ gas interest, such party s!*̂ !' exocute and drlb.cr to the non abandoning party or parties an oi! and gas lease, lim-ted tn the interval or in-
50 itrvals o: the formation or formation- liien open to prc-ductori. for a term cf one (I) year and so long thereafter as cil and/nr gas is pro-
51 duceil from the interval or intervals oi the formation or formations covered thereby, such lease to be on the korm attached as Exhibit 
52 
53 
54 
55 
56 
57 
58 
59 f 
60 g: 
6i 
62 f 
65 
64 
05 ,.} ' 
66 -.- v.;!! 
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continued 

j ' 'D' ' . The assignment or Ic£sei limited Snail encompass the ''drilling uni:" upon which the well is located The payments by, and the 
2 assignments or Icavi to. the assignees shall oc in a rano based upon the t-eUzî fishjp oi their respective percentage of participation in the 
•j Contract Area .J the aggregate of the percentages cf part cipation in the Contract Area of all assignees. There shall be no readjustment of 
4 interests in the reuiaiaing portion of 'he Contract Arei. 

5 
6 Thereafter, abandoning partes shu'il have no turthef responsibility, tiabific> * or interest in (he operation of cr production from 
7 the wel] in the interval cr intervals then open other than trie royalties retain**: in M < lease made under the terms of this Article. Upon re-
r* qu ŝt, Operator shall continue to operate ths assignee w«l fcr the account of wc rior.-shannon ing parties at th.' rates uni charges con-
9 tempUted by this agreement, pbs «ny additional COM ar.d charges which nay arise as the result cf the separate ownership of the asssgn«d 

10 well -pan prroosed abandonment of producing iniervi:!^ assigned or leased, the assignor ur lessor shall then have the option to 
I i repurchase its prior tnxiest in tne aull ,'usin̂ ; rhe wme vaJuarinn form.i!a|' and participate m further (.^rations therein subject to thepro-
12 visions hereof. 
13 
14 \, Abandonment o: Non-Consent Operations The provisions cf Article VI.E.I. or YI.E.2. alvve stall Iv applicable as between 
15 Consenting Parties in the event jt the proposed abandonment of any *.cll excepted from 5iid Articles; provided, however* no well shall be 
16 pec mane.fitly plagued and abandoned uniess and until a1! parties having the fight to conduct further operations therein have been notified 
37 0 f the proposed abandonment xid ^ffcrded the opportunity to elect To tike over the well tn accordance with the provisions of this Article 
18 VI.E. 
19 
20 ARTICLE VII . 

21 EXPENDITURES AND LIABILITY OF PARTIES 
22 

2* A. Liability of Parties; 
2<i 

25 The liability of the parties shah he several, no: joint cr collective. Each party shall be responsible only fcr its obligations, and 
26 KtMl be 'iiuKii onl> fo- if<: proportionate share nf the costs of developing and operating the Contract A'ea. Accordingly, the liens granted 
27 anoi.# the paries in Article VII 5 are îven tc secure only th; debts cf each severally, k is not tho intention c; tht parties to create, nor 
28 shall this â ret-mem be construed as creating, a mining or other partnership or association, 0" tr render trie parties liable as partners. 

30 B. Liens and Payment Defaults: 
31 
32 Each Non-Oper.u or grant:; to Opera im- :»lien upon it1- oi: ar.d ^ a 5 rights in the Contract Arja, ar.d a security interest in its share 
3? ol oil ar-id-or when extracted jr.a lis i-.ie--".: in ail equipment, to secure ptyrr.ent d its shcre of expense , tcgether with interest thereon 
3': ut the rate provided in Exhibit " C . To the fxi- nt that Operator has a security interest under the Urifoim Commercial Code of the 
3- state, Operator sru(! iae entit'ed to cxer.i^t the ri^hr^ and remedies oi a secured party under the Code The bringing of a suit and the ob-
36 uining of judgment by Operator fo; the srmrcd inrif*bK'dre.« shall not be deemed an election of remedies or otherwise affect the lien 
37 rights or -leeiimy interim ;s iriiy for the payn*ent thereof In addition, uoo; default by any Non-Operator in the payment of its share 
3S of expense. Operator srult hive the r:£h:. without prejudice to nther rights rjr remedies, to collect from the purchaser ihe proceeds from 
39 the sale of such Non Operator''5 share of cil ar.d'cr gas i-mi! iK* amcunt owed by such Non-Operator, plus interest, has been paid. Each 
40 purchaser th«K be entitled :o rely upon Opera:or's written sratcfrenr cenceming the amount cf any default. Operater grants a like lien 
41 »:id security interest to the Non-Oper a tor1 tc- secure payment ot Operator's proportionate share of expense, 
42 
43 Ii «n> part) foils or i i unaSle to psy its .hare of expense within sixty (60) days after rendition oi £ statement therefor by 
44 Opeiaicr, the non-dct'aulting portifcs. including Operator, shall, upon reques* hy Dpwator. pay the unpaid amount in the proportion that 
45 the interest of each such parry bears to the interest of a!l such parties. Each party s:< paying its share of the unpaid amount shall, to obtain 
*lu leimburscnmt thereof, be subrogated to the security rifihts described in the foregoing paragraph. 
47 
48 C. P^yluent4 and Accounting: 
49 
53 Except as herein oiherwise ipttifica!!} provided. Operator shall promptly pay and discharge expense? inr^rrrd in the development 
51 and operation u( the Contract Area pursuant ;o this agreement and shall c.-.arge each of the parties hereto with their respective propor-
52 tionate shares UJXHI the expense basis provided m Exhibit "C". Operator sha'i keep an accurate record of the joint arrxiunt hereunder. 
53 showing expenses incurred ar.d charge* ard credits made and rtceived. 
54 
55 OpeTiior, at in eleuiuti, sh*U have the right from time to time to demand and receive from the other parties payment in advance 
56 of their respective shares uf ilie estimated amount of the expense to bs- incurred In operations hereunder during the ne*f succeeding 
57 month, which right m«y be e«rci>uJ only by submission tc each such party of an itemized statement of such estimated expense, together 
58 with an invoice for its share thereof. Each such statement and invoke for the payment in advance of estimated expense shall be suhmitred 
59 cn cr before tne 20ih day oi the next precedirg month. Each partj- shal! pay to Operator its proportionate share cf such estimate within 
60 fifteen (15; days after such estimate and invoice is received. If any party fails to pay its share of said estimite within said time, tfit amount 
t l Cue shall btar interest as provided in Exhibit "C" until pa.d. Proper adjustment shall be made monthly between advances and actual ex-
62 pens*? t:> the end that each party shall bc?r and p«j its proportionate share of actual expenses incurred, and nc more. 
63 
04 D. Limitation (rf Expenditures: 1 1 

05 );f| 
M ' J- Dnil or Dttpen: Without the tor.se-t of all parties, mi »«U sl-.all be drilled or detpencu. except any well drilled or^fcepentd 
6 7 pursuant to the rrovisions of Article VI.B.2. of tha agrcaiKM. Consent to ths drilling or dcepcnT.a shall include;''1-' \\'-\ 
6 8 ' /•{ .?"! ) • ' , 

70 V'-'.,:i L 
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ARTICLE V I I 
continued 

! • Option No. 1: All necessity expenditures far the drilling or deepening, testing, completing and equipping of the weil. including 

2 necessary tinkaj>i and/or surface fac lilies. 

3 
4 uZ Option No. 2: All necessary expendituies lor 'he drilling cr deepening anc tcMir.g of tne well When such well has reached .ts 
5 authorized depth, and all tests have been compieic-J, a::2 the results thereof furnished to the partie:, Operato- shil) give immediate notice 
6 to the Non-Operators who have the right to participate hi the completion costs. The parties receiving such notice shall have forty-eight 
7 (48) hours (exclusive of Saturday. Sunday and kgal holidays) in which to elect to participite in the setting of casing and th? completion at-
8 tempt. Such election, when made, shall include consent to all necessary expenditures for the corr-slcting and equipping nf such well, in-
<-.' cutting necessary tankage and'or surface facilities. F*il«i.-i- uf arty parry receiving inch notice to reply wlrhiri the perioc1 above fixed shall 

J 0 constitute an election by that party not to participate in the eusl of the completion attempt. If one or more, tut 'ess than all rf the parties. 
11 elect to set pipe ant', to athrtrpt a cumpleuoi'i, the provsioris >jl Aitlcle VIB.2. hereof ;»hc phrase •*«w>rking, deepening r.r r.ti'.ggmg 
12 back" as contained in Article VI.3.2. shall be deemed to inrluue ' completing"; shall apply to tht. operations thereafter conducted Sy less 

I . ' than all parlies. 

14 
1̂  2. Rework or Piuji Back; Without the consent ol all parries, no well shall be reworked or plagued buck except a well reworiced or 
16 F'US£<* 0 3 L '^ pursuant ro the previsions of Article VI.E.2. of thi- agreement. Consent to the reworking or plugging back oi a well shall 
17 include all necessary expenditures in conducting such operations and completing and equipping of said well inciucline necessary tankage 
18 and/cr surface facilities. 
19 
20 3- Other Operations: Withcu: the consent of all parties, Operator shall r.ot undertake any single project reasonably estimated 
21 to require an expenditure in excess of_ , Dollars ($ , ) 
22 except in conruition with a well, Lie drilling. reworking, deepentnr:, conpletirg, reccrr>pletir% or pluming hack of which ha* been 
2} previously authorized by or pursuant to this agreement: provided, however, that. ir. case of explcision fire, fl-ocd or other sue'den 
2̂  emergency, whether of tiu- .sane or r!itf<reni nature. Operator mcy tike such steps and incur such expenses a . in its opinion are required 
25 to deal with trie emergency u- safeguard lilc and property but Operator, as promptly as possible, .hall repuit die emergency t:; the other 
26 parties. If Operator prepares ar; authority for expenditure (Ahh) :cr its own UJC, Operator shall furnish any Njn-Operator so rc-nuestina-
27 an Information copy thereof tor any single project costing in execs' ol 
28 Dollars ($ ; bet less than tne amount lirst set forth above ir. ihis paragraph. 
29 
30 E. Rentals, Shut-in Well Payments and Minimum Royalties: 

31 
32 Rentals, shut-in wtl'> payment and uin.muru royalties wh.eh may be r?c;uired under the terms it iny lease shall be paid by the 
33 l»arty cr partie1; who subjected such lease to this agreement at its or their expense. In the event two or mr.rc partie? own and have con 
i i (riot:ted interests in the same lease :o this agrcc-meat, such parries may designate one of such putties to rntike seH fwynents for and ur 
35 behalf of all such pai lies. Any party tmy request, a-.i shad h: entitled to receive, proper evidence of all sveh payments. In the event of 
36 failure to make proper payment J any rental, shut .n weil payment or minirrurr. royalty through mistake or oversight where such pay-
37 ntent is required to ccninue the lca>e in force, any loss which results from such non-payment shall be ftorr.e in accordance with the pro 
38 visions of Article IV,D.2. 

'.9 
40 Operator shall notify Non Operator ol tie .int.cip.ttcl ccmpletion of a s'r.ut-in gas well, Dr the shutting n or return to production 
h\ of a producing gas well, at least five (5; days [excluding Sarurc!ay, Sunday and lettwl holidays), or at the e'arliesi opportunity pe-miued by 
42 citcumstatices, prior to casing such action, but 4ssumes r.n liability for failure tc dc so. Ir. the event of failure by Operator to sc notify 
43 Son-Operator, tne loss of any lease i-ontribiitrd hereto by Non Operator lo.- lailure to make timely payments cf any shut-in well payment 
44 shall be borne jointly by the parties hereto under rhe provisions of Article IV.B.r. 
45 
46 F. Taxes: 
47 
48 riegiiiniag win the first calendar year after the effective date hereof. Operator shall render (cr id valorem taxation ail property 
49 subject to this agreement which by law should be rendered to: such taxes, and it shall pay all such taxes assessed thereon before they 
50 become delinquent. Prior to the rendition dace, each N'cn Operator shall furnish Operator information as to hardens Itc include, but not 
51 be limned to. royalties, overriding royalties and production payments) on leases a.-.d oil and gas interests contributed by such Non-
52 Operator. It the assessed valuation of any leasehold estate is reduced b; reason of its being subject to outstanding excess royalties, over-
53 riding royalties or production payments, the reduction in ae; valorem taxes resulting therefrom shall inure to the benefit of the owner or 
54 owners of such leasehold estate, anc Operator shall adjust the charge to such owner or owners so as to reflect the benefit of sich reduc-
55 rirm If the at! valorem taxes are based in whole or in part upon separate valuations of each party's wcricittg interest, then notwithstanding 
56 anything to the contrary herein, charges to the joint account shall be made and paid by the parties hereto in accordance with the tax 
57 value generated by each party's working interest Operatoi shall bill the other parties lor their proportionate shares of i l l tax payments in 
58 me manner provided in Exhibit "C". 
59 
60 If Operator considers any tax assessment improper, Operstor may. at its discretion, protest within the time and manner 
i l prescribed by lax. ami prosecute the pretest to a final determination, unlcv all parties agree to abandon the protest prior to filial detet-
',2 miration. During the per.denry of administrative or judicial proceedings. Operator may elect tc pay. under protest, all such taxes'ind any 
63 interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tax fcr the'jofnt ac-
64 count, together w ith any interest ard realty accrued, and the total cost shall then be assessed agamst the pirties, and be paid bvtthen. as 
fS5 provided in Exhibit l*C". ' - i - i 
66 . ; :}'. 
67 Each party shall pay or cause in he paid all production, severance, excise, gathering and other taxes imposed iiporj or '.with, respect to 
oS the production or Sandling of such party's share of oil andor gas produced under the terns of this ag-eement. '.. ' • * '•• 1 
69 
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ARTICLE VII 
continued 

1 G. "Insurance.: 

2 
^ At all times whi'.c operations are conduced hereunder. Operator ibaU comply w i * the workmen s compensation law nf 
4 the state where the operations are being conducted, prcvided, however, that Opeiaicr may be a self insurer for liability under said cum 
5 pensanon laws in which even: tht only charge ihkt shal' be made ;o the joint account shall bt as provided in. Exhibit "C". Operator shall 
(j aUo carry or provide insurance for the benefit cl the jtunt account of tht parties as outlined in Exhibit " D " , attached to and made a part 
7 hereof. Operator shall require all contractors eng-ged :n wcrk cn cr for the Contract Area a< comply with the workmen's compensation 
# law of rhe stale where tht cpcraiiorj srt? being conducted and :o maiata'n such other ir.suranee as Operator may require. 
9 

JQ in the event automobile public liabil.ty insarance ts specified in jaid Exhibit 'D \ or subsequently reveres the approval of the 

1[ parties, nc direct charge shal. be made b> Operator fcr premiums paij 1'cr such insurance f;>r Operatcr's automotive equipment. 

12 
M ARTICLE VIII . 
14 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 

16 A. Surrender of Leases: 
17 
]$ Thp leasts covered by tni* agreement, insofar a.s they embrace acreage in tht Contract Area, shall nn: be surrenderee in whole 
19 in part unless all psrcics consent thereto. 

20 
21 However, should anv pii;;, desire tc surrender its interesl in any lease or ir. any portion thereof", and the other parties do not 
22 agree cr orient tfVre-o, the party ciesirir.g to surrender iha.l assign, ;vi;h.out express or implied warranty of title, all of its interest in 
23 such lease, or portion thereof, and ar.y -veil, material and equprnem which may be located thereon tnd any rights In production 
l \ thereafter secured, fo lie paries not consenting to such surrender. If the interest oi the assigning party is or includes an oil and gas in* 
2*j teres;, the assigning p-rry shjll execute and deliver '.o the pary or parties no! consenting to such surrender an oii and gas lease covering 
26 such oil ar.d xas .nitre* frr a term of 0'ie :i) yta' ar.d S3 long thereafter as oii and/iir gas is produced from die land covered thereby, such 
27 -east iv b< tht- hmi inurh-V hireto as Ethib-: " B " . Vpin such assignment or lease, the assigning party shail be relieved from all 
28 ohiigiiio^s thereafter accr.iing, but not theretofore accrued, vith respect io the interest assigned or leased and the operation of any well 
29 attributable thereto, arj the assign in*1 piny shall have no further interest in the assigned or leased prenises and its equipment and pro-
>0 duction o<her than thu royalties ma-nee* in -i:iy !ea«e mad-' inder the terms of this Article. The party assignee or lessee shall pay to the 

pur:y assignor or lewe»r thv reascn '̂c t.il*ag£ value o: tn? Jarrer's interest in ;ny wells snd equipment attributable to the assigned or 'eas 
32 ed aertage The value oi ill mi-tsri.il shai' rx determined in acctir dance with tht; provision? of Exhibit "C ' \ less the estimated cost of 
33 iiii voting -nd the «ri-Lniated .cs- ct plugging ;*ni; al-j/i tuning. If the assignment or 'case is in ia\or of more Irian one party, the interest 

34 shall be shared by such parties in :he proper hens that the interest ot each bears to the total interest of all such parties. 

35 
36 Any ussignmer.t, lease or surrender made umVr rhis provision shall not reduce or charge the assignor's, lessoror surrendering 
37 party's inier*st as it was immediately before the assignment, lease cr surrender ir the- balance of the Contract Area; and the acreage 
38 assigmd, leaied or surrendered, and subsequent o\ cations theie-ou, shall not thereafter be subject to the terra, and provisions of this 

39 agreement. 

40 

41 B Renewal or Extension of Leases: 
42 
43 li any party secures a renewal o: any oil md gas lease subject to this agreement, all other parties shall be notifH promptly, and 
44 shail have the r gh: for a period of thirty (.V-j days following receipt cf such notice in which to eiect to participate in the ownership of the 
45 renewal leaie, Jiiso/ar ai such lca.se affects lands within the Contract Area, by paying in the party who acquired it their several proper pro-
40 pon,kn*k share-, cf the acquisition cost alloccred to that part of such lease within the Cortract Area, which shall be in proportion to the 
47 Kit eres: s held ai that time hy the parties in the Contract Area 

48 
49 If some, L-,:i lew than all, U the parties elect to participate in the purchase- of a renewal lease, it sha'l be owned by the parties 
>[j who elect lo pa. urinate therein, in ;* r*tie based up m the rehticnslup of their respective percentage of participation in the Contract Area 
51 to the aggregur-: of die percentages of participation in die Contract Arsa of all partie"; participating in the purchase of SJCh renewal lease. 
52 Any renewal Itaw in which less than all partis elect t« pcrticipste shall not be suhject to this ^grivment. 
53 
54 Etcn party vho partiê -ates in the purchase of a rencwa' lease shall be given an assij;nment of its proportionate interesl there-n 
5-) by the acquiring party. 
56 
57 The provisions of this Article shall apply to renewal Liscs whether they arc for the entire interest covered by the expiring lease 
58 or cover only a portion t i 115 area or *» interest therein. Any renewal lease taken befcr? the* expiration of its predecessw lease, or taken or 
59 contracted for within six (6) months, aftei ths eipiration of the existing lease shall he subject to this provision; bet any lease taken or con-
00 tracted for more than six {IS) months after di^ e^pii ation of an exiiting lease shill not be deemed a renewal !eas-* and shall not be subject to 
61 the pcovibicns of this Bgrcement. »>t 

63 The provisions in this Artic'e shall also be applicable u.- extensions of oil and âs teases. \t* 

65 C Acreage or Cash Conctibutions: ,.}. •. 
66 ; /J*'jt 
67 While ihw agreement is in force, if #ny pirtv contracts for « contribution of cush towards the drilling of fl 'we'l.or^riy. other 

operation on the Contract Area, such contribution slid!: be paid to rhe party who conducted the drilling or other a'peration' anrrshall be 
69 applied by it against the cost of such drilling nr o:h;r uj'erat'.on. lf the contribution be in the form of acreige, the pirty' to » bjjrn the ron-
70 tnbution is made shail promptly tender an cssignnu'nt uf the acreage, without warr«rt:y of title, tc the Drilling Parlies in the jfffl^rttnrw 

11 
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ARTICLE VIH 
contiiiued 

1 said Drilling Parties snared the con ul ui Sir.g the wel;. Such acreage shall beccne a separate Contract Area and, to the extent possible, be 
2 governed b/ provisions iderrioil to this agreement. Each party shall" promptly nc-tiry ol! other parties of any acreage r.r cash contributions 
3 it may obtain .n support of any weil or »u» uther operation on the Contract Are.-. The above prevision- shall also he applicable to op-

4 lional tights to eern acreage cutside the Cmuac Area which are in support oi a well drilled inside the Contraa Area. 

5 
6 11 any party contracts tor ar.y consideration relating to disposition cf such party's shire of substances produced hereunder, such 

7 consideration shall not ee deemed a contribution as contemplated in this Article Vlil.C. 

S 

9 LV Maintenance ol Uniform Interest: 

IC 
U For the purpose ot ir.air.tamrig uniformity oi owncsh.p in the oil and gas leasehold interests covered by this agreement, nn 
12 part) shall sell, eixumber, transfer or make other dispos.tion ci its in:ert:s( in c'te leases snil raced Aitnin the C-nrraet Area and in wells. 
13 equipment ana p-od.ict.on unless such disposition covers fitfcer 
14 

15 i the eruire ir.tcrest c! the party in all Itaies and equipment and production; m 

16 

17 j . an eqjai undivided interest in al! lea-es an! equipment ir.d production in 'he Ounuact Area 

16 
19 Every such sale, tecumarjnee, tramtfr or other otsposman made by any part; shall he made expressly subiect to this agreement 
20 arid shall 1* nade without prejudice tc the right ol the other parties. 

21 
22 I ; , ai anv time tht interest ot anv party Is divided among arid owned by four or more o-owners, Operator, at its discretion, may 
23 require such co-v-vener? to app.nr.- a single trustee or agent tvit.h tell authority to receive notices, approve expenditur es, receive billings for 
2-+ and approve and pay such party's share oi the io.rt expenses, and tt deal £.-neraI!y with. 2nd with power to bind, th.- co-owners of such 
21 party's interest within the scope ot the operations embraced in this agreement; however, all such co -wners shall have the right to enter 
26 inio and e.vecutc all contracts or agreements for the disposition cf their respective shares c:f the nil and gas produced frutn the Contraa 
21 Area and they shall have tht right to receive separately, (uyrnent ot the sale proceeds thereof 
2i 
29 E. Waiver of Rights to Partition: 
30 
51 II petmi:tec by the iaw> ci tre state cr states in » luh '-he pripeity covered hereby is located, tact, party hereto owning an 
32 undi .icfcd interest ir. the Cer.tra.-l Area <vai- cs are ar.d ill r:^hts it may rta.L- to p.rt'-lior and have set aside to t: in sevcTelty its undivided 
33 interest therein. 
34 
35 F. Preferential Right to Purchase: 
36 
37 Should any party desire tc veil ali or a-.y perl Its interims utider this agreement, or its rights and interests tn the Contract 
tc Area, i: shall promptly give written notice lo the ether ;w.ics. with tull ir.fc-rmatior concerning its p'npnseJ sale, which sh;1.!! include the 
9̂ name and ad; ress ol th.- p:csi»eat.c purchaser (who mcsr reedy, billing and able to purchase), the purchase price, and all other terms 

e.0 of the c'ier. The oiher parties shall then have an oprjorr.i pner right, ft>r a period ci tcr. (11) cay after receipt of the notice, to pcrchase 
Al on 'he same terms and conditions the interest w!iit.h the other party proposes to sell, and. i this optional right is exercised, th? purchas 
42 mg parties shall share the- purchased interest in the proportions that th? interest of each bears to the total interest o; all purchasing par-
43 ties Hovveve*, there shall be ne preferential rUht to purchase :n those cases where any party wishes to mortgage its interests, o: to 
44 disrate of its interests hy merger, reorgani.'cttion, consolidation, or sale of ail or substantially all of its assets to a subsidiary or parent com-
4*< pany or to a subsidiary of a parent company, or tt- ar.y company in which any ore party owns a majority of the stock. 
46 
47 ARTICLE IX. 
-* INTERNAL REVENUE CODE ELECTION 
49 
Sal This agreement i i not .mended tr: cre. re. anil s-.ail n-.t be constri.eet to create, a relationship c-f partnership or an association 
51 for profit 'x-t*eMi or among the parties he'eio. Notu-itbsnnring any prevision herein that the rights ar.d liabilities hercincer are .several 
52 and net joint or collective, o: that this agaement and :-r*tat ons hereunder shall not constitjte a partnership, if. for federal income tax 
53 purposes, this agreement anc the operations hereeniler are regarded ns a par'nership, each party hereby affected elects to be excluded 
54 Irom the application of all of the previsions of Subchapter " K " , Chapter 1, Subtitle " A " , of the Internal Revenue Code of 19^4. as per-
55 mitted and anhorized e> Section IC 1 ct the Code and the regulations promulgated thereunder. Operator is authorized and directed to ex
it) ecute on behalf of each party hereby affected such evidence of this electicfi as may he required by the Secretary of the Treasury of the 
57 United States or the Federal Internal Revenue Service, including specifically, Snt not by way of limitation, all of the returns, statements, 
58 and tht data required by Federal Regulations L.7til. Should there be any requirement that each party hereby affected give further 
59 evidence of this election, each such party shall execute such dncuments and furnish such other evidence as nay be required by the 
00 Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take any other 
61 act on inccnsisccut with the election made hereby. If any present or future income tax laws of che state or states in which the Contract 

o2 Area is located Jr any future income- tax laws cf the United States contain provisions similar tn those in Subchapter " K " . Chapter 1, 

65 Subtitle " A ' " , cjf rhe Internal Revenue Code of ! 9 M , under which an election similar to that provided by Section 761 of the Code is per-

64 mitted, each party hereby atfected shall make such election zs ma/ "w permitted or required by such laws. In making the friregoTlfg elec-

65 eion, each such parry states trial the it.come derived by such party from operations hereunder can he' adequately determined without the 

66 computation oi partnership taxiblc income - - : ^ — ; 

67 .<-•/:' 7r>. 
« r-{:<.-i\) 
69 Vl.-' ?f.y:V 
7 0 . If-.-zi^rl^Sl... 
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. ARTICLE X. 
> CLAIMS AND LAWSUITS 
3 
4 Operator may settle ar.y single uninsured third party damage claim or suit arising from operations hereunder if the expenditure 
5 does not exceed , Dollars 
6 (J ) anc if the payment is h complete settlement of such claim or suit Ii the amount required for settlement ej-
7 ceeds the above amount, the parties hereto shall assume and take over the further handling cf the cla:m or suit, unless such cuthority is 
g delegated tc Operator. Ail costs and c\ptr.S!s -f handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-
9 pense of the parties part;i paring in the operation from which, tht ciaim or suit ar.ses. If a claim is made against any party or if eny party :s 

Hi sued cn aeccu.ni ol any matter arising horn operation; hereunder ever which such individual has no c.introl because of the rights given 
11 Operator by this agreement, such party shall immediately notify all other parties, and the claim or s :it shall be treated es aiy other claim 
12 or suit involving operations hereunder. 
13 

jq ARTICLE XI . 

15 FORCE MAJEURE 

16 
J7 it any pany ii rendered unable, wholly or in pari, hy for a- majeure to carry out its obligations under this agreement, other than 
IS the obiigjtic-n to make ir.or.ey payments, tnat party shall give Ir. all other parties prompt written notice of the force majeure with 
19 reasonably full particulars concerning it; thereupon, the obligations c.f th.* pnrty giving the notice, so he a:, thty are alfected by the torce 
20 mijeure, t-hall be suspended during, bat no longer than, the continuance of the torce majeure. Tne affected party shall use all reasonable 

21 diligence to re-move the force majeure situation as quickly as practicable. 

