DOYLE HARTMAN
Oil Operator
3811 TURTLE CREEK BLVD., SUITE 200
DALLAS, TEXAS 75218

(214) 520-1800
(214) 520-0811 FAX

Via Certified Mail, Return Receipt Requested

June 3, 1997

OXY USA, Inc.
P.O. Box 50250
Midland, Texas 79710

Attn: Donald Romine, V.P. Western Region
Robert Hunt, Asset Team Leader
T. Kent Wooley, Senior Landman

Re:  Hearing Concerning OXY USA, Inc.’s Failure
to Honor the Non-Consent Provision Contained
in MLLMU Statutory Unitization Order No. R-6447

Gentlemen:

Reference is made to OXY USA, Inc.’s (OXY) Authority for Expenditure (AFE), Detail of
Estimated Cost, and AFE approval list (copies enclosed) pertaining to OXY’s substantial, costly and
unsuccessful 20-acre spacing Myers Langlie Mattix Unit (MLMU) infill drilling program, which
information was included as Exhibit No. 15 to OXY’s May 23, 1997 Motion to Dismiss pertaining
to our June 30, 1997 hearing before the New Mexico Oil Conservation Commission corresponding
to MLMU Statutory Unitization Order No. R-6447, dated August 27, 1980.

From a review of OXY’s herein-enclosed October 25, 1994 AFE approval list, the name of Doyle
Hartman is not recognized therein as a non-consent working interest owner. However, on August
19, 1994, Ms. Carol Farmer, of our office, by telephone, informed Mr. Jerry Crew, of OXY’s Tulsa
office, of our non-consent position as to OXY’s substantial 20-acre spacing MLMU infill drilling
program, as is evidenced by the following documents enclosed herewith:

1. Telephone log and telephone bills documenting August 19, 1994 telephone
communications between Ms. Carol Farmer and Mr. Jerry Crew.
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2. OXY’s August 19, 1994 letter, from Mr. Crew to Ms. Farmer, verifying that Ms. Farmer
clearly did discuss with Mr. Crew our decision to go non-consent with regard to OXY’s
proposed MLMU redevelopment program.

3. Copy of OXY’s June and July, 1994 Joint Interest Billing Statements to Doyle Hartman
containing an August 19, 1994 handwritten note, by Carol Farmer, stating “...pay all
except MLMU”.

Moreover, in addition to the foregoing, by follow-up letters to OXY dated August 23, 1994 and
August 24, 1994, we again informed OXY of our opposition to OXY’s proposed redevelopment of
the MLMU, with our August 24, 1994 letter to OXY stating:

...More than one year has transpired since we first informed Oxy of our desire
not to participate in substantial new Myers Langlie Mattix Unit development
drilling...

Notwithstanding our notices to OXY in 1993 and 1994, by means of our letters of June 11, 1991 and
September 17, 1991, Texaco, Inc. (OXY’s predecessor-in-interest), along with all other
MILMU working interest owners, was also previously put on notice of our opposition to a large-scale
redevelopment of the MLLMU. For example, in our letter to Texaco, Inc. (Texaco) of June 11, 1991,
we stated:

...Any change in such development plan must be approved by these regulatory bodies
as well as the working interest owners of the unit...

...Nevertheless, to date, the extremely high cost and economically questionable
redevelopment plan has not been submitted by Texaco to, nor formally approved by,

the working interest owners of the unit, or by the appropriate regulatory agencies,
which we believe to be in obvious violation of the provisions of the Unit Agreement,
the Statutory Unitization Act of the State of New Mexico and the Statutes of the
Code of Federal Regulations governing the unit (emphasis added)...

In our letter to Texaco of September 17, 1991, our position was again made clear when we stated:
...For the obvious financial reasons previously discussed above, we have no

intention of voluntarily participating in the new unit development plan being
promoted by Sirgo and Texaco...
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As a result of Statutory Unitization Order No. R-6447, which order created a new statutory unit
covering 9326.56 acres situated in T-23-S and T-24-S, R-36-E and R-37-E, Lea County, New
Mexico, all MLMU working interest owners, by virtue of (1) Commission Order No. R-6447 and
(2) the amended and modified MLLMU Unit Operating Agreement approved by Commission Order
No. R-6447, were provided with the right to go non-consent as to newly proposed
MLMU expenditures. However, as is demonstrated by OXY’s herein-enclosed AFE approval list
dated October 25, 1994, as well as OXY’s letter to us of August 19, 1994, OXY has violated its
fiduciary and legal duty to MLMU interest owners by failing to recognize the right of
MLMU working interest owners to go non-consent, if such owners so elect. Consequently, OXY has
a duty to immediately refund any and all applicable monies to those MLLMU working interest owners
that have, to date, been coerced into paying for OXY’s ill-conceived redevelopment plan as a result
of OXY’s improper misrepresentations that “...there is no non-consent provision for this unit...”.

In that certain January, 1997 paper by Mr. William F. Carr (copy enclosed) entitled Pooling and
Unitization in New Mexico — The Role of the Qil Conservation Division, Mr. Carr (one of OXY’s
two regulatory attorneys) recently stated to the Rocky Mountain Mineral Law Foundation the
following concerning provisions required by New Mexico statute to be contained in New Mexico
statutory unitization orders:

... The statutory unitization order will contain a legal description of the unit area
including the vertical limits of the unitized interval and a description of the nature of
the operations contemplated thereon. The order will also contain provisions which:
(1) allocate unit production to the separate tracts therein; (2) provide for credits and
charges for wells and other material and equipment contributed to the unit; (3) govern
how the working interest costs for unit operations will be charged and paid; and (4)
provide for carrying certain working interest owners on a limited. carried or net
profits basis, payable out of production. The order also designates the unit operator,
sets forth the working interest voting procedures, sets the time for unit operations to
commence and terminate, and contains such other provisions as are appropriate for
carrying on unit operations. NMSA 1978, § 70-7-7 (emphasis added)...

From a review of Commission Order No. R-6447, it can be ascertained that Commission Order No.
R-6447 clearly does provide:

...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 which
are just and reasonable, and which allow an appropriate charge for interest for such
service payable out of production, upon such terms and conditions determined by the
Commission to be just and reasonable, and allowing an appropriate charge for
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interest for such service payable out of such owner’s share of production, providing
that any nonconsenting working interest owner being so carried shall be deemed to
have relinquished to the Unit Operator all of his operating rights and working
interests in and to the unit until his share of the costs, service charge, and interest are
repaid to the Unit Operator;...

However, to date, OXY has improperly refused to recognize the indisputable “non-consent”
provision contained in Commission Order No. R-6447 and, as a result, has improperly denied
MLMU interest owners an important contractual and statutory right. Now OXY is exerting all
possible pressure in an attempt to prevent its violation of Order R-6447 from going before the
Commission, despite the fact that the Commission, in Order R-6447, clearly “...retained jurisdiction
of this cause...for the entry of such further orders as the Commission may deem necessary...”

Very truly yours,

DOYLE HARTMAN, Oil Operator

Do

Doyle Hartman

enclosures

rep/hr

wpdocs\corresp.dh\mimu.5

cc: William J. LeMay, Director David R. Catanach, Engineer
New Mexico Oil Conservation Division New Mexico Oil Conservation Division
2040 S. Pacheco 2040 S. Pacheco
Santa Fe, NM 87505 Santa Fe, NM 87505
Rand Carroll, Division Attorney Ray B. Powell
New Mexico Qil Conservation Division Commissioner of Public Lands
2040 S. Pacheco New Mexico State Land Office
Santa Fe, NM 87505 310 Old Santa Fe Trail (87501)

P.O.Box 1148
Santa Fe, NM 87504-1148
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Jami Bailey, Director

0Oil/Gas and Minerals Division
New Mexico State Land Office
310 Old Santa Fe Trail (87501)
P.O. Box 1148

Santa Fe, NM 87504-1148

Pete Martinez

Oil/Gas and Minerals Division
New Mexico State Land Office
310 Old Santa Fe Trail (87501)
P.O. Box 1148

Santa Fe, NM 87504-1148

Armando Lopez

Asst. Dist. Manager, Minerals
United States Geological Survey
Bureau of Land Management
1717 W. Second

Roswell, NM 88201

Rocky Mountain Mineral Law Foundation
7039 East 18th Avenue
Denver, CO 80220-1826

Interstate Oil and Gas Compact Commission
900 NE 23rd Street
Oklahoma City, OK 73105-7937

Dr. Ray R. Irani, Chairman and CEO
Occidental Petroleum Corporation
10889 Wilshire Blvd.

Los Angeles, CA 90024

Dr. Dale R. Laurance

President and Senior Operating Officer
Occidental Petroleum Corporation
10889 Wilshire Bivd.

Los Angeles, CA 90024

Donald P. Debrier, Executive V.P. and
Senior General Counsel

Occidental Petroleum Corporation
10889 Wilshire Blvd.

Los Angeles, CA 90024

P.N. “Pat” McGee, Manager, Land
Western Region

OXY USA, Inc.

P.O. Box 50250

Midland, Texas 79710

Jerry Crew, Joint Interest Contracts
OXY USA, Inc.

P.O. Box 300

Tulsa, OK 74102

Scott E. Gengler, Petroleum Engineer
OXY USA, Inc.

P.O. Box 50250

Midland, Texas 79710

John Thoma, Financial Consultant
OXY USA, Inc.

P.O. Box 50250

Midland, Texas 79710

Tim Keys

OXY USA, Inc.

P.O. Box 50250
Midland, Texas 79710

Jim Maury, Finance
OXY USA, Inc.

P.O. Box 50250
Midland, Texas 79710
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Mike Gooding

OXY USA, Inc.

P.0O. Box 50250
Midland, Texas 79710

Armando Morales, Jr.
OXY USA, Inc.
P.O. Box 50250
Midland, Texas 79710

Carol Glass, Landman
OXY USA, Inc.
P.O. Box 50250
Midland, Texas 79710

Charles Pollard

Operations Engineering Supervisor

OXY USA, Inc.
P.O. Box 50250
Midland, Texas 79710

MIMU Working Interest Owners:

Ron J. King

Vice President Land
Collins & Ware

508 W. Wall, Suite 1200
Midland, TX 79701

Ann Clay Brown
1541 Princeton Dr.
Corsicana, TX 75110

James C. Brown
P.O. Box 10621
Midland, TX 79702

Joan M. Clay
26242 Via Mistral
San Juan Capistrano, CA 92675-4452

Susan Marie Clay Maier
2547 Stadium Drive
Ft. Worth, TX 76109

CME Oil & Gas, Inc.
P.O. Box 10621
Midland, TX 79702

Thomas J. Erling
742 N. E. 20th Lane
Boynton Beach, FL 33435

F. Duane Lortscher
12151 Cattle King Dr.
Bakersfield, CA 93306

Weslynn McCallister
6929 N. Hayden Road C4 #229
Scottsdale, AZ 85250

Arlene S. Anthony
450 Elm Street
Glenview, IL 60025

Charles H. Brown, Jr.
1541 Princeton Dr.
Corsicana, TX 75110

James E. Burr
P.O. Box 8050
Midland, TX 79708-8050
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John W. Clay Il
2624 Putnam
Ft. Worth, TX 76112

Adele Combs Clough
6926 Midbury Drive
Dallas, TX 75230

Margaret Couch Trust
James C. Brown, Trustee
P.O. Box 10621
Midland, TX 79702

Mary Ellen Gilbert
2808 O’Dell Court North
Grapevine, TX 76015

Ron Crosby

Brooks Purnell, Vice President
Headington Minerals Inc.

7557 Rambler Road South, #1150
Dallas, TX 75231

John D. Lortscher
661 San Mario Dr.
Solana Beach, CA 92075

Larry A. Nermyr
HC-57

Box 4106

Sidney, MT 59270

Margie P. Bentley Estate

Paul Midkiff, Trustee, TX1-1263
Bank One Texas

P.O. Box 2605

Ft. Worth, TX 76113

Elizabeth Ann Brown
449 Acequia Madre Street
Santa Fe, NM 87501-2802

Jennifer Ann Cather
6343 Edloe
Houston, TX 77005

Rufus Clay, Jr. Trust
James C. Brown, Trustee
P.O. Box 10621
Midland, TX 79702

Michael Clough
7717 Meadowhaven Drive
Dallas, TX 75240-8105

James A. Davidson
214 W. Texas, Suite 710
Midland, TX 79701

Nancy Lee Harrison
3001 Maple Ave.
Waco, TX 76707

Lamar Hunt

c/o Petroleum Financial
1025 Ft. Worth Club Bldg.
306 West 7th Street

Ft. Worth, TX 76102

R.A. Lowery, Production Manager
Maralo, Inc.

P.O. Box 832

Midland, TX 79702

Evelyn Clay O’Hara Trust
5608 Westcreek Dr.
Fort Worth, TX 76133-2245
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P.C. Limited
P.O.Box 911
Breckenridge, TX 76024

The Honorable Robert C. Scott
2400 NE 26th Avenue (33305)
P.O. Box 24226

Ft. Lauderdale, FL 33307

Marilyn L. Tarlton
561 Orange Avenue
Los Altos, CA 94022

Edythe Clay Prikryl
5403 Ceran
Arlington, TX 76016

Louise Summers

L. Summers Oil Company
P.O. Box 278

Hobbs, NM 88241-0278

Christen Leigh Schutte
2624 Putnam Street
Ft. Worth, TX 76112-5034

Ruth Sutton
2826 Moss
Midland, TX 79705

G.A. Baber

Bovina Ltd. Liability Co.
P.O.Box 1172

Hobbs, NM 88241

Thomas J. Erling
742 NE 20th Lane
Boynton Beach, FL 33435

Cross Timbers Oil Company
810 Houston Street, Suite 2000
Ft. Worth, TX 76102-6298

Jerry Brannon

Davoil, Inc.

