DOYLE HARTMAN
Oil Operator
3811 TURTLE CREEK BLVD., SUITE 200
DALLAS, TEXAS 75219

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

JON 1 01997

Via Certified Mail, Return Receipt Requested

June 9, 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:  Statutory Non-Consent Right of
MLMU Working Interest Owners

Gentlemen:

It has been brought to my attention that OXY USA, Inc. still persists in alleging that the Myers
Langlie Mattix Unit (MLMU) Unit Operating Agreement does not contain a non-consent provision
and that Doyle Hartman is misrepresenting the facts by stating that it does.

To set the record straight, it is not Doyle Hartman that is improperly contending that the MLMU Unit
Operating Agreement contains a non-consent provision, but it is Section 70-7-7(F) of the New
Mexico Statutory Unitization Act [70-7-1 through 70-7-21 NMSA 1978] that provides that the Unit
Operating Agreement for a statutorily-unitized unit shall contain a non-consent provision. In 1980,
Section 70-7-7 read as follows:

70-7-7. Division Orders.

The order providing for unitization and unit operation of a pool or part of a pool
shall be upon terms and conditions that are fair, reasonable and equitable and shall

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

On August 27, 1980, Statutory Unitization Order No. R-6447 was entered by the New Mexico Oil
Conservation Commission. In accordance with Section 70-7-7(F), Order R-6447 found:

...That the Myers Langlie-Mattix Unit Agreement and the Myers Langlie-Mattix
Unit Operating Agreement provide for unitization and unit operation of the Myers
Langlie-Mattix Unit Area upon terms and conditions that are fair, reasonable, and
equitable, and which include:...

...(d) 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
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 Umit 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;...

The foregoing finding is included as part of Order R-6447 because New Mexico’s Statutory
Unitization Act mandates that the Unit Operating Agreement for a statutorily-unitized unit shall
include such a finding. Once Order R-6447 went into full force and effect, and all MLMU interests
were statutorily unitized (Joe D. Ramey determination letter of January 5, 1981), and as provided
for by Section 70-7-18 NMSA 1978, the original January 1, 1973 MLMU Unit Operating
Agreement, by operation of law, was amended and modified to the extent necessary to conform to
the Statutory Unitization Act [70-7-1 through 70-7-21 NMSA 1978] and Order R-6447. In this
regard, Section 70-7-18 NMSA 1978 in part reads as follows:
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70-7-18. Existing rights, rights in unleased land and royalties and lease burdens.

Property rights, leases, coatracts and other rights or obligations shall be regarded
as amended and modified only to the extent necessary to conform to the provisions
and requirements of the Statutory Unitization Act [70-7-1 to 70-7-21 NMSA 1978]
and to any valid order of the division providing for the unit operation of a pool or a
part thereof, but otherwise shall remain in full force and effect...

The wording of Section 70-7-18 of the New Mexico Statutory Unitization Act is no mere
coincidence, as is documented by that certain November 30, 1961 Seventh Circuit Court opinion in
the Oklahoma case of Peter Fox Brewing Company, et. al. v. Sohio Petroleum Company, et. al.
(296 F.2d 280), which stated:

Relevant, also, is Article VI of the Plan which provides: “Property rights, leases,
contracts and all other rights and obligations in respect of the Oil and Gas Rights in
and to the several Separately Owned Tracts within the Unit Area are hereby amended
and modified to the extent necessary to make the same conform to the provisions and
requirements of this Plan of Unitization, but otherwise to remain in full force and
effect.” (Emphasis added.) This provision is consistent with Section 287.9, { 1 of the
Act, supra.

It seems clear to us that the Act and Plan, by operation of law, amended the
agreements to the extent necessary to make them conform thereto, and then declared
that otherwise the agreements should remain in full force and effect.

This conclusion is buttressed by the finding contained in paragraph 13 of the
Order: “* * * that said Plan of Unitization is fair, reasonable and equitable and
contains all the terms, provisions, conditions and requirements reasonably necessary
and proper to protect, safeguard and adjust the respective rights and obligations of
the several persons affected, including royalty owners, owners of overriding royalty
interests * * *.”_ .

Therefore, in recognition of the foregoing, it is apparent that it is not Doyle Hartman that is
misrepresenting that the MLMU Unit Operating Agreement contains a non-consent provision, but
it is clearly OXY USA, Inc., in violation of the rights of MLMU working interest owners, that
stubbornly and improperly refuses to acknowledge that, in 1980, the original MLLMU Unit Operating
Agreement was amended and modified by the provisions of the Statutory Unitization Act [70-7-1
through 70-7-21 NMSA 1978] and Order R-6447 to the extent necessary to conform to the
provisions of the Statutory Unitization Act and Order R-6447. Today, “by operation of law,” the
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MLMU Unit Operating Agreement contains a non-consent provision, which inclusion has the same
impact as if such a provision has always been a part of the MLMU Unit Operating Agreement.

Very truly yours,

DOYLE HARTMAN, Oil Operator

Dy dier

Doyle Hartman
enclosures
rep/tjr
wpdocs\corresp.dh\mimu.6
cc: William J. LeMay, Director Jami Bailey, Director
New Mexico Qil Conservation Division 0il/Gas and Minerals Division
2040 S. Pacheco New Mexico State Land Office
Santa Fe, NM 87505 310 Old Santa Fe Trail (87501)
P.O.Box 1148
Rand Carroll, Division Attorney Santa Fe, NM 87504-1148
New Mexico Oil Conservation Division
2040 S. Pacheco Pete Martinez
Santa Fe, NM 87505 Oil/Gas and Minerals Division
New Mexico State Land Office
David R. Catanach, Engineer 310 Old Santa Fe Trail (87501)
New Mexico Qil Conservation Division P.O. Box 1148
2040 S. Pacheco Santa Fe, NM 87504-1148
Santa Fe, NM 87505
Armando Lopez
Ray B. Powell Asst. Dist. Manager, Minerals
Commissioner of Public Lands United States Geological Survey
New Mexico State Land Office Bureau of Land Management
310 Old Santa Fe Trail (87501) 1717 W. Second
P.O. Box 1148 Roswell, NM 88201

Santa Fe, NM 87504-1148
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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 Blvd.