22 
Tht.- rc-quirerrent tlut any force majeute shai! Iv remerlied with al! reasonable it Sf.r.ti h shall not require the settlement oi strikes. 

24 lockouts, or ether labor difficulty Ly the party in'oteed, contrary 11 iii wishes; how .i'l such lUffim'tier. shall be bandied shall be entirely 
25 within the diK.-eti.c-n of the party concerned. 

26 
27 The term "roree rrajeu'e". us here e- nployed, .-tha.1! r.van an act of Goe, .strike, loekrvut, or o-hev inihisrri.tl disturbance, act of 
28 the- public enemy, s.a-, blc eleadc, public ri vi. lightning, lire, storm flcod, expl e tier. government; 1 action. governmental delay, restraint 
29 Or inaction, una-. ̂  lability ol equipment, anc ar.y ether cause, whether ol the kind S|*.eifieally enumerate-! above n- oihervvist, which is 

30 nci reasonably w;.hir. the centred of the party claiming suspension. 

31 
32 ARTICLE XII . 
33 NOTICES 

34 

35 All notices aathor zed er required between the parties anj required liy any uf the provisions of this agreement, unless otherwise 
36 -specifically provided, shell he- given in writing by mail or telegram, postage u: charges prepaid, cr by telex or telecopier and addressed to 
37 tile parties to tvhoni the notice ;s given at the addresses listed on Exhibit " A " The originating neniee given under any provision hereof 
3S shall lie deemed given -inly e hen received by the party to w horn surh notice is directed, and die time feu such pai ty tc g;ve any notice in 
39 response thercn, shad ru.-. frctr the date the originating notice is received. The second cr any responsive- notice shall be deemed given 
4(1 when deposited in the mail or with the telegraph company, with posrage oi charges prepaid, or jtnl by telex or irleeopier. Each pany 
41 shall have the riqht to change its address at any time, and from time to time, by giving written notice thereof lo all ether parties. 
42 
43 ARTICLE XIII . 
44 TERM OF AGREEMENT 
45 
45 This £jreeir.ent shall remain in full fo.ee and effect as to the oil and gas leases and-cr oi! and gas interests subject hereto lor the 
47 period oi time selected below, provided, however, r.o party herc.o shall ever be construed as having any ric,ht. title or interest in nr to any 
ej3 lease or oil and gas interest contributed by any other party beyond the term of this agreement. 
49 
30 ~ Optical No 1. to bug as any of the oi! and gas leases subject to this agreement remain or are continued ir. force as to any par; 
51 of tite Contract Area, whether by production, extension, reneaa! or otherwise. 

52 
53 • Option No. 2: In the event the well described in Article VI A., or any subsequent well drilled under any provision of this 
54 agreement, results in production of oil ar.d/cr gas in payi ig quantities, this agreement shall contir.ee in fcrcc sc long as any such well o* 
55 wells produce, or are capable of production, and for an additional period of days from cessation of al! production, provider!. 
56 however, it, prior to the expiration cf such additional period, one ot more of the parties hereto are engaged in drilling, reworking, deepen-
57 ing, plugging hack, testing or attempting to complete a well or wells hereunder, this agreement shall continue in force until such opera 
r,H tions have been completed and .f production results thercltom, this agreement shall continue in force as provided herein. In the event the 
59 we!! described in Article VI.A., t;r any subsequent well drilled hereunder, results in a dry hole, and no other wc!! is producing, of capable 
60 of proJucinj oil and/or sues trom the Contract Arei, this agreement shall terminate unless drilling, deepening, plugging back of ren'ork-
61 ing operations are commenced within days from the date of abandonment of said well. (>' 
62 - j - ' . ' 
63 It is agreed, however, that tht termination cf this agreement shill not relieve arty party heretc from ar.y liability which has 
64 accrued or attached prior to the date of such termination. rf:\ 
65 

66 

67 

63 

69 

70 
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ARTICLE XIV. 

COMPLIANCE WITH LAWS AND REGULATIONS 

A. Laws, Regulations and Orders: 

6 This agieeiutiil shall be subjec* to the corservaLon laws of the state i i which the Ointract Area is located, to the valid rules, 
7 regulations, and orders of any duly co.isuute.J regulator) body of said state; and to all other applicable federal, slate, and Ijca! laws, or-
8 (finances, rules, regulations, and orders. 
9 

10 3. Governing Lawt 

11 
12 Tnis agreement and all matters penaning hereto, irtelueitijv, lat nut limited lo, matters ot perlorr.ianctr, non peifcrmance, breech, 
13 remedies, procedures, rights, duties and imtrpretalict: cr ccnslrucLcn. sLall L'e ge veined .-.id cetetmined hy the law cf the state in a'hich 
14 the Contract Area is located. If the Contract Area is ir. two oi mire states, the lav. of the state el 
15 shall govern. 
16 
17 C. Regulatory Agencies: 
IS 
19 Nothing herein contained shall g.ar.t. cr be cop.'ttued to grant, Operator the right or authority to waist oi release any rights, 
2J privileges, or obligations which Non-Operatc's may tune under federa' nr state laws or under rules, regulations or orders promulgated 
21 under such Laws tn reference to oil, gas and mineral operations, including the location, operation, or production of wells, or tracts uflsel-
22 ting or adjacent to the Contract Area. 

24 With respea to operations hereundt r, r\on-Opcrctcrs agree tc re,ease Operator from any ar.d ali looses, damages, injures, claims 
2C- and caaset ol action arising cut of, incident to or resultina; d rec.lv or indirectly (rent Operator's interpretation or application o: rules. 
26 rulings, regulations tit orders ct tht D.-parr.r.ent of hr.ergv cr predecessor ur successor agencies :o the extent such interpretation, or up-
27 plicatiicn was made in good iaitn. liach Vir.-Operutitr turther agrees to re.mbursi- Opcrcrcir for ar.y amounts explicable lo such Non-
28 Operator's share ot production tnttt 0;'et..i:<- ir.a;. l.e- required c. retund, rebate or pay as a rc-se.lt ot such an incorrect interpretation or 
29 app.icatioii, tegcther with iniereit and penalties theieen owing ..y Ou-rater as a result of such mevrrect interpretation or application 
30 
31 NonOperators autheriie Operator te ptepire an.I submit CLe*h ciociments as tncy be tequirej to be submitted *o the pu'chasct 
32 el ar.y crude cil s.-I." hereunder or to a::> .ther p.-r-.or. or entity pursuant t.i the requirements of tr.e 'Creele Ot! Wind!a l Profit Tax Act 
33 oi 19^11". as same may lie arne-njed trcm time le time ["Act ') anc: any vail, regulations or teles which may be issued by tbt Trcasur 
34 Department Irutn time to time fursuartt t) s.ie! Act licieh party hereto agrees to furnish .ny and all cerc;:ic,rior.s or o.her informaltcn 
35 which is required M be furnished by Haiti Act in a timcS manner and ir. sufficient detail tc permit compliance with said Ac*. 
36 
3? ARTICLE XV. 

3S OTHER PROVISIONS 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 - f i 
60 % 
61 •> 
62 , 
6? i f ' " 

65 •)*', 

67 
68 
69 VV-
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1 ARTICLE XVI. 

2 MISCELLANEOUS 
2 

4 Tnis agreement shall be binding npon _-d shall inure to the benefit of the parties hereto and to their respective heirs, devisees, 
5 legal representatives, successors and assigns 

17 
18 
19 
20 
21 
27 
23 
24 
25 
26 

Thii- instrument mav be executed in any number of counterparts each of which shall be considered an original for ail purposes. 

IN WITNESS VV HEREOF, this agreement sha 1 elective as of day of , 19 

10 
l : 
12 OPERATOR 

13 
14 

15 
16 

NON-OPERATORS 

29 
50 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
SO 
61 
62 
63 
64 
65 
66 ,...-,- -

68 V_\.V .»•-;:..• 

69 
70 
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.Affirmed. 

1. Mines and Minera ls ©=92.79 

Oil and Gas Conservation Commission 

did not impei-missibly act in arbitrary- and 

capricious manner when it changed its inter

pretation of statute governing addition of 

land to oil and gas interests unit such that 

consent of only S0 r i , rather than 100% of 

cost-bearing and noncost-bearing interests in 

both original unit and land to be added to 

unit had to be obtained for addition of new-

land to previously established unit, despite 

contention that sudden, abrupt change in pol

icy would have significant impact in oil and 

gas industry W.S.1977 § 30-5-110'h. j i . 

2. Mines and Minerals c=>92.16 

lees 

Oil and Gas Conservation Commission is 

.lly required to enforce law as it has been 

crattea o\ legislature. 

3. Mines and Minerals G=92.79 

Oil and Gas Conservation Commission 

did not retroactively apply, to appiication for 

addition of new land to o.l and gas interests 

unit, its new interpretation of statute govern

ing application to add land to unit, such that 

consent of only 80%. rather than 100%, of 

cost-bearing and noncost-bearing interests in 

both original unit and land to be added to 

unit had to be obtained fur addition of new-

land to previously established unit, where 

Commission announced new interpretation 

almost two months before fu l l hearing on 

application to expand unit. W.S.1977, § 30-

5-110(h, j ) . 

4. Mines and Minerals e=92.16 

OQ and Gas Conservation Commission is 

under affirmative legal duty to implement 

laws which are adopted by legislature. 
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new interpretation of the statute on July 13, 
1993. The full hearing on North Finn's ap
plication to expand the unit and on Cook's 
application for protection of his correlative 
rights was not held until September 8, 1993. 
A statute has not necessarily been applied 
retroactively because it has relied upon ante
cedent facts for its operation. BHP Petrole
um Company, Inc v. State, 784 P.2d 621, 626 
(Wyo.1989) (quoting Belco Petroleum Corpo
ration v. State Board of Equalization, 587 
P.2d 204, 210 (Wyo.1978)). See also Amoco 
Production Company v. Hakala, 644 P.2d 
785, 788 (Wyo.1982). 

By conducting a full hearing on the expan
sion of the Unit in September 1993, the 
Commission gave Cook precisely the relief 
which he requested at the July 13, 1993, 
hearing: 

[L]et's assume for a second that [the Com
mission] adopted the 80 percent total, just 
so [the Commission] knowfs] before [it] 
go[es] to lunch and the record is clear, we 
will ask [the Commission] to make that a 
prospective decision and not include this 
North Carson Unit, because, as [the Com
mission] say[s] accurately in [its] notice, 
historically the [C]ommission has taken the 
[position] that [it] do[es] not have the au
thority to add lands to an established unit 
unless 100 percent of all parties agree, 
and/or, either [the Commission] 
appl[ies] the 100 percent to the North 
Carson Unit or [it] reopen[s] the hearing 
on that unit to see if the addition is 
feasible, if it's economical], if Mr. Cook 
is being treated properly and so on. 

(Emphasis added.) 

Affirmed. 

CH. RUWART, Jr.; CH. Brown Motors. 
Inc.; and Bob Ruwart Motors, Inc. 

Appellants (Defendants), 

v. 

Janet S. WAGNER and Ernest 
L. Wagner, Appellees 

(Plaintiffs). 

No. 93-185. 

Supreme Court of Wyoming. 

Aug. 31, 1994. 

Buyers involved in failed new car pur
chase including trade-in of their old vehicle 
brought action against car dealership defen
dants for conversion. The District Court, 
Platte County, John T. Langdon, J., retired, 
entered default judgment as to liability and 
subsequently awarded damages. Defendants 
appealed. The Supreme Court, Golden, J„ 
held that: (1) Supreme Court's dismissal, as 
untimely, of defendants' previous appeal 
from order denying motion to set aside de
fault judgment granted as discovery sanction 
did not prevent consideration of defendants' 
arguments concerning sanctions in instant 
appeal following final judgment; (2) default 
judgment entered against defendants as dis
covery sanction was void for failure to com
ply with three-day notice requirement; (3) 
trial court's determination that car dealer
ship defendants had supplied deficient infor
mation and documentation regarding repair 
bill, radiator damage, and disposal of plain
tiffs' vehicle, and that defendants had not 
deposited with clerk of court funds received 
by auctioneer for sale of plaintiffs' vehicle, 
were not supported by record on appeal and. 
thus, trial court's denial of motion to set 
aside default judgment imposed as sanction 
was abuse of discretion; and (4) portion of 
attorney fees relating to order compelling 
discovery would be vacated, as trial court did 
not make requisite award following its & 
suance of order compelling discovery. 

Reversed and remanded. 

Cardine, J,. filed dissenting opinion in 
which Taylor, J., joined. 
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quire at least some attempt to test availa
ble production to the north, west or south 
of the original pilot project? Once the pilot 
project was abandoned, would a prudent 
operator have attempted another pilot 
water injection project in some other loca
tion on the unit? Is it prudent for an 
operator of a unit this large to sit for ten 
years pumping six wells—five of them clus
tered together—while leaving large areas 
untried? Are the six wells now being 
pumped adequate to produce the oil under
lying the entire 5800 acres, much of which 
is. over a mile from the nearest well? Does 
such an operation prevent waste, conserve 
oil and gas and protect the correlative 
rights of all of the persons entitled to 
share in the production from this unit? 

The Corporation Commission did not ad
dress these or like issues in its final order 
in this proceeding; rather, it based its deni
al of dissolution solely upon the original 
Plan of Unitization, allowing the present 
operator sole discretion to determine 
whether or not this unit shall continue. 
This resolution by the Corporation Commis
sion is not in the public interest, is not 
authorized by statute, and cannot be 
viewed in any sense as protective of the 
interests of those persons who are entitled 
to share in the production of this unit ex
cept one—the holder of the working inter
est. The Corporation Commission cannot 
delegate its statutory authority and respon
sibilities to the owner of the working inter
est. Voluntary termination by the working 
interest owner is but an alternative method 
of termination^. That alternative remains 
open to the working interest owner under 
the Plan of Unitization and under the Cor
poration Commission's order of May 24, 
1968. However, the Corporation Commis
sion remains the ultimate authority and 
may terminate compulsory unitization if it 
determines that unit operations are not be
ing carried on in a prudent manner, or that 
the purposes of the act, as set forth in 
K.S.A. 55-1301, cease to be served. 

The judgment is reversed and this case is 
remanded to the district court with di
rections to remand the matter to the Corpo

ration Commission for further proceedings 
consistent with this opinion. 

HERD, J., not participating. 

234 Kan. 1016 
Charles \V. WEINZIRL, 

Appellee/Cross-Appellant, 
v. 

The WELLS GROUP, INC., 
Appellant/Cross-Appellee. 

No. 55731. 

Supreme Court of Kansas. 

Feb. 18, 1984. 

Sales representative, who voluntarily 
terminated his employment, made a claim 
to the Department of Human Resources 
for the balance of his commissions earned 
but not yet paid upon his termination. The 
Department determined that the represent
ative was entitled to the payment of the 
commissions and statutory penalties for 
employer's failure to pay the disputed com
missions. Upon review, the District Court, 
Saline County, Morris V. Hoobler, J., up
held the award of the commissions but 
reversed the imposition of the statutory 
penalties and refused to award prejudg
ment interest claim by representative for 
the first time upon review. Representative 
and employer appealed. The Supreme 
Court, Lockett, J., held that: (1) employ
ment contract provision allowing employer 
to withhold commissions earned but not yet 
paid upon termination as liquidated dam
ages could not be upheld; (2) continued 
servicing of employer's clients was not a 
"condition precedent" to representative's 
receipt of commissions earned but not yet 
paid upon his termination; (3) representa
tive was not entitled to commissions for 
contracts being negotiated but not sold at 
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PARKIN v. STATE CORP. COM'N OF KANSAS Kan. 1003 
Cite as 677 P.2d 991 (Kan. 1984) 

process of unitizing the area, centralizing 
management, pumping a few wells, and' 
dividing the royalty proceeds according to 
schedule; it must also mean the good faith 
operation and prudent development of the 
unit. 

[8] The Supreme Court of Arkansas, in 
Christmas v. Raley, 260 Ark. 150, 539 
S.W.2d 405 (1976), held that the implied 
covenant to develop applies to unitized oil 
operations even when unitization is compul
sory, and breach of that covenant is a 
ground for dissolution of the unit and can
cellation of the leases. We agree. Kan
sas, like Arkansas, has long recognized 
that there is imposed by law upon an oil 
and gas lessee an implied covenant to rea
sonably develop the lease. This covenant 
is measured by the "reasonably prudent 
operator test." See K.S.A. 55-223; Rusk 
v. King Oil Co., 220 Kan. 616, 627, 556 
P.2d 431 (1976); Shaw v. Henry, 216 Kan. 
96, Syl. M l , 2, 531 P.2d 128 (1975); 
Stamper v. Jones, 188 Kan. 626, 631, 364 
P.2d 972 (1961); Rentier v. Monsanto 
Chemical Co., 187 Kan. 158, 166, 167, 168, 
354 P.2d 326 (1960); and Baker v. Huff
man, 176 Kan. 554, 271 P.2d 276 (1954). 
In King Oil we said: 

"Under the implied covenant of reasona
ble development when oil in paying quan
tities becomes apparent and the number 
of wells to be drilled on the lease is not 
specified, there is an implied obligation 
on the lessee to continue development of 
the leased premises by drilling as many 
wells as reasonably necessary to secure 
the oil for the common good of both the 
lessor and the lessee." Syl. tl 1. 
"Under the prudent operator test the les
see must continue reasonable develop
ment of the leased premises to secure the 
oil for the common advantage of both 
lessor and lessee and may be expected 
and required to do that which an opera
tor of ordinary prudence would do to 
develop and protect the interests of the 
parties." Syl. 113. 

The owner of an individual tract has the 
right to expect his lessee to prudently de
velop that tract under an oil and gas lease. 

When, however, the tract becomes unitized 
by order of the Corporation Commission, 
operations conducted pursuant to the order 
of the Corporation Commission providing 
for unit operations "constitute a fulfillment 
of all the express or implied obligations of 
each lease . . . . " K.S.A. 55-1306. We hold 
that the implied covenant to develop, meas
ured by the reasonably prudent operator 
test, applicable to lessees of individual leas
es, is equally applicable to the operators of 
unitized leases. 

[9] The Corporation Commission has 
statutory authority to amend or modify its 
unitization orders, and to terminate unit 
operations. K.S.A. 55-1305. It is the reg
ulatory body which has expertise in the 
field, which has competent staff advisors, 
and which may employ consultants when 
that becomes necessary. K.S.A. 55-1309. 
The commission is in the best position, 
when called upon to do so, to determine 
whether "unit operations" upon statutorily 
unitized oil and gas leases are being carried 
on in good faith and whether the unit is 
being prudently operated and developed. 
When applications are filed with the com
mission to terminate a unit, the critical 
issue is whether "unit operations" were 
those of a reasonably prudent operator at 
the time the application was filed. Such 
a determination must be made if the correl
ative rights of all parties entitled to share 
in the production are to be protected. It is 
the duty of the Corporation Commission to 
protect those rights. 

[10] Has the operator in this case exer
cised good faith and has it operated and 
developed the entire unit as a prudent oper
ator would? The plat of the 5800 acres in 
this unit discloses that there is not one well 
on the west 2880 acres, not one well on the 
north 1240 acres, not one well on the south 
1200 acres. Assuming that the pilot injec
tion project in the northeastern portion of 
the unit pushed the oil in more than one 
direction from the location of the initial 
injection wells, would prudent operation re
quire attempts at production in directions 
other than southeast of the pilot project? 
Would prudent development of the unit re-
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ing interest owners did not agree to that 
plan. Unitization was forced upon those 
people in 1968 under the original proceed
ing conducted pursuant to K.S.A. 55-1301 
et seq. The Plan of Unitization, however 
fair in its provisions as to the workings and 
operation of the unit, is not a contract 
which may be enforced against those inter
est holders who did not agree to its terms 
and who were included in the unit against 
their will. The unit in this case is not one 
created by contract; it is one imposed by 
the Corporation Commission under authori
ty of law. 

[4,5] Both the Corporation Commission 
and the district court denied dissolution of 
the unit solely because of provisions in 
what they viewed as the "contract." But 
by no stretch of the imagination can the 
unwilling interest holders be considered 
parties to a unitization "contract." Only 
the Corporation Commission can impose 
unitization upon unwilling interest holders 
and then only pursuant to the statutes des
ignated above. As Chief Justice Schroeder 
observed in his dissent in Mobil Oil Corp. 
v. Kansas Corporation Commission, 227 
Kan. 594, 610, 608 P.2d 1325 (1980), "[T]he 
Commission's authority to compel unitiza
tion is governed strictly by statute." (Em
phasis in original.) After notice and hear
ing, if the unit application complies with all 
statutory requirements and if the commis
sion makes the required findings, the com
mission may order unit operation and com
pel unitization on the non-signing 25% roy
alty owners. Though they are bound by 
the unitization order, the non-signing own
ers cannot be compelled to sign a "con
tract." 

[6] In this case, the commission's origi
nal order provides that the unitization 
should continue "so long as unitized sub
stances are produced in paying quantities 
and as long as unit operations are conduct
ed " The phrase, "in paying quanti
ties," has a generally accepted meaning in 
oil and gas cases. It refers to the produc
tion of sufficient quantities of oil or gas to 
yield a profit to the lessee over its operat
ing expenses, even though the drilling 

costs, or equipping costs, are never recov
ered and even though the undertaking as a 
whole may result in a loss to the lessee. 
See Pray v. Premier Petroleum, Inc., 233 
Kan. 351, Syl. H 5, 662 P.2d 255 (1983), and 
Texaco, Inc. v. Fox, 228 Kan. 589, 593, 618 
P.2d 844 (1980). The petitioners apparently 
agree that Misco is producing oil in paying 
quantities, i.e., that the twenty-four barrels 
of oil a day, when sold at the current 
market price, produce sufficient revenue to 
pay Misco's operating expenses and yield a 
profit. 

[7] The original order also provides that 
operations shall continue "as long as unit 
operations are conducted " "Unit op
erations" do not appear to be defined either 
by statute or by prior case law. Does the 
mere production of a few barrels of oil 
from one well on a unitized acreage and the 
payment and division of the resulting royal
ties among all of those interest holders 
who have some right thereto constitute 
unit operations? If, for example, Misco 
could pay its operating expenses and per
haps even make a small profit from one 
well producing two barrels a day, and thus 
establish that it was recovering oil in pay
ing quantities, and if at the same time it 
divided the royalties therefrom among the 
myriad owners of royalty interests in the 
5800 acres comprising the Nichols unit, 
would such activity constitute "unit opera
tions"? We think not. 

Unit operation is said to represent devel
opment and operation of an oil pool as a 
unit. It involves the consolidation or merg
er of all of the interests in the pool and the 
designation of one or more of the parties as 
operator. This method of development will 
permit the location of wells so as to secure 
the most scientific use of the natural reser
voir energy in the production of oil and gas 
by primary recovery methods. See Camp
bell v. Fields, 229 F.2d 197, 199, 200 (5th 
Cir.1956). It w ôuld also include the loca
tion of both induction and production wells 
so as to secure the most scientific use of 
artificial energy in the production of oil and 
gas by secondary or tertiary recovery. 
"Unit operation" must mean not only the 
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was originally decreed. Instead, it found 
that Article 26, section 26.1, of the original 
Plan of Unitization provided that the unit, 
would continue in effect until at least 65'/ 
of the working interest group owners de
termine that unitized substances can no 
longer be produced in paying quantities or 
that unit operations are no longer feasible; 
that the working interest owners (Misco) 
had not made that determination; and that, 
therefore, the order for unitization must 
remain in effect until such time as the 
determinations as set forth in Article 26, 
section 26.1, of the Unitization Plan are 
met. 

\2] The cessation of water flooding 
does not automatically require the dissolu
tion of a unit established under 55-1301 et 
seq. The introduction of artificial energy 
into a reservoir is intended to move the 
recoverable hydrocarbons from place to 
place, and, one hopes, to move them away 
from the water injection wells and toward 
the producing wells, thus increasing recov
ery. The initial injection of large quanti
ties of water into an oil-bearing strata may 
move the oil to positions where it can there
after be recovered through ordinary or pri
mary recovery methods. Under the Plan 
of Unitization approved by the Commission, 
the operator may change its method of 
operation from time to time; and the Com
mission found that the cessation of water 
injection in 1971 followed good engineering 
practice. The evidence supports this find
ing. (The evidence does not indicate 
whether the continuance of this method of 
production since 1971, and the reduction of 
the number of producing wells to six, fol
lows good engineering practice and consti
tutes prudent development of the unit. 
The Commission matTe no finding in this 
regard.) 

We hold that the mere cessation of water 
injection does not, in itself, require the 
dissolution of the unit. 

I I . MAY THE AUTHORITY TO TERMI
NATE A COMPULSORY UNIT BE 
DELEGATED TO THE OWNER OF 
THE WORKING INTEREST? 

The final issues are whether the Corpora
tion Commission erred in ruling that the 

unit would continue until the working own
er, Misco, terminated it, and whether the 
Corporation Commission improperly dele
gated to the working interest owner the 
authority to determine when unitization 
would terminate. We will consider these 
together. 

The purposes of the compulsory unitiza
tion act, as set forth in K.S.A. 55-1301, are 
to prevent waste, to further the conserva
tion of oil and gas, and to protect the 
correlative rights of persons entitled to 
share in the production thereof. The Cor
poration Commission did not make specific 
reference to these purposes in its order of 
June 1982 denying petitioners' request that 
the unit be terminated. Instead, the Corpo
ration Commission's order is based upon 
the provisions of the Plan of Unitization 
that provide for termination. As shown 
above, those provisions give the power to 
terminate to Misco, since it owns all of the 
working interest. Its witnesses "estab
lished that Misco believes that unit opera
tions are feasible and in fact necessary to 
the ultimate recovery of the hydrocarbons 
underlying the unit." The commission held 
that because Misco determined that unit
ized substances could still be produced in 
paying quantities and that there was still 
production from the unit, the order for 
unitization must remain in effect until Mis
co or some subsequent working interest 
owner makes contrary determinations, un
der the provisions of the Plan of Unitiza
tion. The district court went further and 
held that the Plan of Unitization was con
tractual and binding upon the surface 
(royalty or mineral interest) owners and 
their successors in interest, and that the 
unit must continue until the working inter
est owner determines otherwise pursuant 
to the plan. 