P.O. Box 122269

Ft. Worth, TX 76121-2269

Parker & Parsley
Development Partner, L.P.
P.O. Box 3178

Midland, TX 79702

Joint Interest Manager
American Exploration Co.
1331 Lamar, Suite 900
Houston, TX 77010

LTV Energy Productions Company
c/o Continental-EMSCO

P.O. Box 930

Kilgore, TX 75662

T.J. and Mary Ray Sivley
Katherine E. Rugen, Trustee
Sunwest Bank of Albuquerque
P.O. Box 26900

Albuquerque, NM 87125-6900

J.T. Hampton

Great Western Drilling Co.
P.O. Box 1659

Midland, Texas 79702

Primary Fuels, Inc.
P.O. Box 201682
Houston, TX 77216-1682
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Dimitri Mataragas
14114 Dallas Parkway, Suite 435
Dallas, TX 75240

Continental-EMSCO Company
P.O. Box 930
Kilgore, TX 75662

Crown Central Petroleum Corporation
One North Charles

Box 1168

Baltimore, MD 21203

Management Trust Company 8057-06
P.O. Box 10621
Midland, TX 79702

Samedan Oil Corporation
P.O. Box 909
Ardmore, OK 73402

DOYLE HARTMAN, Oil Operator
(Midland)

Don Mashbum

Steve Hartman

Linda Land

Cindy Brooks

Sheila Potts
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oxy AUTHORITY FOR EXPENDITURE

Hy:rs Lang’He Hattix Unit
i ot Waterflood Pilot

[} Descrlptior
i Pudnonhlpl'undlnp Jnd'd
i Loclﬁon "

'n

1 PF, WLoc Codo:
' Legse/Plant CC No:
CoJOiv No: kY.
Sec Rao Proj. No: 0490
Oftshore Zone:

B It is proposed to install a 40 acre fivespot waterflood pilot project

Q3 on the Myers Langlie Mattix Unit. The Myers Langlie Mattix Unit is

& currantly producing on an 80 acre fivespot waterfiood pattern. Due to

M poor sweep efficiencies and lateral discontinuity, 1t is believed that
a high amount of mobile o1l saturation is recoverable by reducing the

I 80 acre fivespot waterflood to a 40 acre fivespot waterflood. To help
quantify the amount of mobile oil saturation that is recoverable by the

& 40 acre fivespot waterflood pattern, it is proposed to drill and equip
18 produters, convert 16 wells to water injection, and replace the

# injection tubing in three current water injection wells

3 The recovery of 1,606,000 barrels of incremental reserves from the

B Payout period is 3.0 years.

% Estimated Coat Detalt Labor

Materisls Incidentsis Totad
Gross Cost 1,852,250 3,222,400 5,074,650
Net Cost® 80.68350 % W.1. 1,494,468 2,599,958 4,094,426

% PARTNER APPROVAL:

COMPANY:

Prepared By: Scott E. Gengler Tate: 11-MAR-94
Phone #: 915-685-5825

April 28, 1994
Dear Working Interest Qwners:

This AFE recommends performing work on our jointly owned property.
The estimates shown on this AFE are based on current costs for

materials and services and the actual charges may vary from these
estimates.

If the work performed meets with your approval, plaase sign on the
"Partner Approval® line and return this AFE to OXY USA INC.,
Attn: Armando Morales Jr., P.0. BOX 50250, Midland, Texas 79710,

PHONE (915) 685-571€ FAX (915) 685-5754
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Detail of Estimated Cost

TECH SERVICES TEAM

Reg AFE No 5518
Assel name Myers Langlie Mattix Unit I
Activity Install 40 Acre Five Spot Waterflood Pilot Nl
T Laborand | |
S - Desceription Materia! Inci. . Total
MLMU #72 Convert to Water Injection 12,650 17,000 .. - 29,650
MLMU #94 Convert to Water Injection 18,400 18,500 - - 36,900
MLMU #86 Convert to Water Injection 18,500 17.000{- - - 35500
MLMU #97 Replace Injection Tubing 14,100 16,500{: 30,600
MLMU #98 Convert to Water Injection 18,500 17,000| . ", 35500
MLMU #99 Deepen, Run Liner, and Replace Inj Tbg 44,500 36,500 ° 81,000
MLMU #106 Convert to Water Injection 12,900 17,000} - -29.900
MLMU #133 Convert to Water Injection 18,650 17,0001 -~ 35650
MLMU #134 Reenter and Complets As A Wir Inj Well 19,000 23,000f: . 42,000
MLMU #135 Convert to Water Injection i 12,700 17,000} " ... 28,700
MLMU #137 Convaert to Water injection 1 12,500 17,000} - - 29.500
MLMU #141 Convert to Water Injection : 12,450 17,000 29,450
. MLMU #143 Convert 1o Water injection 12,250 17.0000 0 29250
MLMU # 170 Convert to Water Injection 12.250 17,000}.  -29.250]
MLMU #176 Convert to Water Injection 12.750 17.000("- " '"29.750
MLMU #177 Replace Injection Tubing 14,100 16,500 .~ .°30,600
- MLMU #178 Convert to Water Injection 12,350 17,000} i 29,350
MLMU #251 Convert 1o Water Injection f 18,600 17,000]. ~ 35,600
. MLMU #252 Convert to Water Injection 18,800 17,000]: " = 85,800
» MLMU #258 Drill and Equip Producer 78,700 137,700 | 52167400
~ MLMU #259 Drill and Equip Producer 78.700 137,700} 216,400
+ MUMU #260 Drill and Equip Producer 78,700 137.700 216,400
MLMU #261 Drill and Equip Producer 78,700 137.700| 216,400
MLMU #262 Drill and Equip Producer 79,15C 138,150 . 217,300
MLMU #263 Drill and Equip Producer , 79,150 138,150 ' . 217.300
MLMU #264 Drill and Equip Producer i 79,150 138,150} - = 217,300
MLMU #265 Drill and Equip Producer : 78,700 ; 137,700} .- . 216,400
MLMU #266 Drill and Equip Producer 79.150 138,150 :217,300
MLMU #267 Drill and Equip Producer : 44,000 138,600 182,600
MLMU #268 Drill and Equip Producer ' 44,000 139,600!.  182,600!
MLMU #269 Drill snd Equip Producer i 78,700 137,700 . +:::216,400
MLMU #270 Drill and Equip Producer —“ 44,000 138,600} 182,600
.- Gross Expense Cost 1 R
“Net Expense Cost i
L Working Interest " ] o.806839]
Préeparod by | Scott E. Gengler Date .~ |Mar-11-94
. Phone 915-685~-5825

@u2u
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Lease/Facility: M;/é?s NLE /%?/Z’X/
Proposed Work: @tzf 2 f 7412194 A//—’ e
Required Approval: 55/ -

OXY USA Inc.'s Interestt Bo£8372

Add1 LOBLZEL o
B0 87R05 3
D Y. 3
B IS -y
8096 75C 3
- Bl/778/ 3
F8oxks5z 8
l .
R |
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From: Tim Keys 10/25/94 2:32PM

To: Jim Maury, Mike Gooding

Subject: MYERS LANGLIE MATTIX UNIT

------------------------------- Message Contentg ~-<---weeerercrmeeerccrcoccrom---
TO DATE, THIRTEEN WIO'S FOR A TOTAL OF .8805652 HAVE APPROVED THE
INSTALLATION OF THE 40 ACRE FIVE SPOT WATERFLOOD PILOT FOR THE SUBJECT

UNIT:
WIOo INTEREST
OXY USA INC. .8068390
LOWE PARTNERS . ?
SAMPSON RESOURCES .0010297
AMERADA HESS .0638753
MARALO INC. .0059616
JAMES A. DAVIDSON .0013410
JAMES E. BURR .0000838
MICHAEL CLOUGH .0000022
CHARLES H. BROWN JR. .0000071
ANN CLAY BROWN .0000072
P.C. LIMITED .0014039
NANCY HARRISON .0000071
[ MARY ELLEN GILBERT .0000071
LAMAR HKUNT ELECTED NON-CONSENT#*
HEADINGTON MINERALS ELECTED NON-CONSENT #

* THERE IS NO NON~CONSENT PROVISION FOR THIS UNIT.
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e harer A et