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

Mike Gooding

OXY USA, Inc.

P.O. 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
Midiand, Texas 79710

Worki t :

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

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

Charles Pollard

Operations Engineering Supervisor

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

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 C-4 #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

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
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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

P.C. Limited
P.O. Box 911
Breckenridge, TX 76024

Robert C. Scott
2400 N.E. 26th Avenue
Ft. Lauderdale, FL 33305-2716

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

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
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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

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
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DOYLE HARTMAN, Qil Operator (Midland)
Don Mashburn
Steve Hartman
Linda Land
Cindy Brooks
Sheila Potts
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1948 Laws oF 1977 Cuar. 255

ter 283, Section 21) is amended to read:

"65-13-16. CONSTRUCTION OF ACT.—-Nothing in the Energy and
Minerals Department Act shall be construed to nullify the authority
vhich 2ny other existing state department or agency has with respect
to transportation er transaission of energy or with respect to the
managenent, protection and utilization of the state lands and re-
sources under its jurisdiction, or the regulation of utilities, it
being the express intent of the legislature that the proteczion
herein 2iforded this state and to its citizens shall be in addition to
those zlready provided.

The provisions of Section 3 and paragraphs (5), (6) and (7) of
Subsection B of Section 6 of the Energy and Minerals Department Act
shall not be construed to grant to the secretary any power or juris-
diction not specifically granted to the secretary by law to regulate
or control the severance, production, beneficiation, distribution, use,
pricing, sale or leasing of fuel, power or natural resources."

Section 109. Section 65-14-3 NMSA 1953 (being Laws 1975, Chapter
293, Section 3) is amended to read:

"65-14~3. ADDITIONAL POWERS AND DUTIES OF THE OIL CONSERVATION
DIVISION.—Subject to the limitations of the Statutory Unitization
Act the oil conservation division of the energy and minerals depart-
ment, hereinater referred to as the "division", is hereby vested with
jurisdiction, power and authority and it shall be its duty to make and
enforce such orders and do such things as may be necessary or proper

to carry out and effectuate the purposes of the Statutory Unitization




CHAP. 255 Laws or 1977 1949

Ace.”

Section 110. Section 65-14-4 MMSA 1953 (being Laws 1975, Chapter
293, Section 4) is amended to read:

"65-14-4. DEFINITIONS.—For the purposes of the Statutory Unit-
fzation Acz, unless the coatext otherwise requires:

A. "pool" means an underground reservoir containing a com-
zos accunulatfon of crude petroleum oil or natural gas or both. Each
zone of 2 general structure, wvhich zone is completely separate from
aay other zone in the structure, is covered by the word pool as used
hareia. Pool is svnonymous with “common source of supply” and with
“ccomon reservoir'';

B. "oil and gas" means crude oil, naturzl gas, casinghead
gas, condensate or any combination thereof;

C. "waste", in addition to its meaning in Section 65-3-3
MMSA 1953, shall include both economic and physical waste resulting,
or that could reasonably be expected to result, from the development
and operation separately of tracts that can best be developed and
operated as a unic;

D. "working interest” means an interest in unitized sub-
staaces by virtue of a lease, operating agreeménc, fee title or
otherwise, excluding royalty owners, owners of overriding rovalties,
oil and gas payments, carried interests, cortgages and lien claimants
but including a carried interest, the owner of vhich is primarily
obligaced to pay, either fn cash or out of production or otherwise, a

portion of che unit expense; however, oil and gas rights that are free
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of lease or other instrusent creating a working interest shall be
regarded as & vorking interest to the extent of seven-eighths thereof
and a rovalty {nterest %o the extent of the remaining one-eighth
thereof;

E. "workisg ioterest owner" or "lessee" means a persom who
owas a vorking interest;

F. "royalty interest" oeans a right to or interest in any
portion of the unitized substances or proceeds thereof other than a
vorking interest;

G. “rovalty owner" neans a person who owns a royalty
interest;

H. "“uait operator” zezns the working interest owner, desig-
nated by working interest owners under the unit operating agreexaeat or
the division to comduct unit operations, acting as operator and not as
a working interest owner;

I. "basic rovalty" means the royalty reserved in the lease
but in no event exceeding one-eighth; and

J. "relative value" neans the value of each separately
owned tract for oil and gas purposes and its contributing value to
the unit in relation to like values of other tracts in the unit, taking
into account acreage, the quantity of oil and gas recoverable there-
from, location on structure, its probable productivity of oil and gas
in the absence of unit operations, the burden of operation to which
the tract will or s likely to be subjected, or so many of said

factors, or such other pertinent engineering, geological, operating
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or pricing factors, as may be reasonably susceptible of decermiracion.”

Section 111. Section 63-14-3 NMSA 1953 (being Laws 1973, Chaprer
293, Section 3) is amended to read: .

"65-14~5. REQUISITES OF APPLICATION FOR UNITIZATION.--Any
working interesc owner may file an applicacion with the division ra-
questing an order for the unit operation of a pool or any part there-
of. The application shall contain:

A. a description of the proposed unit area and the verzical
linits to be facluded therazia with a map or plar therecf attachec;

8. a statament thac the reservoir or portion thereof ia-
volved in the application has been reasonably defined by developzent:

C. a statement cf the tvpe of operations coatazplated Zor
the unit area;

D. a copy of a proposed plan of unitization waich the
applicaa} considars fair, reasonabla and eéuitable;

E. a copy of a proposed operating plan coverinz che manner
in which the unit will be supervised and managed and coscs allocated
and paid; and

F. an allegation of the facts required to be found by tha
division under Sectiom 635-14-6 NMSA 1953.“

Saction 112. Section 635-14-6 NMSA 1953 (being Laws 1975, Chapter
293, Section 6) is amended to rzad:

“65-14-6. MATTERS TO BE FOUND 3Y THE DIVISION PRECIDENT IO
ISSUANCE OF UNITIZATION ORDER.—

A.  After an application for unitization has been filed with
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the division and after anotice and hearing, all in the fora 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 vhether or not each of the following conditions exists:

(1) that the unitized managemect, operation and
further developaent of the oil or gas pool or a porcion thereof is
reasonably necessary in order to effectively carry on pressure mzin-
tenznce or secondary or tertiary recovery operations, to substantially

incre2se the ul:iinmate recovery of oil and gas from the peol or the

(2) that one or nmore of the said unitized nethods of
operations 2s applied to such pool or portion thereof is feasible,
will prevent wzste and will result with reasonable probability in the
increased recovery of substantially more oil and gas from the pool or
unitized portion thereef than would otherwise be recovered;

(3) that the estimated additionzl 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;

(4) that such unitization aﬁd adoption of one or more
of such unitized methods of operation will benefit the working inter-
est owners and royalty owners of the oil and gas rights within the
pool or portion thereof directly affected;

(5) that the operator has made a good faith effort to
secure voluatary unit{zation within the pool or portion thereof

directly affected; and

L,,,.,,....mmr o 4 e -
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(6) that the participation forzula contained in the
unitization agreement allocates the produced and saved unitized hydro-
carbons to the separately owned tracts in the unit area on a fair,
reasonable and egquitable basis.

8. 1If the divisfon datermines that the participation
formula contained {n the unitization agreement does not allocate
unitized hydrocarbons on a fafr, reasonable and equitable basis, the
division shall deceraine the relative value, from evidance iatro-
duced at the hearing, taking i{nto account the separately owmed tracis
in the unic arz2z, exclusive of physical equipment, for devaleopment of
oil and gas by uai:z operatiors, and the production alloczzed to each
tract shall be the proportion that the ralative value of each tract
so decarained bears to the relative value of all craces ia the uaic
area.

C. Wnen the divisior decermines that the preceding condi-
tions exist it shzll make findings to that effect 2ad make an order
creating the unir and providing for the unitizacion and unitized
operation of the pool or porzion thereof described in the order,
all upon such terzs 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 obligarions of the
verking interest owners and royalty owners."

Section 113. Section §5-14-7 NMSA 1953 (being Laws 1375, Chapter
293, Section 7) is acended to read:

"65-14-7. DIVISION ORDERS.--The order providing for unitrizacion
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2and unit operation of a2 pool or part thereof shall be upon terms and
conditions that are fair, reasonable and equitable and shall approve
or prescribe a plan or unit ag;eeaent for unit operation vhich shall
iaclude:

A. a legal description in tems of surface area of the pool
or part thereof to be operated as a unit and the vertical limits to
Se included therein termed "the unit 2rea’;

B. a statement of the nature of the operations contexpiated;

C. an allocation to the separately owned trzcts in the uait
2rea of all the o0il and gas that is produced from the unit area and is
seved, being the production that Is not used in the conduct of opera-
ticns on the unit area or not unavoidadbly lost;

D. a provision for the credits and charges to be made In
the adjustment arong the owners in the unit area for their respective
{avestments in wells, tanis, pucps, machinery, materizls and equipnent
contributed to the unit operations;

E. a provision governing how the costs of unit operations
including capital investments shall be determined and charged to the
separately owned tracts and how said costs shall be paid including a
provision providing when, how, and by vhom the unit production allo-
cated to an ovner who does not pay the share of the costs of unit
operations charged to such owner, or the interest of such cwner, may
be sold and the proceeds applied to the payment of such costs;

F. a provision for carrying any working interest ouner on

a linited, carried or net-profits basis, payable out of production,

g
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upon such terzs and conditions determined by the division to be just

and reasonable, and allowing an apocopriate charge for interest for

such service payable out of such owner's share of production, provided

that any monconsentcing working interest owner being so carried shall
be deeaed to have relinquished to the unic operator all of its oper-
ating rights and working interest in and to the unit until his share
of the costs, sarvica charge and {nterest are repaid to the unit
operator;

G. a provision designating the unit operator and providing
for the suparvision and conduct of the unit operations, including the
selectiorn, reaoval or substitution of an operator from anong the worx-
ing interest owners to conduct the unit operations;

H. a provision Zor a voting procedure for the decision of
matters to be decided by the working interes: owners in respect to
which each working iaterest owner shall have a voting interest equal
to its unit participation;

I. the time vhea the unit operation shall comcence and the
manner {n which, and the circumstances under wvhich, the operatioas
shall terminate and for tha settlement of accounts upon such termina-
tion; and

J. such additlonal provisions that are found to be appro-
priate for carrving on the unit operations and for the protection of
correlative rights and the preveation of waste.”

Section 114. Section 63-14-8 NMSA 1953 (being Laws 1975, Chapcer

293, Section 8) is amended to read:
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"65-14-8. RATIFICATION OR APPROVAL OF PLAN BY OWNERS.-—

A. Ko order of the division prov;ding for unit operations
shall become effective unless and until the plan for unit operations
prescribed by the division has been approved in writing by those
persons vho, under the division's order, will be required initially to
P2y at least seventy-five percent of the costs of the unit operationms,
2nd also by the owners of at least seventy-five percernt of the produc-
tion or proceeds thereof that will be credited to in:erests which are
Iree of ccst such as rovalties, overriding royalties and production
s2yments, 2nd the division has made a finding either in the order
providing for unit operations or in a supplemental order, that the
plan for unit operations has been so approved. Notwithstanding any
other provisions of this section, if seveanty-five percent or more of
che unit zrea is owned, as to working interest, by one working
interest owner, such working interest owner must be joined by at least
cne other working interest owmer in ratifying and approving the plan
of unit operations, unless such working interest owner is the owmer
of one hundred percent of the working interest in said unit area;
provided, however, if g single ovner is one who, under the division's
order will be required initially to pay at least twenty-five percent,
but not more than fifty percent, of the costs of unit operation, such
owner must be joined by at least one other owner of the same type
interest in disapproviag, or failure to approve, the plan of urit
operations to defeat the plan.