[3] The original Plan of Unitization was 
not a contract between all of the royalty 
and mineral interest owners and all of the 
working interest owners. Approximately 
197' of the royalty and mineral interest 
owners and a smaller portion of the work-
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by the commission if it finds that (1) "pri
mary production from a pool or a part 
thereof sought to be unitized has reached a 
low economic level and, without introduc
tion of artificial energy, abandonment of oil 
or gas wells is imminent"; or (2) "the 
unitized management, operation and fur
ther development of the pool . . . is econom
ically feasible and reasonably necessary to 
prevent waste within the reservoir and 
thereby increase substantially the ultimate 
recovery of oil or gas " 

[1] The 1968 order of the corporation 
commission included both findings, stated 
in separate sentences in paragraph No. 4, 
quoted in full above. Thus, the commission 
made two findings which would support 
and authorize its unitization order: The 
need for the introduction of artificial ener
gy; and the need for unitized management, 
operation and development to prevent 
waste. The separation of the two distinct 
findings in the statute by a semicolon and 
the conjunction "or" clearly shows that the 
legislature intended that compulsory unit
ization could be imposed by the corporation 
commission upon either finding—need for 
introduction of artificial energy or the need 
for unitized management, operation and de
velopment. This has been the interpreta
tion followed by at least one commentator 
on the statute. Professor Ernest E. Smith, 
commenting in The Kansas Unitization 
Statute: Part I , 16 Kan.L.Rev. 567 (1968), 
says: 

"Under the terms of the Kansas stat
ute two types of field conditions will 
warrant the issuance of a unitization or
der. The first field condition is met 
when 'the primary production from a 
pool or a part thereof sought to be unit
ized has reached a low economic level 
and, without introduction of artificial en
ergy, abandonment of oil or gas wells is 
imminent.' The second exists whenever 
'the unitized management, operation and 
further development of the pool or the 
part thereof sought to be unitized is eco
nomically feasible and reasonably neces
sary to prevent waste within the reser
voir and thereby increase substantially 

the ultimate recovery of oil or gas.' In 
general, the first field condition seems to 
contemplate a pool which is ripe for unit
ized secondary recovery operations, and 
the second, a pool which will be less 
wastefully and more economically operat
ed under a unit plan during the primary 
stage of its development. However, the 
definitions of the field conditions seem to 
overlap considerably; and, upon closer 
examination, it is not clear whether they 
are in fact referring to two different 
types of relatively uncommon situations 
or whether, together, they were intended 
to permit unitization of virtually every 
reservoir in the state. The latter inter
pretation seems the more likely one. 

"The problem of defining the precise 
scope of the first field condition warrant
ing a unitization order may, however, be 
largely academic; for the second type of 
field condition which warrants such an 
order is defined so broadly that it may 
very well include every oil and gas field 
in the state, and apply to both primary 
and secondary recovery operations. Ac
cording to the statute a unitization order 
may be issued if the commission finds 
that 'the unitized management, operation 
and further development of the pool or 
the part thereof sought to be unitized is 
economically feasible and reasonably nec
essary to prevent waste within the reser
voir and thereby increase substantially 
the ultimate recovery of oil and gas.' In 
virtually every reservoir, waste can be 
prevented and the ultimate recovery of 
oil and gas substantially increased 
through a program of unitization, wheth
er it is begun immediately after dis
covery as a part of primary development 
or as a secondary recovery operation at a 
time when primary production has al
most played out. The only question may 
concern the economic feasibility of unit
ized operations in a particular field." 16 
Kan.L.Rev. at 569, 573-74. 

We point out, however, that the Corpora
tion Commission in its 1982 order did not 
find that unitization must continue for ei
ther of the reasons for which unitization 
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essary to prevent the waste of the hydro
carbons underlying the unit and subject 
only to secondary recovery operations 
which complies with the public policy de
clared by the legislature in establishing the 
unitization procedure. 

"D. In the absence of a showing that 
the conditions for termination of the 
plan have been met, unitized operations 
pursuant to the plan must continue in 
effect until such time as the determina
tions required by Article 26, Sec. 21.1 of 
the plan are made. 

"E. No conclusion or finding in this or
der should be construed as any indication 
of this Court's approval or disapproval of 
planned and prospective operations of MIS
CO or any assignee in any other formation 
under the Nichols Unit. These conclusions 
are restricted to secondary recovery proce
dures or operations within the Mississippi 
Chert formation in the Nichols Unit. 

"F. Because of the above findings and 
conclusions the order of the Corporation 
Commission dated June 3, 1982, is hereby 
affirmed." (Emphasis supplied.) 

I . WHETHER THE UNIT MUST BE 
DISSOLVED SINCE WATER 
INJECTION HAS CEASED 

Petitioners contend that the unit was cre
ated for the sole or at least the primary 
purpose of secondary recovery operations, 
and that since secondary recovery opera
tions ceased in 1971, the unit must be 
dissolved. The original Plan of Unitization, 
circulated among and approved by more 
than 75%—but less than 100%—of the roy
alty and mineral interest owners, clearly 
called for secondary recovery operations by 
means of water injection. The plan, how
ever, also provided that the working inter
est owners could discontinue or change the 
method of operation according to the dic
tates of good engineering or production 
practices. 

The statute under which compulsory 
unitization was secured, K.S.A. 55-1304, 
quoted at length earlier in this opinion, 
provides that unitization may be imposed 

plan, no review of its propriety need be 
made. 

"B. The Defendants and Respondents 
moved for a Summary Affirmance of the 
Commission's Order contending that the 
District Court is restricted, in its scope or 
review, to considering whether, as a matter 
of law, the administrative agency, here the 
Corporation Commission, acted fraudulent
ly, arbitrarily, or capriciously, whether the 
Administrative Order was substantially 
supported by evidence, and whether the 
tribunal's action was within the scope of its 
authority. The authorities cited by the De
fendants have recognized this to be the 
scope of judicial review of administrative 
action in numerous instances, however, 
these authorities are based on the assump
tion that there is no contrary legislative 
provisions. (See Micheaux v. Amalgamat
ed Meat Cutters and Butcher Workmen, 
231 Kan. 791, and, particularly, p. 794 [648 
P.2d 722].) Here the scope of review is 
established by statute set out in K.S.A. 
55-606, which provides as follows: 

'Any rule, regulation, order or decision of 
the Commission may be superseded by 
the District Court upon such terms and 
conditions as it may deem proper... 
The Court shall not be bound by any 
finding of fact made by the Commission. 
'The authority of the Court shall be limit
ed to a judgment, either affirming or 
setting aside in whole, or in part, the 
rule, regulation, order, or decision of the 
Commission,' 

thus establishing a scope of review as be
ing de novo on the record. With this scope 
of review a summary affirmance would be 
inappropriate. * 

"C. The provisions of the unitization 
plan which were originally agreed upon 
concerning the term of the plan and the 
method of termination are contractual 
and binding upon the original surface 
owners and their successors in interest so 
long as the continued enforcement and 
execution of the contract does not contra
vene public policy. In fact, the evidence 
of MISCO Industries supports the conclu
sion that the ongoing unit operation is nec-
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ols Unit, comprised of approximately 5800 
acres, was fast becoming uneconomical to 
operate due to decreasing production. The 
Unitization Plan specified that secondary 
production could be stimulated by the injec
tion of an artificial energy source into the 
Mississippi Chert Pool, and was approved 
by the then current surface oivners and 
working interest owners. The plan was 
authorized by the Commission's Order. It 
was executed by the injection of 6.2 million 
barrels of water into the Mississippi Chert 
Reservoir, but notwithstanding Gulf's best 
scientific and technical estimates, the plan 
was a failure. Gulf substantially aban
doned the water injection and secondary 
flooding program in 1971 and negotiated a 
sale of its interest in the Nichols Unit to 
MISCO, the present working interest own
er. 

"3. MISCO, apparently, is primarily a 
salvage company specializing in buying and 
selling used oil field exploration and pro
duction equipment. It purchased the Gulf 
interest and proceeded to commence a sal
vage program plugging numerous wells, 
dismantling and removing most all of the 
tank batteries, and other production equip
ment for resale. It terminated the water 
injection program because of economic in-
feasibility due to the then current crude oil 
price of $3.00 per barrel. 

"4. All production from the Nichols 
Unit continued to decline until 1975 when a 
small "kick" increased production. MISCO 
made no effort to drill any other wells to 
explore any other formations or continue 
any additional exploration in the Mississippi 
Chert until sometime in 1981. During the 
intervening 10 years, the price of crude oil 
had increased to approximately $40.00 per 
barrel. MISCO continued to operate the 6 
wells that are still producing on the unit 
which, during the first 10 months of 1981, 
produced less than 25 barrels of oil per 
day. 

"5. The record also reflects that during 
this time period production payments were 
apportioned under the plan to the original 
surface owners and their successors in in
terest. Other companies are interested in 

making further exploration Into the unit, 
both for purposes of primary and second
ary recovery. Agreements have been 
reached between MISCO and Murfin Oil 
whereby Murfin would reimplement a sec
ondary water flooding program. Another 
agreement has been reached between MIS
CO and Vincent, whereby Vincent would 
explore for primary production in other 
formations beside the Mississippi Chert. 

"6. The 25 barrels per day production 
constitutes a unitized substance being pro
duced as contemplated by the Commis
sion's Order originally. 

"7. The unit operating agreement pro
vides that termination shall occur only 
upon a determination that unitized sub
stances can no longer be produced in 
paying quantities or that unit operations 
are no longer feasible. This determina
tion must be made by vote of at least 657<-
of the working interest oivners. There is 
no evidence that either of these conditions 
for termination have been fulfilled. 

"8. Pursuant to the plan of unitization 
in Sec. 4.2, the operative methods may be 
changed, or discontinued, when the work
ing interest owner determines that current 
operations are no longer in accordance with 
good engineering and production practices. 
Nothing in the record contends that the 
termination of the water flood operation in 
1971 was not in accordance with good engi
neering and production practices. The evi
dence in the record does suggest that due 
to technological developments in the field 
of secondary water flooding, production 
could probably be enhanced if these new 
techniques are implemented within the Mis
sissippi Chert Reservoir. 

"9. The record is silent as to the effects 
of the current secondary water flood pro
posal upon possible oil and gas available 
for primary production in other formations 
than the Mississippi Chert. 

"Conclusions of Law 

"A. Since there is no challenge to the 
original authorization of the unitization 
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Phase I I consisted of secondary produc
tion. Under the agreement Phase I I par
ticipation began April 1, 1969. Under 
Phase I I participation all interested own
ers are paid royalties according to the 
percent of their interest in the unit. 

"8. Article 4 of the Plan of Unitiza
tion addresses the plan of operation. 
Section 4.2 entitled change of operating 
methods, allows the working interest 
owner to discontinue or modify the meth
od of operation of the unit, when in its 
opinion the current operations are no 
longer in accordance with good engineer
ing and production practices. Protestant 
Misco Industries contend that the cessa
tion of waterflood activities were in ac
cordance with good engineering practice. 
None of the parties challenged this posi
tion. 

"CONCLUSIONS OF LAW 

" 1 . Article 13 of the Kansas Statutes 
Annotated authorizes the Commission to 
issue orders for unitization upon the fil
ing of a proper application and a finding 
that certain statutorily required condi
tions exist. (K.S.A. 55-1303 and 1304). 

"2. The Commission's order of unit
ization effective June, 1968, sets out the 
terms and conditions by which the unit 
was to be operated and prescribes a plan 
for Unit operation as required by K.S.A. 
55-1305. This plan for unit operation is 
set forth in the Plan for Unitization for 
the Nichols Unit, Kiowa County, Kansas. 
This plan was made a part of the Com
mission's order. 

"3. Article 26 of the Unitization Plan 
(page 15) sets oat the term of the unit. 

26.1 provides that 
'Term. The unit and this Plan of Unit
ization shall continue in effect until the 
working interest owners group by vote 
of at least sixty-five percent (657c) of 
the voting interest determines that 
unitized substances can no longer be 
produced in paying quantities or that 
unit operations are no longer feasible.' 
Testimony of witnesses for Misco In

dustries, the working interest owner, es

tablished that Misco believes that unit 
operations are feasible and in fact neces
sary to the ultimate recovery of the hy
drocarbons underlying the unit. 

"[4]. The Commission finds that be
cause the voting interest in the unit 
(working interest owners) have not de
termined that unitized substances can 
no longer be produced in paying quan
tities and there is still production from 
the unit, the order for Unitization for 
the Nichols Unit, Kiowa County, Kan
sas, shall remain in effect until such 
time as the determinations as set forth 
in Article 26, Section 26.1 are met. 

"IT IS, THEREFORE, BY THE COM
MISSION ORDERED that the applica
tion of certain landowners for an order 
dissolving the Nichols Unit be and the 
same is hereby denied. 

"The Commission retains jurisdiction 
of the subject matter and the parties for 
the purpose of entering such further or
der or orders as from time to time it may 
deem proper." (Emphasis supplied.) 

After oral argument, an application for re
hearing was denied by the commission on 
July 29, 1982. 

Petitioners appealed to the district court, 
which affirmed. The district court's find
ings of fact and conclusions of law are as 
follows: 

"Findings of Fact 

"1 . The Plaintiffs', being the landown
ers, filed an application with the State Cor
poration Commission in September of 1981 
seeking to dissolve a Commission Order 
dated May 24, 1968, which unitized about 
5800 acres for the purpose of water flood
ing to stimulate secondary production of oil 
from the Mississippi Chert formation under 
the Nichols Unit in Kiowa County, Kansas. 
The application was denied and after re
hearing oral argument, the denial was re
peated. Plaintiffs have appealed under 
K.S.A. 55-606. 

"2. The record reflects that unitization 
plan was approved upon the application of 
Gulf Oil in 1969, specifying that the Nich-
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ing water and/or gas into the Unitized 
Formation. 

"4.2 Change of Operating Methods. 
Nothing herein shall prevent the Work
ing Interest Owners Group from discon
tinuing or changing in whole or in part 
any method of operation which, in its 
opinion, is no longer in accord with good 
engineering or production practices. 
Other methods of operation may be con
ducted or changes may be made by the 
Working Interest Owners Group from 
time to time if determined by it to be 
feasible, necessary, or desirable to in
crease the ultimate recovery of Unitized 
Substances." 

"Unitized Substances" were defined in a 
preceding section of the plan: 

"1.4 Unitized Substances (unit pro
duction) means all Oil and Gas within or 
produced from the Unitized Formation." 

"26.1 Term. The Unit and this Plan 
of Unitization shall continue in effect 
until the Working Interest Owners 
Group by vote of at least Sixty-Five per
cent (65%) of the voting interest deter
mines that Unitized Substances can no 
longer be produced in paying quantities 
or that Unit Operations are no longer 
feasible." 

At the time of the 1968 unitization hear
ing, it was estimated by experts that water-
flooding would produce a total of almost 
three million barrels of oil during the years 
1968 through 1979. Actual production 
amounted to a little over 200,000 barrels, 
almost half of that produced prior to June, 
1971. Plaintiffs point out that at the 
present rate of production it will take al
most 300 years for the wells to produce the 
remaining 2,800,000 barrels of oil. 

After the commission entered the unitiza
tion order, Gulf, as operator, commenced a 
pilot waterflood project, located approxi
mately in the center of the north half of 
the Nichols unit. Between January 1969 
and June 1, 1971, Gulf injected over 6.4 
million barrels of water into the formation. 
The pilot project did not work as well as 
expected, and Gulf and all of the other 
working interest owners sold their inter

ests to Misco Industries, Inc., and it took 
over operations on about June 1, 1971. 
Misco has since been the sole working in
terest owner and sole operator of the unit. 
Almost simultaneously with the takeover, 
Misco ceased water injection, and there has 
been no injection of water or other repres
suring since that time. When Misco took 
over, there were some seventy-nine wells 
located on the 5800 acres, including twenty-
five producing oil wells, one gas well, some 
forty temporarily abandoned oil weUs, sev
eral injection wells, and a water well. 
There were tank batteries on most of the 
separately owned tracts. Misco, a large 
part of whose business consists of salvag
ing oil field equipment, pulled the pipe and 
plugged approximately seventy-three of the 
wells, leaving only six producing oil wells 
from which production has been continuous 
since 1971. Misco removed almost all of 
the tanks, pipe and equipment from the 
entire unit. During the Misco years, only 
three new wells have been drilled, and all 
were unsuccessful. Misco has never 
worked over any of the producing wells. 
Production, which was in the neighborhood 
of sixty-five barrels per day when Misco 
took over in 1971, averaged about twenty-
four barrels per day during the first ten 
months of 1981, immediately prior to the 
commencement of this proceeding. 

The petitioners, owners of all royalty and 
mineral interests in the 5800-acre Nichols 
Unit, except for those attached to one 160-
acre tract, filed an application with the 
State Corporation Commission on Septem
ber 10, 1981, seeking an order of the com
mission dissolving the unit. An evidentiary 
hearing was held before a hearing examin
er on March 16, 1982. and by order entered 
June 3, 1982, the commission denied the 
application. After stating several findings 
of fact, most if not all of which are undis
puted, the rest of the commission's order 
reads: 

"7. Under the terms of the unit oper
ations agreement, which was incorporat
ed in the order, the participation in the 
unit was divided into two phases. Phase 
I consisted of primary production and 





I 
f 

ration is fair 
owners " 

• the commis-
scribe a plan 
nust include 
>e of interest 

ature of the 

it operations 
ier in which, 
* which, the 
ate and for 
upon such 

ons that are 
carrying on 
e protection 

un'' iera-
coi ,sion 
>ject to the 
sary or re-
•oviding for 

r the unit 
le of a pool 
h size and 
squired for 
ct thereof 
ffect upon 

55-1306, 

lot limited 
or opera-

f the unit 
poses the 
pon each 
unit area 
The por-

:ated to a 
jnit area 
d, for all 
prr" êd 
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Operations conducted pursuant to an or
der of the commission providing for unit 
operations shall constitute a fulfillment 
of all the express or implied obligations 
of each lease or contract covering lands 
in the unit area to the extent that compli
ance with such obligations cannot be had 
because of the order of the commission." 

The remaining sections of the act provide 
for enlargement of the area, creation of 
new units, taxation, recording, and other 
matters not germane to this litigation. 

On April 22, 1968, Gulf Oil Corporation 
filed an application for unitization of the 
Nichols pool. The application contains the 
following: 

"3. The type of operations contem
plated for the unit area is secondary oil 
recovery operations . . . by repressuring 
the formation with the injection of water. 

"5. That the primary production from 
the Nichols pool underlying the lands 
hereinabove described has reached a low-
economic level, and without the introduc
tion of artificial energy, abandonment of 
the oil wells in the Nichols pool is [immi
nent]. The unitized management and op
eration of the Nichols pool is economical
ly feasible and reasonably necessary to 
prevent waste within the reservoir and 
thereby increase substantially the ulti
mate recovery of oil and gas." 

The Kansas Corporation Commission, af
ter hearing, entered an order on May 24, 
1968, providing for unitization of the Nich
ols pool in Kiowa County. Following the 
requirement of K.S^.. 55-1305, the com
mission found that the plan for unit opera
tions was approved in writing by those 
required to pay at least 75% of the costs of 
the unit operation, and also by owners of at 
least 757" of the production or proceeds 
which are free of costs such as royalties. 
In language consistent with the applica
tion's statement of purpose, and with the 
requirements of K.S.A. 55-1304, the com
mission also found: 

"3. The Pool, or formation, involved 
is the Mississippi Chert formation and 
the type of operation contemplated for 

the unit is a f lu id repressuring and 
waterflooding or secondary recovery 
operation for the purpose of enhancing 
and increasing the ultimate recovery of 
oil from land within the Unit Area . . . . 

"4. The primary production from the 
Nichols Pool underlying the above de
scribed unit area, and which is sought to 
be unitized, has reached a low economic 
level of production and without the in
troduction of artificial energy, aban
donment of oil wells is imminent. In 
addition the unitized management, op
eration and further development of the 
pool sought to be unitized is economi
cally feasible and reasonably necessary 
to prevent waste within the reservoir 
and thereby increase substantially the 
ultimate recovery of oil." (Emphasis 
supplied.) 

The order concluded that operations 
should: 

"continue for so long as unitized sub
stances are produced in paying quanti
ties, ayid as long thereafter as utiit op
erations are conducted, unless sooner 
terminated by the ivorking iyiterest 
owners in the manner provided in the 
Unit Agreement and the Unit Operat
ing Agreement." (Emphasis supplied.) 

What the order refers to as the "Unit 
Agreement" is apparently the "Plan of 
Unitization," which was approved in writ
ing by the owners of over 75'A (but less 
than 100%) of the working interests and 
the owners of over 75% (but less than 
100%) of the royalty and mineral interests, 
and which was presented to the commission 
at the initial hearing upon Gulf's applica
tion for unitization. The "Plan of Unitiza
tion" contains, inter alia, the following 
provisions: 

"4.1 Operating Methods. To the end 
that the quantity of Unitized Substances 
ultimately recoverable may be increased 
and waste prevented, the Unit Operator, 
under direction of the Working Interest 
Owners Group, shall, with diligence and 
in accordance with good engineering and 
production practices, conduct secondary 
recovery operations by means of inject-
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production thereof, the commission shall 
for said purposes have . . . the further 
jurisdiction, powers and duties conferred 
or imposed upon it by this act." 

K.S.A. 55-1302 defines certain terms. 
"Pool" is defined as an underground accu
mulation of oil and gas in a single and 
separate natural reservoir characterized by 
a single pressure system so that production 
from one part of the pool affects the reser
voir pressure throughout its extent. 
"Waste," in addition to its meaning as used 
in those portions of chapter 55 dealing with 
the production and sale of crude oil or 
petroleum and with the production and con
servation of natural gas, is defined to mean 
both economic and physical waste resulting 
from the development and operation sepa
rately of tracts that can best be operated 
as a unit. 

K.S.A. 55-1303 provides for the filing of 
applications with the commission request
ing an order for the unit operation of all or 
part of a pool, prescribes the contents of 
the petition, and requires the commission to 
set the matter for hearing and cause notice 
to be given. 

K.S.A. 55-1304 empowers the commis
sion to make an order providing for the 
unitization and unit operation of the pool if, 
upon the hearing of the application, the 
commission finds that three conditions ex
ist: 

"(a) The primary production from a 
pool or a part thereof sought to be unit
ized has reached a low economic level 
and, without introduction of artificial en
ergy, abandonment of oil or gas wells is 
imminent; or the* unitized management, 
operation and further development of the 
pool or the part thereof sought to be 
unitized is economically feasible and rea
sonably necessary to prevent waste with
in the reservoir and thereby increase sub
stantially the ultimate recovery of oil or 
gas; 

"(b) that the value of the estimated 
additional recovery of oil or gas substan
tially exceeds the estimated additional 
cost incident to conducting such opera
tions; 

"(c) that the proposed operation is fair 
and equitable to all interest owners " 

K.S.A. 55-1305 requires that the commis
sion's order for unitization prescribe a plan 
for unitization, which plan must include 
many enumerated items. Those of interest 
here are: 

"(b) a statement of the nature of the 
operations contemplated; 

"(j) the time when the unit operations 
shall commence and the manner in which, 
and the circumstances under which, the 
unit operations shall terminate and for 
the settlement of accounts upon such 
termination; 

"(1) such additional provisions that are 
found to be appropriate for carrying on 
the unit operations and for the protection 
of correlative rights. 

"An order providing for unit opera
tions may be amended by the commission 
in the same manner and subject to the 
same conditions as are necessary or re
quired for an original order providing for 
unit operations 

"An order may provide for the unit 
operation of less than the whole of a pool 
where the unit area is of such size and 
shape as may be reasonably required for 
that purpose, and the conduct thereof 
will have no material adverse effect upon 
other parts of the pool." 

The following section, K.S.A. 55-1306, 
provides in part: 

"All operations, including, but not limited 
to, the commencement, drilling, or opera
tion of a well upon any part of the unit 
area shall be deemed for all purposes the 
conduct of such operations upon each 
separately owned tract in the unit area 
by the several owners thereof. The por
tion of the unit production allocated to a 
separately owned tract in a unit area 
shall, when produced, be deemed, for all 
purposes, to have been actually produced 
from such tract by a well drilled thereon. 
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even though the undertaking as a whole 
may result in a loss to the lessee. 

4. Unit operation of oil and gas leases 
involves the consolidation or merger of one 
or more oil and gas leases and the designa
tion of one or more of the parties as opera
tor. It permits the location of induction 
and production wells so as to secure the 
most scientific use of natural or artificial 
energy in the reservoir in the production of 
oil and gas. 

5. The implied covenant imposed upon 
an oil and gas lessee to reasonably develop 
and operate the lease, measured by the 
"reasonably prudent operator test," is ap
plicable to the operator of a unit created by 
order of the Corporation Commission pur
suant to-K.S.A. 55-1301 et seq. 

6. "Unit operation" means not only 
the process of placing a number of oil and 
gas leases together, centralizing manage
ment, pumping the wells and dividing the 
royalty proceeds according to schedule; it 
also means the good faith operation and 
prudent development of the unit. 

7. On the hearing of an application to 
terminate its order unitizing oil and gas 
leases pursuant to K.S.A. 55-1301 et seq., 
the Corporation Commission must deter
mine whether a unit was being operated in 
good faith, whether it was being prudently 
developed at the time the application was 
filed, and whether the purposes of the com
pulsory unitization act, K.S.A. 55-1301 et 
seq., continue to be served. 

8. When the Corporation Commission 
has ordered the unitization of oil and gas 
leases under K.S.A*. 55-1301 et seq., it may 
not delegate to the operator of the unit sole 
authority to decide when unitization shall 
terminate. 

Gordon Penny, of Chapin, Penny & Goer-
ing, Medicine Lodge, argued the cause and 
was on the brief, for appellant. 

Patricia A. Gorham, Asst. Gen. Counsel, 
Topeka, argued the cause, and Brian J. 
Moline, Gen. Counsel, Topeka, was with her 
on the brief, for appellee Kansas Corp. 
Com'n. 

Joseph W. Kennedy, of Morris, Laing, 
Evans, Brock & Kennedy, Wichita, argued 
the cause, and Robert W. Coykendall, 
Wichita, of the same firm, was with him on 
the brief, for appellees Misco Industries, 
Inc., and Vincent Oil Corp. 

MILLER, Justice: 

This is an appeal by the petitioners, the 
royalty and mineral interest owners, from 
the district court's affirmance of a Kansas 
Corporation Commission order denying pe
titioners' application for the dissolution of 
the Nichols Unit, a 5800-acre unit created 
by the Commission in 1968 under the Kan
sas compulsory unitization law, K.S.A. 55-
1301 et seq. The issues as framed by the 
petitioners are: (1) Where the unit was set 
up by the Corporation Commission for sec
ondary recovery operations, and secondary 
recovery operations ceased in 1971, was it 
error for the Corporation Commission to 
refuse to terminate the unit? (2) Where 
the Corporation Commission, in its 1968 
order setting up the unit, reserved jurisdic
tion to make further orders, was it error 
for the Corporation Commission to con
clude that the unit would continue until 
terminated by Misco Industries, Inc.? (3) 
If the Corporation Commission is correct in 
its 1982 ruling that the unit continues until 
the working interest owner decides to ter
minate the unit, is such delegation of au
thority to the working interest owner void 
as beyond the jurisdiction and power of the 
Corporation Commission? 

This is the first time that proceedings 
under the compulsory unitization law, 
K.S.A. 55-1301 to -1315, inclusive, have 
come before this court, and we will there
fore discuss the provisions of that act, to
gether with the factual background and the 
proceedings below, rather fully. The law 
was enacted in 1967 (L.1967, ch. 299) and 
has not been amended. The first section of 
the act, now K.S.A. 55-1301, expresses the 
legislative purpose. It states: 

"[W]ith respect to the prevention of 
waste and the conservation of oil and gas 
and the protection of the correlative 
rights of persons entitled to share in the 
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6. Mines and Minerals ©=78.1(8) 
Phrase, "in paying quantities," as used 

in oil and gas cases, refers to production of 
sufficient quantities of oil or gas to yield a 
profit to the lessee over its operating ex
penses, even though the drilling costs, or 
equipping costs, are never recovered and 
even though the undertaking as a whole 
may result in a loss to the lessee. 