{0'0 Lo 0091-0%S ¥l Xl synvo ] WY L):0) y6/2l/%0 : [T} $°9 *ShY-S¥L 9089 XL %2089 0 Wy 20:01 ¥6/CL/90
86°0 s ¥L6Z-TST 900 X1 STV 0 WY 0):01 ¥6/LL/%0 | 5°c 0Ll 109€-5Z9 Si6 X1 NYH3102 0 WY 9C:60 ¥6/€L7%0
65°0 v SUIL-S6C 0§ WA re g WY 3v:w0o  ¥6/27/80 o $0 SYEP-¥SL SIE XL SNILNIN WY ¥CIE0  ¥6/CL/W0
i3 € L9LE-SBE SOS WM wr 0 WY BZ:00  ¥6/LT/00 1o $°0 1199-9E€C L18 X1 HLNON 1v0J 0 WY CCI60  ¥6/CL/¥0
1s'0 T°0) L8CL-€6C SOS HN SBE0MH [ ] Hd LT:00 ¥6/61/%0 59°0 bt yoVZ-68L 909 X1 ¥I088M) 0 WY 6Z:60 v6/€Ct/580
62°0 [ 34 Y0L0-LL0 (1L X1 NOLSNON q Hd 20:%0 ¥6/61/%0 o 90 00SL-961 30¢ X1 %30830) [ WY ¥Z:60 ¥6/€L/80
0%'0 09 rrs-19c Sis 1 41 ¥$5300 [} Hd 6S:¢0 »6/61/80 05°0 £t NM NOLDNIMAY S 3 Hd O):s0 ¥6/TL/90
ri'o | ) 00yl -L(8 CIL 43 NOLSNOH qa Hd L¥:EO ¥6/61/80 or'o " 1] 3311Y 3 Hé L0'§0 v6/TL/90
8\ | A1) 1124 30 [1 K194 X1 SIHS INVHD (4 HWd S0:€0 ¥6/61/90 00 5'0 0LTT-¥EE 50§ KN J311v 3 Hé 30:$0 v6/TL/90
00°2 oot ISYT-cLy 1S Xl NiLsny a Hé 00:C0 r6/61/80 [} 4L 1 ad] PIEE-WLP £IL X1 1NI04SNIYY [ Hd Oviy0 ¥E/LT/%0
[ 2 A v oorl-1L9 €L X1 NO1SNON a e LE:ZO ¥6/61/00 8c’0 L M) 1004-8L0 E0L XL ANIO4SNIND ] Hd LEiv0 ¥8/iL/00
Y00 Lo 4506-68L €OC 03 GOOMITONI L} Kd S¥:10 ¥6/61/90 1o $°0 tove-vis €1t X1 LNIOJSNIYD L] Hd 3Civ0 ¥6/LT/00
¥l°0 9y 9506-66L (OC 0J GQOOM3TON3I [} Hd €E€°10 ¥6/61/90 gc’o i 0R66-L20 KT Xl Yo 2 Hé 11:y0 y6/TT/%0
900 Tt {C16-66L EOC 03 GO0O0XIT9N] 0 R4 92:10 ¥6/61/90 tL-o 3°0 1606-2¥6 S16 X1 OTI9NY N¥S$ g Nd 90:t0 »6/TT/%0
ol'o 6'1 §8SC-56€ $0§ ] we [} Hd €210 ¥6/61/90 s'c 891 olCS-¥5L SIS XL SYIININ ] Hé 01:20 ¥6/LT/%0
81°0 e 0196-06L fOC 03 000%319N) a Hd 11110 ¥6/761 /90 [ (3 4 9Z¥6-19¢ Si5 X1 ¥$$300 ] e L5:10 y6/tt/80
10°0 1o oo¥l-LLY TIL 1 93 NOLSNOH ] Hd ¥¥ILH »6/61/00 &l'0 60 66L5-%3C SIS X1 vs$3do a Rd ¥5°10 y6/TT/00
L0 9L yeCE-rsy S X1 NI1Sny 0 R L0:) ¥E/61/80 et [ TYEC-hL® CiL X1 ANIOdSNIWD g HY ¥itiL ¥6/2L/90
$0°0 [ $S5C-S6E SOS HN e [} WY (¥ ¥6/61/90 61°0 &0 06£9-0LS ¥IT X1 SYI11v0 @ WY ¥0: 18 ré/te/90
50°0 $°0 9965-v€9 09 X1 0ZN3N0Y [ WY O1:11 ¥6/61/90 0t L'y SEIZ-1Ty tOC 0) YOVAYY [] WY pT:0L Y6/T0/%0
N 6L°0 6t 1956-2£€ SI6 X1 v$$300 [} WY 1011} ¥6/61/90 "Wwo [ 665L5-99¢ Si6 X1 ¥$5300 [ WY $T:90 ¥6/LL/90
! fo'o $°0 $§5C-S6C 0§ HN ve [} HY Ty:iol ¥6/61/90 {0°0 50 LIvL-L$¢ €04 YA YNNIIA N HY £1:180 ¥6/12/9%0
§0°0 §°0 YLST-CST %00 X1 $1ve [} WY LZ:01 v6/61/90 §0°0 §°0 T991-1LY TS XL NLisny 3 He L1730 ¥6/61/%0
v0°'0 90 tTIo-15r ok 03 01314W00u8 0 WY £1:01 ¥6/61/90 "0 i TI6Y-L5L 0T 30 NOLUNJNSYM 3 Wé 96:¢0 v6/61 /%0
! H i §0°0 $°0 Is6r-L6L 0L 33 NOIONINSYN 3 Hé 9§:50 r6/61 /90
i vow' L'l 0 Z-19§ %0 vsant WY £5:60 r6/61/90 60°'0 $°0 T96¥-L6L IO 30 NOLUNIHSYM 3 Hd ¥5:%0 »6/61/%80
i5°'0 * Y tTi0-1 5y to€ 03 03314H0QH0 [] WY GE:80 ¥6/61/%0 | 6s'0 [ T96r-L6L 0T 0 NOLYNIRSYN 3 Hd 3T %0 ¥6/61/%0
{£°Q | ] : | 6%'0 (4 LYRY LR LU IR NUIONTHSYN 3 He Tiis0 ¥6/61/00
L] 4 VST g} Yo v¥sint [ Wy 1E:s0 ¥6/61/80 W it o't (LAl Bl A0 8 e kN e a Hé Vg0 ¥6/61 /%0
r1°o [ A} ¥ L6 Sl B IOl il $I v 0 WY TL:60 b6/6l /%0 | o $'0 OF 6 $=iiZ00l0 SmmmnA8- VIANIG [ Hé $5:20 *8/61/%0
1972 [ 3 14 QoYi - YT X1 NOLSNOH Q WY 30:60 ¥6/61/90 | ¥$°'C [ 38 1 | 23 X1 wiisnv g e ¥0:20 ¥6/61/%0
i L LALS Y41/ o) ¢ o $1IvY 0 WY TS:90  ¥G/61/90 1o 50 ) 00W319N) 0 M4 LSTI0 ¥6/81/%0
ts'0 €01 L9CC - SRRkl S HN e [} HY 6¥:%0 ¥§/61/90 i \t'o o'l 00 $ L ~ $6LanlbiO Qs X | nosan a WY T0:1y ¥§/61 /%0
8070 (3 L9€E-56C SO§ HN e q WY 6L 90 ¥6/61/90 . "o (34 CILs-0tL sor %0 ANVH130 0 WY o »6/61/%0
. 0°0 ro LICC-SGC 505 WA e 0 WY BZ:80  ¥6/61/90 ¥9°0 $°0 TIZTL-555 SOS 1ssy ¥1o 0 WY LEiOL v6/61/90
§7°) [ 3874 $8IL-66C $0S HN we [] WY EL:%0 ¥6/81/90 ’ [T . $°Q n 0Q8L-0T5 PiZ X1 SY1I¥Q Q@ WY L1:01 ¥§/61 /90
80°0 o 0Z00-CEL 12 X1 VINNIY [} Hd 62:v0 v6/81/90 T2y 2iv A 0 £6Y2-1 [ A 1] ysini '] KY [0:Qf 1 1741V4 "0l
1o (34 0081 -0TS M X1 s¥Ivo [ Hd ¥5:¢€0 v6/81/90 tc o poubsn [ r.—.o 9OLL-195 916 N0 ¥$inl 0 WY S€:60 v6/61/7%0
el'r §2r oorl-1t9 tit  #4 NG1SDOW [} Hé 08 L0 ¥6/81/90 no.“_ ty:u.+¢\< $°0 1880-LL6 CLL Xt HOASNOK 3 Hd 80:90 6/91/%0
90°0 $°0 08L9-0ls Nt Xl sYYIve 0 Hd LT:to y&/91/90 . (1 ¢ 1 LLLE-TSE SI6 Xl v$$300 3 Hé 10:50 ¥6/91/%0
s0°0 50 06£3-01§ ML Xl $¥Y1vo [} Wd L1:€0 ¥6/81/80 (W] $'0 SILS-L9C 516 X1 ¥$$300 H Wé §5:%0 6/91/%0
60 5§°Q 06£8-0%5 N7 Xl sY1Ive 0 Hd 9150 ¥6/%1/90 0s°0 $°0 TITL-$5S ML 155Y ¥i0 1] Wé T1:v0 ¥6/91/%0
(1} A 8]} 0081 -0LS L Xl SY1ve [} Hé S0 €0 y6/81/%80 1o 50 (8T0-39€ Si6 X1 v$$3Q0 0 Hd $0:¢0 ¥6/91 /%0
1o [} 06L9-0ZS Wi X1 SY1vo ¢ Hd £0:€0 ¥6/91/90 15\ [ 383 9506-86L €OE 03 40ONIION] [} HY 8E°1) ¥6/91/%0
ivo (3 4 LegY-TSY C1 L 1 49 NOLSNOW [} He 1§°C0 r¥6/e1/00 i9°0 §'Z 05€8-075 »IZ X! sY1Ivo [ WY 3201 /081 /%80
§0°0 90 06E9-0T8 »IT Xl svlive Q Hd S¥:Z0 ¥6/91/80 - — Q 13 X ) i ‘ (WA e
S0°0 5°0 06€9-0Z5 MIZ I AT 0 W INIZO  ¥6/91/%0 g MALI e g "N J £raz-194 R1E 4 "
‘00 ‘o T380-1 59 (OV 4 OGNV TUO [} Hé CT:to ¥6/%1/¢0 oMY 0 AQ £687-19§ 918 ysin [} (147 v6/81 /90
io 6'L 0091-0%§ MiZ ) 81 sY1iva 0 Wd 0T 10 ¥6/81/%90 4°0 e L3vi-L8L €04 YA WNN31A 3 Hd 18:60 ¥6/LL /%0
0o $°0 799L-926 109 ] NOLN112 g Hé 6120 v6/91/%0 © 60°0 s0 L9vL-1SL tOL YA YHNIIA 3 Rd L1:60Q ye/L\ /00
60'0 $'0 0091 -0TS YT X3 1 AR ] Q Hé 61:20 v6/21/80 st°o §'t oré6-0zs O¢ 22 ¥3ANIO 3 W 1550 v8/141/%0
iLo LY 06£3-0%S V1T X SYYIve q Hd 81:T0 ¥6/91/90 st°o ¢t 1£85-Z6C $0S Wi SQBOH 3 Wd 30:%0 ¥6/LL /%0
te'o € 00re-1€C6 vl Xl WINNIN L} We LL:20 »6/81/90 ot'o €1 L9EL-S6C SOS KN we 3 Hé 200 ¥8/L0 /00
114814 s oor)-LLe CiL X4 NOLSNOH [} Hd £8:10 ¥6/91/90 $5°C Tl 9699-2LL SI6 X1 ¥5$300 ] Hd ¥Ty0 ¥8/L1/%0
Si' S L vLEZ-TST 9080 X1 S1IVY Q Hd 3L:10 ¥6/91/%90 [ ) $°0 yI1T-50€ ¥iT X1 NO1170MHYD 0 Hd 0Z:l0 ¥6/L1 /%0
8L°0 |24 L556-069 Si6 X1 IN3ITIBY [} Rd OL:10 6/81/90 [ 1} s 0L0L-589 30T L2 INA3 138 [} Hd S0:20 ¥6/LL /00
[ON] () TLLO-ETY OIT X1 N3IONTINVH q Hd T0:10 y6/01/90 1170 $°0 ToTy-¢6C $0S WN STA0N [} Nd £5°10 ¥§/Lt/%0
to'o to ooyi-Lis CIL ) 4 NOLSNOH ] Wé ST ¥6/81/80 110 $°0 LOTY-CeE SO WN SE0N [} Nd TS0 y§/40 /80
L0 LM 06T3-025 M1 XL SYIV0 [ Wd L0:T) ¥6/81/%0 $C°0 () L9CC-56E SO [} we ] Hé 0510 ¥e/4V /00
T1'o T 0081-0ZS VI 43 Y1 ve 0 WY %0:0¢ ¥6/81/90 1o $°0 SSSC-S6C 50§ NN we [ Rd §r:t0 ye/L1 /780
LROORY SILNNIN * ¥IBWNN 0l vy M 3lve 1RAOKY SIINNIN * VIBNAN 01 EIN ] ] INLL 3lvo
12433112 110 NYHINVH 31A00 Ll56y9 PLLLSENY TI0 NYHL¥YK 3IA00 LTISEYY
4] 39vd ¥Y6/T1/60 119 oy *6/L1 /%0
GNQILVYIINAMWOD GNOILYIINNMNOD

- 8dd'1 - Sdd

—_—
—————
————
e .
—

—————
—_—
—_——




oxXY
OXY USA INC.
) g

Box 300, Tulsa, OK 74102

August 19, 1994

Doyle Hartman

Attention Ms. Carol Farmer
P.O. Box 10426

Midland, TX 79702

Re: Myers Langlie Mattix Unit
7-3050700-6, Contract § 3730
Lea Co., NM

OXY USA Inc., - Oggga;o;

Dear Ms. Farmer:

This letter comes as a follow-up and confirmation of our phone call
earlier today. As we discussed, OXY is currently conducting
numerous capital improvement progects on the captioned unit. You
questloned what options Doyle Hartman has regarding participation
in these projects,

Under terms of the Unit Operating Agreement dated January 1, 1993,
working interest owners do not have a non-consent option for such
capital projects. Rather, the agreement provides the following:

1. Article 3.2.4 states that the operator must seek working
interest owner approval of any single expenditure in excess of
$15,000. OXY has done this through the AFE balloting process.

2. Article 4.3.2 defines "approval" as an affirmative vote of
three or more owners having a combined interest of at least
65%. Each AFE project currently being billed by OXY has
received such approval. Once approved, the financial
responsibility for such projects becomes the obligation of
each working interest owner, regardless of their vote.

3. Article 17 does provide that a working interest owner may
withdraw from the unit (and any future obligations) by
assigning its interest to the other working interest owners.
However, the assigning of interest does not relieve the owner
from any obligation incurred prior tc the date of execution
and delivery of the assignment.

. !
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To Doyle Hartman
August 19, 1994
Page 2 ...

For your convenience, I have attached copies of the Agreement
Articles I have referenced. I trust this wil1: address the
questions you have raised, but do not hesitate to contact me should

You have further questions,
Sincerely

Jder Crew
Joint Interest Contracts

JC/mw
Attachments

XC: Pat McGee, MID Land (w/attachment)
Jim Maury, MID Finance



jection or for other purposes.

3.2.4 Expenditures. The making of any single expenditure
{n excess of Fifteen Thousand Dollacrs ($15,000.00); provided that, approval
by Working Interesc Owners of the driiling, reworking, deepening, or
plugging back of any well shall tnclude approval of all necesssry ex-
pend{tures required therefor, snd for completing, testing, and equipping
the ssme, {ncluding necessary flow iines, separstors, and lease cankage.

3,2.5 Dispcaition of Unlt Equipmeut. The seiling or asther-

wise disposing of any mejor item of surplus Uni¢ equipmenc, Lf the cuz-

rent list price of new equipment similer thereto {s Three Thousand aﬁd
P{ve Hundred Dollara ($3,500.00) or more. :

3.2.6 Appearance Before a Court or Regulatory Agency. The

designating of a representat{ve toc appesar before any court or reguluéory
sgency {n mstters pertaining to Unit Operatfons; provided that, such;
dest{gnation shall not prevent sny Working laterest Owner at {rs own %x-
pense from appesring in person or from designating snother rcpruuunt}:ive
{g its own behalf, |
3.2.7 Audits. The auditing of the rccounts of Unit Ogeracor
perta(ning to uait operstions hereunder; provided ;hat, tne audits shall:
(a) not be conducted more than once esch year
except upon the resignetion or removal of
Unit Operator.
(b) be made at the expense of all Working la-
terest Owners other than the Working In-
Cerest Owner designated &s Unic Operacor;
and
(c) be made upon not less than thirty (30)
days' written notice to Unit Operstor.
3.2.8 Inventories. The tsking of periodic Lnventotrips

under the terms of Exhibic E.

3.2.9 Technical Services. The suthorizing of chltge% to
the joint sccount for services by consultants or Unit Operator's tlech-

nical personnel not covered by the overhead charges provided by Exhibit

E.
3.2.10 Assignments to Committees. The appointment +f coa- f}h
ni{ttees co study any prodblems {n connection with Unlt Operstions. U-
3.2.11 Removal of Uait Operator snd the Selectica of a
Successor. rAUGV - l_ L




3.2.12 Enlargement of the Unit Area.

3.2.13 Ad{justment and Readjustment of Investwents.

3.2.14 Termination of the Unit Agreement.

ARTICLE &

MANNER OF EXFRCISING SUPERVISION

4.1 Designation of Representatives, Each Working Interest

Oovmer shall ;n writing inform Unit Operator of the names and addresses
of the representative and alternate u&o are aythorized to Tepresent
and bi{nd such Working Interest Owner with respect to Unit Operaticns.
The representative or alternate may be changed from time to time by
vritten notice to Unit Operator,

4.2 Meetings, All meetings of the Working Interest Owners
shall be called by Un{t Operstor upon {ts own motion or at the request
of cne or more Working Interest Owners having a total Unit Participation
of not less than ten percent (10%). No meeting shall be called on less
than fourteen (14) days' advance written notice, with sgenda for the
meating attached. Working laterest Owners vho attend the meeting shall
not be prevented from amanding {tems {ncluded {n the agendsa or from
deciding the amended item or other items presented at the meeting. The
repressntative of Un{t Operator shall be chairman of each meeting.

4.3 Voting Procedure, Working Incerest Owners. shall decide

all natters coming before thew &s follows:

4.3.1 Voting Interest. Each Working Interest Owner zhall
have a voting interest equal to {its Unit Part{cipatfon in effect at the
time such vote {s taken.

4,3.,2 Vote Reguired. Except as may otherwise be provided
herein or {n the Unit Agreement, Working Interest Owners shall act upon
and determine all matters coming befote them by the affirmative vote of
three (3) or more Working lnterest Owners having a combined Voting
Interest of at least sixty-five percent (65%), provided that, should
any one Working Interest Owner own more than thirty-five perceat (35%)
Voting Interest, {ts negative vote or failure to vote shall not defeat
a motion &nd such motfon shall pass {f such motion {s approved by a
majority of the Voting Interest, and such affirmacive vote shall be

controlling on all parties.




spplicable stace laws, regulstions, and rulings now fn effect or herasfter
enacted that have an effect similar to che federal provisions referred
to herein.
ARTICLE 16
NOTICES
16.1 Notficea. All notices required hereunder shall be {n wvriting
and shall be deemed to have been properly served when seat by mail or
telegram to the address of the representative of each Working Interest
Ovner as furnished to Unit Oporltoﬁlin sccordance Qlth Section 4.1 hereof.