B. If one owner is the owner of at least twenty-five per-
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ceat, but not more than fifty percent, of the production or proceeds
thereof that will be credited to interests which are free of costs,
such owner oust be jolned by at least one other owner of the saze
type incerest ian disapproving, or failure to approve, the plan of
uaic operations to defeac the plan. '

C. If the persons ouning the required perceatage of inter-
est 1a the unic area do not approve the plan for uniz operations with-
{2 a period of six moaths fron the date on which the order providing
for unit operations is made, such order shall cease to be of furchar
:o::e and eifecc and shall be revoked by che divisien, unless the
division shall extend the time for ratificatican for gocd cause shown.

D. Wnen the persons owning the required percentage of
iaterest in the unit area have approved the plan for uait operations,
the interests of all persons i{n the unit are unitized vhetner or not
such persons have approved the plan of unitizatiom in writing."

Section 115. Section 65-14-9 MMSA 1953 (being Laws 1973, Chapter
293, Section 9) is amendad to read:

"65-14~9. AMENDMENT OF PLAN OF UNITIZATION.--An order providing
for unit operations may be amended by an order made by the division
in the same mancer and subject to the same conditions as an original
order providing for unit operations, provided:

A. 1if such an saendnsnt affects only the rights and iater-
ests of the working {nterest owners, the approval of the amendment by
the royalty owners shall not be required; and

B. no such acendment shall change the perceatage for the
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allocation of oil and gas as established for any separately owned
tract by the original order, except with the consent of all working
interest owners and royalty ovuners in such tract, or change the per-
centage for the allocation of costs as established for any separately
ovned tract by the origimal order, except with the consent of all
vorking interest ovners in such tract.”

Section 116. Sect}oﬂ 65-14-10 NMSA 1953 (being Laws 1975, Chapter
293, Section 10) is acended to read:

“65-14-10. PREVIOUSLY ESTASLISHED UNITS.——The division, by order,
asy provide for the unit operation of a pool or parts thereof that
exzbrace a unit area established by a previous order of the division.
Such order, in providing for the allocation of unit production, shall
first treat the unit area previously established as a single tract,
and the portion of the umit production allocated thereto shall then be
allocated among the separately owned tracts included im such pre-
viously established unit area in the same proportions as thcse
specified in the previous order."

Section 117. Sectfon 65-14-12 NMSA 1953 (being Laws 1975,
Chapter 293, Section 12) is amended to read:

"65~14-12. OPERATION--EXPRESSED OR IMPLIED COVENANTS.—All
operations, including but not limited to, the commencement, drilling
or operation of a well upon any portion of the unit area shall be
deemed for all purposes the conduct of such operations upon each
separately owned tract in the unit area by the several owvners thereof.

The portions of the unit production allocated to a separately owned
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tract in a unit area shall, when produced, be deemed, for all purposes,
to have been zctually produced from such cract by a well drilled
thereon. Operations conducted pursuant to an order of the division
providing for unit operations shall constitute a fulfillmeat of all

the express or implied obligations for each lease or contract covering
laads in the unié area to the exteat that compliance with such obliga-
ticas cannot ba had because of the order of the division."

Secticn 118. Section 63-14-16 NMSA 19533 (being laws 1973, Chaprer
293, Section 16) is amended to read:

“65-14-16., DIVISION ORDZRS.--

A. Yo division order or other contract relating to the sale
or purchase of production from a separately owned tract shall be ter-
minated by the order providing for unit operations, but shall rezzin
in Zorce and apply to ofl and gas allocated to such tract until
ternfinated in accordance with the provisions :hereof;

B. For purposes of this section, “divisior orler™ shail
mean a contract of sale to the purchaser of oil and gas." V

Section 119. Section 65-14-18 WMMSA 1953 (being Laws 1975, Chap-
ter 293, Section 18) is amended to read:

"65-14-13. EXISTING RIGHTS, RIGHTS IM UNLZASEID LAND, AND ROVAL-
TIES AND LEASE BURDENS.--Property rights, leases, contracts, ané other
rights or oblizations shall be regarded as acmendad and rmodified cxiy
to the extent n2cessary to conform to the provisions and requireszeats
of the Statutory Unitization Act and to any valid order of the divi-

sion providing for the unit operation of a pool or a part thereof, but
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othervise shall remain in full force and effect. A one-eighth part
of the production allocated to each tract under an order providing
for the unit operation of a pcol or a part thereof, chall in 211
eveats be and remain free and clear of any cost or expense of devel-
oping or operating the unit and of any lien therefor as an encumbered
source from vhich to pay the royalties or other cost-free obligations
due or dzyvable with respect to the production from such tract. If a
lease or other contract pertaining to a tract or interest s:tipulates a
royalty, overriding royalty, production pavment, or other obligation
in excess of one-eighth of the production or proceeds thereirca, thea
the werkiag interest owvmer subject to such excess pavzent or ocher
obligztiza skhall bear and pay the same."

S2ction 120. Section 65-14-21 NMSA 1953 (being Laws 1973, Chap-
ter 293, Section 21) is amended to read:

"65-16-21. UNLAWFUL OPERATION.—From and after the date desig-
nated by the division that a unit plan sha2ll become effective, the op-
eration of any well producing from the pool within the area subject to
said unit plan, by persons other than persons acting under the author-
ity of the unit plan, or except in the manner and to the extent pro-
vided in such unit plan, shall be unlawful and is hereby prohibited."”