See publication Words and Phrases 
for other judicial constructions and 
definitions. 

7. Mines and Minerals ©=92.78 
"Unit operation" of oil and gas leases 

represents development and operation of 
an oil pool as a unit, and involves consolida
tion or merger of all of the interests in the 
pool, and designation of one or more of the 
parties as operator, and permits location of 
wells so as to secure the most scientific use 
of the natural reservoir energy in the pro
duction of oil and gas by primary recovery 
methods; it means not only the process of 
unitizing an area, centralizing manage
ment, pumping a few wells, and dividing 
royalty proceeds according to schedule, but 
also good-faith operation and prudent de
velopment of the unit. 

See publication Words and Phrases 
for other judicial constructions and 
definitions. 

8. Mines and Minerals ©=78.1(7) 
Implied covenant imposed upon an oil 

and gas lessee to reasonably develop and 
operate the lease, measured by the "rea
sonably prudent operator" test, is applica
ble to operator of.a unit created by order of 
the Corporation Commission pursuant to 
the compulsory unitization law. K.S.A. 55-
1301 et seq. 

9. Mines and Minerals ©=92.79 
When applications are filed with the 

Corporation Commission to terminate a 
unit created under the compulsory unitiza
tion law, critical issue is whether "unit 
operations" were those of a reasonably 
prudent operator at the time the application 
was filed, a determination which must be 
made if correlative rights of all parties 
entitled to share in production are to be 
protected; furthermore, it is the duty of 

the Corporation Commission to protect 
those rights. K.S.A. 55-1301, 55-1305, 55-
1309. 

10. Mines and Minerals ©=92.79 
Order of the Corporation Commission 

denying application of royalty and mineral 
interest owners for dissolution of 5,800-
acre unit created by the Commission under 
the compulsory unitization law, based sole
ly upon original "plan of unitization," al
lowing the present operator sole discretion 
to determine whether the unit should con
tinue, without addressing questions wheth
er the unit was being operated in good 
faith, whether it was being prudently de
veloped at the time the application was 
filed, and whether the purposes of the com
pulsory unitization act continued to be 
served, constituted an impermissible dele
gation of the Commission's statutory au
thority to decide when unitization should 
terminate. K.S.A. 55-1301 et seq. 

Syllabus by the Court 

1. Under K.S.A. 55-1304, the Kansas 
Corporation Commission may impose com
pulsory unitization if it finds either (1) pri
mary production has reached a low econom
ic level and, without the introduction of 
artificial energy, abandonment of oil or gas 
wells is imminent; or (2) that the unitized 
management, operation and further devel
opment of the pool is economically feasible 
and reasonably necessary to prevent waste 
within the reservoir and thereby increase 
substantially the ultimate recovery of oil 
and gas. 

2. The mere cessation of water injec
tion or water flooding does not, in itself, 
automatically require the dissolution of an 
oil and gas unit established by order of the 
Kansas Corporation Commission pursuant 
to K.S.A. 55-1301 et seq. 

3. The phrase, "in paying quantities," 
when used with reference to production of 
oil or gas, means the production of suffi
cient quantities of oil or gas to yield a 
profit to the lessee over its operating ex
penses, even though the drilling costs, or 
equipping costs, are never recovered and 
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stituted an impermissible delegation of its 
statutory authority and responsibility to de
cide when unitization should terminate. 

entire KCC order was void. As the court 
found the 3% maximum rate increase provi
sions reasonable and lawful, it should have 
modified and set aside the objectionable 
part of the order which allowed individual 
carriers to charge less than the maximum 
rate without filing such lower rates with 
the KCC. Other arguments made by the 
parties have been considered and found to 
be without merit. 

The judgment is affirmed in part and 
reversed in part in conformance with the 
views expressed in this opinion. 

| KEY NUMBER SYSTEM. 

. T 

234 Kan. 994 
Cleon PARKIN, et al., Appellants, 

v. 

The STATE CORPORATION COMMIS
SION OF KANSAS, et al., Appellees. 

No. 55693. 

Supreme Court of Kansas. 

Feb. 18, 1984. 

Royalty and mineral interest owners 
appealed from order of the Corporation 
Commission denying their application for 
dissolution of 5,800-acre unit created by 
the Commission in 1968 under the compul
sory unitization law. The District Court, 
Kiowa County, Jay^Don Reynolds, J., af
firmed, and royalty and mineral interest 
owners appealed. The Supreme Court, Mil
ler, J., held that the Corporation Commis
sion's denial of the application, based solely 
upon original "plan of unitization," allow
ing present operator sole discretion to de
termine whether the unit should continue, 
without addressing questions whether the 
unit was being operated in good faith, 
whether it was being prudently developed 
at the time the application was filed, and 
whether the purposes of the compulsory 
unitization act continued to be served, con-

Reversed 
rections. 

1 

and remanded with di-

Mines and Minerals ©=92.78 
The Corporation Commission may im

pose compulsory unitization if it finds ei
ther that primary production has reached a 
low economic level and, without introduc
tion of artificial energy, abandonment of oil 
or gas wells is imminent, or that unitized 
management, operation and further devel
opment of a pool is economically feasible 
and reasonably necessary to prevent waste 
within reservoir. K.S.A. 55-1304. 

2. Mines and Minerals ©=92.78 
Cessation of water flooding does not 

automatically require dissolution of a unit 
established under compulsory unitization 
law. K.S.A. 55-1301 et seq. 

3. Mines and Minerals ©=92.78 
Plan of unitization imposed by the Cor

poration Commission under the compulsory 
unitization law, however fair in its provi
sions as to workings and operation of the 
unit, was not a contract which could be 
enforced against those interest holders who 
did not agree to its terms and who were 
included in the unit against their will. 
K.S.A. 55-1301 et seq. 

4. Mines and Minerals ©=92.78 
Only the Corporation Commission can 

impose unitization upon unwilling interest 
holders and then only pursuant to govern
ing statutes. K.S.A. 55-1301 et seq. 

5. Mines and Minerals ©=92.79 
After notice and hearing, if a unit ap

plication complies with all statutory re
quirements and if the Corporation Commis
sion makes required findings, the Commis
sion may order unit operation of an oil and 
gas pool and compel unitization on nonsign-
ing 25 percent royalty owners. K.S.A. 55-
1301 et seq. 
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UPON HEARING ON THE MERITS HARTMAN WILL SHOW OXY'S VIOLATION OF 
STATUTE AND COMMISSION ORDERS IN OPERATION OF MLMU 

A. Testimony of Professor Bruce M. Kramer, co-author of" The Law of 
Pooling and Unitization 
Tab 22 

B. Testimony of Craig VanKirk PH D., chair of the petroleum 
engineering department Colorado School of Mines 
Tab 23 

C. Testimony of former Division employees Richard Stamets and 
Rabert Stovall 



STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE HEARING 
CALLED BY THE OIL CONSERVATION 
DIVISION FOR THE PURPOSE OF 
CONSIDERING: 

CASE NO. 6987 
CASE NO. 11792 

AMENDED APPLICATION OF DOYLE HARTMAN 
TO GIVE FULL FORCE AND EFFECT TO 
COMMISSION ORDER R-6447, TO REVOKE 
OR MODIFY ORDER R-4680-A, TO 
ALTERNATIVELY TERMINATE THE 
MYERS LANGLIE-MATTIX UNIT, 
LEA COUNTY, NEW MEXICO 

AFFIDAVIT OF BRUCE M. KRAMER 
IN SUPPORT OF HARTMAN'S OPPOSITION 

TO OXY'S MOTION TO DISMISS 

STATE OF TEXAS ) 
) s s . 

COUNTY OF LUBBOCK ) 

Bruce M. Kramer, being first duly sworn on oath, states as follows: 

1. My name is Bruce M. Kramer. I reside in Lubbock, Texas. I am the 

Maddox Professor at Texas Tech University School of Law. I am the author or co

author of numerous articles or treatises on oil and gas, including "The Law of Pooling 

and Unitization" which I co-authored with Patrick H. Martin. Attached to this Affidavit as 

Exhibit A is a copy of my Curriculum Vitae. 



2. I make this affidavit based upon my experience with the oi! and gas 

industry, my knowledge of the law of pooling and unitization, my study of the pleadings 

filed of record in this case, my review of copies of various New Mexico Oil Conservation 

Division files concerning applications for statutory unitization under the New Mexico 

Statutory Unitization Act, which cases are reflected in the table attached to this Affidavit 

as Exhibit B, including the file in Case No. 6987, and my review of various Statutory 

Unitization Acts for the states of New Mexico, Michigan, Kansas, Colorado and Arizona. 

3. The testimony stated in this Affidavit is the same as I would give in 

Court or before the Division under oath if called to testify as a witness in this matter. 

4. The New Mexico Statutory Unitization Act authorizes the OCC to 

compel mineral, royalty or working interest owners to unitize their interests in order to 

prevent waste, conserve natural resources and protect correlative rights. The New 

Mexico Legislature has circumscribed the delegation of its police power to the OCC by 

mandating that the unit agreement or unit operating agreement contain certain specified 

provisions. One such mandatory provision is listed in § 70-7-7(F) which, when adopted 

in 1975, required the unit plan to include: 

F. a provision for carrying any working interest 
owner on a limited, carried or net-profits basis, payable out 
of production, upon such terms and conditions determined 
by the division to be just and reasonable and allowing an 
appropriate charge for interest for such service payable out 
of the owner's share of production; provided that any 
nonconsenting working interest owner being so carried shall 
be deemed to have relinquished to the unit operator all of its 
operating rights and working interest in and to the unit until 
his share of the costs, service charge and interest are repaid 
to the unit operator; 

2 



The New Mexico provision appears to have been modeled after the Kansas Unitization 

Act (Kan.Stat.Ann § 55-1305(g), which was first enacted in 1967. 

5. The OCC derives its power from the Legislature. Where the statute 

uses the term "shall" to describe an action, the OCC powers can only be exercised if 

such a provision or action is included. The requirements of the statute will supersede 

the terms of a voluntary unit agreement or unit operating agreement to the extent 

necessary to protect correlative rights, conserve natural resources and prevent waste. 

Since the OCC has found that those objectives will be served by the issuance of a 

statutory unitization order, it must include a "non-consent" provision in its orders, 

otherwise those objectives will not be achieved. Such a provision may be imposed on 

the unit agreement or the unit operating agreement if they are otherwise not expressed 

within the text of those documents. 

6. In oil and gas law a "non-consent" provision gives an unleased 

owner or a working interest owner an option not to participate in drilling, reworking or 

other operations. By not participating the owner is not liable for the expenses incurred, 

except out of his or her share of production. 

7. Section 70-7-7F. describes a situation which is common in oil and 

gas unit and/or joint operating agreements whereby a working interest owner is allowed 

to go "non-consent" and become a carried interest with respect to unit expenses. The 

term "carried interest" has a well-defined and generally accepted meaning within the oil 

and gas industry. 8 P. Martin & B. Kramer, Williams and Meyers Oil and Gas Law 135 

(1996). Where a working interest owner has the right to go "non-consent" and become 

carried, that working interest owner is not personally liable for those costs. Id. at 696 

3 



(defining the term "nonconsent principle.") Rather, the operator or the working interest 

owners who have consented to the operation pay the carried interest owner's portion of 

operating costs and reimburse themselves out of the carried interest owner's share of 

revenue from oil and gas production. The person or persons advancing costs are 

described as the carrying parties while the other is described as the carried party. Id. at 

138. 

8. A basic principle that follows from an owner's status as a carried 

interest is that he or she Is not personally liable for any costs, except out of his or her 

share of production. It would be inconsistent with this principle to allow the carrying 

party to sue the carried party for any unpaid pro rata share of the costs to which the 

carried party has elected to go "non-consent." I am unaware of any authority 

supporting the proposition that a unit operator or the carrying parties have the right to 

sue a carried party who has elected to go "non-consent" to recover the carried party's 

share of expenses. 

9. The Myers Langlie-Mattix Unit ("MLMU") was authorized as a 

statutory unit under New Mexico law by Order R-6447 issued by the New Mexico Oil 

Conservation Commission ("Commission") on August 27, 1980. ( Case No. 6987) That 

Order specifically found that, as required by statute, the MLMU unit agreements 

included a provision for carrying any working interest owner on a limited, carried or net-

profits basis, payable out of production. The written text of the MLMU unit operating 

agreement which was presented to the Oil Conservation Commission in Case No. 6987 

and filed of record in the Lea County Clerk's Office in 1991 does not contain such a 

non-consent provision. A copy of Order R-6447 is attached as Exhibit C. 

4 



10. The creation of the MLMU as a statutory unit occurred when the 

unit operator (Getty Oil Company) obtained the requisite 75 percent ratification by both 

working interest owners and royalty interest owners as required by Section 70-7-8 

NMSA 1978. On January 5, 1981, the Secretary of the Oil Conservation Division 

acknowledged receipt of proof of the statutorily required quantum of ratification and 

declared "that Commission Order No. R-6447 unitizing all interests in the Myers 

Langlie-Mattix Unit Area, Lea County, New Mexico, is in full force and effect." Attached 

to this Affidavit as Exhibit D is a copy of one of the 1980 ratifications of a working 

interest owner which I understand is typical of all working interest owner ratifications. 

The owners providing the ratifications acknowledged receipt of copies of Order No. R-

6447. 

11. Under § 70-7-7F. as implemented through Order R-6447, the right 

of MLMU working interest owners to go non-consent and become a carried interest is 

now part of the MLMU Unit Agreement and Unit Operating Agreement. Without such a 

provision, Order R-6447 would be ultra vires. 

12. Once a working interest owner elects to become a carried interest 

by virtue of Order R-6447, the carrying parties would not have the right to sue the non-

consenting working interest owners to recover the share of joint interest billing 

expenses. They are limited in recovering the non-consenting owner's share of 

expenses from the owner's share of production. 

13. The MLMU unit operating agreement was an earlier version of the 

1970 Model Form of Unit Operating Agreement (3rd Edition) issued by the American 

Petroleum Institute. A copy of that model form, which is included in The Law of Pooling 

5 



and Unitization, is attached as Exhibit E. Article 11 is the section which deals with unit 

expenses. Section 11.6 recognizes and provides for a situation where a working 

interest owner fails to pay its share of unit expense, authorizing those working interest 

owners who so desire to advance costs and obtain reimbursement of any costs 

advanced on behalf of a non-paying working interest owner. The remedies available to 

paying working interest owners are set forth in Section 11.5 of the Model Form Unit 

Operating Agreement, which provides the right of paying parties to bring suit and obtain 

a judgment against the non-paying working interest owner. In that regard, Article 11 of 

the 1970 Model Form Unit Operating Agreement is not a true carried interest provision. 

This basic structure of the 1970 form was continued in the 1993 Model Form of Unit 

Operating Agreements with additional remedies being afforded the parties paying the 

other owners' share of unit expenses. 

14. In March, 1974, the American Petroleum Institute issued its First 

Edition Model Form of Unit Operating Agreement for Statutory Unitization. This Model 

Form was developed in response to the adoption by numerous states of Statutory 

Unitization Acts. A copy of the 1974 Model Form for Statutory Unitization is attached as 

Exhibit F. 

15. Sections 11.5 and 11.6 are the provisions which deal with unpaid 

unit expense. The 1974 Model Form expressly recognizes the need to insert language 

in the form to deal with a situation where a working interest owner elects to be "carried 

or otherwise financed." Kansas, Colorado, Michigan, Nebraska, Oregon, South Dakota 

and Utah, the states which had such a statutory provision in 1974, are specified in the 

1974 Model Form. One year later, in 1975, New Mexico adopted its Act with its non-

6 



consent provision. New Mexico Statutory Units would thus need to have a non-consent 

provision in order to comply with the statutory requirement of Section 70-7-7(F) NMSA. 

16. Section 11.6 of the 1974 Model Form deletes the language from 

the 1970 Model Form of Unit Operating Agreement which provides the right to bring a 

suit to collect indebtedness from a non-paying working interest owner. This change is 

consistent with the provision in various Statutory Unitization Acts mandating the right of 

a unit and working interest owner to go non-consent and become a carried interest. 

17. In the operation of the MLMU, Oxy proposed a substantial 

redevelopment program in 1994. Based upon the correspondence I have reviewed, it is 

clear that Hartman objected to the redevelopment program and voiced a desire to go 

non-consent with respect to Oxy's proposal. Oxy wrote Hartman by letter dated August 

19, 1994 denying that Hartman and other MLMU working interest owners have the right 

to go non-consent with respect to unit operations. In my opinion, Oxy's position is 

contrary to the prescription of NMSA 1978 § 70-7-7F. and Order R-6447 which was 

ratified in writing by the working interest owners. It requires the agreement to provide 

for a right of a working interest owner to elect to go non-consent and be carried on a 

limited, carried or net-profits basis, payable solely out of production. 

18. Where the governing instruments provide for the right of a working 

interest owner to be a non-consenting party and become a carried interest, it is 

standard practice in the industry for an operator, when proposing unit operations, to 

circulate an Authority for Expenditure as the means by which a working interest owner 

can consent or withhold consent to the expenditure. None of the Oxy's AFEs related to 

the 1994 redevelopment program and subsequent proposals that I have seen, contain 

7 



any method by which a working interest owner could disclose an election to go non-

consent. 

19. I have reviewed the Motion to Dismiss filed by Oxy in this case, 

whereby Oxy contends that Hartman cannot seek enforcement of Order R-6447, 

because the interests of Hartman's predecessors-in-interest in the MLMU allegedly 

were not statutorily unitized or otherwise subject to the terms of the application for 

statutory unitization for the MLMU filed by Getty Oil Company in 1980 or Order R-6447. 

20. As I understand Oxy's position it is that any owner who committed 

to the unit voluntarily before statutory unitization has no right to go non-consent and 

must always pay his or her share of any unit expense undertaken by the operator; that 

conversely, the holdout owners whose interests were compulsorily unitized do have the 

benefit of electing to be a non-consent party and to do so without penalty. Oxy's 

position is inconsistent with the express terms of Getty's Application in Case No. 6987, 

the testimony offered in support of the application, the express terms of Order R-6447 

and the letter and spirit of the New Mexico Statutory Unitization Act. The MLMU 

statutory unitization order is very similar to many such orders issued by the Commission 

and the Division in statutory unitization proceedings. They uniformly provide that all 

MLMU mineral interests were approved for statutory unitization and that the interest of 

"all persons" within the unit area were thereby unitized "whether or not such persons 

have approved the Unit Agreement or the Unit Operating Agreement in writing." The 

finding in paragraph 21(b) of Order R-6447, which found or prescribed a provision for 

carrying any working interest owner in the MLMU, does not limit its application to those 

working interest owners who had not previously agreed to voluntarily unitize. 

8 



FURTHER AFFIANT SAYETH NOT. 

Bruce M. Kramer 

SUBSCRIBED AND SWORN before me on this 2 ' ^ ° day of June, 1997 
by Bruce M. Kramer. 

^ f c t l j L four*-
Notary Public 

My Commission Expires: 
FRANK RAMOS, JR. 

I F i Notary Public, State of Tex8S 
i x h ^ J ^ J My Commission Expires 11-10-99 
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CERTIFICATE OF SERVICE 

I hereby certify that I have caused a true and correct copy of Bruce M. 

Kramer's Affidavit in Support of Hartman's Opposition to Oxy's Motion to Dismiss to be 

hand-delivered on this day of June, 1997 to the following counsel of record: 

William F. Carr 
Campbell, Carr, Berge & Sheridan 
110 N. Guadalupe, Suite 1 
Santa Fe, New Mexico 87501 

Thomas W. Kellahin 
Kellahin & Kellahin 
117 N. Guadalupe 
Santa Fe, New Mexico 87501 

Michael J. Condon 
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•oon Kt\A RATIFICATION AND APPROVAL 

OF THE PLAN FOR UNIT OPERATIONS 

AS STATED IN THE UNIT AGREEMENT AND 

UNIT OPERATING AGREEMENT OF THE 

MYERS LANGLIE-MATTIX UKIT 

LEA COUNTY, NEW MEXICO . 

KNOW ALL MEN BY THESE PRESENTS, THAT: 

For c o n s i d e r a t i o n and the purposes s t a t e d i n those c e r t a i n 
agreements, e n t i t l e d as above, both being dated January 1, 1973, 
and t o o b t a i n the b e n e f i t s of u n i t i z e d management, oper a t i o n and 
f u r t h e r development of the o i l and gas p r o p e r t i e s i n the Myers 
L a n g l i e - M a t t i x Unit pursuant to New Mexico O i i Conservation 
Commission Order No. R-6447 entered on A.ugust 27, 1980, approving 
s t a t u t o r y u n i t i z a t i o n of the Myers L a n g l i e - M a t t i x U n i t , the 
undersigned (whether one or more) represents t h a t i t i s a 
Working I n t e r e s t Owner w i t h i n the meaning o f t h a t term as used 
I n the captioned U n i t Agreement and, as such, does hereby, consent 
to r a t i f y and approve the plan f o r u n i t operations, contained i n 
the captioned U n i t Agreement and Uni t Operating Agreement, s a i d 
Agreements being incorporated herein by' reference and said p l a n 
f o r u n i t operations having been approved by the Nev? Mexico O i l 
Conservation Commission i n Order No. R-6447. 

I f the undersigned i s also a Royalty Owner, w i t h i n , the meaning 
of t h a t term as used i n s a i d U n i t Agreement, then f o r the con
s i d e r a t i o n s and purposes hereinabove s t a t e d , t h i s r a t i f i c a t i o n 
and approval s h a l l extend t o the undersigned's Rcyalt3 r I n t e r e s t 
as w e l l as t o i t s Working I n t e r e s t . 

ledges t h a t the p l a n f o r u n i t operations p r e s c r i b e d I n said 
documents has been r a t i f i e d and approved and u n c o n d i t i o n a l l y 
d e l i v e r e d on the date set out hereinbelow. 

This r a t i f i c a t i o n s h a l l extend t o and' be b i n d i n g upon t h e 
undersigned, h i s h e i r s , l e g a l r e p r e s e n t a t i v e s , successors and 
assigns. 

The undersigned, whether one or more, i s r e f e r r e d t o i n the 
neuter gender. 

Oz i rr CIL COMPANY 

L.-r. w - ~ ;~ >0 
i 
i 
i .„ 
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IM WITNESS WHEREOF, t h i s instrument i s executed t h i s ^ 
day o f Y^^ th^mA^A, . i 9 8 _ 0 • 

Cit ies Sorvico 'C6~?5ari7 

/ ' 1 ' ^ 7c 
I i . . E._ Stay ton y ice President 

H . hi, iicckeiken 

STATE OF LgklaVioa.4, ) 

COUNTY OF - a u - 5 - ) 

SUBSCRIBED AND SWORN TO before me t h i s ^ [ < $ ^ day o f 

••-:**••>:. f'/'A---
*> 

D •- A C> : O 

V O -M '1: "v'?r /— " &L*tJLf ^/l^rH fig/ft^ 
V " % A " ^ * \ - V Notary Publ ic [cind^^rpson ' 'A 

jyiyv.Oormiu.ssion Expires : 
STATE OF NEW MEXICO 

SBHUAnY 1334 COUNTY OF LEA • 
FILED 

JAN 6 1981 

and recorded i i ! Book. 

Donna Uenge, County Clerk 
By, ~ ? ^ / Dop.ity 
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CURRICULUM VITA 

BRUCE MOKMS KRAMER 
3728 64th Drive 
Lubbock, Teacaa 7 9413 
Telephone: (806) 799-1562 

Birtlid»t«! May 26, 1947 
Birthplace: Brooklyn/ N.Y. 
Marital Statue: Married 
Children: Four 

EDUCATION: 

B.A. 1968, J.D. 1372 
University of California at Loa Angeles 

LL.M. 1975 
University of I l l i n o i s , College of Law 

BAR ADMISSIONS: 

California and Texas 

EMPLOYMENT: 

Private Practice 
Los Angeles, California 
June 1972 - August 1973 

Assistant Professor (1974-1977) 
Associate Professor (1977-1979) 
Professor (1979-1992) 
Maddox Professor (1992-Present) 
School of Law, Texas Teen University 

V i s i t i n g Professor 
Indiana University School of Law (Bloomington) ( F a l l 1979); 
Lewis St Clarfc Law school (summer 1980); University of 
Florida, Holland Law Center (1982-1983); University of 
Texas, School of Law (Summer 1987). 

BOOK PUBLICATIONS: 

Martin & Kramer, Williaics & Meyers O i l & Gas Law (1996) . 

Maxwell, Williams, Martin & Kramer/ Cases and Materials on O i l & 
Gas Law. (Foundation Press) (6th ed. 1992) with Teacher's 
Manual. 

Maxwell, Williams, Martin & Kramer, Cases and Materials on Oil & 
Gas Law. (Foundation Press) - 1996 Supplement. 

Kramer & Martin, The Law of Pooling & Unit izat ion - Volumes J-IV. 
(Matthew Bender Co.) (1989). 
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BRUCE MORRIS KRAMER 
Curr iculum V i t a 
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Kramer & Martin, The Law of Pool ing & Uni t i s a t i o x i . (Matthew 
Bender & Co.) - 1990, 1991, 1992, 1993, 1994, 1995 and 1996 
Supplements. 

Antieau, Municipal Corporation Lo.v. (Matthew Bender £ Co.) 
Chapter 11A - Statutes Governing Local Governmental Tort 
Liability 

Powell, .Real Property. (Matthew Bender & Co.) 
Chapter 77 - Accretion (1989, 1994) 
Chapter 79A - Flood Plain zoning 

Rohan/ Home Owner Associations and Planned" Unit Developments. 
(Matthew Bender & Co.) 
Chapter 3 - Planned Unit Development 

Rohan, Zoning and Land use Controls. (Matthew Bender & Co.) 
Chapter 5 - Contract and Conditional zoning 
Chapter 42 — Measurement Controls 

Rose, J. (editor). Tax and Expenditure Limitations (2 chapters) 
(1982). 

Givens, R. (editor). Legal Strategies for Indus tr ia l Innovation 
(1 chapter - State and Local Regulation or innovation) -
(1982 with 1983, 1S84, 1985 and 1986 Supplement). 

Kramer, Legal Aspects of Use and Development of Wildlife 
Resources on Private Lands: Colorado, Kansas, new Mexico, 
Oklahoma, and Texas - Great Plains Agr icu l tura l Council 
(U.S. Dep't of Agriculture - 1982). 

LAW REVIEW PUBLICATIONS: 

Kramer, Modern Applications of the Rule Against Perpetuities to 
O i l and Gas Transactions: What the Duke of Norfolk Didn't 
Tel l You, Nat. Res. J. (1996). 

Kramer, Local Land Use Regulation of Extractive Industries: 
Evolving J u d i c i a l and Regulatory Approaches, 14 UCLA Journal 
of E n v t l . Law t P o l i c y 42 (1996). 

Kramer, Lease Maintenance for the Twenty-First Century; Old Oil & 
Gas Law Doesn't Die, i t Just Fades Away, 41 Rocky Mtn Min.L. 
Inst. 15-1 (1995). 

Kramer, Current Decisions on State & Federal Law i n Planning and 
Zoning, 1995 Inst, on Zon., Plan. & Em. Doa. 1-1. 

Kramer, The Interact ion Between the Common Law Implied Covenants 
to Prevent Drainage and Market and the Federal Oil and Gas 
Lease, 15 J. of Energy, Nat. Res. & Env'tl L. 1-1 (1995). 
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Curriculum V i t a 
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Kramer, L i a b i l i t y to Royal ty Owners f a r Proce&da f rom Take o r Pay 
and Settlement Monies, 15 East. M i n ' l . L. I n s t . 14-1 (1994). 