ARTICLE 17
WITHDRAWAL OF WORKING INTEREST OWNER

17.1 Withdreval. 1f any Working Interest Qwner oo desires, it
may withdraw from chi{s agreemant by conveying, asssigning and transferring,
without warranty of ticle either express or implied, to the other Working
Interest Ovmers who do not desire to withdraw hetefrom, &ll of the former's
right, title and interest in and to {ts lease or lesses or other operating
rights {n the Unit Area insofar as seid lease, leases or vights pertain
to the Unitized Formation, together with the withdrawing Working Interest
Ouner's {nterest in ell wells, pipe lines, casing, injection equipment,
faciliti{es and other personal property used {n conjunction with the develop-
nent snd operation of the Unit Ares; provided, however, that such transfer,
agssignment or conveyance shall not relieve said Working Interest Owmer
from any obligatfon-or liability {ncurred prior co the date of the execution
and delivery theareof. The {ntersst so transferred, assigned snd conveyed
shall be taken and owned by the other Working Interest Owners {n proporticn
to their respective Phase II Unit Parcf{c{pations, After the execution and
deli{very of such transfer, ssgignment or conveyance, the withdrawing Work-
{ng Interest Onwer shall be relieved from all further cbligstions and
liability hereunder and under the Unit Agreement. Thereupon, the right
of such Working Interest Osmer to any benefits subsequently accruing here-
under snd under the Unit Agreement shall cease; provided, that upon
delivery of said transfer, asss{gnment of coanveyance, the sssignses ({in
the rstio of the respective {nterests so acquired) shsll pay to the
assignor for tts interest {n all jointly ounéd equipment, casing and
octher personal property the fair ner salvage value thereof, less its

proportionate share of the costs of terminating the Unit, as same are

-21-



determined and fixed by Working Incerest Owners. This Section shall not

prevent a Working Interest Owner from assigning, conveying or othervise
cransferring {ts interest, {n whole or {n part, provided such assignment,
conveyeaace or cransfer is made subject to the terms of thiv agreement and
the Unit Agreement.

ARTICLE 18

CREATION OF NEW INTEREST

18.1 Creation of New lateresC. 1If any Working Interest Owner

shall, after executi{ng thi{s sgreement, create any overriding voyalty,
production payment, or other sim{lsr interest, hereafter referred to s
"new interest', out of {ts interest subject to this agreement, such new
tnterest shall be subject to all the terme and provisions of this agrees-
ment. In the event the Work{ng Interest Owner owning the intereac from
wvhich the new {nterest was crested withdrews from this sgreement under
the terms of Article 17, or fails to pay any expenses and coats chargesabdle
to 1t under this agreemeat and the production to the credit of such Work-
{ing Interest Owner is {nsufficient for that purpose, the owner of the new
interest will be liable for the pro rata portion of sll costs and expenses
for which the original Working Interest Qwaer creating such new {nterest
would have been liable by virtue of his ownership of the new interesc
had the same not been transferred. In this event, the lien provided {n
Sect{on 1l.5 may be enforced against such new interest. If the owner
of the new {nterest bears a portion of the costs and expenses or the same
{s enforcad against such new {nterest, the owner of the nev fnterest will
be subrogated to cthe rights of the Uni{t Operstor with respect to the in-
terest primari{ly chargeadble with such costs and expenses.

ARTICLE 19

ABANDONMENT OF WELLS

19.1 Rights of Former Owners. If Working Interest Owners decide

to absndon permaneatly any well withian the Unit Area prior tec termi{nation
of the Unit Agreement, Unit Operator shsll give written notice thereof to
the Working Interast Owners of the Tract on which the well {s located, snd
they shall have the option for & perfod of ninecy (90) days after the
sonding of such notice to aot{fy Unit Operator {n vriting of their election
to take over and own the well, Within ten (10) days sfter the Working
Interestc Owners of the Trect have notified Unit Qpecrator of ftheir election

to ctake over the well, they shall pay Unit Operator, for credit to the
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DOYLE HARTMAN
Oil Operator
3811 TURTLE CREEK BLVO.. SUTTE 730
DALLAS, TEXAS 75219

1214 $20-1800

[214) 520-0811 FAX

August 24, 1994

VIA FEDERAL EXPRESS
Mr. Charles Pollard
Operations Engineering Supervisor and
Mr. Scott Gengler
Oxy USA, Inc.
#6 Desta Drive, Suite 6002
Midland, TX 79705-5505

Gentlemen:

Reference is made to Oxy's proposed $7.36 million budget for
the Myers Langlie Mattix Unit for fiscal year 1995. Reference is
also made to our letter to Oxy of June 8, 1993 wherein we informed
Oxy that we were not agreeable to participating in a large
redevelopment of the Myers Langlie Mattix Unit arnd therefore
proposed to assign to Oxy Doyle Hartman, 0Oil Operator‘s 4.8691%
working interest in the Myers Langlie Mattix Unit, in exchange for
Oxy assigning to Doyle Hartman, 0Oil Operator its 160-acre Eumont
tract situated in the SW/4 Section 2, T-22-S, R-36-E.

More than one year has transpired since we first informed Oxy
of our desire not to participate in substantial new Myers Langlie
Mattix Unit development drilling. During the past twelve months,
our 4.8691% Myers Langlie Mattix Unit working interest has suffered
a net operating loss of $36,010.89 (7/93 - 6/94), and on a 100%
basis, the unit has suffered a net operating loss of $739,580.74
over the same time period.

Obviously, based on the financial performance of the Myers
Langlie Mattix Unit over the past twelve months, it is highly
questionable (under the terms of the Unit Agreement for the Myers
Langlie Mattix Unit) whether the Myers Langlie Mattix Unit is still
a viable secondary recovery unit, especially in consideration of
the fact that the o0il recovery to date from the Myers Langlie
Mattix Unit is nearing the total of primary plus secondary oil
reserves initially expected from the Myers Langlie Mattix Unit.



Mr. Charles Pollard
Operations Engineering Supervisor and
Mr. Scott Gengler
August 24, 1994
Page Two

The Myers Langlie Mattix Unit has been in existence for
approximately twenty years and was unitized for the purpose of
conducting secondary recovery operations that would have been
impractical without the formation of a waterflood unit. The unit
was not conceived of and formed for the purpose of recovering
substantial and previously undeveloped primary reserves. The
anticipated secondary oil reserves envisioned in the early 1970's
to be recoverable from the Myers Langlie Mattix Unit have now been
produced and the Hickman study of February 15, 1991 (commissioned
by Oxy's predecessor) justified an extensive new Myers Langlie
Mattix Unit development program based solely upon the recovery of

substantial and previously unanticipated and undeveloped primary
reserves.

The currently effective Myers Langlie Mattix Unit
participation factors were not approved for the purpose of
developing substantial and previously undeveloped primary reserves.
If substantial primary oil reserves still exist within the Myers
Langlie Mattix Unit, Doyle Hartman and James A. Davidson possibly
desire to develop their own primary reserves, or at least contend
that new and more equitable unit participation factors must be
accurately computed and approved by the proper regulatory
authorities and current working interest owners before any newly
proposed development work can proceed. It is mandatory that new
and equitable participation factors be utilized for developing any
substantial and previously unanticipated primary reserves with the
new participation factors being mathematically proportional to the
reserves underlying those leases from which any new primary
reserves are to be derived.

Consequently, it is the position of Hartman and Davidson that
Oxy most certainly has not taken the necessary step of computing
and obtaining approval for new and more equitable unitization
factors and without doubt does not possess the proper authority for
proceeding with its proposed development program. However, since
we would prefer not to interfere with Oxy’s future plans for the
Myers Langlie Mattix Unit, we respectfully suggest that both
parties sit down and work out a mutually agreeable exchange of
properties whereby Oxy can proceed with its desired plans for
infill drilling in the Myers Langlie Mattix Unit and Hartman and
Davidson can receive from Oxy an exchange property or properties
that we ourselves can develop.



Mr. Charles Pollard
Operations Engineering Supervisor and
Mr. Scott Gengler
August 24, 1994
Page Three

Since it is imperative that a resolution be immediately
reached corresponding to the future development of the Myers
Langlie Mattix Unit, we ask that you promptly make contact with
James A. Davidson (915-682-6482) about setting up a meeting to
initiate a mutual exchange of property.

Very truly yours,

DOYLE HART ., OIL OPERATOR

DopNat—

Doyle¥YHartman
DH/ao

Enclosures

cc:

VIA FACSIMILE: (915) 682-6504
Mr. James A. Davidson

214 W. Texas, Suite 710

P.0. Box 494

Midland, Texas 79702

Mr. Donald Romine

Vice President - Western Region
Oxy USA, Inc.

#6 Desta Drive, Suite 6002
Midland, TX 79705-5505

Mr. Robert Hunt

Operations Manager - Western Region
Oxy USA, Inc.

#6 Desta Drive, Suite 6002

Midland, TX 79705-5505

Mr. Tim A. Keys

OxXy USA, Inc.

#6 Desta Drive, Suite 6002
Midland, TX 79710



Mr. Charles Pollard
Operations Engineering Supervisor and
Mr. Scott Gengler
August 24, 1994
Page Four

Mr. John Thoma

Financial Consultant

Oxy USA, Inc.

#6 Desta Drive, Suite 6002
Midland, TX 79705-5505

Mr. Patrick N. McGee

Land Manager

Oxy USA, Inc.

#6 Desta Drive, Suite 6002
Midland, TX 79705-5505

Ms. Carol Glass

Landman

Oxy USA, Inc.

#6 Desta Drive, Suite 6002
Midland, TX 79705-5505

Mr. Don Mashburn

Ms. Carolyn Sebastian

Mr. Steven Hartman

Ms. Lisa Holderness

Doyle Hartman, 0il Operator
500 Main Street

Midland, TX 79701
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L ‘ 800« J1.
{rrigat ditch of & surface ovner, provided th, nothiag hercin f.iﬁ‘chf%Qﬁ

strued a3 leasing or othecvide conveying to Working lntcrcst Owncrs a s{te for

s water, gae injection, processing or-other plant or camp site. Wortking Inter-

est Ownars shall pay the ovner for damagus to growing craps, timber, fances,

{mprovements, and ‘stzuctures on the Unit Arra that resulc from Unlt Operations,

SECTION 14, TRACT PARTICIPATION. Participation af each Tract ts

shown {n Exhibit "C' end has been computed {n accordance ULth the following:

(a) .Phase ] Plrtlcigction. Phlll 1 begins the effcc:lve date hereot =

lnﬁ'cohtlnuel until the firat day of the month next folloving the dste that the
cumulative volume of ofl ;roduced after January 1, 1969, fron the Unitized -
rcfmutlon underlying a1l of the Tracts in the Unit Area totals 293,013 bnrz;lg.
The Trnct'rnrticiyltion of each Tr;ct during Phass 1, ehown on Exhib(t "C*, Ls
based upon the tollcwing forvula;:
tract Pnrtlclpation Pcrcentc;c
Phese 1 uquall .
100 i
ﬁhcrc:. “A" cquals total {ncome from oll and ginzﬁroduceq from such
Teact from the Unftized Formation durtng.the paricd Jaauary 1,
1968, through Decenber 31, 1968. '
"B gquals the sumacion of the total incose from oll and
gas ptoduce& from a1l quali{fied Tracte Croa the Unitised
Pormaticon dyring the poriod Januety t..1968. chreu;h
'n.cemb.r 31, 1968,
(b) Phass I1 Partie{pstion. Phase II shall begin tha -tlt;: dcy.of
the uonth next lollovtns the dntc on vhich the last of the 299,013 barrals
veferred to in (s) above {9 produced and shall continuc for the remainder of

the tetm of this agreenent. The Participation 6{ each Tract dutfang Phase 11,

“ehown on Exhibit "c",.1s besed ¢pon the following formla:

Tract !nitietétéion Percentage,
;h;ll'll aquals
L} ; plus IOAg plus § 5
Wheres Y2 cquals tha estimated quentity of ofl ultinatsly recoversble
- ftom the Unl:i:-d FPormation by primary tocerty operations

cradited to c;ch tt‘ct.

Hp" equals tha summation o! tho notln;tcd quantity of ofl

. .‘x.‘\u‘(‘l_:.;,{-.:‘.;:’ . r“& . ... & Lo e

ulttnatcly toeovctablo !ron the Unltised Formation by

c12.



300K 312 tiol J()b prti~ary néovcry oparations credited to sl) -ualiffied Tracte.

"G .aquals the cuauletive oil produced from the Unitized
Yormation undarlylog each Tract ae of July 1, 1966,

“H" equals the summation of the cumulative ofl produced
‘from the Un;tlnd Patmation underlytng all qualiffed -Tractx
as of July 1, 1966,

"I" equale the number of scres containad in cach Tract.

3" squals the sumation of tho number of nﬁ(:- contained

tn all qualified .Tracts,
1f "lees than all Tracts within the Unit Acres qualify for participation

hcraund;r as of ths alffective dats hareof, Unit Operator shall fi{le with the

sqpqrvlnét, the Corm{esfoner and the Cormiseion a schedule showing the qualt-

€ied Tracts ss of safld effective dats, vhich schodule shall be designated

‘Revised Exhibit C and considared for all purposes as a part of this sgreemant,

" 3aid revised Exhibit C shall set forth oppostte esch qual{fied Tract tho revieed

Tract Participation therefor which ehell be celeulated by veing the samec factars
and formuls vhich vere used o arrive st the Trsct Participstions set out !n.
Exhibit C attached hereto, but spplying the same only to tha qualifled Tracts,
Said revised Exhibit C, upon approval by the Supervisor snd the Commlestlaner,
shall supetseda, effective a1 of the offective date hereof, the Exhidit C
attached herato,

The Tract Participations shown on Exhibic C atesched hersto, or a2 may
be shown on the Ravised Exhibit C as above ptovide&, shall gevera tho allocation
of unl:izod substancos on and after the ofélctlve date of this Unlt Agreement, audl
until the tnct‘ Participatione ece revised pursnant to this agreement and such ro-
vised Tract Participations are approved by the Supervisor and the Commiugloner, |

(e) Within Sixey (60) daye alter the taqu(?euent- for commrncement
of Phasc 11 have been met, the Operator vill nocify the 6(1 and Cas Department
of the Nev Kexico State Land Office of euch conversion tn Phase I, {

BECTION 15. JTWACTR QUALYFPIED FOR PARTICIPATION. On and sfter the |
a!ice:tvs date hereolf, and untll expansion 89 provided f{n Section &4 hercof,
the tracts within th; Unit Ares vhich shall be ontitlsd to participation {as
étovtdcd in Bection 14, Tract Participation, hersof) {n the productian or
U5tttl¢d Substances shall be composed of the tkcctl shown on Exhibit A and

1tated {n Exhibic "8" which qualify se¢ follows:

1)
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FOREWORD

When the Interstate Oil Compact Commission was formed in 1935, it was for the
purpose of promoting the conservation of oil and gas and the prevention of physical waste.
Over the years, the Commission has taken every opportunity to fulfill this purpose.