Section 121. A new Sectiom 68-4-1.1 NMSA 1933 is enacted to read:

“68-4-1.1. PUBLIC SERVICE COMAISSION ADMINISTRATIVELY ATTACHED
TO ENZRGY AND MINERALS DEPARTMENT.--The public service commission is
administratively attached, as defined in the Executive Reorganization

Act, to the energy and minerals department.”
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Saction 122. ‘[EMIE"ATION.'-—The energy and mirerals departzent
shall terminata pursuant to the provisions of the Executive Reorzani-
zation Act on July 1, 1983,

Section 123. EFTECTIVE DATE.--The effactive date of trhe provi-

sions of this act is arch 31, 1978.
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Laws 1943, ch. 130, § 7; 1977, ch. 388, § 72; 1981, 424724 NMSA 1976, For railioads’ Hieht of
ch. 125, § 6. ' domain, see 42A-2-8 and 424-2-4 NMSA 191mmn
Cross references. — For telegraph and telephone

70-6-8. Ownership of injected gas.

All natural gas which has previously been reduced to possession, and which ig g b
quently injected into underground storage in any strata or formation shall at ali ﬁmu t
deemed the property of the injector, his heirs, successors or assigns; and in no event 2;,11‘
§uch gas be subject to the right of the owner of the surface of said lands or of any min, aJ
interest therein, under which said strata or formation lie, or of any person other t_hmeém
injector, his heirs, successors and assigns, to produce, take, reduce to Ppossession, waste o
ot.l"xerwise interfere with or exercise any control thereover, provided that the injector, his
heirs, successors and assigns shall have no right to gas in any stratum, formation or pox:ﬁox,
thereof, in which storage rights have not been acquired pursuant to this act (70-6-1t0 70-8-8
NMSA 1978), or otherwise purchased.

History: 1983 Comp., § 65-98, enactsd by  Rights and liabilities with respect to natural gas

Laws 1063, ch. 139, § & reducad to possession and subsequent! i
Am. Jur. 24, ALR. and C.J.S. references. — natursl reservolr, 94 A L. R.2d 543. ¥ stored in
ARTICLE 7
Statutory Unitization Act

Sec. Sex.
70-7-1. Purpou_e of act. 70-7-12. Operation; expressed or implied covenanta.
70-7.2. Sbort title. 70-7-13. Income from unitized substances.
70-7-3. Additional powers and duties of the oil con- 70-7-14. Lien for costs.

sarvation division. s abili

e 70-7-16. Liability for expenses.
70-74. Definitions. 70-7-16. Division orders.

70-7-6. Requisites of application for unitization. -
70-76. Matters tobe found by the division precedent ~ /0-1-17. Property rights.
t0 issuance of unitization order. 70-7-18. Erxigting rights, rights in unleased land and

70.7-7. Division erders. royaltiss and laass burdens.

70-7-8. Ratification or approval of plan by ewners. 70-7-19. Agreements pot violative of laws governing
70-7-8. Amendment of plen of unitizatien. - - monopolies or restraint of trade.
70-7-10. Previously established units. 70-7-20. Evidence of unit to be recarded.

70-7-11. Unit operations of leas than en entire pool. 70-7-21. Unlawful operation.

70-7-1. Purpose of act.

The legislature finds and determines that it is desirable and necessary under the
circumetances and for the purposes hereinafter set out to authorize and provide for the
unitized management, operation and further development of the oil and gas properties to
which the Statutory Unitization Act [70-7-1 to 70-7-21 NMSA 1978) 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 legiglature 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.

History: 1883 Comp., § 65-14-1, enacted by Arrangement for Developing Oil and Gas in the Gulf
Lawe 1975, ch. 283, % 1. of Mexico®, see 26 Nat. Resources J. 717 (1986).
Law reviews. — For article, “On an Institutional

70-7-2. Short title.
This act [70-7-1 to 70-7-21 NMSA 1978] may be cited as the “Statutory Unitization Act.”
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History: 1953 Comp., § 85-14-2, enacted by
Laws 1975, ch. 293, § 2.

70-7-3. Addit.ional powers and duties of the oil conservation divi-
sion.

Subject to the limitations of the Statutory Unitization Act (70-7-1 to 70-7-21 NMSA 1978}
the oil conservation division of the energy, minerals and natural resources department:
hereinafter referred to as the “division”, is vested with jurisdiction, power and authority and
it shall be its duty to make and enforce such orders and do such things as may be necessary
or proper to carry out and effectuate the purposes of the Statutory Unitization Act.

History: 1963 Comp., § 85-14-3, enacted by substituted ‘energy, minerals and natursl resources’
Jaws 1976, ch. 283, § 3; 1977, ch 268, § 109; for "energy 20d minerals” and made minor changes
1987, ch. 234, § 87. in language.

The 1987 amendment, effective July 1, 1887,

70-7-4. Definitions.

For the purposes of the Statutory Unitization Act [70-7-1 to 70-7-21 NMSA 1978), unless
the context otherwise requires:

A. “pool® means an underground reservoir containing a common accumulation of
crude petroleum oil or natural gas or both. Each zone of a general structure, which zone is
completely separate from any other zane in the structure, is covered by the word pool as
used herein. Pool is synonymous with “common source of supply” and with “common
reservoir”;

B. “oil and gas” means crude oil, natural gas, casinghead gas, condensate or any
combination thereof;

C. “waste,” in addition to its meaning in Section 70-2-3 NMSA 1978, shall include
both economic and physical waste resulting, or that could reasonably be expected to result,
from the development and operation separately of tracts that can best be developed and
operated as a unit; '

D. “working interest” means an interest in"usfitized substances by virtue of a lease,
operating agreement, fee title or otherwise, excluding royalty owmers, owners of overriding
royalties, oil and gas payments, carried interests, mortgages and lien claimants but
including a carried interest, the owner of which is primarily obligated to pay, either in cash
or out of production or otherwise, a portion of the unit expense; however, oil and gas rights
that are free of lease or other instrument creating a working interest shall be regarded as
a working interest to the extent of seven-eighths thereof and a royalty interest to the extent
of the remaining one-eighth thereof; ‘

E. “working interest owner” or “lessee” means a person who owns a working interest;

F. “royalty interest” means s right to or interest in any portion of the unitized
substances or proceeds thereof other than a working interest;