Kramer, Property fi O i l £ Gas Don't Mix : The Mangling- o f Common 
Law Proper ty Concepts, 33 Wash. L.J. 540 (1994). 

Kramer, Current Decisions on State & Federal Law i a Planning and 
Zoning, 1994 I n s t , on Zon., Plan. & Ea. Dom. 1-1. 

Kramer, Royalty Tnterests i n the United S ta tes : Not Cut From the 
Same C l o t h , 29 Tulsa L.J. 449 (1994) . 

Kramer, Recent Development.*: i n Land Wee Law, 1993 I n s t , on Zon., 
Plan. & Em. Dom. 1-1. 

Kramer, Recent Developments i n tfon-Eegulatory O i l s G a s L a v r r 42 
I n s t , on O i l & Gas L. and Tax'n l - l (1933). 

Kramer, The Sisyphean Task o£ interpreting Mineral Deeds & 
Leases: An Encyclopedia of Canons o f Construction, 24 Tex. 
Tech L. Rev. 1 (1993). 

Kramer, The Mother Hubbard Clause i n Minera l needs a Leases, 13 
East Min'l L. P. I n s t . 12-1 (1992). 

Kramer, Recent Developments i n Land Use Law, 1992 I n s t , on Zon., 
Plan. & Em. Dom. 1-1. 

Kramer, The Temporary Cessation Doc t r i ne : A P r a c t i c a l Response to 
an I d e o l o g i c a l Dilemma, 43 Baylor L. Rev. 519 (1991). 

Kramer, Conveying Mineral I n t e r e s t s - Mastering The Problem Areas 
Estates, 27 Tulsa L.J. 175 (1S91). 

Kramer, Recent Developments i n Land Use Law, 1991 I n s t , on Zon. 
Plan. & Em. Dom. 1-1. 

Kramer & Martin, J u r i s d i c t i o n o f Commission and Court: The Public 
Sight/Private Right D i s t i n c t i o n i n Oklahoma Law, 25 Tulsa 
L.J. 535 (1990). 

Kramer, Recent Developments in Land Use Law: Evolving 
C o n s t i t u t i o n a l and Common Law P r i n c i p l e s , 1990 I n s t , on 
Zon., Plan. & Em. Dom. 1-1. 

Kramer. Recent Developments i n Land Use Law: Back to the Bas ics , 
1989 I n s t , on Zon., Plan. & Em. Dom. 4-1. 

Kramer, Royalty Obligations for Take or Pay and Settlement 
Payments: Lessees Under the Gun, 39 I n s t , on O i l & Gas L. & 
Tax'n 5-1 (1988) 

Kramer, Recent Developments i n Land Use and Environmental Law, 
1988 I n s t , on Zon., Plan. & Em. Dom. 5-1. 
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Kramer, Compulsory Pooling and Unit izat ion: Stat© Option* in 
Dealing with Uncooperative Owners, 7 J . of Energy L. & 
Policy 255. (1980). 

Kramer and Pearson, The Implied Marketing Covenant in O i l and Gas 
Leases: Some Needed Changes for the 80's, 46 La. L. Rev. 787 
(1956). 

Kramer, Developmental Conilicts.- The Coae for Reciprocal 
Accommodation, 21 Hous. L. Rev. 49 (1984) (reprinted i n 22 
Public Land & Resourced Law Digest 10 (1985)) . 

Kramer, TranSfcouadary Air Pollution and the Clean. A i r Act: An 
H i s t o r i c a l Perspective, 32 Kana L. Rev. 181 (1983) . 

Kramer, Pooling and Unitization Orders - Application of 
Administrative Law Principles, 34 laa t . on Oil and Oas Lew 
and Taxation 259 (1983). 

Kramer, Development Agreements: To What Extent Are They 
Enforceable, 10 Real Estate L.tf. 29 (19B1). 

Kramer, Section 1983 and Municipal L i a b i l i t y ^ Selected Iasiues Two 
years After ifonell v. Department of Socia l Sciences, 12 
Urban Lawyer 232 (19 80) - reprinted i n F r e i l i c h & C a r l i s l e , 
(ed.) Section 1983: Sword and Shield (ABA 1983). 

Kramer, A i r Quality Modeling: J u d i c i a l , Leg i s la t ive and 
Administrative Reactions, 5 Col. J . Env. Law 236 (1979). 

Kramer, The 1977 Clean A i r Act Amendments: A Tac t i ca l Retreat 
From the Technology-Forcing Strategy, 15 Urban Law Annual 
103 (1978). 

Kramer, Economics, Technology and the Clean A i r Amendments of 
1970: The F i r s t Six Years, 6 Ecol. L.Q. 161 (1976). 

Kramer, The Clean A i r Amendments of 1970: Federalism i n Action or 
Inact ion?, 6 Tex. Tech L. Rev. 47 (1974). 

Book Review, Kaieer k Mertes, Acquiring Parks and Recreation 
F a c i l i t i e s Through Mandatory Dedication: A Comprehensive 
Guide, 19 Urban Lawyer 671 (1987). 

Book Review, Mandelker, Land Use Law and Peterson and McCarthy, 
JZandlin.g- Zoning and Land Use L i t i g a t i o n : A P r a c t i c a l Guide, 
15 Urban Lawyer 671 (1983). 

Book Review, Cook, Zoning for Downtown Urban Design, 15 Urban 
Lawyer 533 (1983). 

Book Review, Williams, American Land Planning Law: Cases and 
Materials (2 v o l . ) , 7 Ecol. L.Q. 1045 (1979). 
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OTHER PUBLICATIONS: (Partial Listing) 

The Pros and Cons u l Mandatory Dedication (with J.D. Merfces) , 
Urban Land (April 1979) reprinted i n V Management & Control 
of Growth, 59-S3 (Urban Law Inst. 1980). 

An Analysis of s tate Lawn and Regulations Impacting Animal Waote 
Management (with G. Whetstone and D. Welle) (U.S. 
Environmental Protection Agency) (1977). 

A Review and Summary of State Laws Reg-ardinjj the Disposal of 
Reservoir Clearing and Cleaning: Debris (with L. Urban and G. 
Whetstone) (Corps of Engineers) (1378). 

An Analysis Of Federal Statutes Ijnpacfcixig Forest Service Planning 
and Management Responsibi l i t ies (with F. S k i l l e r n and C. 
Bubany) (Vol. I - Planning sheets, Vol. I I - Comprehensive 
Review). 

A i r Quality Modeling (Invited Paper), American Meteorological 
Society/Air Pollution Control Agency, second Joint 
Conference on Applications of A i r Pollution Meteorology 
(March 24-27, 1980). 

Contract Zoning: Old Myths and New R e a l i t i e s - American Planning 
Association - Planning Advisory Service Publication Series 
(Summer 1982). 

Forest Resource Laws in Wenger, (ed.) Forestry Handbook (2d ed. 
1984) (with Siegler and Mertee). 

(Since 1980 I have prepared papers and given speeches at 
approximately 60-70 continuing education programs sponsored by 
such groups as the State Bar of Texas, State Bar of Wyoming, 
Eastern Mineral Law Foundation, Southwestern Legal Foundation, 
Rocky Mountain Mineral Law Foundation, Texas Tech University 
School of Law and the University of Texas School of Law.) 

UNIVERSITY SERVICES 

Member and Chair of various Law School and University Committees 
including Personnel, Curriculum, Faculty Development, Affirmative 
Action, I n t e l l e c t u a l Property Policy, Faculty Grievance Panel, 
and Athletic Council. 

PROFESSIONAL AWARDS: 

Texas Tech University President's Academic Achievement Award -
1995-1996 

State Bar of Texas, O i l , Gas & Mineral Law Section Research Grant 
Summer 1991 

Texas Tech University Dub Rushing Research Award - 1986-1987, 
1992-1993 
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Texas Tech University Dad's Association Research Award -
1980-1981 

PROFESSIONAL SERVICE: (Partial Listing) 

indexing Author 
Southwestern Legal Foundation, Oil and Gas Reporter -
Volumes 59-124 (Matthew Bender & Co.) 

Council Member 
State Bar of Texas, Oil GaB & Mineral Law Section -

1991-1994 

Participant 
Seventh Annual Law and Economics Symposium, Ban "Diego, 
California July 29 - August 20, 1976 

Consultant 
U.S. Environmental Protection Agency, workshop on Air 
Quality Modeling, Airlie House, Virginia May 3-7, 1981 

Member and Treasurer 
Advisory Board, Municipal Legal Studies Center, Southwestern 
Legal Foundation 

Member 
Editorial Board, Oil & Gas Reporter, Southwestern Legal 
Foundation 

Interim Director and Research Associate 
Applied Planning Research Institute of Municipalities, 
Environments and Regions, Texas Tech University (January 
1985 - 1989) 

Contributing Author 
State Bar of Texas, General Pract ice Digest — Governmental 
Enti t ies , 1988-Present 

Member and Chair 
State Bar of Texas, Oil, Gas & Mineral Law Specialization 
Exam Committee, 1990-Present 

Trustee 
Rocky Mountain Mineral Law Foundation, 1989-present. 
Eastern Mineral Law Foundation, 1990-present. 
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Consultant or Expert witness 
Campbell & Carr, Santa Fe, N.M. 
Oene Gallegos, Esq., Santa Fe, N.M. 
Fullbright & Jaworski, Houston, TX 
C i t y o£ Garland, TX. 
Southwestern B e l l Telephone, Dallas, TX 
Feez Rutbnitig, Brisbane, Australia 
Matthews & Branscomb, Corpus C h r i s t i , TX 
Faulkner, P a n f D o o g a n & HolmeE, Juneau, AK 
Amoco Production Co., Houston, TX 
Exxon Corp., Houston, TX 

OTHER RESEARCH PROJECTS: 

Legal Advisor and Associate investigator 
U.S. Environmental Protection Agency p r o j e c t , "Analysis of 
State Laws and Regulations Impacting the Management of 
Animal Wastes" ocLober 1976 - NovEnber 1977. 

Legal Advisor 
U.S. Corps of Engineers project, "Review of Environmental 
Laws Impacting Disposal of Reservoir Clearing and Cleaning 
Debris" May 1977 - November 1977. 

Associate Investigator 
U.S. Forest Service project, "Review of Federal Laws and 
Regulations that Affect the Land Management and Planning 
Process" A p r i l 1977 to December 1980. 

Co-Principal Investigator 
Texas Tech University, Center for Energy Research Project, 
"Model Ordinances - Covenants for the Solar Energy 
Residence" October 1, 1977 - September 30, 197S. 

Principal Investigator 
U.S. Forest Service project, "Legal Constraints on Rural 
Recreation Wildland Development" June 1978 - December 1979. 

Principal Investigator 
U.S. Forest Service project, "Legal Constraints Imposed by 
the Clean Air Act on Recreational Land Use Planning" March 
1979 - December 1980. 

Principal Investigator 
U.S. Forest Service project, "Legal Aspects of Use and 
Development of Wildlife Resources on Private Lands" May 1979 
- December 1980. 

Principal Investigator 
Texas Energy & Natural Resources Advisory Council project, 
The Developing Problem of Reconciling Surface Mining to Oil 
and Gas Development March - July 1982 
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COURSES T A W E T J 

Property-
Land Use Planning 
I n t e r n a t i o n a l Petroleum 
Transactions 

Oil & Gaa 
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Water Law 
Copyright 
O i l & Gas Seminar 
State and Local Government Law 
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STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE HEARING 
CALLED BY THE OIL CONSERVATION 
DIVISION FOR THE PURPOSE OF 
CONSIDERING: 

CASE NO. 6987 
CASE NO. 11792 

AMENDED APPLICATION OF DOYLE HARTMAN 
TO GIVE FULL FORCE AND EFFECT TO 
COMMISSION ORDER R-6447, TO REVOKE 
OR MODIFY ORDER R-4680-A, TO 
ALTERNATIVELY TERMINATE THE 
MYERS LANGLIE-MATTIX UNIT, 
LEA COUNTY, NEW MEXICO 

AFFIDAVIT OF CRAIG W. VAN KIRK. PH.D. 
IN SUPPORT OF HARTMAN'S OPPOSITION 

TO OXY'S MOTION TO DISMISS 

STATE OF COLORADO ) 
) ss . 

COUNTY OF DOUGLAS ) 

I, Craig W. Van Kirk, being first duly sworn and under oath, state as 

follows: 

1. My name is Craig W. Van Kirk. I am presently the head of the 

petroleum engineering department at the Colorado School of Mines and a practicing 

petroleum engineering consultant. A copy of my curriculum vitae is attached hereto as 

Exhibit A. 
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2. I have been retained as an expert witness on behalf of Doyle 

Hartman in this matter. In that capacity, I have reviewed numerous documents, 

including certain records pertaining to the Myers Langlie-Mattix Unit ("MLMU"), including 

MLMU waterflood and secondary recovery studies and reports; records pertaining to 

select MLMU injection wells, including but not limited to those in close proximity to the 

Myers "B" Federal No. 30 well; MLMU records which demonstrate waterflows within the 

physical boundaries of the MLMU; correspondence between Hartman and Oxy from 

1994 to the present; Oxy's AFEs related to the 1994 Redevelopment Program; 

correspondence between Hartman and Oxy related to the 1994 Redevelopment 

Program, Hartman's objections to the program, and Oxy's responses to Hartman's 

objections; well records related to the Myers "B" Federal No. 30 well which Hartman 

attempted to drill in November, 1996; the Oil Conservation Division file for Case No. 

11168 filed by Oxy in 1994, including Order R-4680-A which contained an authorization 

for a maximum surfacing injection pressure for MLMU injection wells of 1,800 psi, and 

the transcript of the hearing in that case; OCD file documents related to the application 

of Getty Oil Company in 1980 in Case 6987 for statutory unitization for the MLMU; and 

documents pertaining to the financial performance of the MLMU. I have also prepared 

and reviewed graphs and analyses related to surface injection pressures, injection 

volumes, and fluid (oil and water) recovery related to MLMU injection well patterns, 

including those in close proximity to the Myers "B" Federal No. 30 well. 

2 



3. I am familiar with the rules and regulations of the New Mexico Oil 

Conservation Division which apply to operators of waterflood units in New Mexico, 

including those regulations which would apply to the MLMU. 

4. On the basis of my work in the industry and professional 

experience, I am also familiar with the custom and practice in the oil and gas industry 

as it relates to non-consent provisions in unit agreements and unit operating 

agreements, and the manner and method by which unit operators collect the share of 

expenses for working interest owners who have elected to go non-consent and become 

a carried interest. 

5. In the oil and gas industry the right to be a "non-consent party" and 

a carried interest refers to the circumstance where a party to a joint operating 

agreement for a pooling or unitization agreement does not agree to participate in the 

drilling, reworking or plugging back of a well or other expenditure. The term "carried 

interest" has a well-defined and generally accepted meaning within the oil and gas 

industry. When a working interest owner has the right to go non-consent and become 

carried, that working interest owner relinquishes his interest temporarily to the operator 

or other interest owners while his or her share of expense is being recovered and has 

no personal obligation for operating costs. 

6. One of the necessary elements of a working interest owner's status 

as a carried interest is that he or she is not subject to actions for collection of the unpaid 

expense by lawsuit or other legal remedies. If the working interest owner who elected 

to go non-consent and become a carried interest could be sued by the operator or other 

3 



working interest owners who were paying for unit operations, the right to go non-

consent would become meaningless. In all my experience, the unit operator or other 

working interest owners are limited in recovery of the carried owner's unit expense 

solely from the non-consenting party's share of production from that unit. 

7. For many years, the New Mexico OCD has regulated surface 

injection pressures for waterflood units in Lea County. The general rule prohibits 

surface injection pressure in excess of 0.2 psi per foot of depth absent a showing by 

step-rate testing or some other evidence by the operator that a higher injection 

pressure would not fracture the injection zone and cause injected water to escape to 

other formations or onto the surface. In the MLMU, given the depth of the Lower Seven 

Rivers and Queen Formations, the 0.2 psi per foot of depth translates to a surface 

injection pressure of approximately 700 psi. Administrative Order WFX No. 460, issued 

May 11, 1978, authorizes a surface injection pressure of 900 psi for the MLMU. 

8. Having reviewed the transcript and exhibits in Oxy's case in 

support of its Application in Case No. 11168, I saw no evidence whatsoever submitted 

by Oxy during that proceeding which would support a maximum surface injection 

pressure of 1,800 psi or any other elevated pressure for the injection wells in the MLMU 

which were proposed to be part of the 1994 Redevelopment Program. 

9. Based on my professional experience, it is my opinion that a 

surface injection pressure of 1,800 psi in the MLMU is in excess of the pressure that will 

fracture the authorized injection formation and cause injected water to escape from the 

target zone to other formations. 

4 



10. Based on my preliminary review of documents and files, it is my 

opinion that there is evidence of water out of zone as a result of MLMU injection 

practices. This opinion is based on my preliminary analysis of MLMU surface injection 

pressures, injection volumes and fluid recoveries, and Hartman's experience in drilling 

the Myers "B" Federal No. 30 well, in which he encountered large quantities of water in 

the Yates Formation. Water is not naturally occurring in the Yates Formation in this 

area. 

11. Before I can finalize all my opinions on this issue, I would need to 

review numerous documents maintained and generated by Oxy as the MLMU operator 

(or by Oxy's predecessors-in-interest), including but not limited to documents relating to 

unit operations; well files for various production and injection wells; pressure analyses, 

spreadsheets, graphs, maps of the waterflood area; fall-off tests including historical and 

test data; graphs depicting wells, injection data, cumulative injection volumes, average 

water pressure measurements, injection-withdrawal ratios, pressure data reports, step-

rate tests; reports, analyses, worksheets, preliminary reports, final reports, and 

supporting data prepared or generated by outside consultants or the MLMU operator or 

its personnel regarding the past or projected performance of the MLMU; and other 

documents regarding MLMU injection practices. 
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FURTHER AFFIANT SAYETH NOT. 

CRAIG W^VAN KIRK 

SUBSCRIBED AND SWORN TO BEFORE ME this r day of June, 
1997. 

Notary Public 

My Commission Expires: 
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RESUME 

CRAIG W. V A N KIRK is a practicing petroleum engineer and a professor of 
Petroleum Engineering at the Colorado School of Mines. He holds 
advanced degrees in Petroleum Engineering, including the 
Doctorate. Prior to his present position at CSM, he spent over 
eleven years in the industry in the areas of reservoir engineering 
and simulation, supplemental oil recovery, and reservoir 
characterization. He is involved in several areas of research, has 
published articles and monographs on reservoir engineering and 
related topics, and is active in several professional organizations. 

EDUCATION. 

Ph.D. Petroleum Engineering, Colorado School of Mines, Golden 
Colorado, June, 1972. Specialized in reservoir engineering and 
simulation. Minor in mathematics. Thesis: "Effect of Pressure-
Dependent Variables in Gas-Well Numerical Simulation and Gas-
Well Test Analysis". Constructed numerical finite-difference 
simulator. 

M.S. Petroleum Engineering, University of Southern California, Los 
Angeles, California, June, 1969; Emphasis in reservoir engineering. 
Thesis: "Effects of the Water-Oil Viscosity Ratio on the Relative 
Permeability to Oil". 

B.S. Petroleum Engineering, University of Southern California, Los 
Angeles, California, February, 1968. 

WORK EXPERIENCE: 

1980- Department Head of Petroleum Engineering. Teaches and 
Present conducts research on reservoir engineering, simulation, 

management, improved oil recovery, and how to conduct 
reservoir studies. 

1978-
Present 

Professor, Colorado School of Mines, Golden, Colorado. 

1977-1978 Manager, Calgary Branch Office, and Member of Board of 
Directors, Scientific Software Corporation of Canada, Ltd. 
Manager of Reservoir Studies. 

EXHIBIT 
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Work Experience (continued) 

1974-1978 Manager of Reservoir Engineering, Scientific Software 
Corporation, Denver, Colorado. Managed a staff of 
engineers and geologists conducting reservoir engineering 
and simulation studies worldwide. Responsibilities 
included major project coordination and scheduling, 
ensuring technical quality of all work, preparation and 
presentation of final reports, and presentations to private 
companies, government agencies and national 
corporations. Taught regularly scheduled courses in 
reservoir engineering and simulation in Denver and 
throughout the rest of the United States and internationally. 
In 1977, became the Manager of the Calgary Branch Office 
and served on the Board of Directors of Scientific Software 
of Canada, Ltd. Responsible for the profit and loss of 
professional consulting services in the oil and gas industry. 
Heavily involved in training new employees and clients 
and in teaching short courses in reservoir engineering and 
simulation. 

1969-1974 Reservoir Engineer, Shell Oil Company, Denver, Colorado. 
Involved with reservoir engineering and simulation, 
economic analysis, well log and total formation evaluation, 
drilling operations, workover and stimulation operations, 
and exploration geology. Studied oil and gas reservoirs 
throughout the Rocky Mountain states, as well as 
designing, supervising and analyzing well tests. Evaluated 
potential for waterfloods, infill drilling, and field 
development. 

1967-1969 Production Engineer, Humble Oil and Refining Company, 
Long Beach, California. 
Gained experience in offshore platform operations 
including directional drilling, artificial lift, compressor 
design, and production handling facilities. Conducted 
economic studies for well workovers, surface facilities, and 
expansion for waterfloods. 

Summers Test Engineer Assistant and Gas Plant Trainee, Continental 
1965&1966 Oil Company, Casper, Wyoming (1966). 

Roustabout/Roughneck/Engineer's Assistant, Continental 
Oil Company, Ventura, California (1965). 
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Dr. Van Kirk has written numerous reports of a confidential nature for the 
United States Government, private industry, and national oil companies 
throughout the world. These studies have included every oil and gas producing 
continent on earth, numerous geologic basins onshore and offshore, and all types 
of reservoir rocks and fluids. 

A small sample of the many countries Dr. Van Kirk has worked with on 
field studies include Russia, China, Bolivia, Saudi Arabia, and the Solomon 
Islands. The types of field studies conducted include black oil and volatile oil 
recovery optimization giving consideration to multiple scenarios of 
supplemental recovery, well spacing, and completion practices. 

Numerous studies have focused on producing gas fields and gas storage 
facilities, including the largest gas storage field in the world. These gas-oriented 
studies addressed individual well deliverability, capacity, and the effects of 
curtailment. Frequently the studies have incorporated the simulation of surface 
facilities (e.g., compressors), wellbores, and the reservoir into one comprehensive 
computer model. 

SHORT COURSES AND TRAINING: 

Throughout the past twenty years Dr. Van Kirk has conducted numerous 
short courses for private industry and government agencies throughout the 
world. This training has covered subjects such as reservoir development and 
management, optimization of recovery and economics, simulation, well testing, 
waterflooding and gas injection, multi-disciplinary teamwork, and many others. 

INVITED SPEAKER: 

Dr. Van Kirk has enjoyed being an invited speaker for SPE events, private 
companies, and government agencies throughout the world. The subjects have 
included education, research, practical application of technology, and 
organizational structures. Some of the locations are western Europe, Russia, 
Middle East countries, Latin America, Canada, and Asia. 
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AWARDS/HONORS: 

National Society of Petroleum Engineers Board of Directors, June 1989. Term of 
four years to October 1993. 

Who's Who in Engineering in America. 

Professional Societies: 

Society of Petroleum Engineers of AIME 
1988: Nominated for Director at Large for 1989-93 
1987-1989: Technical Editor of JPT 

National ad hoc committee member on Petroleum 
Engineering Education 

1985-1986: Chair, SPE National Education and Professionalism 
Committee. Responsible for organizing and running 
SPE Annual Technical Conference in October 1986, 
session on Education and Professionalism in 
Petroleum Engineering. 

Registered Professional Engineer in the State of Colorado 
National Society of Professional Engineers 
Colorado Society of Professional Engineers 

RESEARCH: 

Areas of research activities include: Reservoir Simulation (Development 
of simulators for research, teaching, training, general application and 
special topics; methods for simulating geologic depositional structures; 
improvement of history matching methodology; techniques for handling 
dispersion and diffusion); Reservoir Behavior (Migration of fluids in 
porous media; depositional environments and geological influences on 
flow behavior; reservoir characterization, tied closely to geological 
conditions; reservoir and field development for optimizing recovery); 
Supplemental Recovery (Enhanced oil recovery and waterflooding and 
gas injection). 
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i NT nor/.; CTTO>;: 

The -ro-c3=d M;ers Ln-gila Mattix Unit is but another, i n the con

tinuously growing l i s t r f secondary recovery units formed w i t h i n the 

confines of tha 145 square mile Langlie Mattix Pool. Several units are 

nr'Bsently under secondary .recovery and other units are i n various stages 

of u n i t i z a t i o n . The proposed Myers Langlie Mattix Unit is the largest 

Langlie Mattix Pool unit attempted to date and includes approximately 

10,000 acres and 217 o i l walls. Production is from the Lower Seven Rivers 

and Queen Sand Formations at a depth of approximately 3500 feet. 

The i n i t i a l Operators' Committee meating for the proposed Unit was 

held August 20, 19S5 i n Lubbock, Texas, at which time an Engineering 

Subcommittee was formed with Pan American Petroleum Corporation acting 

as the Chairman Company. The Engineering Subcommittee was charged to 

develop a preliminary set of s t a t i s t i c a l parameters i n order to determine 

the r e l a t i v e interests w i t h i n the area of study. 

The f u l f i l l m e n t of the charges to the Engineering Subcommittee was 

submitted to the Operators November 15, 1965. I t was apparent from the 

data that Pan American was not the major i n t e r e s t holder. Two companies 

wit h interests greater than Pan American expressed a willingness to serve 

as Unit expeditor. Skelly O i l Cocpany called an Operators' meeting May 12, 

1966 and was unanimously elected temporary Unit expeditor. A Technical 

Subcommittee was formed and charged with the following r e s p o n s i b i l i t i e s : 

1. Prepare a usable base map. 

2. Define the un i t i z e d i n t e r v a l . 

3. Recommend a Unit area or areas. 
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4. Develop, evaluate and tabulate the following parameters by tracts 

and by Workinc Interest: Owners for the recommended Unit area: 

a. Total acres 

b. Developed -iCres 

c. Current nurr.ber of Lanp.lie Mattix completions 

d. Usable wells 

e. Net and/or :,ross acre-feet, i f oossible 

f. Latest six months' o i l and gas production 

g. Latest six months' o i l , gas and t o t a l income 

h. Cumulative o i l production 

i . Remaining primary o i l 

j . Ultimate primary recovery 

By necessity, the Technical Subcommittee revised sections 4a and &b 

to "Surface Acres" and "Total Productive Acres", respectively. The Techni

cal Subcommittee set July 1, 1966 as the date of parameter tabulation. 

On May 18. 1967, the Technical Subcommittee submitted to the Operators 

computerized parameter data sheets, l a t e r revised, to f u l f i l l the responsi

b i l i t y given i n Charge Mo. 4. The Operators 1 Committee unanimously approved 

the parameters with the appropriate corrections. This report completes 

the remaining charges made to the Technical Subcommittee. 
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Tho '.--r.lic M r - . P o o l , located in- Lc-.a. County, Mew Mexico, iz 

. IT" . - I \ \ - the largest .v.vi one of the e a r l i e s t developed o i l pools i n 

so-itheas tern "-JW Mexico. Tiie proposed area for u n i t i z a t i o n includes 

sor.f! IC.OQO acres end ?.\7 vaLlo. Development cf che Langlie Mattix '/.o-\~ 

i n ch;; proposed Unit b:g:n in 1935 end continued in t o the early 1950's. 