One of the most important functions of the Interstate Oil Compact Commission is
the dissemination of information in the form of printed reports, pamphlets and books for
general distribution to state conservation agencies, the public and members of the industry,
This Legal Report of Oil and Gas Conservation Activities has long been recognized as an
outstanding vehicle for this purpose, as it provides a means of reporting legal activities
which have taken place throughout the United States and in Canada during the prior year.

This report for the year 1975 is the twenty-seventh annual issue. It includes articles
from thirty-one states and the Canadian provinces of Alberta and British Columbia. Some
states are not included in this publication, since those reporters stated that their states
had no significant legal activities dealing with oil and gas conservation during the year
1975 on which to report.

These annual Legal Reports are, in effect, supplements to the books, Conserva-~
tion of Qil and Gas - A Legal History, 1948, and Conservation of Qil and Gas - A Legal
History, 1948 - 1958. Both books were published by the Mineral Section of the American
Bar Association and are available from the office of the American Bar Association in
Chicago, Illinois.

The Interstate Oil Compact Commission is indebted to the various reporters who
have prepared the articles for this publication. Many of these reporters have served in
this capacity for many years. Each has performed this service willingly and without
remuneration.

Primary responsibility for obtaining the individual reports rests with the Legal
Committee of the Interstate Oil Compact Commission and its chairman, Judge Jim C.

Langdon of Texas. Editing and compilation is done in the Headquarters Office.

Additional copies are available upon request to the Headquarters Office to anyone
desiring them,

wW. TIMOTHY DOWD
Executive Director

June, 1976
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NEBRASKA

Legislative

The 1975 session of the Nebraska Unicameral Legislature considered only one bill which
involved oil and gas. This bill included oil well service contractors under a water well registration
bill. The bill was amended in Committee to exclude oil and gas, and was then killed.

Production

As of December, 1975, there were a total of 1,209 active oil and gas wells and 450 shut-in
wells. During 1975, Nebraska wells produced 6, 119,671 barrels of oil, 2,311,821 Mcf casinghead
gas and 1,572, 814 Mcf dry gas.

A total of 377 drilling permits were approved during the year in 23 of Nebraska's 93 counties.
At this time, there are 65 secondary recovery and pressure maintenance projects in operation.

Commission

During 1975, the Commission heard 31 cases at public hearing. Twenty-one matters in-
volved unorthodox locations; one was a ratable take; two involved commingling of production; two
revised the Rules and Regulations of the Commission; one reduced the conservation mill levy from
three to two mills; three involved unitization agreements and secondary recovery by waterflood,
two of which were involuntary unitization; and one sought permission to hold geological information
confidential for a period longer than twelve months.

Administrative

Reed Gilmore, Kimball, Nebraska; John A. Mason, Sidney, Nebraska; and Ray L. Smith,
Chappell, Nebraska, are members of the Nebraska Oil and Gas Conservation Commission. Mr.

Gilmore is presently serving as Chairman. Paul H. Roberts is Director and Jack T. Fish is
Administrative Assistant.

Reporter: Ray L. Smith, Member, Nebraska Oil and Gas Conservation Commission, Box 245,

Chappell, Nebraska 69129; Official Representative, Interstate Oil Compact Commis-
sion.

NEW MEXICO

Legislative

Energy Resources Act

In 1975, the New Mexico Legislature enacted Senate Bill 186 which created an Energy Re-
sources Board composed of the Governor's Energy Resources Administrator, the Commissioner of
Public Lands, the Director of the Bureau of Mines, the State Petroleum Engineer, the State Geolo-
gist, someone knowledgeable in nuclear, geothermal, solar or coal energy and a citizen who is not
directly involved in energy business.

This law changes the membership of the Oil Conservation Commission to the Commissioner
of Public Lands, the State Petroleum Engineer and the State Geologist. Under this act, the Director
of the OCC staff is the State Petroleurn Engineer, a new position replacing the present State Geolo-
gist. A new office of State Geologist is created and assigned responsibility for collecting geOlOSical
data on energy resources in New Mexico.

Although the Commission's jurisdiction is not changed, there are provisions for a new aPPeal

- 14 -



procedure in this law. Whenever two or more members of the Energy Resources Board believe a
decision of the Commission contravenes the statewide energy plan adopted by the Board or the pub-
lic interest, they may file a motion with the Board to call the decision before it. The Board may,

by a majority vote, adopt the motion and thereby call the Commission's decision, or any part there-
of, before it for review. The Board, after a de novo hearing, issues such orders as are appropriate
and the OCC must modify its orders to conform therewith.

The act increased the Oil Conservation Tax to eighteen one-hundredths of one percent of tax-
able value of sold products and extended its applicability to uranium, coal and geothermal resources.

Statutory Unitization Act

The Commission proposed the Statutory Unitization Act to the New Mexico Legislature and it
passed all committees and both houses with no dissenting votes. The Act is limited to secondary
and tertiary recovery operations and pressure maintenance projects. It provides that any working
interest owner may file an application for compulsory unitization. If all the prerequisites set out in
the statute are met by the applicant, the Commission is required to issue an order creating the unit
and providing for its unitized operation and management. The order does not become effective, how-
ever, until it has been ratified by those persons who will initially be required to pay at least 75 per-
cent of the costs of unit operations and by the owners of at least 75 percent of the production or pro-
ceeds thereof that will be credited to interests which are free of costs. If the persons owning the
required percentages of interest in the unit area do not approve the plan for unit operations within
six months, the unitization order ceases to be of further force or effect.

TACMER gy v T

<L

Geothermal Resources Conservation Act

In 1973 the Legislature conferred jurisdiction over geothermal resources on the Commis-
sion. Since this statute was legislation by reference and thereby unconstitutional, the Commission
prepared a comprehensive geothermal bill to correct this problem.

The geothermal statutes closely parallel New Mexico's oil and gas statutes and provide a
sound legal basis for this state's Geothermal Rules and Regulations which became effective on
October 1, 1974.

Qil and Gas Industry Study Interim Committee

The 1975 Legislature created an Oil and Gas Industry Study Interim Committee. Its duty is
to study New Mexico's oil and gas statutes, constitutional provisions, regulations, court decisions,
and the policies and valuations used by the oil and gas industry. The Committee is to make recom-
mendations to the Legislature on energy legislation.

Administrative

In October, the Commission entered Order No. R-5113 which amended Rules 104 B.I{a) and
104 C.1(a) to include the Wolfcamp formation under the standard 320-acre gas spacing and well
location requirements for Southeast New Mexico. These new spacing rules apply to development

wells for defined gas pools in the Wolfcamp formation which were created and defined after Novem-
ber 1, 1975.

In November, the Commission approved the application of Texas West Oil and Gas Corpora-
tion for compulsory pooling of a 320-acre tract located within the boundaries of the Bell Lake Unit.
Texas West had the operating rights to an undivided working interest which was not committed to the
unit and proposed to drill a well at an orthodox location for the development of this tract. Commis-
sion Order No. R-5039-B pooled the 320-acre spacing unit which included Texas West's 7/32 uncom-
mitted, undivided working interest and a 25/32 undivided working interest committed to the unit.

In 1975, 258 cases were docketed before the Commission or its examiners including the
first case for statutory unitization. The Commission issued 218 administrative orders.

- 15 -




Judicial

The Commission was involved in no major court activity during 1975.

Reporter: William F. Carr, General Counsel, Oil Conservation Commission, Box 2088,

Santa Fe, New Mexico 87501; Member, Legal Committee, Interstate Oil Compact
Commission.

NEW YORK
Legislative

Two amendments were proposed to the New York State Oil, Gas and Solution Mining Law
during the 1975 legislative session. Both would have extended regulatory authority into New York's
""old fields" (those discovered prior to October 1, 1963). One would have required a permit from
the Department of Environmental Conservation for all oil, gas or solution salt mining wells and the
second would require the filing of a well spacing plan for the development of old field areas. Al-

though neither proposal was acted upon, there is an automatic reintroduction provision for both bills
for 1976.

Administrative

The Department of Environmental Conservation conducted two public hearings concerning
spacing in Oriskany gas fields. Both were amendments to existing spacing orders and resulted in
minor adjustments in the location or size of existing spacing units.

Judicial

There was no activity in the New York State courts during 1975 regarding oil and gas conser-
vation matters.

Reporter: John J. Dragonetti, Chief, Bureau of Minerals, 50 Wolf Road, Albany, New York
12233; Associate Official Representative, Interstate Oil Compact Commission.

NORTH CAROLINA

Legislative

The 1975 session of the North Carolina General Assembly amended the Oil Pollution Control
Act of 1973 to provide for the permitting of oil terminal facilities. "Oil Terminal Facilities" are
defined to include all refineries, oil storage facilities, and oil transport or processing facilities that
have a capacity of 500 barrels or more. The Secretary of NER is responsible for developing rules,
regulations and administrative procedures concerning the sitting of oil terminal facilities.

Administrative
During the 1974-1975 fiscal year, the Petroleum Division issued one drilling permit for a
test well in Lee County, North Carolina. The well was drilled in the Deep River Triassic Basin and

represents the first oil and gas exploration attempt in the Triassic rocks of North Carolina. The
well was plugged and abandoned as a dry well on November 1, 1974.

No drilling permits were issued during the first half of the 1975-1976 fiscal year.

The rules and regulations pertaining to the plugging and capping of abandoned oil and gas

S 16 -
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Docket No. 24-8¢

Dockets Nos. 26-80 and 27-B0 are centatively set for Auguat 20 and September 3, 1980. Applications for
hearing must be filed ac lecast 22 days in advaace of hearing date.

DOCKET: COMMISSION HEARING ~ TUESDAY - AUCUST 5, 1980

OL[L CONSERVATION COMHISSION - 9 A.M. - ROOM 205
STATE LAND OFFICE BUILDINC, SANTA FE, NEW HEXICO

CASE 5848: (DE NOVO)

Application of Petroleum Development Corporation for pool contraction and creation, Lea County,
Mexico. Applicant, in che above-styled cause, seeks the contraction of the Querecho Plsins-Bone
Spring Pool to comprise the Upper Bone Spring formacion oaly, from 8390 feer to 8680 feer on che log
of ics McKay Wesc Federal Well No. L located in Unilc F of Section 34, Township 18 South, Range 32 .
East, and the creation of the Querecho Plains-Lover Bone Spring Pool to comprise said formacion from
8680 feet to the base of the Bone Spring underlying the NW/G of said Section J&.

New

Upon application of Pecroleum Development Corporation this case will be heard De Novo pursuant to
the provisions of Rule 1220,

Yuu may wish |to keep these forms in your filea for

emo C-132 and C-1J2-A.

CASE 6987: Applicarion of Cetty Oil Company for statutory unitization, Lea Councty, New Mexico.
- Applicant, ia the above-styled cause, seeks an arder unitizing, for the purpose of continued secon-
dary recovery operations, all mineral interests from 3 point 100 feet above the Sasz of che Seven
Rivers formation down to the base of Lhe Queen formation underlying the Myers Langlie Mactix Unic
U. Area, which encompasses 9360 acres, more or less, being all or porticns of the following lands in
C} Lez Councy, New Mexico: Sections 25 and 36, Township 23 South, Range 36 Easc; Sections 28 thry 36,

Township 23 South, Range 37 East; Sectioans 1l and 12, Tounship 24 South, Range 36 East; and Sectrions
/ 2 thru 11, Towmship 24 South, Range 37 East.
0.
C\ ~UV,,9 Among the matters to be considered at the hearing will be che necessity of unic operations; the
§7/ designation of a unit operator; tha determination of the horizoatal and vercical limicts of the
{P \ unit area; the decermination of a fair, reasonable, and equitable allocation of produccion and

costs of production, including capital investmenc, to sach of the various tracts in the unit arei;
the determination of credits and charges to be made among the various owners in the unit area ‘ou

their investment in vells and equipment; and such other matters 3as may be necessary and appropriace
for carrying on efficient unit operations, including, but not necessarily limiced to, unit voting

procedures, selection, removal, or sutstitution of unic operator, and ginme gf connegcement and
teroination of unit operations.

i

ctepraduction and use in filing for NGPA gase well price determinafions.

Enclosed with this docket is one copy cach of recently revieed F

A3 223222 e A F e a g s g2 L2 D et e 222222 P32 DT 222212 22T 2222 P2 2 ap e a2 s 2322 a it SRR T IIINL L ST TR

Docket No. 25-80

DOCKET: EXAMINER HEARIMNG - WEDNESDAY - AUGUST 6, 1980

9 AM. - OIL CONSERVATION DIVISION CONFERENCE ROOM,
STATE LAND OFFICE BULLDINC, SANTA FE, NEW MEXICO

The following cases vill be heard before Daniel S. Nutter, Examiner, or Richard L. Stamets, Alternate Examiner:

CASE 6988: In the matter of the hearing called by the Oil Conservation Division on its own motion to permic
Bennett Petroleum Corporation, The Travelers Indemnity Company, and all other interested patties to
appear and shov cause why the Phelps Dodge Well No. 2 in Unit J cf Section 4 and Wells MNos. 3 in Unic
P and 3Y in Unic I of Section 9, all in Township 28 North, Range 21 East, and No. S in Unit T of
Section 24, Township 28 North, Range 20 East, Colfax County, should not be plugged and abandoned in
accordance with a Division-approved plugging progran.

CASE 6989: Application of Read & Stevens, Inc. for a unit agreement, Eddy County, New Hexico. .
Applicant, in the above-styled cause, seeks approval for the Lancaster Spring Uait Area, comprising
960 acres, wore or less, of State, Federal, and fee lands in Township 22 South, Range 26 East.