G. “royalty owner” means a person who owns a royslty interest;

H. “unit operator” means the working interest owner, designated by working interest
owners under the unit operating agreement or the division to conduct unit operations,
acting as operator and not as a working interest owner;

1. “basic royalty” means the royalty reserved in the lease but in no event exceeding
one-eighth; and _

J. “relative value™ means the value of each separately owned tract for oil and gas
purposes and its contributing value to the unit in relation to like values of other tracts in the
unit, taking into account acreage, the quantity of oil and gas recoverable therefrom, location
on structure, its probable productivity of oil and gas in the absence of unit operations, the
burden of operation to which the tract will or is likely to be subjected, or s0 many of said
factors, or such other pertinent engineering, geological, operating or pricing factors, as may
be reasonably susceptible of determination.
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History: 1953 Comp., § 85-144, enacted by
Laws 1876, ch. 293, § 4; 1977, ch. 256, § 110.

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 thercof. The application shall contain:

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

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

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

D. a copy of a proposed plan of unitization which the applicant considers fair,
reasonable and equitable;

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

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

History: 1853 Comp., § 65-14-8, enacted by Compulsory pooling or unitization statuta or ord;-
Laws 1976, ch. 293, § §; 1977, ch. 265, § 111. nance requiring owners or lessees of oil and gus lands

Am. Jur, 2d, ALR. and CJ.S. references. — to develop their holdings as a single drilling unit and
38 Am. Jur. 2d Gas end Oil §§ 164, 172. the like, 37 AL.R.2d 43¢.

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 require-
ments 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;

(2) that one or more of the said unitized methods of operations as applied to such pool
or portion thereof is feasible, will prevent waste and will result with reasonable probability
in the increased recovery of substantially more oil and gas from the pool or unitized portion
thereof 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

rofit;
P (4) that such unitization and adoption of one or more of such unitized methods of
operation will benefit the working interest owners and royalty owners of the oil and gas
rights within the pool or portion thereof directly affected; o

(5) that the operator has made a good faith effort to secure voluntary unitization
within the pool or portion thereof directly affected; and

(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. o

B. If the division determines that the participation formula contained in the unitization
agreement does not allocate unitized hydrocarbons on a fair, rcasonable and equitable basis,
the division shall determine the relative value, from evidence introduced at the heaqngi
taking into account the separately owned tracts in the unit ares, exclusive of physic
equipment, for development of ¢il and gas by unit operations, and the production allocat
to each tract shall be the proportion that the relative value of each tract so determined bears
to the relative value of all tracts in the unit area.
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C. When the division determines that the preceding conditions exist, it shall make
findings to that effect and make an order creating the unit 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.

History: 1853 Comp., # 65-14-8, enacted by
Laws 1975, ch. 2838, § 8; 1977, ch. 25§, § 113.

70-7-7. Division orders.

The order providing for unitization and unit operation of a pool or part of a pool ghall be
upon terms and conditions that are fair, reasonable and equitable and shall approve or
prescribe a plan or unit agreement for unit operation which shall include:

A. alegal description in terms of surface area of the pool or part of the poot to be
operated as & unit and the vertical limits to be included, termed “the unit area”;

B. a statement of the nature of the operations contemplated;

C. an allocation to the separately owned tracts in the unit area of all the oil and gas
that ie produced from the unit area and is saved, being the production that is not used in the
conduct of operations on the unit area or not unavoidably lost;

D. a provision for the cradits and charges to be made in the adjustment among the
owners in the unit area for their respective investments in wells, tanks, pumps, machinery,
materials and equipment contributed to the unit operations;

E. a provision governing how the costs of unit operations, including capital invest-
ments, shall be determined and charged to the separately owned tracts and how the costs
ghall be paid, including a provision providing when, how and by whom the unit production
allocated to an owner who does not pay the share of the costs of unit operations charged to
that owner or the interest of that owner may be sold and the proceeds applied to the
payment of costs;

F. a provision for carrying any working interest owner on a limited, carried or
net-profits basis, payable out of production, upon such terms and conditions determined by
the division to be just and reasenable and allowing an appropriate charge for interest for
such service payable out of the owner’s share of production; provided that any
nonconsenting working interest owner being so carried shall be deemed to have relin-
quished to the unit operator all of its operating rights and working interest in and to the
unit until his share of the costs are repaid, plus an amount not to exceed two hundred
percent of such costs as a nonconsent penalty, with maximum penalty amount in each case
to be determined by the division;

G. a provision designating the unit operator and providing for the supervision and
conduct of the unit operations, including the selection, removal or substitution of an
operator from among the working interest owners to conduct the unit operations;

H. a provision for a voting procedure for the decision of matters to be decided by the
working interest owners in respect to which each working interest owner shall have a voting
interest equal to its unit participation;

I. the time when the unit operation shall commence and the manner in which and
the circumstances under which the operations shall terminate and for the settlement of
accounts upon termination; and

J. such additional provistons as are found to be appropriate for carrying on the unit
operations and for the protection of correlative rights and the prevention of waste.

History: 1963 Comp., § 85-14-7, enacted by the end of Subsection F, added the language follow-
Laws 1875, ch. 298, § 7; 1877, ch. 255, § 113; ing “in and to the unit until” and made minor stylie-
1988, ch. 66, § 1. tic changes throughout the section.

The 1986 amendment, effective May 21, 1986. st
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70-7-8. Ratification or approval of plan by owners.