Approximately 60 per cent of the wells were completed prior to 1953. 

Production i s frcm tho 3;isal Seven Rivers and Queen Formaticn3. 

Cur.ulative o i l production frcm the proposed Unit to January 1, 1958, 

has been 3,693,511 barrels of stock tank o i l . The current monthly o i l 

producing rate was 10, '•' 5 barrels fcr January 1968, an average of 2.3 

20PD per we l l . 

Average rock properties exhibited by the available core analysis 

w i t h i n the proposed Unit are: porosity 14.3 per cent, permeability 

7.2 m i l l i c a r c y s , rosidur.l o i l saturation 10. S per cent, and t o t a l 

water saturation 52.3 per cent. 

Extrapolation of the i n d i v i d u a l lease performance data shewed a 

remaining primary of 596,053 barrels of o i l a f t e r July 1, 1955. U l t i 

mate primary is expected to be approximately 9.1 MMEO, an average of 

42,000 barrels of o i l per w e l l . Remaining primary o i l at the a n t i c i 

pated date of u n i t i z a t i o n is estimated at 300,000 barrels. Secondary 

o i l reserves by waterflood are expected to be 80 per cent of ultimate 

primary, and t o t a l waterflood recovery is estimated at 7.6 MM EO during 

the estimated l i f e of 9.5 years. A five-spot i n j e c t i o n pattern is 

recommended for t h i s project. Ultimately, the proposed Unit w i l l be com

posed of 94 i n j e c t i o n wells and 123 production wells. 



The i n j e c t i o n system ' • • • i l l Include a plant capable of delivering 

31,000 BWPD at 1850 psig. The d i s t r i b u t i o n lines w i l l be i n t e r n a l l y 

and externally protected from corrosion. One central tank battery is 

planned u t i l i z i n g eight s a t e l l i t e test stations. Total investment for 

the proposed project is estimated at $2,043,000 with a salvage value 

of $199,500 at the end of the waterflood operation. 

Recoverable primary reserves would generate an undiscounted net 

revenue before income caxes of $87,000. Total waterflood reserves of 

7.6 MM barrels w i l l result i n an undiscounted net revenue before income 

taxes of $9,109,500. Additional income due to secondary recovery is 

expected to pay out the i n i t i a l investment i n 2.3 years. 
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C0NCm.~::::-5 

1. Ths ulcim-re p r i r ; r y recovery from the proposed Myers Langlie 

Mattix Unit has been determined by extrapolation of the proposed 

Unit's decline curve to be approximately 9.1 m i l l i o n stock tank j 

j 
barrels. 

2. Cumulative o i l production to July I , 1956 has been 8,514,865 barrels 

(93.5 per cent depleted) leaving a remaining primary of 595,063 

barrels. 

3. P i l o t and f u l l - s c a l e waterflood operations w i t h i n the Lnnglie 

Mattix Pool indicate a successful secondary recovery operation 

can be carried out on ths proposed Unit. 

4. Secondary recoverable o i l by waterflooding i s estimated at RO per 

cent of ultimate primary, or 7.3 m i l l i o n barrels. 

5. Remaining primary at anticipated u n i t i z a t i o n date, January 1, 1959, 

is expected to be 309,000 barrels. 

5. Total waterflood reserves as of January 1, 1969 is estimated to be 

7.6 m i l l i o n barrels. 

7. Net income from the proposed waterflood w i l l be $9,109,500 or 

$6,995,^-00 discounted at 6 per cant. 

S. I n i t i a l investment of the project w i l l be $1,44S,500 which wi l l 

payout i n 2.3 years. Total investment is expected to be $2,043,000 

with a net investment of $1,843,500 considering the anticipated 

salvage value of $199,500. 

9. Estimated l i f e of the project is 9.5 years. 
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RECOMMENDATIONS 

L. The Myers Langlie Mattix Unit be formed covering the area as 

defined i n this report with the unitized - o r t i c a l l i m i t s being 

those of the Langlie Mattix I'ool as defined by the New Mexico Oil 

Conservation Commission. 

2. The Unit negotiate with Skelly Oil Company to secure water for the 

project from Skelly's Jal Water System. 

3. The Unit i n i t i a t e a fu l l - s c a l e waterflood operation in that part 

of the Unit which has been f u l l y developed on fortv-acre spacing 

using an eighty-acre five-spot pattern modified to obtain maximum 

sweep i n the sparsely developed portion. 
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DISCUSSION 

The Langlie Mattix Pool, located i n Lea County, New Mexico, i s 

r.realy the largest and axe of ths e a r l i e s t developed o i l pools i n 

southeastern New Mexico. The reservoir covers approximately 145 squar 

miles and has produced i n excess of 63,000,000 barrels of o i l from the 

Basal Seven Rivers and Queen Formations. Considerable in t e r e s t i n 

secondary recovery is evidenced by operators i n the Langlie Mattix 

Pool. Many projects arc in operation or i n some stage of u n i t i z a t i o n 

as nay be noted i n Figure I . A l l projects which u t i l i z e d p i l o t floods 

have expanded, or are in the process of expanding, tc f u l l - s c a l e opera 

tions. 

This report covers that part of tha Lanp.lie Mattix Pool outlined 

i n Figure 2 ar.d described as follows: 

Township 23 South. Range 35 East 

E/2, E/2 W/2, SW/4 SW/4 
ME/4 

N/2, SE/4, E/2 SW/4, NW/4 SW/4 

Towr.shio 23 South. Range 37 East 

SW/4, sv/4 NW/4 
A l l 
W/2 

Township 24 South, Range 36 East 

NE/4 JTE/4 

S/2 N/2, N/2 S/2, SE/4 SE/4 

Township 24 South. Range 37 East 

W/2. W/2 NE/4 
NE/4, E/2 SE/4, W/2 SW/4 
A i l 
N/2, N/2 S/2, SW/4 SW/4 
N/2, N/2 SW/4 
N/2, E/2 SW/4, W/2 SE/4 
W/2 NW/4 

Section 25 
Section 35 
Section 35 

Section 28 
Sections 29, 30, 31, 32, 
Section 34 

Section 1 
Section 12 

Section 2 
Section 3 
Sections 4, 5, 6, 7 
Section 8 
Section 9 
Section 10 
Section 11 



Within the proposed Unit, as outlined in Figure 2, development 

has been generally on forty-acre spacine wi ;.h a -total of 217 producing 

wells completed in the L'ini 3 ie Mattix Z-̂ ne. Thirty-seven locations 

within the proposed Unit area have not been d r i l l e d . Cumulative pro

duction from the proposed Unit to January 1. 1958 has been 8,590.611 

barrels of stock tank o i l . 

Nomenclature ->f the Now Mexico O i l Conservation Commission defines 

the v e r t i c a l l i m i t s of the I.rnulie Mattix Pool ns those formations 

encountered between I point ICO feet above thr base of the feven Rivers 

Formation to tho ha-e c i the Queen Formation. The recommended vorticaL 

l i m i t s cf the proposed Mvers Lanelie Mattix Vr.n correspond ro the l i m i t s 

thereby designated, and =?re i l l u s t r a t e d in Firure N".;. 3. 

DEVELOPMENT ANT) PRODUCTION HISTORY 

Development of the Lanelie M~ttix Z.-nc fn the proposed Unit occurred 

in three general time i n t e r v a l s . I n i t i a l development began in 1936 

and continued i n t e r m i t t e n t l y u n t i l 1953. Sixty ncr cent of the develop

ment occurred during t h i s time and rook •••lacr in areas showing high 

cumulatives i l l u s t r a t e d on Firure 4. Wells d r i l l e d during this develop

ment produced 80 per cent of the cumulative o i l production and averaged 

53,000 barrels recovery per well as compared to a 39,000 barrel average 

for the Unit. In general, these wells were completed open hole with 

the production s t r i n g set above the pay and the sands were shot with 

explosives. Development history from 1953 may be noted on Figure 5. 

During the 1954 through 1956 period, development a c t i v i t y increased 

with set-through completions u t i l i z i n g hydraulic fr a c t u r i n g . During the 

1953 through 1959 period, 23 per cent of the t o t a l completions in the 

proposed Unit were made and these wells produced 14.5 per cent of the 
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cumulative o i l production; an average of 25,000 barrels oL o i l per well. 

This development occurred along the edges of the areas of early develop

ment. Another increase in d r i l l i n g a c t i v i t y occurred during 1960, 1961, 

and 1962. Completions after the beginning of 1960 account for 17 per cent 

of the t o t a l wells and 5.5 per cent of the cumulative o i l produced; an 

average recovery of 13,000 barrels of o i l per well. During this period 

set-through completions were used and the wells were hydraulically 

fractured. This development was mostly i n f i e l d d r i l l i n g which in effect 

joined the are-a^ of i n i t i a l development. Thirtv-seven i n f i e l d locations 

have not been d r i l l e d . 

Primary o i l reserve estimates for the proposed Unit have been 93.5 

per cent depleted as of July 1, 1966. Production for the f i r s t half 

of 1966 was 64,951 barrels, averaging 2.5 BOPD per well. Cumulative 

o i l production to July 1, 1966, the e f f e c t i v e parameter date, was 8,514,865 

barrels. Cumulative o i l production and current producing rate as of 

January, 1968 was 8,690,611 and 10,455 BOPM (2.3 BOPD per well) respec

t i v e l y . Predicted and actual performances since parameter date are shown 

on Figure 5. Comparison of these performances shows the predicted per

formance to be s l i g h t l y lower than actual. 

During the development of the area, several wells were dually com

pleted i n the Jalmat Gas Zcne immediately above the Langlie Mattix. The 

Jalmat Z«ne extends from the top of the Yates Formation at approximately 

2800 feet to the top of the Langlie Mattix at approximately 3300 feet. 

The Jalmat was developed on 160-acre spacing with approximately 10 per 

cent of these Jalmat completions being twin wells to the Langlie Mattix 

wells. The remaining are Jalmat-Langlie Mattix duals or depleted Lcnglie 

Mattix wells plugged back and recompleted i n the Jalmat. In dually 



completing these wells, the practice was generally to produce the Langlie 

Mattix from below a production packet through 2-inch tubing. The Jalmat 

Gas is produced from above the packer via the casing-tubing annulus. 

There are a few wells in the Unit which appear to have downhole comming

l i n g of the Langlie Mattix and Jalmat Zones. Data on these wells have 

been previously submitted to the Operators' Committee, and i t was decided 

that separation of the zones would be handled by the present operator. 

One well within the Unit area is designated as a Jalmat O i l completion. 

This well is treated the same as the Jaimat C'.s wells and nc o i l from 

the Jalmat is included in the parameter tabulations. 

RESERVOIR CHARACTERISTICS 

The productive formations for the proposed Unit include the lower 

100 feet of the Seven Rivers and the Queen Formations. The two prominent 

sand members of the Queen are the Upper Queen and .-enrose. The principal 

producing zone for the Langlie Mattix Pool is the Penrose Member; however, 

i n the proposed Unit this does not hold true. The Penrose production is 

primarily along the eastern one-third of the Unit. The subsurface 

structure, as shown on Figure 6, r e f l e c t s a s t r u c t u r a l high trending 

NW-SE across this eastern part of the Unit. This places the Lower 

Seven Rivers, Upper Queen, and part of the Penrose sections above the 

gas-oil contact, generally considered to be at a datum of -150 feet. 

The apparent decrease i n porosity and permeability development along 

this s t r u c t u r a l crest further r e s t r i c t s the producing c a p a b i l i t i e s 

of wells i n this area. Most of the wells in this area exhibit cumulative 

o i l recoveries less than the Unit average. 

Along the west dip of this s t r u c t u r a l feature there is an area 

of further decreased sand development. Here the Penrose Sand shows 
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a marked decrease i n porosity as i t dips below the oil-water contact. 

The Upper Queer, and Basal Seven Rivers Sands dip belcw the gas-oil 

contact but arc not well developed. Cumulative production is extremely 

low. This is somewhat of an in-between area with the Penrose exhibiting 

better sand development ro the East while the Upper Queen and Basal 

Seven Rivers Sands are better developed to the West. 

Westward frcm this s t r u c t u r a l feature, the increase in sand develop

ment of the Upper Queen and Basal Seven Rivers occurs in an area where 

the beds are r e l a t i v e l y f l a t . Porosities and permeabilities vary greatly, 

but there are two areas, one along the east-central and the other along 

the southeast corner of the Unit, where cumulatives have been good with 

several wells having a cumulative in excess of 100,000 barrels of o i l . 

The gas-oil contact is generally considered to be at a datum of 

-150 feet and the oil-water contact at a datum of -350 feet. Depending 

upon s t r u c t u r a l position, the gross o i l pay ranges up to 200 feet. 

A t o t a l of eighteen core analyses are available i n the study area 

for a l l or part of the Langlie Mattix Zone. In general, these analyses 

are on wells d r i l l e d a f t e r 1953 and are considered to exhibit character

i s t i c s lower than the f i e l d average, on the basis of the i r cumulative 

productions. The characteristics exhibited by core analyses are: 

FORMATION SEVEN RIVERS QUEEN PENROSE TOTAL 

No. Wells Cored 12 15 8 18 
Gross Interval Cored (Ft. ) 818 1176 1149 3143 
Net Pay (Ft.) 120 327 192 639 
Net to Gross (%) 14.7 27.8 16.7 20.3 
Average Porosity (%) 14.6 14.2 14.2 14.3 
Average Permeability (md) 5.4 8.5 5.7 7.2 
Average Residual Oil Sat. a) 9.1 11.4 10.1 10.6 
Average Total Water Sat. a) 49.5 53.1 52.6 52.3 
Estimated Conate Water Sa t. a) - - - 37 
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The areal d i s t r i b u t i o n of the core data gives a good coverage of the 

area d r i l l e d subsequent to 1953. However, since 60 per cent of the 

development occurred prior to that time, there is i n s u f f i c i e n t coverage 

for determining net pay or a net to gross r a t i o for the entire study 

area. Therefore, the o r i g i n a l o i l in place was not calculated. 

Figure 6 is a st r u c t u r a l contour map drawn on the top of the Queen 

Formation showing the s t r u c t u r a l configuration of the Unit. The v e r t i c a l 

cross-section, Figure 7, is an east-west cross section which shows 

stru c t u r a l r e l i e f and change i n sand development. The cross-section 

is presented to show a quantitative i n t e r p r e t a t i o n of gross sand en

countered in these wells. This should not be used as a net pay interpre

t a t i o n , as the sand determination was taken p r i n c i p a l l y from gamma ray 

log i n t e r p r e t a t i o n , with some data taken from core analyses and sample 

description. No attempt was made to determine porosities within these 

sand stringers. 

The structure map and cross-section r e f l e c t the s t r u c t u r a l position 

and sand development as they exist under that acreage which was not 

developed for primary production. The sands for the most part are 

t i g h t and th i n and occupy that part of the Unit where neither the Penrose 

or Upper Queen and Basal Seven Rivers are adequately developed. Recovery 

from these areas should be low to n i l due not only to the tightness 

of the sand, but also due to the sands not being continuous w i t h i n the 

gross pay i n t e r v a l . 

The gas present i n the sand stringers i n the higher s t r u c t u r a l area 

are localized and are apparently confined ho r i z o n t a l l y by sand develop

ment. These gas zones are not believed to have contributed s i g n i f i c a n t l y 

to primary recovery. The primary recovery mechanism for the reservoir 

is solution gas drive. 
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PRIMARY RECOVERY 

F.gure 5 is a primary performance graph for the proposed Unit. 

This graph was prepared using annual production from the New Mexico 

Oil and Gas Engineering reports and was corrected where apparent errors 

were found. Extrapolation of this graph to the terminal l i m i t of 52,560 

BOPY. equal to 1 BOPD per well, shows a remaining primary of 572,012 

barrels of o i l . This compares to a remaining primary of 596,063 barrels 

of o i l for the sum of the individual leases' remaining primary reserves 

when extrapolated to the terminal l i m i t . This comparison is i n very 

close tolerance when i t is realized that the Unit performance graph 

includes several leases which are currently producing below the defined 

terminal l i m i t . For the purpose of parameter data, the remaining reserves 

reflected by the individual lease performance were used for the Unit 

remaining primary reserves af t e r July 1, 1966. Ultimate primary is 

expected to be approximately 9.1 MMBO with a remaining l i f e of 6.5 

years af t e r July 1, 1966, or 4 years after the expected u n i t i z a t i o n 

date of January 1, 1969. Ultimate primary recovery should average 

42,000 barrels of o i l per we l l . 

SECONDARY RECOVERY 

General 

Considerable interest i n secondary recovery, by waterflood, is 

evidenced by the numerous units that are being formed i n the Langlie 

Mattix Pool. An estimated 60 per cent of the wells i n the Pool are presently 

i n some u n i t , or are i n the process of u n i t i z a t i o n . I t is expected that 

90 per cent of the Langlie Mattix wells w i l l be subjected to waterflood 

operations within the immediate future. Figure 1 shows units in proximity 
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to the proposed Myers Langlie Mattix Unit which are in operation or in 

some stage of u n i t i z a t i o n . Some of the major units in operation are: 

Amerada Woolworth Unit, Anadarko Langlie-Mattix Penrose Sand Unit, Carter 

Foundation Bline Cade Unit, Humble State "M" Waterflood Project, Shell 

Langlie Mattix Unit #1, and Skelly Penrose "A" and "B" Units. A l l 

known projects that u t i l i z e d a p i l o t program have expanded to f u l l -

scale. Pilot operations previously carried out plus f u l l - s c a l e operations 

indicate the Langlie Mattix Zone w i l l respond to secondary recovery by 

waterflooding, and predicated recovery w i l l equal from 70 per cent 

to 100 per cent of primary. The Myers Langlie Mattix Unit is expected 

to recover 7.3 MM BO which is equal to 80 per cent of the ultimate 

primary. 

There are thirty-seven u n d r i l l e d locations within the Unit. No 

recommendations are submitted herein for further development. Any 

i n f i e l d location d r i l l e d to the Langlie Mattix Pay during secondary 

recovery operations w i l l necessarily have to be on i t s own merits, 

and w i l l be indicated by the waterflood performance i n the immediate 

area. S u f f i c i e n t merits for further d r i l l i n g at this time do not exist. 

Plan of Operation 

The selected i n j e c t i o n pattern, shown on Figure 8, provides for a 

normal 80-acre five-spot modified along the Unit boundary and through 

the areas of decreased development. I n i t i a l l y 86 existing wells w i l l 

be u t i l i z e d for water i n j e c t i o n . An additional eight wells w i l l be 

converted as l i n e agreements along the Unit boundary are established. 

The remaining 123 wells w i l l be u t i l i z e d as producing wells. The average 

i n j e c t i o n rate is expected to be 265 BWPD per i n j e c t i o n well over the 
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l i f e of the project. I n j e c t i o n rates are expected to be higher I n i t i a l l y 

with the 94 in j e c t i o n wells u t i l i z i n g approximately 31,000 BWPD for an 

average of 325 BWPD per wel l . As f i l l u p occurs, rates w i l l probably 

be r e s t r i c t e d due to increase i n pressure, which also w i l l reduce plant 

capacity. For the purpose of this report, i t i s considered that i n j e c t i o n 

water w i l l be purchased with produced water being recycled. Water bearing 

sands within the Unit area are considered to be of i n s u f f i c i e n t capacity 

to meet the water requirements for this project; therefore, i n j e c t i o n 

water must be imported. 

Predicted waterflood performance is shown on Figure 9 and i s contingent 

on the s t a r t of i n j e c t i o n i n the f i r s t quarter of 1969. -The f i r s t response 

to the waterflood should be approximately 0.5 years from the s t a r t of 

i n j e c t i o n . I f the proposed i n j e c t i o n rate is maintained, peak production 

should be reached i n two years from the s t a r t of i n j e c t i o n and should 

l a s t for two years, at which time 60 per cent of the water flood reserves 

should be recovered. Peak rate is expected to be 1.6 MM BOPY. Abandon

ment w i l l occur with a 98 per cent water cut and 100 per cent of the water-

flood reserves being recovered 9.5 years from the s t a r t of water i n j e c t i o n . 

The proposed i n j e c t i o n system i s shown on Figure 10. The system 

w i l l consist of a plant equipped with f i v e quintuplex pumps powered by 

Ajax DP-230 gas engines. The plant w i l l be capable of d e l i v e r i n g 31,000-

BWPD at 1850 psig. S u f f i c i e n t tankage w i l l be i n s t a l l e d at the plant 

to provide proper suction conditions for the pumps and to f a c i l i t a t e 

recycling the produced water. Water i n j e c t i o n lines w i l l be cement-lined 

steel pipe externally wrapped and sized as required. I n j e c t i o n wells 

w i l l be completed with i n t e r n a l l y coated tubing set i n a tension-type 

packer approximately 50 feet above the casing seat or uppermost perforation. 



Each i n j e c t i o n w e l l w i l l be provided with a header to permit metering 

and control of water volumes. 

Shown on Figure 11 are the proposed producing f a c i l i t i e s which 

consist of a central battery equipped with a LACT u n i t and eight s a t e l l i t e 

test stations. Steel flow lines w i l l be used from the wells to the 

s a t e l l i t e test stations, u t i l i z i n g e x i s t i n g material to the maximum. 

Each s a t e l l i t e test s t a t i o n w i l l be equipped with a metering tr e a t e r 

and a test manifold for in d i v i d u a l w e l l t e s t i n g . During any time period, 

a single well w i l l be produced through the metering treater f o r i n d i v i d u a l 

well test with the remaining wells i n the 1 l i r e producing d i r e c t l y 

to the central battery f a c i l i t i e s v i a the trunk l i n e system. The trunk 

l i n e system from each s a t e l l i t e w i l l be buried reinforced fiberglass 

epoxy pipe sized as required. 

The central battery w i l l be constructed from e x i s t i n g tankage and 

treating equipment i n the Unit and i t w i l l be equipped with a LACT u n i t , 

sized as required, to minimize operating expense and conserve crude 

o i l gravity. 

The estimated cost for the proposed plan of operation i s shown 

on Table I . Items included i n these costs are: i n j e c t i o n plant, 

d i s t r i b u t i o n system for water i n j e c t i o n , w e l l conversion, water supply 

l i n e , producing system f a c i l i t i e s , relocation and i n s t a l l a t i o n of larger 

pumping equipment, and workovers f o r producing wells. The i n i t i a l 

investment of $1,448,500 w i l l be required with the t o t a l investment 

being $2,043,000. Net investment at the end of operations is expected 

to be $1,843,500 a f t e r deducting salvage. Total investment w i l l equal 

approximately $235 per developed acre. 

- 16 -



ECONOMICS 

recoverable prirrurv reserves from January 1, 19G9 Lo the terr.-.inal 

l i m i t of 54,270 BOPY w i l l bo approximately 300,000 barrels. Recovery 

of t h i s primary o i l would be achieved by January 1, 1973. The undis

counted net revenue befora taxes from the recoverable primary reserves 

is $37; 000. Data from th.2 economic projection for primary operations 

arc: 

Cross O i l Production, STB 300,000 

New U. I . Incoss 3 $2.37/Bbl. 
(After Royalty & Production Tax) $711,000 

Direct Operating Expense 
($100 per well per month) $624,000 

Net Revenue 

(Undiscounted before Income Tax) $ 87,000 

Economics of the proposed waterflood project are shown on Table 

I I . Total o i l recovery during the waterflood operation w i l l be 7.6 MM 

Bbls. r e s u l t i n g i n an undiscounted net revenue before taxes of $9,109,500. 

Value of the discounted net revenue at six per cent i s $6,996,400. 

Additional income due to secondary recovery is expected to pay out the 

i n i t i a l investment in 2.3 years. L i f e of the waterflood w i l l ba approxi

mately 9.5 years. Data from the economic projection are: 

Gross O i l Production, STB 7,600,000 

Net W.I. Income @ $2.37/Bbl. 

(After Royalty & Production Taxes) $18,012,000 

Met Capital Expenditures $1,843,500 

Direct Operating Expenses 
(Including Water Purchase) $7,059,000 

NET REVENUE BEFORE INCOME TAX $9,109,500 
This projection c l e a r l y indicates that the proposed waterflood 



w i l l be economically feasible under this plan of operation. The area 

should be unitized and the waterflood operation started as scon as possible. 

The properties are nearing the depleted stage and remaining primary 

can be produced during waterflood operation at greater economy. 
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COMPARATIVE DATA 

Re: Preliminary Review 
by State Land Office 

PROPOSED MYERS LANGLIE-MATTIX UNIT 

Lea County, New Mexico 



PROPOSED MYERS LANGLIE-MATTIX UNIT 

Remaining Primary 
Tract No. as of 1-1-69 

1 14,806 
2 0 
3 32,970 
4 1,101 
5 23,111 
6 3,189 
7 3,166 
8 331 
9 9,388 
10 0 
11 4,313 
12 0 
13 16,245 
14 10,340 
15 7,246 
16 0 
17 7,916 
18 4,989 
19 0 
20 9,9S0 
21 2,689 
22 13,549 
23 3,879 
24 7,970 
25 0 
26 15,058 
27 1,404 
28 5,430 
29 33,899 
30 17,177 
31 0 
32 3,447 
33 4,233 
34 36,445 
35 0 
36 1,895 
37 839 
38 5,922 
39 0 
40 2,086 
41 0 
42 0 
43 26,195 
44 11,202 
45 812 



Tract No. 

46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
30 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
75 

Remaining Primary 
na of 1-1-69 

4,531 
2,816 

0 
1,126 
1,936 

16,742 
8,336 

17,503 
2,877 
2,724 
7,758 

0 
0 

7,160 

1,633 
12,633 
3,879 
0 

2,419 
6,614 

0 
0 

9,230 
5,467 

0 
0 

10,074 
2,447 
5,695 



Sirgo Operating, mc« 
P. O. Box 3531. Midland. Texas 79702 (915) 685-0878 

June 15, 1992 

RE: Myers Langlie-Mattix Unit 
Lea County, New Mexico 

TO ALL WORKING INTEREST OWNERS: 

On June 8, 1992 Texaco sent a l l owners a letter stating Sirgo, et 
al were in arrears on i t s joint account. This letter was not a 
true representation of the outstanding balance and did not 
correctly reflect the entire situation between Sirgo and Texaco. 

Sirgo has disputed several of the charges Texaco has levied 
against the property, and has repeatedly asked for adjustments to 
the joint account. 

Sirgo and Texaco have vet to discuss the JOA balance on numerous 
occasions and Texaco requested the week of June 3th tc finish an 
internal audit of the adjustments we had requested. Sirgo 
currently holds $1.2M in an escrow account to cover what we 
believe to be the outstanding balance. We were quite shocked to 
receive the letter written on Monday, June 6th by Texaco, 
misrepresenting Sirgo's position to the other working interest 
owners, and also at the fact that Texaco sent out the letter 
before the one week period they had requested to finish the audit 
was over. 