CASE 6990: Application of Read & Stevens, Inc. for 3 unit agreement, Chaves County, Hew Mexico.
Applicant, in the above-styled cause, seeks approval for the North Haystack Unit Area, comorisiag
4800 acres, wore or less, of State, Federal, and fee lands in Tounship 5 Souch, Range 26 Easc.
CASE 6991: Application of Amoco Production Company for salt water disposal, Lea County, New Mexico.
Applicant, in the above-styled cause, secks authority to dispose of produced salt water into the
San Aadres formation in a 100 foot perforated incerval between 4400 feet and 4800 feet in its Sou:ln

Hobbs Unit Well No. 103 in Unict B of Scction 13, Towvmship 19 South, Range 38 Easc, Hobbs Grayburg-
San Andres Pool.
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OIL CONSERVATION COMMISSION
HEW MEYICO DEPARTMENT OF ENERGY AND MINERALS

APPLICATION OF GETTY OIL COMPANY

FOR APPROVAL OF STATUTORY UNITIZA- CASE [ G &>
TION, LEA COUNTY, NEW MEXICO =

APPLICATION

Comes now, GETTY OIL COMPANY, by and through its under-
signed attorneys and pursuant to the provisions of the Statutory
Unitization Act (Sections 70-7-1 through 70-7-21, N.M.S.A., 1978
Comp.) hereby applies to the New Mexico 0il Conservation Commis-
sion for an Order unitizing the Myers Langlie-Mattix Unit, Lea

County, New Mexico, and in support of its application states:

1. Getty 0il Company (Getty) is a Delaware corporation

authorized to transact business in the State of New Mexico,

and is engaged in the business of, among other things,

producing and selling oil and gas.

2. The Proposed Unit Area for which this application is
made consists of 9,360 acres, more or less, of Federal,
State and Fee land in Lea County, New Mexico, and is
more particularly described on Exhibit A attached hereto
and incorporated herein by reference. Getty proposes to
seek an order pursuant to the Statutory Unitization Act
providing for unitized management, operation and further
development of the Project Area. A plat of the Project
Area is attached hereto as Exhibit B and incorporated

herein by reference.

3. The vertical limits of the formation to be included

within the proposed unit area means that interval which




extends from a point 100 feet above the base of the Seven
Rivers formation to the base of the Queen formation; said
interval having been heretofore found to occur in the
Texas Pacific 0il Company's Blinebry "B" No. 3 well
(located 2310 feet from the west line and 330 feet from
the north line of Section 34, Township 23 South, Range 37
East, Lea County, New Mexico) at an indicated depth
interval of 3168 feet to 3570 feet, as recorded on the
Schlumberger Electrical log Run No. 1 taken December 26,
1952, said log Being méasurés'from a derrick floor eleva-

tion of 3300 feet above sea level.

4. The portion of the reservoir involved in this applica-

tion has been reasonably defined by development.

S. The type of operations being conducted in this unit

is secondary recovery by means of water flooding.

6. Attached to this application as Exhibit C and incor-
porated herein by reference is a copy of the proposed
plan of statutory unitization which Getty considers fair,

reasonable and equitable.

7. Attached to this application as Exhibit D and incor-
porated herein by reference is a copy of the proposed
operating plan covering the manner in which the unit will

be supervised and managed and costs allocated and paid.

8. Getty further states:
a. That the unitized management, operation and
further development of the portion of the Langlie-

Mattix pool which is the subject of this application




9.

is reasonably necessary in order to effeccively carry
on secondary recovery operations and to substantially
increase the ultimate recovery of oil from the unit-

ized portion thereof.

b. That unitized methods of operations applied to
the portion of the Langlie-Mattix pool which is the
subject of this application aré feasible, will prevent
waste and will result with reasonable probability in
the increased recovery of substantially more oil from
the unitized portionnzf the pool than would otherwise
be recovered.

c. That the estimated additional costs, if any, of
conducting such operations will not exceed the
estimated value of additional oil so recovered plus
reasonable profit.

d. That suchluﬁigfﬁation and #doption of+unitized
methods of operation will benefit the working interest
owners and the royalty owners of the oil and gas
rights within the portion of the pool directly
affected.

e. That Getty 0il Company, as operator, has made a
good faith effort to secure voluntary unitization
within the portion of the pool affected by this
application.

f. That the participation formula contained in the
unitization agreement allocates the produced and
saved unitized hydrocarbons to the separately owned
tracts in the unit area on a fair, reasonable and

equitable basis.

Approval of the statutory unitization of the Myers

Langlie-Mattix unit sought hereunder is in the interest




of conservation, the prevention of waste and the protec-

tion of correlative rights.

WHEREFORE, Getty 0il Company respectfully requests that
this application be set for hearing before the full Commission
at the earliest practicable date and that the Commission enter

its order granting this application.

CAMPBELL AND BLACK, P.A.

Respectfully submitted,

By
Wiiliam F. Ca
Attorneys for Applicant
Post Office Box 2208
Santa Fe, New Mexico 87501
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PROPOSED UNIT AREA
MYERS LANGLIE-MATTIX UNIT

LEA COUNTY, NEW MEXICO

TOWNSHIP 23 SOUTH, RANGE 36 EAST, N.M.P.M.

Section 25: N/2 NE/4, SE/4 NE/4, E/2 SW/4,
SW/4 SW/4, and SE/4

Section 36: N/2, SE/4, and E/2 SW/4

TOWNSHIP 23 SOUTH, RANGE 37 EAST, N.M.P.M.
Section 28: SW/4

Section 29: W/2, W/2 E/2, and E/2 SE/4
Section 30: N/2, SW/4, N/2 SE/4, and SW/4 SE/4
Section 31 through 33: All

Section 34: W/2

TOWNSHIP 24 SOUTH, RANGE 36 EAST, N.M.P.M.
Section 1: NE/4 NE/4
Section 12: s/2 N/2, M/2 S/2, and SE/4 SE/4

TOWNSHIP 24 SOUTH, RANGE 37 EAST, N.M.P.M.

Section 2: W/2 NE/4 and W/2

Section 3: NE/4, E/2 SE/4, and W/2 SW/4

Sections 4 and S5: All

Section 6: E/2, E/2 W/2, and NW/4 NW/{4

Section 7: N/2, SE/4, S/2 SW/4

Section 8: N/2, N/2 S/2, and SW/4 SW/4

Section 9: NW/4, N/2 SW/4, N/2 NE/4, SE/4 NE/4

Section 10: NW/4, W/2 NE/4, SE/4 NE/4, E/2
SW/4, and W/2 SE/4

Section 11: SW/4 NW/4

The "Unitized Formation" shall mean that subsurface
portion of the Proposed Unit Area known as the Langlie-Mattix
Pool in the interval which extends from a point 100 feet above
the base of the Seven Rivers formation to the base of the Queen
formation; said interval having been heretofore found to occur
in the Texas Pacific 0il Company to Blinebry "B" No. 3 well
(located 2310 feet from the west line and 330 feet from the
north line of Section 34, Township 23 South, Range 37 East,
Lea County, New Mexico) at an indicated depth interval of
3168 feet to 3570 feet, as recorded on the Schlumberger
Electrical log Run No. 1 taken December 26, 1952, said log
being measured from a derrick floor elevation of 3300 feet

above sea level.

EXHIBIT A



0864 'INNT

ODIX3IW MIN "ALNNDD v
LINN XILLYWN 319NV SH3ANW

40 LV
ANVJdIWOOD TI0 ALLAD

4 LI9IHXd

HIOANN L1OVHL 9
v3YY QIAUNN D

anva 334 asnosna P77/
awn 3]

ONYY 34VIiS mmmm

ONY 1VH3G3d |

Rt L

-
9

-
s1a W Jarw sum
- b a T

o,
S,

AINN TH 20956

:-cl.::.l-»:l\
s o) irsl (Nwsas \

Sremen Vi pen ()
DRne Ve Tmeaise 4l

v & wervany v vew

I ————————
. . v .

ol

iC

9C,

oc,




STATE OF NEW MEXICO

ENERGY ano MINERALS DEPARTMENT

OiL CONSERVATION DIVISION

.CE KING

GOVERNOR Sr:{‘;s' OFFICE BOX 2088
January S, 1981 £oNO OFFICE BUIDING
L ARRY KEHOE Y 25 SANTA FE NEW MEXICO 87501
SECRETARY {505) 827.24a34

G787
fcuLL
Mr. William F. Carr

Campbell and Black, P.A.

P. 0. Box 2208

Santa fFe, New Mexico 87501

Re: Myers Langlie-Mattix
Unit, Lea County,
New Mexico

Dear Hr. Carr:

The 01l Conservation Commission is in receipt of the sworn
affidavit of Raymond W. Blohm, District Production Manager for
the Midland Exploration and Production District of Getty 0il
Company, wherein HMr. Blohm swears that Getty 0il Company has
received written approval or ratification of the plan for unit
operations from more than 75 percent of those who would be
required initially to pay the costs of unit operations and from
more than 75 percent of the interest owners of production pro-
ceeds from the unit that will be credited to interests which
are free of costs.

The above percentages of ratification or approval of the
plan for unitized operations meet the criteria set forth by
Section 70-7-8, NMSA, 1978 Comp., and were also_within the
time limit prescribed by said Section 70-7-8. JIt is therefore
hereby determined 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.

Very truly yours,

JOE D. RAMEY

Division Director and
Secretary, 0il Conservation
Commission

JDR/DSN/fd



APPLICATION FOR STATUTORY UNITIZATION
MYERS LANGLIE MATTIX UNIT AREA
(Filed June 19, 1980)

Article 7
Statutory Unitization Act

Application of Getty Oil Company

70-7-1. Purpose of act.

The legisiature finds and determines that it is desirable and necessary under the
circumstances and for the purposes hereinafter set out to authorize and provide for
the unitized management, operatlon and further development of the oil and gas
properties to which the

is

applicable, to the end that greater ultimate recovery may be had therefrom, waste |

prevented, and correlative rights protected of all owners of mineral interests in each

unitized area. It is the intention of the legislature that the Statutory Unitization Act |

apply to any type of operation that will substantially increase the recovery of oil above
the amount that would be recovered by primary recovery alone and not to what the
industry understands as exploratory units.

Before the Oil Conservation Commission New Mexico Department of Energy and

Minerais

i Mexico, Case No. 6987

70-7-5. Requisites of application for unitization.
Any working interest owner may file an application with the division requesting an

order for the unit operation of a pool or any part thereof. The application shall contain:

; Application of Getty Oil Company for Approval of Statutory Unitization, Lea County, New

Comes now, GETTY OIL COMPANY, by and through its undersigned attorneys and

pursuant to the provisions of the Statutory Unitization Act (Sections 70-7-1 through 70-7-
21, NMSA,,

1978 Comp.) hereby applies to the New Mexico Oil Conservation |

Commission for an Order unitizing the Myers Langlie-Mattix Unit, Lea County, New :

Mexico, and in support of its application states:

1. Getty Oii Company (Getty) is a Delaware corporation authorized to transact :
business in the State of New Mexico and is engaged in the business of, among other |
* things, producing and selling oil and gas.

A. a description of the proposed unit area and the vertical limits to be included
therein with a map or plat thereof attached;

2. The Proposed Unit Area for which this application is made consists of 9,360 acres, |
i more or less, of Federal, State and Fee land in Lea County, New Mexico, and is more |
; particularly described on Exhibit A attached hereto and incorporated herein by reference. |
Getty proposes to seek an order pursuant to the Statutory Unitization Act providing for :

unitized management, operation and further development of the Project Area. A plat of
the Project Area is attached hereto as Exhibit B and incorporated herein by reference.

3. The vertical limits of the formation to be included within the proposed unit area
means that interval which extends from a point 100 feet above the base of the Seven

Rivers formation to the base of the Queen formation; said interval having been

t

heretofore found to occur in the Texas Pacific Oil Company's Blinebry “B” No. 3 well
(located 2310 feet from the west line and 330 feet from the north line of Section 34,

Township 23 South, Range 37 East, Lea County, New Mexico) at an indicated depth

of 3300 feet above sea levsl.

B. astatement that the reservoir or portion thereof involved in the application has 5

been reasonably defined by development;

i
i
'
i

1 interval of 3168 feet to 3570 feet, as recorded on the Schlumberger Electrical log Run |
. No. 1 taken December 26, 1952, said log being measured from a derrick floor elevation '

4. The portion of the reservoir involved in this application has been reasonably

defined by development.

C. a statement of the type of operations contemplated for the unit area;

5. The type of operations being conducted in this unit is secondary recovery by

-means of water flooding.

D. a copy of a proposed plan of unitization which the applicant considers fair,

reasonable and equitable;

6. Attached to this application as Exhibit C and incorporated herein by reference is

a copy of the proposed plan of statutory unitization which Getty considers fair, .

reasonable and equitable.

E. acopy of a proposed operating plan covering the manner in which the unit will
be supervised and managed and costs allocated and paid; and

7. Attached to this application as Exhibit D and incorporated herein by reference is :
a copy of the proposed operating plan covering the manner in which the unit will be |

supervised and managed and costs allocated and paid.

F. an allegation of the facts required to be found by the division under Section 70-
7-6 NMSA 1978.

8. Getty further states:

70-7-6. Matters to be found by the division precedent to issuance of unitization

order.

A. After an application for unitization has been filed with the division and after
notice and hearing, all in the form and manner and in accordance with the procedural .

requirements of the division, and prior to reaching a decision on the petition, the
division shall determine whether or not each of the following conditions exists:

(1) that the unitized management, operation and further development of the
oil or gas pool or a portion thereof is reasonably necessary in order to effectively carry :

on pressure maintenance or secondary or tertiary recovery operations, to substantially !

increase the ultimate recovery of oil and gas from the pool or the unitized portion
thereof;

* a. That the unitized management, aperation and further development of the

portion of the Langlie-Mattix pool which is the subject of this application is reasonably

necessary in order to effectively carry on secondary recovery operations and to |

substantially increase the ultimate recovery of oil from the unitized portion thereof.

(2)
to such pool or portion thereof is feasible, will prevent waste and will result with

that one or more of the said unitized methods of operations as applied -

reasonable probability in the increased recovery of substantially more oil and gas from

the pool or unitized portion thereof than would otherwise be recovered;

b. That unitized methods of operations applied to the portion of the .

Langlie-Mattix pool which is the subject of this application are feasible, will prevent waste
and will result with reasonable probability in the increased recovery of substantially more
oil from the unitized portion of the pool than would otherwise be recovered.

(3) that the estimated additional costs, if any, of conducting such operations

will not exceed the estimated value of the additional oil and gas so recovered plus a

reasonable profit;

c. That the estimated additional costs, if any, of conducting such operations will

not exceed the estimated value of additional oil so recovered plus reasonable profit.

(4) that such unitization and adogption of one or more of such unitized
methods of operation will benefit the working interest owners and royalty owners of the
0|I and  gas nghts within the pool or portion thereof directly affected;

; d. That such unitization and adoption of unitized methods of operation will -
| benefit the working interest owners and the royalty owners of the oil and gas rights within

the portion of the pool directly affected.