A. No order of the division providing for unit operations shall become effective up]
until the plan for unit operations prescribed by the division has been approved in wne:a and
those persons who, under the division’s order, will be required initially to pay at l;g by
seventy-five percent of the costs of the unit operations, and also by the owners of at le“t
seventy-five percent of the production or proceeds thereof that will be credited to im,ere”t
which are free of cost such as royalties, overriding royalties and production payments est,;
the division has made & finding either in the order providing for unit operations o;' ;n
supplemental order that the plan for unit operations has been so approved. NOtWitkmtanda
ing any other provisions of this section, if seventy-five percent or more of the unit area ia.
owned, as to working interest, by one working interest owner, such working interest owper
must be joined by at least one other working interest owner in ratifying and approving the
plan of unit operations, unless such working interest owner is the owner of one hundred
percent of the working interest in said unit area; provided, however, if a single owner is ong
who, under the division’s order will be required initially to pay at least twenty-five percent,
but not more than fifty percent, of the costs of unit operation, such owner must be joined by
at least one other owner of the same type interest in disapproving, or failure to approve, the
plan of unit operations to defeat the plan.

B. If one owner is the owner of at least twenty-five percent, but not more than fifty
percent, of the production or proceeds thereof that will be credited to interests which are
free of costs, such owner must be joined by at least one other owner of the same type interest
in disapproving, or failure to approve, the plan of unit operations to defeat the plan.

C. If the persons owning the required percentage of interest in the unit area do not
approve the plan for unit operations within a period of six months from the date on which
the order providing for unit operations is made, such order shall cease to be of further force
and effect and shall be revoked by the division, unless the division shall extend the time for
ratification for good cause shown.

D. When the persons owning the required percentage of interest in the unit area have
approved the plan for unit operations, the interests of all persons in the unit are unitized
whether or not such persons have approved the plan of unitization in writing.

History: 1953 Comp., t 65148, enacted by
Laws 1978, ch. 298, § 8; 1977, ch. 258, § 114.

70-7-9. Amendment of plan of unitization.

An order providing for unit operations may be amended by an order made by the division
in the same manner and subject to the same conditions as an original order providing for
unit operations, provided:

A. if such an amendment affects only the rights and interests of the working interest
owners, the approval of the amendment by the royalty ownere shall not be required; and

B. no such amendment shall change the percentage for the allocation of oil and gas
as established for any separately owned tract by the original order, except with the consent
of all working interest owners and royalty owners in such tract, or change the percentage for
the allocation of costs as established for any separately owned tract by the onginal order,
except with the consent of all working interest owners in such tract.

History: 1883 Comp., § 65-14-9, enacted by
Laws 1975, ch. 298, § 9; 1977, ch. 255, § 115.

70-7-10. Previously established units.

The division, by order, may provide for the unit operation of a pool or parts thereof U}“
embrace a unit area established by a previous order of the division. Such order, in providing
for the allocation of unit production, shall first treat the unit area previously established as
a single tract, and the portion of the unit production allocated thereto shall then be allocated
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70-7-11 STATUTORY UNITIZATION ACT 70-1-10

among the separately owned tracts included in such previously established unit area in the
game proportions as those specified in the previous order.

History: 1953 Comp., § 85-14-10, enacted by
fLaws 1975, ch. 293, § 10; 1977, ch. 255, § 116.

70-7-11. Unit operations of less than an entire pool.

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

History: 1953 Comp., § 65-14-11, enacted by Am, Jur. 24, ALR. and C.J8. references. —
Laws 1978, ch. 283, § 11, 88 Am. Jur. 2d Gas and Oil §§ 164, 172

70-7-12. Operation; expressed or implied covenants.

All operations, including but not limited to, the commencement, drilling or operation of a
well upon any portion of the unit area shall be deemed for all purposes the conduct of such
operations upon each separately owned tract in the unit area by the several owners thereof.
The portions of the unit production allocated to a separately owned tract in a unit area shall,
when produced, be deemed, for all purposes, to have been actually produced from such tract
by a well drilled thereon. Operations conducted pursuant to an order of the division
providing for unit operations shall constitute a fulfillment of all the express or implied

obligations for each lease or contract covering lands in the unit area to the extent that
compliance with such obligations cannot be had because of the order of the division.

1958 Comp., § 68-14-13, enacted by
Laws 1075, ch. 283, § 13; 1977, ch. 258, § 117.

70-7-13. Income from unitized substances.

The portion of the unit production allocated to any tract, and the proceeds from the sale
thereof, shall be the property and income of the sevéral persons to whom, or to whose credit,
the same are allocated or payable under the order providing for unit operations.

History: 1863 Comp., § 85-14-13, enacted by
Laws 1975, ch. 283, § 18.

70-7-14. Lien for costs.

Subject to such reasonable limitations as may be set out in the plan of unitization, the
unit shall have a first and prior lien upon the leasehold estate and other oil and gas rights
(exclusive of a one-eighth royalty interest or exclusive of the interest provided in the unit
operating plan which allocates costs, if it is different than one-eighth) in and to each
separately owned tract, the interest of the owners thereof in and to the unit production and
all equipment in the possession of the unit, to secure the payment of the amount of the unit
expense charged to and assessed against such separately owned tract.

History: 1963 Comp., § 65-14-14, enacted by
Laws 1976, ch. 203, § 14.

70-7-15. Liability for expenses.

The obligation or liability of each working interest owner in the several separately owned
tracts in the unit for the payment of unit expense at all times shall be several and not joint
or collective, and a working interest owner shall not be chargeable with, obligated or liable
for, directly or indirectly, more than the amount apportioned, assessed or otherwise charged
to his interest in the separately owned tract pursuant to the order of unitization.
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70-7-16 OIL AND GAS ey

History: 1953 Comp., § 85-14-16, enacted by
Laws 1978, ch_ 283, § 15.

70-7-16. Division orders.

A No division order or other contract relating to the sale or purchase of production from
a separately owned tract shall be terminated by the order providing for unit operations, byt
shall remain in force and spply to il and gas allocated to such tract until terminateq in
accordance with the provisions thereof.

B. For purposes of this section, “division order” shall mean a contract of sale to the
purchaser of oil and gas. -

History: 1853 Comp., § 65-14-16, enacted by
Laws 1978, ch. 283, § 16; 1977, ¢h. 285, § 118.

70-7-17. Property rights.