As allowed under Article 4, paragraph 4.2 MEETINGS, of the Unit 
Operating Agreement, Sirgo Brothers, Inc. and Myers Partners, Inc. 
as owners of more than 10% of the working interest, hereby notices 
a l l working interest owners of a meeting to be held on Tuesday, 
July 14, 1992 at 10:00 a.m. C.S.T., in the offices of Sirgo 
Operating, Inc. The physical location of the office i s 3100 North 
A Street, Building B, Suite 201, Midland, Texas. 

An Agenda of the meeting i s attached for your review. I f you 
cannot attend the meeting, you may submit your vote on any matter 
shown on the Agenda as per paragraph 4.3.3, Article 4, of Unit 
Operating Agreement. I f you wish Sirgo to represent your interest, 
you may mail a proxy to the address on the letterhead or fax a 
copy to (915) 682-6224. 

Respectfully, 

MYERS PARTNERS, INC. 
SIRGO BROTHERS, INC. 

BMS/pr 
Enclosure 

T a l b 2 5 



AGENDA 

WORKING INTEREST OWNERS MEETING 
MYERS LANGLIE-MATTIX UNIT 
LEA COUNTY, NEW MEXICO 

JULY 14, 1992 10:00 a.m. C.E.T. OFFICES OF SIRGO OPERATING, INC. 

ITEM NO. 1 - DISPOSITION OF GAS PROCEEDS 

ITEM NO. 2 - CHARGES TO THE JOINT INTEREST BILL 

i ITEM NO. 3 - PAST AND PRESENT INJECTION PRACTICES 

ITEM NO. 4 - ENVIRONMENTAL CONDITION 

ITEM NO. 5 - OVERALL PROFITABILITY OF THE UNIT 

ITEM NO. 6 - PROPOSED FUTURE OPERATIONS ON THE PROPERTY 

ITEM NO. 7 - PROPOSAL TO MAKE SIRGO OPERATING, INC., NEW OPERATOR 



Sirgo Production Company ia a Midland, Texas based o i l and gas 
operator that formulated and implemented the f i r s t 20-acre down 
spaced redevelopment of the Queen-Penrose formation in the Permian 
Basin (see SPE Paper Mo. 239561 dated 3-19-92). 

Since 1987, Sirgo has identified and purchased several previously 
flooded 40-acre Queen units in the Permian Basin. Four of these 
units are properties in which Texaco previously owned an interest. 
They are the West Dollarhide Queen Sand Unit, Penrose B, and E. 
Eumont Units in Lea County, Hew Mexico and the Magutex Queen Unit 
in Andrews County, Texas. 

Sirgo commenced purchasing interest in the Myers Unit in November 
of 1989, and currently owns 54+% of the unit working interests. 

On July 18, 1990 in a letter addressed to Mr. Bob Solberg, Sirgo 
offered to purchase Texaco's interest in the Myers Unit (see 
Exhibit A). In this letter, Sirgo expressed i t s desire to pursue 
operatorship of the Unit with the cooperation of Texaco, as i t s 
intentions were not hostile. 

On August 6, 1990 in a letter from Mr. Bob Denzinger, Texaco 
rejects Sirgo's offer to purchase Texaco's interest in the Myers 
(see Exhibit B). 

On August 13, 1990 after phone discussions with Mr. Bob Denzinger, 
Sirgo suggested a meeting on August 21, 1990 to compare Texaco's 
and Sirgo's technical views with regard to future development 
potential of the Myers. Sirgo once again stated i t s desires with 
regard to operations and i t s desire to cooperate with Texaco as 
our intentions were not hostile (see Exhibit C). 

In early September, 1990 Texaco's technical staff met with Sirgo 
and a representative of T. Scott Hickman and Associates to review 
Sirgo's proposed redevelopment, and voice Texaco's view as to 
additional development of the Unit. As part of the information 
exchange between Sirgo and Texaco and Sirgo's efforts to reconcile 
its gas revenues in the Unit, on September 10, 1990 Sirgo requested 
Texaco provide i t with certain Unit information, including a copy 
of the gas contract Texaco was currently marketing casinghead gas 
production on behalf of the Unit (see Exhibit D). By cover letter 
dated September 21, 1990 Texaco provided Sirgo with an unsigned 
copy of the contract being used and indicated i t should be signed 
within the next few days (see Exhibit D-1). 

<• 

Following review by Texaco, Texaco by letter dated September 26, 
1990 agreed to participate in a project that with requisite unit 
approval, Sirgo would operate (see Exhibit E ) . 



June 16, 1992 
Page 2 

Following phone conversations regarding Texaco's potential desire 
to sell i t s interest, Sirgo in a letter' dated September 26, 1990 
proposes a like kind exchange with Texaco (see Exhibit F ) . As per 
Texaco's request, Sirgo authorizes T. Scott Eickroan * Associates 
to release any and a l l pertinent information to Texaco concerning 
Sirgo*s evaluation of the Myers (see Exhibits P-1, F-2). 

October 4, 1990 Texaco, with i t s JIO group from Denver, meets with 
Sirgo to discuss project since JIO group will be handling project 
once Sirgo assumes operations of the Unit. The results of that 
meeting were expressed in a letter dated October 9, 1990 from 
Sirgo to Texaco (see Exhibit C). As a follow-up to Sirgo's 
September 10, 1990 request, Texaco by letter dated October 31, 
1990 provides Sirgo with additional information reflecting 
revenues for the Unit from the sale of o i l and casinghead gas 
(see Exhibit G-1). 

As per Texaco's request, Sirgo has i t s local counsel provide 
Texaco with a summary of Sirgo*s ownership and acquisition status 
in the Unit, as evidenced by letter dated December 6, 1990 (see 
Exhibit H). 

Sirgo and Texaco met on December 6, 1990 to discuss result of 
Texaco's technical analysis as well as logistics of Sirgo's 
becoming operator. Zn letter dated December 7, 1990 Texaco 
expresses i t s willingness to resign as operator and recommends 
Sirgo as the new operator. Texaco also confirmed Sirgo's and 
Texaco's understanding with regard to finalizing the technical 
aspects of Phase I of the project (see Exhibit I ) . 

On December 7, 1990 Texaco's reservoir engineer, a representative 
of T. Scott Hickman t Associates and Sirgo met to review the 
combined analysis of Texaco's and Sirgo's evaluation of the Phase 
Z area. The combined analysis resulted in a new phase Z area 
agreed upon by Texaco and Sirgo. 

T. Scott Hickman t Associates then prepared a report reflecting 
the revised Phase Z area reflecting the consensus of Texaco and 
Sirgo. This report was forwarded to Texaco by Sirgo via letter 
dated December 13, 1990 (see Exhibit J ) . 

By letter dated December 27, 1990 Texaco forwarded a copy of the 
format Texaco would like to see as a "Statement of Cash Flow" 
prepared by Sirgo as operator of the Unit. Texaco also supplied 
Sirgo with the names of the individuals who would assist in the 
change of operator transition from the accounting side (see 
Exhibit X). 

By letter dated December 31, 1990 Sirgo notified Texaco of i t s 
acceptance of Texaco's proposed statements of cash flow" (see 
Exhibit I/). 



As per Texaco's request, Eirgo forwards by letter dated January 
15, 1991 execution copies of forms for "Resignation and 
Designation of Successor Unit Operator" <see Exhibit M). 

In preparing for the reconciliation related to the change of 
operator, Sirgo by letter dated January 25, 1991 requested a 
review of previous owners* accounts owned by Sirgo, and settlement 
on our casinghead gas revenues held by Texaco (see Exhibit N). 

Following phone conversation between Sirgo and Texaco, Sirgo by 
letter dated February 22, 1991 expressed once again the difficulty 
in receiving a reconciliation of i t s gas proceeds. Additionally, 
Sirgo confirmed that as discussed, i t would prepare copies of the 
proposed project report to be reviewed by a l l the Unit owners (see 
Exhibit 0). 

By letters dated February 25, 1991 Sirgo submitted the proposed 
project and ballot for change of operatorship to the Unit owners 
(see Exhibit P). 

Sirgo makes a presentation to Amerada Bess, the third largest 
owner in the Unit. Amerada approves of the project in principle. 

On April 1, 1991 Sirgo forwards Texaco copies of ballots received 
to date totaling 63.45% of the Unit, exclusive of Texaco's 
interest. Sirgo also requests that Sirgo and Texaco meet and 
finalize a l l reconciliations by May 1, 1991 (see Exhibit Q). 

By letter of April 3, 1991 Sirgo once again forwards Texaco forms 
for "Resignation for Designation of Successor Unit Operator" (see 
Exhibit R). Texaco's Hobbs area manager notifies Sirgo to be on 
the lease April 10 to commence taking over operations. Sirgo hires 
and outfits with vehicles new personnel to assist in operating the 
Unit. 

On April 10, 1991 Texaco notifies Southwestern Public Service that 
effective April 9, 1991 Sirgo commenced operating the Myers Unit 
(see Exhibit S). 

Texaco by letter dated April 15, 1991 to Unit owners indicates i t s 
intention to resign as Unit operator pending resolution of certain 
accounting issues (see Exhibit T). 

Sirgo files change of operator forms (C-104) with KMOCD. Texaco, 
by letter dated May 13, 1991 notifies State of Mew Mexico i t 
intends to resign'as operator, pending resolution of accounting 
issues (see Exhibit U). 
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By letter dated" May 16, 1991 Jerry Sexton, District I Supervisor 
for NMOCD, notifies the NMOCD, Tex-New Mex pipeline, as o i l 
transporter, and Texaco, as gas transporter, of Texaco's intent to 
turn over operations to Sirgo pending resolution of certain 
accounting issues (see Exhibit V). 

Texaco has yet to provide a reconciliation of the gas'revenues 
owed Sirgo. Sirgo, by letter dated May 30, 1991, requested that 
any unresolved accounting issues be handled after the change of 
operator, as Texaco has not provided the necessary reconciliation 
(see Exhibit V). 

Texaco receives letter from Doyle Hartman dated June 11, 1991 
notifying Texaco of NMOCD Petition (see Exhibit X). Texaco meets 
with Hartman on June 13, 1991. 

Texaco, by letter of June 14, 1991 notifies Unit owners, i t has 
bad «o band i n the preparation of the proposed redevelopment 
project, and that should Texaco desire to resign, i t will notify 
the owners (see Exhibit Y). 

Sirgo requested an accounting of Sirgo's balance, exclusive of the 
s t i l l unresolved account issues. Texaco presents reconciliation 
without resolution of outstanding issues by letter dated June 28, 
1991 (see Exhibit 2). 

Texaco then requests that Sirgo allow Texaco to conduct extensive 
due diligence of Sirgo and i t s ability to operate the Unit. By 
letters dated July 2, 1991 Texaco requests that Sirgo provide 
Texaco with certain information relative to Texaco's due diligence 
of Sirgo (see Exhibits AA, AA-1). 

After i t s due diligence, Texaco's personnel indicated to Sirgo 
that Texaco was satisfied with Sirgo's technical and financial 
ability to operate the Unit. Texaco also indicated that Sirgo's 
operating the Unit would be good for Texaco, because Texaco 
estimated Sirgo could operate the Unit for one-half the cost 
Texaco is currently charging the Unit. 

By letters dated July 10, 1991 Sirgo requested Texaco respond to 
certain issues related to the operation of the Myers Unit (see 
Exhibit BB). 

By letter dated July 11, 1991 Sirgo expresses i t s concern to 
Texaco, That Sirgo!s bankers have expressed concern that Texaco 
has no intention of resigning (see Exhibit CC). 



On August 61 1991 Texaco communicated, to Sirgo i t s concerns about 
resigning as operator, especially in light of the now pending 
litigation (see Exhibit DD). 

August 13, 1991 Sirgo escrows 1.2 Billion dollars at a local 
financial institution on behalf of Texaco, pending resolution of 
s t i l l unresolved issues and Texaco's previously agreed resignation 
of operator (see Exhibit DD-1). 

In late August, Texaco indicated to Sirgo that i t s JIO group did 
not have the budget now, to participate in the project, so there
fore Texaco now believed i t should s e l l i t s interest in the Unit. 

August 28, 1991 Hartman sends letter to Texaco (see Exhibit DD-2). 

On September 3, 1991 Sirgo extended, once again, i t s offer of July 
18, 1990. Texaco has yet to reconcile and credit Sirgo for any of 
the issues Sirgo has brought to Texaco (see Exhibit EE). 

Texaco receives letter from Bartman dated September 17, 1991 (see 
Exhibit EE-1). 

During September, 1991 apparently as part of some effort to reduce 
costs at the Unit, Texaco shuts in over the next three months some 
32 producing veils (1/3 of total active in field) reducing pro
duction from 20,000 BOPM to 14,500 BOPM. However, during this 
time frame, Texaco continues to implement practices in the field, 
identified to Texaco in July, 1990 by Sirgo, as much more 
detrimental to the profitability of the Unit (see Exhibit FF). 

Sirgo and Texaco negotiate various issues with regard to reaching 
an agreement on the purchase of Texaco's interest. Texaco has 
requested Sirgo pay Texaco for uncollected JIB accounts from other 
owners ln the Unit totaling some $500,000. Some of these accounts 
were six years old and Texaco had never taken any action with 
regard to collecting them. Texaco insists Sirgo pay 100 cents on 
the dollar for these uncollected balances or Texaco v i l l b i l l the 
uncollected sums to the Unit working interest owners. As an 
alternative, Sirgo offers to assist Texaco in collecting these 
amounts. Sirgo's efforts caused a large portion of this balance 
to be collected for Texaco's account. 

Texaco i s requesting that, as part of the terms and conditions of 
the purchase and sale that, Sirgo indemnify Texaco with regard to 
any damage that may have occurred with regard to Texaco's injection 
practices in the field, identified to Texaco by Sirgo,. by previous 
correspondence dated July 10, 1990, in as much as such damage would 
relate to Sirgo's. ownership in the Unit. 



During this same tine frame, Texaco refuses to sake cash settle
ment on the outstanding gas proceeds; -'Instead, Texaco offers to 
"gas balance" with Sirgo snd the other owners. Sirgo contends 
that the remaining gas reserves will not cover the so called over
balance Texaco has taken. This offer i s in direct violation of 
Texaco's fiduciary responsibility as operator of the Unit (see 
Exhibit FF-1 language from Unit Agreement). 

Sirgo and Texaco come to terms with regard to the purchase of 
Texaco's interest and in January, 1992 Texaco completes and 
delivers to Sirgo and i t s counsel the f i r s t draft of the Purchase 
and Sale Agreement and accompanying exhibits (see Exhibit GG). 

In February, 1992 Texaco notified the Unit owners of pending 
litigation brought on by a surface owner against Texaco with 
regard to surface damages on the Unit. Texaco net with Sirgo and 
requested Sirgo's input, since Sirgo would soon be the operator of 
the Unit, and would have to deal with the matter (see Exhibit EH). 

On February 28, 1992 Sirgo notified Texaco of several substantive 
issues that had arisen with regard to the operations of the Unit, 
the least of which was Texaco's cutting of production and 
rendering of the Unit's current operation as unprofitable. Texaco 
has yet to credit Sirgo with any of the outstanding Issues put 
before Texaco by Sirgo (see Exhibit I I ) . 

In February, March and early April, Sirgo and Texaco continue to 
trade information with regard to attempting to reconcile 
outstanding issues (see Exhibits II-1 thru I I - 4 ) . 

On March 5, 1992 Texaco acknowledges Sirgo's right to call a 
meeting of the working interest owners (see Exhibit J J ) • 

On April 9, 1992 with Texaco yet to resolve any of the outstanding 
Issues presented to i t by Sirgo, Sirgo presents Texaco with a 
report and summary of Sirgo's most recent findings with regard to 
Texaco's operation of the Unit (see Exhibit KK). 

In conjunction with the above correspondence, Sirgo tendered sight 
drafts to Texaco reflecting the adjusted outstanding JIB's and 
purchase price reflecting Sirgo*s analysis and Texaco's desire for 
indemnity. 

During this period, Texaco, at Sirgo's request, conducted 
step-rate test in, the field on Injection wells to determine l f 
Texaco's overinjection practices have fraced any injection wells 
constituting the,'adjustments requested by Sirgo. These suspicions 
were confirmed in two of the f i r s t four tests. A modified l i s t of 
wells were submitted to Texaco for testing, but Texaco never 
completed the work (see Exhibits KK-1, KK-2). 



Additionally, during this tine frame, Sirgo conducts an environ
mental audit as part of i t s closing due diligence. Texaco 
believed Sirgo'a f i r s t choice to perform i t s environmental audit 
would be a conflict for Sirgo. Consequently, Texaco took i t upon 
themselves to notify another environmental company in Hobbs, New 
Mexico and told them that TEXACO was not going to approve of 
Sirgo's audit firm and they should contact Sirgo to perform the 
work. The report indicated that a l l 30 of the random sites chosen 
for testing were hydrocarbon contaminated to a depth of at least 
four feet. Additionally, high levels of radioactivity were found 
in one of the bead tanks (see Exhibit LL, LL-1). 

For reasons unknown to Sirgo, Texaco's in-house counsel, contacted 
Sirgo's counsel and informed Sirgo's counsel, that i t was Texaco's 
belief that Sirgo was beaded for litigation, and Texaco fel t 
Sirgo's counsel should be conflicted out of representing Sirgo. 

On April 21, 1991 Sirgo relayed i t s amazement to Texaco with 
regard to such an act in the middle of the final steps of 
consummating the sale (see Exhibit MM). 

Texaco and Sirgo met to discuss and review Sirgo's analysis and 
adjustment on April 24, 1992 (see Exhibit MM-1). 

As per a request ln that meeting, Sirgo, on April 27, 1992, 
provided Texaco with a clarification of i t s adjustment allocation 
(see Exhibit NN). Texaco continues to represent that i t i s trying 
to complete i t s evaluation of adjustments owed Sirgo via i t s own 
internal audit. As has been the case since Sirgo f i r s t requested 
reconciliation of these matters, Texaco has yet to credit Sirgo 
with any adjustments from the unresolved accounting Issues. 

During the f i r s t quarter of 1992, Texaco i s attempting to 
reestablish the production i t shut in during the f a l l of 1991. In 
addition to the Unit owners now having to incur the costs to turn 
the wells back on, the effort failed to recover the production 
previously shut in. Sirgo also asked that Texaco review i t s own 
profitability with regard to the value of i t s interest on April 
29, 1992 (see Exhibit NN-1). 

In May 1992 Sirgo and Texaco meet, and for the f i r s t time, Texaco 
presents evidence for their actions with regard to certain aspects 
of operating the Unit. There are s t i l l several Issues le f t 
unsatisfied by Texaco. 



Sirgo and Texaco »eet to determine, once and for a l l , the adjusted 
JIB and purchase price. Texaco and Sirgo agree on values 
substantially in excess of the amounts deemed fair and previously 
tendered by Sirgo as a result of Sirgo's analysis of Texaco's 
actions as Unit operator. Texaco indicates the adjusted values 
have been approved in Midland and they are waiting for approval 
from Denver. Sirgo indicates i t i s prepared to close x>n both the 
JIB balance and purchase of Texaco's interest as soon as possible. 

In early June, Texaco notifies Sirgo and the working interest owners 
that Sirgo i s in arrears by an amount in excess of the adjusted 
amount, and that Texaco now i s not selling i t s interest in the 
Unit or resigning as operator. 
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OXY USA INC. 
ATTN WESTERN CONTROLLER P O BOX 50250 

MIDLAND, TX 79710-0250 

000000003651 
2 

STATEMENT NO 
379120 
DOYLE HARTMAN 
P O BOX 10426 
MIDLAND, TX 79702 
RC User Key Property Description 

S U M M A R Y I N V O 
FOR FEB-97 

C E 

REMIT TO: 
OXY USA INC. 
P.O. BOX 841382 
DALLAS, TX 75284-1382 

04-MAR-97 

GWI (%) Invoice # Amount 

73050700 MYERS LANGLIE'OXY USA 

73088200 THOMAS A" > 95^2 

73088475 THOMAS A 3&4* S ^ 3 7 3 

.04869080 

.15625000 

.03125000 

000000003651-0001 

000000003651-0002 

000000003651-0003 

Current Period Invoices) Attached 

Total Current Invoices Amount Due 

Total Amount Due (Your Share) ==> ' 

$11,266.65 

$203.09 

$134.18 

$11,603.92 

$11,603.92 

Payment Due 15 days from Receipt of Invoice 

riKrii iVy\il GIL OFhRAfu 
•• ..;.! Ho. j 

-••xountNo. j 
j 



Joint Interest Billing - Operator Statement 
FEB-97 

To: Party: 379120 
DOYLE HARTMAN 
P 0 BOX 10426 
MIDLAND, TX 79702 

Site: 2 Invoice*: 3651-0001 
Invoice Date: 28-FEB-97 
JV#: 03730-0 

Remit lo : 
OXY USA INC. 
P.O. BOX 841382 
DALLAS. TX 75284- 1382 

Invoice Inquiries: 
OXY USA INC. 
ATTN WESTERN CONTROLLER 
(915) 685-5656 
P.O. BOX 50250 
MIDLAND, TX 79710-0250 

RC User Key: 73050700 Property: MYERS LANGLIE'OXY USA 

Account Qty UM Description Gross 

LEASE OPERATING EXPENSE/AFE # Desc: 

11111 — EXPENSE. REPAIR/MAINT.ELECTRICAL 5,413.50 

11131 — EXPENSE.REPAIR/MAINT.WELDING 2,771.37 

11133— EXPENSE.REPAIR/MAINT.LABOR.CONTRACT.OTHER 4,404.30 

11194— EXPENSE.REPAIR/MAINT.SERVICE COMPANY 25,946.50 

11211— EXPENSE.REPAIR/MAINT.PUMP.BHP 6,096.40 

11241— 

11251 — 

EXPENSE.REPAIR/MAINT.PULLING UNIT.OTHER 
REPAIR 
EXPENSE.REPAIR/MAINT.SERVICES.WIRELINE 

28,159.34 

2,968.00 

11292— EXPENSE.REPAIR/MAINT.SWABBING 1,391.76 

11513— EXPENSE.CHEMICALS.TREAT.EMULSION 1,522.40 

11518— EXPENSE.CHEM ICALS.TREAT. WATER 13,099.42 

12321— EXPENSE.RENTALS. EQUIPMENT 6,283.73 

12322— EXPENSE.RENTALS.OWNED EQUIPMENT 105.99 

12511— EXPENSE.HAUL.SALTWATER DISPOSAL 2.077.81 

12512— EXPENSE.HAULFRESH WATER 1,945.88 

12521— EXPENSE.FREIGHT.TRUCKING 826.29 

13211 — EXPENSE.MATERIALS/SUPPLIES.NONCONTROLLABLE 12,791.50 

14111— EXPENSE.UTILITIES.ENERGY.ELECTIRICTY 21.417.24 

14132— EXPENSE.UTILITIES.ENERGY.WATER 13,695.36 

14911— EXPENSE.UTILITIES.TELEPHONE/CABLE 822.00 

15991— EXPENSE.CHARGES.PERMITS AND DAMAGES 32.00 

15999— EXPENSE.CHARGES.OTHER 1,082.18 

12523— EXPENSE.FREIGHT.POST AGE 53.71 

12542— EXPENSE.VEHICLE.COMPANY.LIGHT.PMTA 4,202.74 

15793— 

16211— 

EXPENSE.TAXES.NON-VECICLE LICENSES AND 
PERMITS 
EXPENSE.EMPLOYEE.LABOR BURDEN 

21.62 

3,453.13 

16313— EXPENSE.EMPLOYEE.AWARDS 448.56 

16511— EXPENSE.EM PLOYEE.BUSINESS.TRAVEL 740.47 

16513— EXPENSE.EMPLOYEE.BUSINESS.MEALS/ENTERTAIN 209.64 

16517— EXPENSE.EMPLOYEE.BUSINESS.RELOCATION 0.00 

16111 — EXPENSE.EM PLOYEE.LABOR.WAGES 15,445.43 

17612— EXPENSE.JT INTRODUCING OVERHEAD 54,163.13 

11199— EXPENSE.REPAIR/MAINT.SERVICE.OUTSIDE.OTHER 

Total AFE Cost - Gross 

Your Net Share - W I 00.04869080 

(200.00) 

231,391.40 

11,266.65 



To: Party: 379120 
DOYLE HARTMAN 
P O BOX 10426 
MIDLAND, TX 79702 

Remit To: 
OXY USA INC. 
P.O. BOX 841382 
DALLAS, TX 75284- 1382 

Joint Interest Billing - Operator Statement 
FEB-97 

Site : 2 

RC User Key: 73050700 Property: 

Total Costs and Expenses - Your Share 

Invoice*: 3651-0001 
Invoice Date: 28-FEB-97 
JV#: 03730-0 

Invoice Inquiries: 
OXY USA INC. 
ATTN WESTERN CONTROLLER 
(915) 685-5656 
P.O. BOX 50250 
MIDLAND, TX 79710-0250 

MYERS LANGLIE*OXY USA 

$11,266.65 



E O T T E N E R G Y Ope rating Limited rartnership 
P.O. EOX 1660 

5805 E. BUSINESS 20 
MIDLAND, TEXAS 79702 August 8, 1995 

(915) 682-8251 

C e r t i f i e d M a i l Re turn Rece ip t Requested 
Mr. Doyle Hartman 
Oil Operator 
P. 0. Box 10426 
Midland, TX 79702 

Re: Myers Langlie Mattix Unit in Lea County, New Mexico 

Dear Mr. Hartman: 

I am in receipt of your letter dated August 3, 1995, addressed to Enron Oil Trading & 
Transportation Company. Effective January' 1, 1993, Enron Oil Trading & Transportation 
Company changed its name to EOTT Energy Corp. ("EOTT"). Please be advised that EOTT has 
not been the purchaser of crude oil from the tracts listed on the schedule attached to your letter 
since March 31, 1993. Effective April 1, 1993, CITGO became the purchaser of production from 
said tracts. 

Since EOTT has not purchased production from your tracts since March, 1993, EOTT 
does not possess the accounting information requested in your letter, and EOTT has no duty to 
provide such accounting. You should contact Oxy USA, Inc., and'or CITGO to obtain the 
information requested in your letter. 

Enclosed is copy of a letter from Texaco Trading and Transportation Inc., to Texas-New 
Mexico Pipeline Company. This letter was EOTT's first notice that it was no longer the purchaser 
of production from your tracts. 

You said in your letter that you were "amazed that Enron has allowed another serious 
disruption to occur corresponding to our MLMU oil revenues." Obviously, EOTT does not 
control the disbursement of proceeds of production that EOTT does not purchase. Likewise, 
EOTT's division order does not require EOTT to provide you with notice that it is no longer 
buying production from your tracts when the marketer of that production (Oxy USA, Inc.) 
unilaterally commences selling such production to another purchaser. 

John Glidewell 
Area Manager 

cc: Bill Harvey 
Walter Zimmerman 

AUG 10 1S95 
EOTT ENERGY CORP. FORM NO. 1CS-3I7 (IS*) 

T a b 2 8 



Paul E Fowler 

June 2, 1993 

Mr. E. H. Gripp 

Texas-New Mexico Pipeline Company 
P. O. Box 60028 
San Angdo, Texas 76906 

Re: Myers Langlie Mattii Unit 
Lea County, New Mexico 
Operated by Texaco Exploration and Production Inc. 

Effective April 1, 1993, Oxy USA be. designates CITGO as purchaser of interests recently acquired ar.d 
previosly purchased by Enron in the subject unit. 

This change affects approximately 1967 BPD which should be run for CITGO's account cn Texas-New 
Mexico Pipeline. Tne attached exhibit details the changes in purchaser percentages. Please update your 
records to reflect this change. 