(5)

unmzatnon within the pool or portion thereof directly affected; and

that the operator has made a good faith effort to secure voluntary |

: e. That Getty Oil Company, as operator, has made a good faith effort to secure .
. voluntary unitization within the portion of the pool affected by this application.

(6)

that the participation formula contained in the unitization agreement

allocates the produced and saved unitized hydrocarbons to the separately owned

tracts in the unit area on a fair, reasonable and equitable basis.

; f. That the participation formula contained in the unitization agreement allocates :
* the produced and saved unitized hydrocarbons to the separately owned tracts in the unlt

area on a fair, reasonable and equitable basis.

C. When the division determines that the precedlng conditions exist, it shall make
findings to that effect and

it and providing for the :

unitization and unitized operation of the pool or portion thereof described in the order,
all upon such terms and conditions as may be shown by the evidence to be fair, !
reasonable, equitable and which are necessary or proper to protect and safeguard the
respective rights and obligations of the working interest owners and royalty owners. |

9. Approval of the statutory unitization of the Myers Langlie-Mattix unit sought
hereunder is in the interest of conservation, the prevention of waste and the protection
of correlative rights.

WHEREFORE, Getty Qil Company respectfully requests that this application be set °
for hearing before the full Commission at the earliest practicable date and that the .

Commission enter its order granting this application.
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POOLING AND UNITIZATION IN NEW MEXICO
THE ROLE OF THE OIL CONSERVATION DIVISION
William F. Carr
Campbell, Carr, Berge
& Sheridan, P.A.

Santa Fe, New Mexico

This paper examines the role ot the New Mexico Oil Conservation Division'

1n approving and supervising voluntary and statutory unitization projects.

STEe L IeOLUNTARY UNITIZATION

D

In 1935 the New Mexico legislature adopted the Oil and Gas Actwhich created

the Oil Conservation Division, vested it with )unsdlcuon over "all matters relating to the
conservation of oil and gas", NMSA 1978, Section 70-2-6, and imposed on it the duties to
"prevent waste? prohibited by this act and to protect correlative rights.”> NMSA 1978. §

o

In 1977 the New Mexico legislature created the Department of Energy and Minerals.
The Oil Conservation Commission was subsumed by and became a Division of the
new Department. Prior to this legislation, the agency, its Director and the three
member Oil Conservation Commission were referred to as the "Commission.” After
1977, the agency and its Director are referred to as the "Division" and actions of the
three member Commission are referred to as the "Commission.” The Commission
has concurrent jurisdiction with the Division as necessary to carry out its duties.
NMSA 1978, § 70-2-6. As used in this paper, the term "Division" refers to both the
Division and the Commission. "Commission" is used onlyv as necessarv to identifv
actions or decisions of only the full Commission.

."waste," in addition to its ordinary meaning, shall include:

(a)  Underground Waste as those words are generally understood in the oil and gas
business, and in any event to embrace the inefficient, excessive, or improper use or
dissipation of the reservoir energy, including gas energy and water drive, of any pool.
and the locating, spacing, drilling, equipping, operating, or producing, of any well or
wells in a manner to reduce or tend to reduce the total quantity of crude petroleum oil
or natural gas ultimately recovered from any pool, and the use of inefficient
underground storage of natural gas.

SB-1



70-2-11 (emphasis added).

The New Mexico Supreme Court has observed that the Division "is a creature
of statute” whose powers are expressly defined and limited by the laws creating irt.
Continental Oil Company v. Oil Conservation Comm'n, 70 NM. 310,515,373 P.2d 809.
814 (1962). Even though no statute addresses approval of voluntary units or otherwise
expressly authorizes Division review of these contracts. see, NMSA 1978. § 70-2-12 B.
throughout most of its history the Division has reviewed voluntary unit agreements. These
reviews include agreements which include state. fee and often federal lands® and are
undertaken by the Division pursuant to its general statutory duties to do all things reasonably
necessary to prevent the waste of oil and gas and protect correlative rights. and in response
to the requirements of private unitization contracts.

Prior to 1950, units agreements were reviewed only when the operator of a
proposed unit submitted the agreement to the Division. Simce that time. however, primarily
in response to actions by the New Mexico Commissioner of Public Lands ("Commissioner").
most unit agreements have been submitted for review and approval.

(b)  Surface Waste as those words are generally understood in the oil and gas
business, and in any event to embrace the unnecessary or excessive surtace loss or
destruction without beneficial use. however causéd, of natural gas of anv type or in
any form, or crude petroleum oil. or any product thereot. but including the loss or
destruction, without beneficial use, resulting from evaporation. seepage, leakage. or
fire, especially such loss or destruction incident to or resulting from the manner of
spacing, equipping, operating or producing a well or wells. or incident to or resulting
from the use of inefficient storage or from the production of crude petroleum oil or
natural gas, in excess of the reasonable market demand . . . . NMSA 1978, § 70-2-3.

3. "Correlative rights" means the opportunity afforded, so far as it is practicable to do
so, to the owner of each property in a pool to produce without waste his just and
equitable share of the oil or gas or both in the pool, being an amount. so far as can be
practicably determined and so far as can be practicably obtained without waste,
substantially in the proportion that the quantity of recoverable oil or gas or both under
the property bears to the total recoverable oil or gas or both in the pool and, for such
purpose, to use his just and equitable share of the reservoir energy. NMSA 1978. §
70-2-33(H).

4. Unit agreements that include no state or tee lands are approved only by the Bureau
of Land Management.

(4]
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There is no formal relationship between the Division and either the
Commissioner or the Bureau of Land Management ("BLM") concerning approval of unit
agreements. However, the Division's review of proposed unit agreements is affected by the
nature of the lands involved and the scope of the review of proposed units by other
government agencies. To understand Division approval procedures, a brief review of the
approval conditions of the Commissioner of Public Lands and the BLM is required.

COMMISSIONER OF PUBLIC LANDS

The Commissioner of Public Lands, to conserve the oil and gas resources of
the state. may consent to and approve the development and operation of state lands under
agreements made by lessees of state lands with other state, federal or fee lessees or interest
-owners. NMSA 1978, § 19-10-45. The Commissioner has adopted rules which govern
“dPplications for approval of nit aqreements and specif§ what data must be presented in
support of these applications (N.M. State Land Office Rule 1.045 et seq. (hereinafter “N.M.
SLO Rule 7). These rules do not contain provisions for a hearings before the
Commissioner on proposed unit agreements and when lessees of state lands raised concerns
about the impact of proposed units on their correlative rights, no forum existed in Wthh they
could present their objections to a proposed unit plan:

In the early 1950's. the Commissioner was E\pproached by the lessees of certain
state lands concerning the boundaries of a proposed voluntary unit. Since there were no
provisions in State Land Office Rules for hearings on proposed units, the Commissioner®
asked the Director to call a Division hearing on this proposed unit to determine if the unit
boundaries had been gerrymandered so as to impair the correlative rights of the lessees of
state land. The case was set for hearing, the Commissioner gave preliminary approval to the
proposed unit but made Division approval a condition precedent to his final approval. The
applicant amended the unit boundaries, and the unit was approved by the Division and the
Commissioner. Thereafter, most proposed units involving state leases were referred by the
Commissioner to the Division for hearing and soon all units involving fee lands were also
being reviewed. This practice continues to the present.®

5. The Commissioner or his representative has always been a member of the Oil
Conservation Commission. NMSA 1978, § 70-2-4

6. Interview with R. L. Stamets, former Director of the New Mexico Qil Conservation
Division, in Santa Fe, N.M. (Jan. 10, 1997).
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This procedure was formalized in the State Land Office Rules when it adopted
Rule 1.047. This rule provides that the Commissioner will give preliminary approval as to
the form and content of a Unit Agreement when an application and attached data meet certain
requirements, see N.M. SLO Rules 1.044 through 1.051. but that the Commissionrer may
defer final approval of the Unit Agreement pending approval of the Oil Conservation
Division’.

The Commissioner's preliminary approval of a unit agreement should be
obtained prior to submitting the agreement to the Division.

THE BUREAU OF LAND MANAGEMENT

The Bureau of Land Management's review of unit agreements affects the
procedures before the Oil Conservation Division. The Mineral Leasing Act of February 25.
1920, authorizes federal lessees and their representatives to unite and adopt an operating plan
for unit development and operation of an oil and gas pool, or portion thereof, to conserve
natural resources when the Secretary of the Interior determines the unitization will be
necessary or advisable in the public interest. 30 U.S.C. § 181 et seq.

v When the federal lands in a voluntary expansion unit aggregate more than 10%
of the Unit Area, applicants must use the federal Model Form of Unit Agreement and follow
the tederal procedures for the designation of the proposed area. BLM rules contain specitic
procedures for unit approval and specific requirements for the supporting data that must
accompany an application. The BLM reviews the proposed unit boundary and applicants
must show that the unit outline is consistent with the submitted geological information. The
applicant must show that every operator of an interest in the unit area was given an
opportunity to join the unit agreement and that the operator has sufficient voluntary
commitment to the unit plan to provide the operator with effective control of unit operations.

Once an operator meets the BLM requirements, the Bureau of Land
Management will give its preliminary approval of the unit agreement and designate the
proposed unit area as an area logically suited for development under a unit plan. If state and
fee lands are included in the unit area, final approval is withheld pending approval of the
Division. Operators should obtain preliminary approval from the BLM prior to bring the

7. Several unit agreements which included state lands were approved by the
Commissioner without Division review in the early 1980's. With this exception, since
the early 1950's, all Commissioners have withheld final approval of unit agreements
until Division approval has been obtained.
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proposed unit to the Division.

OIL CONSERVATION DIVISION

After an operator obtains preliminary approvals of a proposed unit plan from
the Commissioner, where state lands are involved, and the Bureau of Land Management.
where federal lands are involved, the operator should file an application for approval of the
unit agreement with the Oil Conservation Division.

A. Applications

There are no statutes or rules which specify what should be included in an
application for approval of a voluntary unit agreement. Typically, the application describes
the unit area and the proposed unitized interval and identifies the character of the land in the
unit area and any approvals obtained from other government agencies. The application states
that sufficient voluntary commitment has been, or will be, obtained to provide effective
control of unit operations and requests that the application be set for hearing. Applications
must be filed 22 days prior to a scheduled hearing date. Currently, Examiner hearings are
held approximatc[y twice each month.

B.  Notice

The notice requirements for Division hearings are set out in Division Rules
1204 through 1207. Rule 1204 provides for notice by publication once "... in a newspaper
of general circulation in the county, or each of the counties if there be more than one, in
which any land, oil, gas, or other property which is atfected may be situated.” The Division
publishes notice of all matters set for hearing before the Division or Commission. This
notice is based on the proposed legal advertisement the applicant provides at the time the
application is filed. N.M. Oil Conservation Division Rule 1205 (hereinafter “N.M. OCD
Rule _"). The Division's publication of notice satisfies the requirements of N.M. OCD Rule
1204.

N.M. OCD Rule 1207 contains additional notice requirements for specific
types of cases. Although there are no additional requirements for unit agreements, N.M.
OCD Rule 1207(11) provides that in cases not otherwise addressed by this rule where the
outcome may affect a property interest of other individuals or entities, "[a]ctual notice shall
be given to such individuals or entities by certified mail (return receipt requested)." Because
an application for approval of a unit agreement seeks approval of a voluntary contract, the
Division does not require notice under N.M. OCD Rule 1207. The basis for this approach
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is that 1f an owner has committed its interests to the unit plan, it has protected its correlative
rights and has availed itself of the opportunity to produce its share of the reserves under its
lands by joining the unit. If an owner has not committed its interests to the unit plan, unit
development should not affect its mineral interests because it will be able to produce its
minerals pursuant to the provisions of the relevant lease. Unitization should not impair its
correlative rights.

Under current rules, publication of the Division's hearing Docket is the only
notice provided of most applications for approval of voluntary unit agreements. Although
there are circumstances in which royalty owners, owners of adjoining tracts or others may
have property interests that will be affected by unit operations and therefore are entitled to
notice of the proposed unit, the adequacy of the Division's notice provisions has never been
challenged. ' '

C. Hekaring s

Since there are no statutes or rules that specity what information to present at
the hearing before the Division, applicants generally present the same information to the
Division they present to the Commissioner and the BLM. If not required by the Unit
Agreement,-the applicant should commit to file all plans of development with the Division
at the same time they are filed with other affected’#gencies. 3 - :

At the hearing, the applicant presents the unit agreement’ and reviews the
status of the voluntary commitment of the interests to the unit plan. The applicant should
describe the efforts it made to reach a voluntary agreement with all interest owners in the unit
area and have obtained sufficient voluntary joinder to have effective control of unit
operations. The operator should present copies of the preliminary approvals of the
Commissioner and the BLM. If these approvals have not been received, the status of review
by these agencies should be reviewed. Finally, a geological witness should present evidence
to justify the unit boundaries and the location of the initial test well on the unit area.

8. Although, as part of the Division's continuing supervision of units, it requires that ail
Plans of Development be filed with it at the same time they are filed with other
agencies, in most cases the Division does not review these Plans.

9. The Commissioner has adopted form unitization agreement for proposed units
containing various types of land. These forms are available from the Qil and Gas
Division of the New Mexico State Land Office.
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After the proposed operator obtains Division approval, the Commissioner of
Public Lands will give final approval to the unit and the BLM's authorized officer will
approve the Unit Agreement by executing an Approval--Certification--Determination.

D. Effect of Unitization on Other Division Rules

Although the operator of a unit has the exclusive right to explore and develop
the unitized minerals, this activity remains subject to the applicable Division rules governing
spacing and wells locations. These requirements are necessary to prevent waste and assure
that the interests of the non committed owners are protected. If a new spacing pattern is
needed within a unit or a portion thereof, the operator must file an application for special
pool rules in the same manner as for a non-unitized reservoir.

[n January, 1996, the Division adopted new statewide rules which govern
spacing and well locations. N.M. OCD Rule 104. These rules have relaxed well spacing
requirements and have established administrative procedures tfor the approval of unorthodox
locations. When these rules are applied to wells in field-wide units, it should be much easier
for operators to obtain approval of unorthodox well locations without the necessity of
hearings. If there are tracts within a spacing unit that have not been committed to a unit plan,
these tracts can be the subject of a compulsory pooling hearing like any other mineral
property as long as the statutory standards for compulsory pooling are met.

E. Significance of Division Approval of Unit Agreements

Not only does the oil and gas industry rely on Division review of proposed
unitization agreements, the industry also relies on the continuing role that the Division plays
in monitoring the development and production of oil and gas from unitized lands. In certain
situations where unitization proposals cover large areas or involve unique circumstances,
operators have made Division approval a condition precedent to unitization. Although the
Division may be only one of three governmental authorities approving a unit plan, it is the
only governmental agency expressly charged with protecting the correlative rights of all
interest owners in the unit area. Furthermore, the Division is the only agency which
approves unit agreements in proceedings that meet state and federal due process standards
which include: notice to adversely affected parties; the ability of such adversely atfected
parties to institute hearings and make their objections known; the ability of such adversely
affected parties to present evidence and cross-examine witnesses in the context of a hearing
that generally complies with the rules of evidence and that is held in public on the record;
and required Commission findings of fact that are sufficiently supported by the record.
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In Amoco Production Co. v. Heimann, 904 F.2d 1405 (10th Cir. 1990), certain
royalty owners challenged the formation of the Bravo Dome Unit in northeastern New
Mexico on various grounds. Their claims included arguments that the unitization had been
in bad faith, and that unit operations and the allocation of the proceeds of unitized operations
diluted the owners’ interests in unitized substances. Although Division rules did not require
the owners of interests in the unit area be given actual notice of the hearing on this unit, the
royalty owners in Heimann had received notice, appeared at the Division hearing, presented
testimony, cross examined Amoco's witnesses, appealed the decision to the Commission and
then appealed the Commission's disposition through the New Mexico state courts. Following
trial, the United States District Court entered judgment for the royalty owners and removed
their lands from the unit. In reversing the trial court, the Tenth Circuit found that New
Mexico Oil Conservation Commission proceedings are valid proggedings and because the
royalfy owners participated in the .proceedings, they were collaterally estopped from re-
litigating the same issues in federal court. Heimann. 904 F2d: 1405, 1415-17 (10th Cir.
1990). Although not required by statute’ St rule, operators proposmoti'voluntan' unit should
consider providing actual notice of the Division's unitization hearing to all interest owners
in the unit area. Accordingly, under Heimann, a Division decision approving a unit
agreement which was entered following notice and hearing can limit subsequent attacks by
owners who, at a later date, may not be satisfied with a unitization project.

-~ The role of the Division does not end with its order approving the unit
agreement. Many Division orders contain a paragraph which provides:

(N)otwithstanding any of the provisions contained in said unit
agreement this approval shall not be considered as waiving or relinquishing in
any manner any right, duties obligations which are now, or may hereafter. be
vested in the New Mexico Oil Conservation Commission by law relative to the
supervision and control of operations for the exploration and development of
any lands committed to said Unit, or relative to the production of oil or gas
therefrom. See N.M. Qil Conservation Comm’n Order No. R-279 (March 17,
1953).

Even if a Division order does not expressly retain jurisdiction over the future
unit operations, in all its orders, the Division retains continuing jurisdiction over the subject
matter of the case. If an operator conducts unit operations contrary to the unit plan or in a
manner which causes waste or impairs the correlative rights, any interest owner in the unit
area has a right to bring this matter back to the Division for review to assure that waste is
prevented and its correlative rights are protected.
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E. Recent Voluntary Unitization Issues in New Mexico

Although the Oil Conservation Division has traditionally limited its
consideration of voluntary units to a review of what has been presented to it by the applicant
to assure that it is a proper conservation measure, in a recent case the Division took an
aggressive role and reduced pool allowables unti the interest owners in the reservoir agreed
to unitize. Santa Fe Exploration Co. v. Oil Conservation Comm'n, 114 N.M. 103, 113, 835
P.2d, 819, 829 (1992). Santa Fe involved a small Devonian oil pool comprised of
approximately 177 productive acres located in southeastern New Mexico. The pool was
discovered by Santa Fe Exploration with a well drilled at a standard location. Although one
well could have drained the entire reservoir, the Santa Fe well was structurally low and, in
this bottom water drive reservoir, was unable to recover the producible reserves trom the

. pool. Stevens Operating Corporation, an offsetting interest owner, drilled a second well into

the reservoir at'an approved unorthodox location. Althoagh there were few productive acres
in the tract dedicated to this well, it was completed at the top of the structure. Regardless of
the penalty that was imposed on the producing rate because of its unorthodox location.
Stevens’ well would ultimately recover most of the pool's producible reserves. After
numerous hearings, the Division approved the location of the Stevens well, imposed
restrictions on the volumes it was authorized to produce and reduced the entire pool
allowable from 1,030 barrels to 235 barrels per day. This reduced pool allowable was to
remain in effect until "all interest owners in the pool reach voluntary agreement to provide
for unitized operation of the pool.” Oil Conservation Division Order No. R-9035 (Nov. 2,
1989).

All parties appealed this decision. Stevens contended that since the legislature.
through the Statutory Unitization Act, only authorized the Commission to unitize acreage for
secondary and tertiary recovery operations, it exceeded its statutory authority by attempting
to force the parties into a voluntary unit. The Supreme Court rejected this argument, noting
that the Commission is given a broad grant of power to prevent waste and protect correlative
rights which allows it "to require wells to be drilled, operated and produced in such a manner
as to prevent injury to neighboring leases or properties." NMSA 1978, Sec. 70-2-12 (B) (7).
It also observed that "the Division and the Commission are' empowered to make and enforce
rules, regulations and orders, and do whatever may be necessary to carry out the purpose of
this act, whether or not indicated or specified in any section hereof.' " Santa Fe, 114 N.M.
at 113, 835 P.2d at §29.

Since the decision in Santa Fe, the Division has focused on unitization as a
method of resolving difficult waste and correlative issues brought before it. Instead of
deciding the questions presented to it, it has a tendency to create operator committees and
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direct them to study the reservoir and make recommendations to the Division on how future
‘} development of the pool should be conducted. These directives have specifically required
. the operators to study the feasibility of unitization of the reservoir for primary production. "

STATUTORY UNITIZATION

In 1975 the New Mexico Legislature adopted the Statutory Unitization Act
("the Act"). NMSA 1978, §§ 70-7-1 et. seq. The Act expands the authority of the Division
by permitting it to compel the unitized management, operation and development of
reservoirs, or portions thereof, in specific circumstances and under certain conditions. The
Act, however, limits statutory unitization to only secondary and tertiary recovery
operations."'

- At the time the Act was being considered by the legislature, small operators

_-#xpressed concern that it would be used bylarge comparries to deprive them of contfol over

their property interests. The legislation provides that any working interest owner mav applv

for statutory unitization no matter how small an interest it owns in the proposed unit area.

NMSA 1978, § 70-7-5. To initiate statutory unitization. the operator files an application

= . with the Division. However, prior to filing, the applicant must make a good faith effort to

o ) susecure the vﬁ%untarv unitization of all owners w1thm the. proposed uml area. NMSA 1978.
- §7076(51

=)

A.  Notice _ Ry

Since a statutory unitization order affects the property interests of mineral
owners who are not voluntarily committed to the unit plan. the operator must provide actual
notice to all these owners by certified mail pursuant to the provisions of N.M. OCD Rule
1207(11). The Division interprets this requirement to include only the owners of interest
within the proposed unit boundaries. Operators should exercise caution and include within
the proposed unit area all of the reservoir necessary to efficiently conduct unit operations

10.  Oil Conservation Commission Order No. R-4691-G and R-5333-L-4 (Nov. 14. 1996).

11.  The first section of this legislation provides, inter alia:

"It is the intention of the legislature that the Statutory Unitization Act apply to any
type of operation that will substantially increase the recovery of oil above the amount
that would be recovered by primary recovery alone and not to what the industry
understands as exploratory units." NMSA § 70-7-1 (1978).
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and then provide notice to all interest owners therein.

B.

Applications

The Act contains specific requirements for an application for statutorv
unitization. It must contain the following information:

(1)

a description of the lands to be included in the proposed unit area, the O

vertical limits of the unitized interval and a plat of the proposed unit
-area;

(2)

@) -

(4)
(3)

(6)

a statement that the reservoir or portion thereof involved in the
application has been reasonably defined by development;

_a statement of the type of upit operations contemplated, for the unit:

a copy of the unit agreement;

a copy of the unit operating agreement which covers how the unit will
be supervised and managed and how costs will be allocated and paid;
and

additional matters the Division must determine pursuant to NMSA
1978. § 70-7-6.

NMSA 1978, § 70-7-5.

The additional matters that the Division must determine prior to issuance of a
unitization order include:

(H

2
&)

a determination that Unitized operation of the reservoir or portion
hereof is necessary to carry on secondary or tertiary recovery
operations which will substantially increase the recovery of oil and gas
from the unit area;

that the proposed enhanced recovery methods are feasible;

that the additional costs of enhanced recovery operations will not
exceed the value of the additional oil and gas to be recovered from the
unit area;

Unitization and the use of the proposed enhanced recovery methods
will benefit the working interest owners and the royalty interest owners
in the unit area;

that a good faith effort has been made to secure voluntary unitization
of the proposed unit area; and

the participation formula contained in the unit agreement allocates the
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produced and saved unitized hydrocarbons to the separately owned
tracts in the unit area on a fair, reasonable and equitable basis.

NMSA 1978, § 70-7-6A(1)-(6).

C. Hearings

The hearing should address all matters contained in the application, NMSA
1978, § 70-7-5, and all statutory requirements for a unitization order NMSA 1978, § 70-7-7.

The Division must ensure that the unitization will prevent the waste of oil and
gas and protect the correlative rights of all interest owners in the unitized area. In reviewing
the participation formula, the Division must determine that the unitized substances will be
allocated to the separately ownedtggcts in the unit.on a "fair. reagonable and equitable basis.y
NMSA 1978, § 70-7-6 (B). Ifthe Division finds that the allocation of unitized substances
does not meet this test, it may, and has, entered orders creating the unit but allocating the unit
production among the interest owners under a different formula which the Division

determines protects the respective rights of these owners. NMSA 1978, § 70-7-6 (C).

D. The Order

The statutory unitization order will contain a legal description of the unit area
including the vertical limits of the unitized interval and a description of the nature of the
operations contemplated thereon. The order_will also contain provisions which: (1) allocate
unit production to the separate tracts therein; (2) provide for credits and charges for wells and
other material and equipment contributed to the unit; (3) govern how the working interest

costs for unit operations will be charged and paid; land (4) provide for carrying certain

working interest owners on a limited, carried or net profits basis. payable out of production.

The order also designates the unit operator, sets forth the working interest voting procedures,
sets the time for unit operations to commence.and terminate, and contains such other
provisions as are appropriate for carrying on unit operations. NMSA 1978, § 70-7-7.

E. Ratification

No_statutory unitization order can become effective until: (1) it has been
ratified by at least those who will be required initially to pay at least 75% or the costs of unit
operations and by the owners of at least 75% of the production or proceeds thereof that will
be credited to interests which are free of costs; and (2) the Division has found in the original

order or in a supplemental order that sufficient approval has been obtained. The act provides
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that if one working interest owner owns i excess of 75% of the working tnterest in the upit
area, it must be joined by at least one additional working interest owner in ratifving the uni
plan. Conversely, if one owner will be required to pay between 25% and 30% of the cosis
of unit operation, that owner must be joined by at least one other cost bearing owner to defeat
the unit plan. NMSA 1978, § 70-7-8 (A).

F. Amendment of the Unit Plan

The Statutory Unitization Act permits amendment of orders approving unit
operations if the operator obtains the amendment in the same manner and under the same
conditions as the original order. If only working interest rights are atfected. approval of the
royalty or non-cost bearing interest owners is not required. /d. These amendments, however.
may not change the percentage for the allocation of o1l and gas to an g:act as estabhshed by

the original ordessunfgas—100% of the workisg and royalty m;g:fe tract agreé to- TR

amendment. NMSA 1978, § 70-7-9.
\
An operator can expand an approved unit in the same manner as is utilized for
the formation of the original statutory unit. However, production from the expanded unit will
be allocated to the previously unitized area as a single tract, among the separately owned
tracts in the prior unit area, in accordance with the original order. NMSA 1978. § 70-7-10.

G.- Recent Statutorv'lftiitization Issues in New Mexico

Two current issues may require the amendment of the a New Mexico Statutory
Unitization Act. The first concern is the adequacy of the notice provided for statutory
unitization hearings. If the operator of a proposed unit has accurately defined the area to be
unitized, i.e.. an area reasonably defined by development--then notice to only those within
the unit is adequate. The problem is that to define the unit so as to enable operations to
proceed without interference from offsetting development, a buffer zone is often included
around the productive acreage within the unitized area. Inclusion of additional acreage as
a buffer zone can impact ownership in the unit area and to justify the inclusion of this
acreage, some production may need to be allocated to it. Furthermore, an operator may need
to limit the unit area to assure that there will be the sufficient support for the unit when it
seeks ratification of the division order. These circumstances can cause unit boundaries that
are too narrowly drawn. When this occurs, the proposed unit may affect offsetting owners
who must have notice of the proposed hearing to protect their property interests. This
situation may cause a revision in the notice requirements for statutory unitization
applications.
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The second concern relates to the limitation of statutory unitization to
secondary and tertiary recovery operations. Much of the recent development in New Mexico
involves either very small pools which often contain less than 320 acres or very complex
reservoirs that cannot be efficiently developed with competitive operations. To assure that
waste does not occur, the Division may need to seek legislative authorization to expand the
Statutory Unitization Act to include primary development.

CONCLUSION

As New Mexico moves into the later stages of the development of its oil and
gas resources, unitization--both voluntary and statutory--is becoming an increasingly
important part of that effort. As the only agency that reviews unit proposals in the context
of public hearings, the Oil Conservation Division and Commission remain the only forum
where affected parties can be heard on the issues of the prevention of waste and the
protection of correlative rights. Division approval and supervision of unitization efforts will
remain an important part of New Mexico's regulatory scheme.
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