Should you have any questions, please contact Jason Slaker at (713) S74-2350. 

Very truly yours, 

Paul E. Fowler 

PEF/JS 

Attachments 

cc: Frank Burek 
: John Glidewell - Enron 
Harry Rathermel 
Tom Savage 
Bennett Shelton - CITGO 
Bob Wyatt 



TEXACO EXPLORATION AND PRODUCTION INC. - UNIT OPERATOR 
MYERS LANGLIE MATTIX UNIT TRACT ALLOCATION PERCENTAGE 

LEA COUNTY, NEW MEXICO 
PLDP #0055-2174-0000 -- TTTI LEASE #81635 

EFFECTIVE APRIL 1,1993 

GATHERER: TEXAS/NEW MEXICO PIPELINE 
PURCHASERS 

TRACT | AMERADA i 

• 
SUB TRACT ALLOCATION ! HESS CITGO \ ENRON T777 

1 1.22311 i 1.22311 : | 
2 0.59021 ! 0.59021 ! : 
3 4.16521 i 4.16521 ! ! 
6 0.64225 ! 0.64225 ' ; 
7 1.07386 ! 1.07386' 
8 0.36086 i 0.36086! 1 

10 7.14022 • 2.14022 I 
I i l l 0.33405 ; 0.33405 •• 

• 1 12 2.07257 • 2.07257 : 
1 13 1.665S0 I 1.665S: 

2178 14 1.543S5 ' ; 1.54385 : 

2179 15 4.11596 ^ 4.11595 
16 0.409J5 ; 0.40945 ' 
17 1.19564 i 1.19564 : 

18 0.33599 i 0.33599 I 
2192 19 2.49538 ! ' 2.4953S i~~ i 

8020 20 0.15631 i ~ i 0.15631 ;. 
1 8021 21 3.0S133 i i 3.0S133 i 
1 8022 22 2.00252 ! —._ ! 2.C0252: 

2189 23 0.30952: 0,30952: : ' 
2190 24 0.3046S i vO. 30468" n j 

2191 25 0.91715 ! 'OUST; 
26 3.39996 1 \ 3T33996'' 
27 2.636S4 ! 2.636S4 

1 28 2.19345 ; 2.19345-
1 29 1.02337 • ' 1.02337.' 

30 5.63333 • 5.63333 " '' 
31 0.59616; 0.59616 

8032 32 1.225381 ; 1.225331 
33 2.41311 • 241311 • > 

8034. 34 2.57678 ; ; 2.57678 ! 
8035 1 35 0.08931 • i 0.059311 
21801 36 0.33124 i 0.33124 1 
8037 i 37 0.76162 i 1 ! 0.761621 
8038 38 0.15657 1 0.15657: 
8039 39 0.94333 i 0.94333 l 
80401 40 2.69658 1 1 2.69658 i 
8041 1 4 ] 0.390021 ! 0.39002! 
80421 42 0.27833 ! ! 0.27S33 1 

1 43 0.26781 1 0.26781 ! 1 
44 1.291141 1 1.291141 

1 45 0.02187 1 0.02187" 1 
1 46 0.45346 ' 0.45346 1 1 

47 0.06561 1 0.06561 i I 
80481 48 0.04581 1 ! 0.04581 ! 

49 3.29505 1 3.29505 1 I 
1 50 1.33259 1 1.33259! 1 
I 51 0.18398 I 0.18398 i 1 

j 
1 52 0.67176! i 0.67176! 



TEXACO EXPLORATION AND PRODUCTION INC. - UNIT OPERATOR 
MYERS LANGLIE MATTIX UNIT TRACT ALLOCATION PERCENTAGE 

L E A COUNTY, NEW MEXICO 
PLDP #0055-2174-0000 -- T T T I L E A S E #81635 

E F F E C T I V E APRIL 1,1993 

GATHERER: TEXAS/NEW MEXICO PIPELINE 
PURCHASERS 

TRACT AMERADA 
SUB TRACT ALLOCATION HESS CITGO ENRON' 7777 ' 

53 0.31075 0.31075; 
54 0.26871 1 0.26S71 
55 0.23648 0.23648; 
56 1.15151 1 0.44081 0.71070 : 
57 1.37678 1.37678 1 
58 0.85761 1 0.85761 
59 1.43644 1.43644 

2181 60 1.386S7 1.3S6S7 : 

2182 61 1.10778 i ! 1.10778: 
2183 62 2.09278 0.03269 2.C6009: 

63 2.10707 2.10707 : i 
64 1.50052 1.50062; i 

8065 65 1.91167 0.12695 1.78472; 
66 4.41344 1 4.41344! 

68 3.85760 * > 3.S5760: 

8069 69 2.34135 i 2.34135' 
70 0.275S1 ' 0.275S1 1 
71 0.29746 0.29745 
72 1.85423 1.85423 ! 
73 0.59021 ! 0.29510 0.29511 ! 
74 1.06063 1.06053 

8075 75 0.50S6S 1 0.50S58 ; 
76 0.75123 0.75123 ; 

8077 77 0.1S322 0.1S322'! 
79 0.3S667 0.38667 
80 0.71139 0.71139 • 

8081 81 0.91253 0.04225 0.S703S •-
TOTALS 100.00000 1 5.92S43 5438217 0.59616 39.09324 ' 

prepared by JTS on June 2. 1993 



DOYLE HARTMAN 
Oil Operator 

3811 TURTLE CREEK BLVD., SUITE 730 
DALLAS, TEXAS 75219 

(214)520-1800 
(214) 520-0811 FAX 

Via Fax (1\3) 646-4305 and U.S. Mail 

August 11, 1995 

Scurlock Permian Corporation 
333 Clay Street, Suite 2900 (77002) 
P.O. Box 4648 
Houston, TX 77210-4648 

Attn: John Keffer 
Manager Crude Oil Trading 

Re: Designation of Scurlock Permian as DHOO's Crude Oil Purchaser 
Myers Langlie Mattix Unit 
Lea County. New Mexico 

Gentlemen: 

Reference is made to our phone conversation yesterday that ended at 4:25 p.m., wherein I requested 
that Scurlock Permian Corporation immediately become the designated purchaser of Doyle Hartman, 
Oil Operator's 4.145% net revenue share of crude oil production from the OXY USA Inc.-operated 
Myers Langlie Mattix Unit waterflood project located in Lea County, New Mexico. From a review 
of our letter to Enron Oil Trading and Transportiaon Company (Enron) of August 3, 1995 (copy 
enclosed), and Enron's reply letter of August 8, 1995 (copy enclosed), as well as my telephone 
conversation with you yesterday, it should be apparent that starting with the production month of 
April, 1993, a portion of Doyle Hartman, Oil Operator's Myers Langlie Mattix Unit crude oil has been 
improperly controlled by OXY USA Inc. (OXY), without OXY having authority from Doyle 
Hartman, Oil Operator to take our share of such Myers Langlie Mattix Unit oil production. 

In April, 1993, at the time that OXY took improper control of a portion of our Myers Langlie Mattix 
Unit crude oil production, OXY was not operator of the Myers Langlie Mattix Unit and most 
certainly was not owner of Hartman's Myers Langlie Mattix Unit oil production. In addition, in 
mid-1993, Doyle Hartman was involved in negotiations with OXY concerning the trade to OXY of 
our 4.86% Myers Langlie Mattix Unit leasehold interest in exchange for OXY assigning to us its 
160-acre State "N" Eumont lease consisting of the SW/4 Section 2, T-21-S, R-36-E, Lea County, 



Scurlock Permian Corporation 
August 11, 1995 
Page 2 

New Mexico, which negotiations verify that OXY, in 1993, was very aware of our 4.86% Myers 
Langlie Mattix Unit leasehold ownership. During the subject 1993 trade negotiations, OXY's 
representatives indicated to our landman, Mr. Alan Smith, that OXY was highly desirous of acquiring 
our 4.86% Myers Langlie Mattix Unit working interest. However, in late 1993, just prior to OXY 
acquiring Texaco's Myers Langlie Mattix Unit interest, OXY changed its position as to the acquisition 
of our Myers Langlie Mattix Unit interest and it is now obvious that OXY decided not to acquire our 
Myers Langlie Mattix Unit interest because it was obtaining operations of the Myers Langlie Mattix 
Unit by acquiring Texaco's interest Myers Langlie Mattix Unit interest and also possibly because 
OXY saw no further economic advantage to holding record title to our 4.86% Myers Langlie Mattix 
Unit leasehold interest since it had been able, without OUT permission, lo control our Myers Langlie 
Mattix Unit crude oil production without owning record title. 

Moreover, from a review of the summary of Hartman MLMU revenues by purchaser, enclosed 
herewith, it is also apparent, that since 1993, OXY has failed to pay Doyle Hartman, Oil Operator, 
and our various royalty owners, a competitive oil price that includes a crude oil price bonus although 
such price bonuses have been paid in the Permian Basin for approximately the past two years. For 
this reason, we want to ensure that Scurlock Permian will be paying a competitive oil price as to our 
Myers Langlie Mattix Unit crude oil production including the payment of a price bonus. 

In the event that OXY improperly refuses to allow Scurlock Permian to be designated as Doyle 
Hartman's official Myers Langlie Mattix Unit crude oil purchaser, you are to inform OXY' that, for 
the following reasons, Scurlock Permian will be purchasing Doyle Hartman, Oil Operator's Myers 
Langlie Mattix Unit crude oil: 

1) In April 1993, OXY improperly took control of our Myers Langlie Mattix 
Unit crude oil without possessing proper authority or record ownership and 
OXY has no legal authority to attempt to specify which entity is designated 
as Doyle Hartman, Oil Operator's oil purchaser for the MLMU. 

2) OXY has failed to pay Doyle Hartman, Oil Operator and our royalty owners 
a competitive oil price including a crude oil price bonus although such 
bonuses, for some time, have been common in the Permian Basin, which 
failure by OXY to pay such bonus renders the ongoing operations of the 
Myers Langlie Mattix Unit even more non-commercial and further cements 



Scurlock Permian Corporation 
August 11, 1995 
Page 3 

the October 1, 1993 contractual terrrunation of the Myers Langlie Mattix Unit 
agreement due to the failure of the Myers Langlie Mattix Unit to produce oil 
in quantities sufficient to yield revenues in excess of operating expenses. 

Yours very truly, 

DOYLE HARTMAN, Oil Operator 

Doyle Hartman 

enclosures (3) 

rep 
wpdcCTVcrr^.cN,iajr!c«:k.!rJm 

cc: Minerals Management Service 
Royalty Management Program 
Reports and Payments Division 
P.O.Box 17110 
Denver, CO 80217-0110 

John Glidewell, Area Manager 
COA, West Texas and New Mexico 
EOTT ENERGY Operating Limited Partnership 
5805 E. Business 20 
P.O.Box 1660 
Midland, TX 79702 
Via Certified Mail. Return Receipt Requested 

Paul E. Fowler, Division Manager 
Texaco Trading and Transportation Inc. 
16825 Northchase Blvd., Suite 600 
Houston, TX 77060-6986 



O X Y OXY USA Inc. 
P.O. Box 300. Tulsa, OK 74102-0300 

August 16, 1995 

Mr. Randy Adamson 
Texas New Mexico Pipeline Company ° 
Post Office Box 60028 
San Angelo, TX 76906 

KE: MYERS LANGLIE-MATTIX UNIT 
LEA COUNTY, NEW MEXICO 

VIA FAX: 915/944-2721 

Dear Randy: 

Effective September 1, 1995, Doyle Hartman Oil operator will take-in-kind his interest in the 
reference unit. Mr. Hartman has designated Scurlock Permian Corporation as their purchaser. 

We request that effective September 1 please amend your records to reflect the purchaser's 
percentage as follows: 

Thank you for your cooperation in this matter. If more information is needed please let me know. 

Very truly yours, 

Frank B. Bo wen 

c: Mr. Doyle Hartman 
Mr, John Keffer -SPC 
Mr. Gary Moore - TTTI 
Mr. Bennett Shelton - CITGO 

Amerada Hess 
CITGO 
Enron 
Texaco TTI 
Chevron 
Chinook 
Scurlock Permian 

5.92843% 
38.45216% 
0.59616% 

37.11869% 
12.56396% 
1.19564% 
4.14496% 

100.00000% 

T i l S3TbS 3QTfeD AXO Wd92:20 £&. 9T SOU 



D O Y L E HARTMAN 
Oil Operator 

3811 TURTLE CREEK BLVD., SUITE 200 
DALLAS, TEXAS 75219 

(214)520-1800 
(214)520-0811 FAX 

CERTIFIED MAIL, RETURN RECEIPT REQUESTED 

April 26, 1996 

TexacoTixploration and Production Inc. 
500 N. Loraine 
P.O. Box 3109 
Midland, TX 79702 

Attn: Ronald W. Lanning 
Land Department 

OXY USA Inc 
6 Desta Drive, Suite 6000 
P.O. Box 50250 
Midland, TX 79710-0250 

Attn: T. Kent Wooley 
Senior Landman 

Re: Deficient Oil Price 

Myers Langlie Mattix Unit 
Lea Countv. New Mexico 

Gentlemen: 

Reference is made to the 4.869% working interest and the 4.145% net revenue interest owned by 
Doyle Hartman in the Myers Langlie Mattix Unit (MLMU) located in T-23-S and T-24-S, R-36-E 
and R-37-E, Lea County, New Mexico. Reference is also made to the working interest owned by 
James A. Davidson in the MLMU. 

Paragraph 16 (Allocation of Unitized Substances) of the MLMU Unit Agreement in part reads as 
follows: 

"... Unit Operator, in order to avoid curtailing Unit operations, may 
sell or otherwise dispose of such production to itself or to others on 
a day-to-day basis at not less than the prevailing market price in the 
area for like production, and the account of such Working Interest 
Owner shall be charged therewith as having received such 
production....(emphasis added)" 

Although oil purchasers had previously been designated (and executed division orders were in placej 
corresponding to MLMU oil production owned by Doyle Hartman and James A. Davidson, starting 



Texaco Exploration and Production Inc. 
OXY USA Inc 
April 26, 1996 
Page 2 

no later than 1991, Texaco and/or OXY, for reasons known only to them, caused (or allowed to be 
" caused) the following unsolicited changes in oil purchasers for Hartman's and Davidson's net MLMU 

oil production: 

Unsolicited 
Date Purchaser Changes 

March 1991 Permian to Enron 
. Sun (Oryx) to Enron 

April 1993 Enron to OXY 

February 1994 Texaco to OXY 

While realizing that Texaco and OXY, for operational reasons, may have had the right from time to 
time to make purchaser changes corresponding to MLMU oil production, both operators, by 
unilaterally exercising such rights as provided to the operator under Paragraph 16 of the Unit 
Agreement, also had a clear obligation to ensure that affected unit working interest owners received 
an oil price "...not less than the prevailing market price... (emphasis added)". 

Notwithstanding the foregoing duty cn the part of the MLMU operator, we have now confirrr.ed that 
prior to September 1, 1995, Doyle Kartrr.an was paid an oil price substantially less that the prevailing 
market price and that James A. Davidson is still receiving such lower price. Therefore, we hereby 
place Texaco and OXY on notice that wc request that a prompt and full accounting be performed as 
to our MLMU oil runs and pricing dating at least back to January, 1991. It is our position that 
Texaco and Oxy (as unit operators) have a final responsibility for ensuring that we are compensated 
for all price differences between the price paid and the true value of our oil as determined in the usual 
and ordinary course of trade and competition between sellers and buyers that are equally free to 
bargain. Obviously, it shall also be expected that corresponding adjustments be made for all royalty 
owners (including the United States of America) under our various MLMU tracts and as to al! 
production taxes for the applicable leases and production period. 

Yours very truly, 

DOYLE HARTMAN, Oil Operator 

T V - ^ — 
Doyle Hartman 



Texaco Exploration and Production Inc. 
OXY USA Inc 
April 26, 1996 
Page 3 

enclosures (3) 

rep 
wpdocs'-corresp.dh'tex&oxy.mlm 

cc: Minerals Management Service 
Royalty Management Program 
P.O.Box 17110 
Denver, CO 80217-0110 

State of New Mexico 
Taxation and Revenue Department 
1200 St. Francis Drive (87505) 
P.O.Box 2308 
Santa Fe, NM 87504-2308 

Charles Osina, Manager of Revenue 
Texaco Exploration and Production Inc. 
l l l l Bagby 
Houston, TX 77002-2543 

Paul E. Fowler, Division Manager 
Texaco Trading and Transportation Inc. 
16825 Northchase Blvd., Suite 600 
Houston, TX 77060-69S6 

Texaco Trading and Transportation, Inc. 
4800 Fournace Avenue (77401-2325) 
P.O. Box50S0 
Bellaire, TX 77024-5080 

Patty Burchett, Marketing Representative 
OXY USA Inc 
P.O. Box 300 
Tulsa, OK 74102 



Texaco Exploration and Production Inc. 
OXY USA Inc 
April 26, 1996 
Page 4 

Herb Whitney, Manager of Crude Oil Operations 
CITGO Petroleum Corporation 
P.O. Box 3758 
Tulsa, OK 74102 

Bennett Shelton, Senior Field Representative 
CITGO Petroleum Corporation 
1031 Andrews Hwy. 
Midland, TX 79701 

Sirgo Operating, Inc. 
3300 N. A Street, Bldg. 1, Suite 110 (79705) 
P.O. Box 3531 
Midland, TX 79702 

Brian M. Sirgo 
P.O. Box 7454 
Midland, TX 7970S 
463-27-4918 

M.A. Sirgo, I I I 
P.O.Box3S05 
Midland, TX 79702 

John Glidewell, Area Manager, COA, West Texas and New Mexico 
Enron Oil Trading and Transportation Company 
5S05 East Highway 80 (79701) 
P.O.Box 1660 
Midland, TX 79702 

James V. Derrick, Jr. 
Senior Vice President and General Counsel 
Enron Corporation 
1400 Smith Street (77002) 
P.O.Box 1188 
Houston, TX 77251-1188 



Texaco Exploration and Production Inc. 
OXY USA Inc 
April 26, 1996 
Page 5 

Bill Harvey, Division Order Analyst 
EOTT 
1330 Post Oak Blvd., Suite 2700 (77056) 
P.O. Box 4666 
Houston, TX 77210-4666 

EOTT Energy Operating Limited Partnership 
1330 Post Oak Boulevard, Suite 2700 (77056) 
P.O. Box 4666 
Houston, TX 77210-4666 
Attn: Steve Myers, Vice President, COA and Trading 

Douglas P. Huth, Vice President, Operations 
John Ogden, Director, Crude Oil Administration 
Joyce Ng, Manager, Contract Administration 

JohnJCeffer, Managa^ Crude Oil Trading 
S cu rl oS^e rmi a^co rp o r at i o n 
333 Clay SNy^Suite 2900 (77002) 
P.O. Box^m\. 
Housto^HTX 772lS^648 

Jack Bartels, Director of Marketing 
Scurlock Permian Corporation 
3705 E. Hwy. 158 (79701) 
P.O.Box3119 
Midland, TX 79702 

Sun Refining and Marketing Company 
907 South Detroit (74120) 
P.O. Box 2039 
Tulsa, OK 74102-2039 
Attn: John McWhorter, V.P. and Director of Domestic Crude 

Linda Buckman, Contracts and Division Orders 

David R. Smith, Regional Manager 
Sun Company, Inc. (R & M) 
Atrium Center, Suite 400 
1100 W. Louisiana 
Midland, TX 79701 



Texaco Exploration and Production Inc. 
OXY USA Inc 
April 26, 1996 
Page 6 

James A. Davidson 
214 W. Texas, Suite 710 
Midland, TX 79701 

Michael Condon 
Gallegos Law Firm 
460 St. Michaels Drive, Building 300 
Santa Fe, NM 87505 

Doyle Hartman. Oil Operator 
Carolyn M. Sebastian, Landman 
Jefferson D. Massey, Controller 
Don L. Mashbum, Engineer 
Steve Hartman, Engineer 
Cindy Brooks, Engineering Tech 
Sheila Potts, Geologist 
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OXY OXY USA INC. 
Box 50250. Midland, TX 79710 

Robert D. Hoot Pfeon. (915) 685-5744 
FAX: (915) 685-5388 

May 7, 1996 

Doyle Hartman 
200 Turtle Creek Center 
3811 Turtle Creek Boulevard 
Dallas, Texas 75219-4421 

James A. Davidson 
P. O. Box 4 9 4 
Midland, Texas 79702 

Gentlemen: 

In response to your letter of April 26, 1996, addressed to both OXY USA and Texaco, as both 
you and Mr. Davidson are fully aware, OXY USA is contractually bound to CITGO Petroleum 
Corporation for the oil which it sells from the Myers Langlie Unit. 

All working interest owners have been, and still are, free to sell their share of production from 
the unit. OXY has been doing so (since it assumed operatorship on January 1 , 1994) only as 
an accommodation to certain working interest owners, but certainly not in fulfi l lment of some 
'obl igation' or 'duty ' under the Unit Agreement. In fact, the clear obligation of OXY under 
Paragraph 16 of the Unit Agreement is to deliver the oil 'in kind' to the working interest owners 
for them to sell or dispose of as they choose. It is only when such owners 'fail the take' {or 
to put it another way, fail to fulfill their obligation to take) that OXY sells such production. 

OXY USA does not benefit in any way from such sale, nor do we make the choice to sell the 
share production of the other working interest owners. Such owners make the choice on their 
own as to how they will sell their share of production. 

I am aware that you are currently selling your share of the production from the unit and Mr. 
Davidson is certainly free to do so. 

In any event, OXY USA respectfully declines to accept the position you take as set forth in your 
April 26 , 1996 letter. 

Yours truly, 

OXY USA Inc. 

Robert D. Hunt 
Asset Team Leader 

JCL/bic 

An Occidental 011 and Gas company 
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MLMU #109 
80-ACRE INJECTION PATTERN 

MYERS LANGLIE MATTIX UNIT 
M-32-23S-37E 

OPERATOR: OXY USA, INC. 

NET INJECTION (INJECTION - WITHDRAWAL) 
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3.000 CUMULATIVE INJECT10N-T0-W1THPRAWAL RATIO 
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CUM WATER INJECTION (BW) VS. TOTAL FLUID WITHDRAWN (BF) 2,000,000 

1,800,000 

^ 1.600. 

| 1 . 4 0 0 , 0 0 0 1 - 1 - 7 6 

Q 1 pit i HP 

VOLUME 
.. 1,000,000 

0 600,000 

1 ^ S 400.000 

1/1/7S 1/1/78 1/1/80 1/1/82 1/1/84 1/1/86 1/1/88 1/1/90 1/1/92 1/1/94 1/1/96 1/1/98 



MLMU # 132 
80-ACRE INJECTION PATTERN 

M Y E R S L A N G L I E MATTIX UNIT 
C-5-24S-37E 

O P E R A T O R : OXY USA, INC. 

NET INJECTION (INJECTION - WITHDRAWAL) 
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MLMU #134 
80-ACRE INJECTION PATTERN 

MYERS LANGLIE MATTIX UNIT 
A-6-24S-37E 

OPERATOR: OXY USA, INC. 

20,000-

15,000-

10,000-

5,000-

0-

-5,000-

-10,000-

-I 

• 
T f l i i J L • 

1 LL L 
* In 
i T i 

1 t i n HV 
-t 11 

! 

i l l 
! 1 

HI 

! 

jj j 
—,—f- . 

! i — 1 1 1 

1,400 

1/1/76 1/1/78 1/1/80 1/1/82 1/1/84 1/1/85 1/1/88 1/1/90 1/1/92 1/1/94 1/1/96 1/1/98 

SURFACE INJECTION PRESSURE (PSI) 

£ 1,200-
UJ 

1 1.000-
'A 

E 800-

b 600-u 

UJ 400-
< 
LL 

-

r y ' n 1 "Jl ' 

V L 1 
i • Ir i i 

i 

! 

} jT-[ 
*! r * I 1 

, i 
i 

1 
4—U- r 1 — i — — , — 

1/1/76 1/1/78 1/1/80 1/1/82 1/1/84 1/1/86 1/1/88 1/1/90 1/1/92 1/1/94 1/1/96 1/1/98 

CUMULATIVE INJECTION-TO-WITHDRAWAL RATIO 

0.000 

1/1/76 1/1/78 1/1/80 1/1/82 1/1/84 1/1/86 1/1/88 1/1/90 1/1/92 1/1/94 1/1/96 1/1/98 

1/1/76 1/1/78 1/1/80 1/1/82 1/1/84 1/1/86 1/1/88 1/1/90 1/1/92 1/1/94 1/1/96 1/1/98 



IVILIVIU Tt IHU 

80-ACRE INJECTION PATTERN 
MYERS LANGLIE MATTIX UNIT 

G-6-24S-37E 

OPERATOR: OXY USA, INC. 
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80-ACRE INJECTION PATTERN 

MYERS LANGLIE MATTIX UNIT 
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OPERATOR: OXY USA, INC. 
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80-ACRE INJECTION PATTERN 

MYERS LANGLIE MATTIX UNIT 
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OPERATOR: OXY USA, INC. 
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80-ACRE INJECTION PATTERN 
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20,000-

15,000 

| 10,000-

5,000-
LU 

| 

t o-
z 

-5,000-

-10,000-

-
-••UT 

TLIL T f it J 1 J 1 
H i f \r M M 

^ 

—i-n 

» 

I T~ 
1 ^ k 

-
i —i 1 i 1 1 — — i — 

1/1/76 1/1/78 1/1/80 1/1/82 1/1/84 1/1/86 1/1/88 1/1/90 1/1/92 1/1/94 1/1/96 1/1/98 

1,400-

g 1,200 -
'JJ 

I 1,000-
w 
U.' 

a 8oo-

o 600-(JJ 
-3 

2 
UJ 400-
< 

J 
. 

T! 

• 
! 

1(V r*, 
i 4 1 1 lirw 

7 
1 ! i 

i 
1 

: 
i : 

i J L 
I i fi 1 

f u - j 
i 

i 
A 
J r- • - 1 - 1 -1—1 1 r —r— 

2.500 

J 2.000 
3: < 
ct 
x 1.500 

I 
o 
5 

1/1/76 1/1/78 1/1/80 1/1/32 1/1/84 1/1/86 1/1/88 1/1/90 1/1/92 1/1/94 1/1/96 1/1/98 

CUMULATIVE INJECTION-TO-WITHDRAWAL RATIO 

1.000 

0.500 
2 

3 
0.000 i 1 1 1 1 1 1 1 1 1 I r 

1/1/76 1/1/78 1/1/80 1/1/82 1/1/84 1/1/86 1/1/88 1/1/90 1/1/92 1/1/94 1/1/96 1/1/98 

2,500,000 CUM WATER INJECTION (BW) VS. TOTAL FLUID WITHDRAWN (BF) 

2,000,000 

§ 1,500,000 

2 
1,000,000 

2 500,000 

n 1 r . . . . 
1/76 1/1/78 1/1/80 1/1/82 1/1/84 1/1/86 1/1/88 1/1/90 1/1/92 1/1/94 1/1/96 1/1/98 



I 20,1 

5 15,1 

I 10,1 

Fi 5,i 

-10,< 

MLMU # 169 
80-ACRE INJECTION PATTERN 

MYERS LANGLIE MATTIX UNIT 
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OPERATOR: OXY USA, INC. 
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