Except to the extent that the parties affected so agree, no order providing for unit
operations shall be construed to result in a transfer of all or any part of the title of any
person to the oil and gas rights in any tract in the unit area. All property, whether real or
personal, that may be acquired in the conduct of unit operations hereunder shall be
scquired for the account of the working interest owners within the unit area, and shall be
the property of such working interest owners in the proportion that the costs of unit
operations are charged.

History: 1983 Comp., § 65-14-17, enacted by
Laws 1975, ch. 393, § 17.

70-7-18. Existing rights, rights in unleased land and royalties and
lease burdens.

Property rights, leases, contracts and other rights or obligations shall be regarded as
amended and modified only to the extent necessary to conform to the provisions and
requirements of the Statutery Unitization Act (70-7-1 to 70-7-21 NMSA 1978] and to any
valid order of the division providing for the unit operation of a pool or a part thereof, but
otherwise ghall remain in full force and effect. A one-eighth part of the production allocated
to each tract under an order providing for the unit operation of a pool or a part thereof Bl’fln
in all events be and remain free and clear of any cost or expense of developing or opel:ahni
the unit and of any lien therefor as an encumbered {unencumbered] source from wh.lch_ to
pay the royalties or other cost-free obligations due or payable with respect to the production
from such tract. If a lease or other contract pertaining to a tract or interest stipulates a
royalty, overriding royalty, production payment or other obligation in excess of one-eighth of
the production or proceeds therefrom, then the working interest owner subject to such
excess payment or other obligation shall bear and pay the same.

History: 1953 Comp., § 65-14-18, epacted by encumbered” was insarted by the compiler ‘; z
Lawe 1975, ch 298, § 18; 1977, ch- 255, § 119. appareatly intended term. It was not enscted by
Bracketed materisl. — The bracketed word “un- legislature and is not a part of the law.

70-7-19. Agreements not violative of laws governing monopolies OF
restraint of trade.

as rights in oil lnd

urpose of bringing

olate 80y

No agreement between or among lessees or other owners of oil and g
gas properties entered into pursuant hereto or with a view or for the p t
about the unitized development or operation of such properties shall be held to v1
of the statutes of this state prohibiting monopolies or acts, arrangements, agreemen
contracts, combinations or conspiracies in restraint of trade or commerce.

68



70-7-20 EMERGENCY PETROLEUM PRODUCTS SUPPLIES 70-8-2

Laws 1976, ob. 208, § 10.

70-7-20. Evidence of unit to be recorded.

A copy of each unit agreement shall be recorded in the office of the county clerk of the
county or counties in which the unit is situated.

History: 1088 Comp., § 65-14-90, enacted by
Lawe 1976, ch. 293, § 0. :

70-7-21. Unlawful operation.

From and after the date designated by the division that a unit plan shall become effective,
the operation of any well producing from the pool - within the area subject to said unit plan,
by persons other than persons acting under the authority of the unit plan, or except in the
manner and to the extent provided in such unit plan, shall be unlawful and is hereby
prohibited.

History: 18968 Comp,, § 65-14-21, enacted by
Laws 1978, ab. 383, § 21; 1977, ch. 355, § 120,

ARTICLE 8
Emergency Petroleum Products Supplies

Sec. . Sec.

70-8-1. Short title. 70-8.5. Prohibited acts.

70-8-2. Purposs and findings. 70-8-5.1. Exemption.

70-838. Definitions. 7086. Right of action; injunction; damages.

7084, Consent as & condition of doing business.

70-8-1. Short title.

This act [70-8-1 to 70-8-6 NMSA 1978) may be cited as the “Emergency Petroleum
Products Supply Act.”

History: 1853 Comp., § 65-10-1, enscted by 70-8-1 10 70-8-5 and 70-8-6 NMSA 1978. However,
Laws 1974,ch. 22, § 1. Laws 1979, Chapter 174 added present 708-8.1

Meaning of “this act”. — The term “this act” NMSA 1978 to the Emarpency Petroleum Products
means Laws 1974, Chapter 22, which appears as Supply Act.

70-8-2. Purpose and filndings.

The legislature hereby determines that:

A shortages of petroleum products caused by discontinuance or significant reduc-
tions of normal and customary availability in New Mexico of petroleum supplies create
severe economic dislocations and hardships, including loss of jobs, closing of factories and
businesses, reduction of crop plantings and harvesting, and curtailment of vital public
services, including the transportation of food and other essential goods;

B. such hardships and dislocations are a threat to the public health, safety and
welfare and can be averted or minimized through the operation of the Emergency Petroleum
Products Supply Act [70-8-1 to 70-8-6 NMSA 1978);

C. the purpose of the Emergency Petroleum Products Supply Act is to avert or
minimize such threats to the public health, safety and welfare; and

D. the preservation of existing marketing and distribution facilities of petroleum
products in the state is neceasary to prevent chaos and promote the public health, safety and
welfare,

History: 1853 Comp., § 65-10-2, enacted by
Laws 1874, ch 22, § 2.
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< STATE OF NEW HE: O° N
Eb  GY AND MINERALS Di “ARTME )
OTL CONSERVATION DIVISION

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

CASE NO. 6987
Order No. R-6447

APPLICATION OF GETTY OIL COMPANY
FOR STATUTORY UNITIZATION, LEA
COUNTY, NEW MEXICO.

ORDER OF THE COMMISSION

BY THE COMMISSION:

This cause came on for hearing at 9 a.m. on August 5, 1980,
at Santa Fe, New Mexico, before the 0il Conservation Commission
of New Mexico, hereinafter referred to as the "Commission."

NOW, on this__ 27tn dsy of Auqust, 1980, the Commission,
a quorum being present, having considered the testimony and the
record and being otherwise fully advised in the premises,

FINDS:

(1) That due public notice having been given as required
by law, the Commission has jurisdiction of this cause and the
subject matter thereof.

(2) That the applicant, Getty 0il Company, seeks the
statutory unitization, pursuant to the "Statutory Unitization
Act," Sections 70-7-1 through 70-7-21, NMSA 1978, of 9,360
acres, more or less, being a portion of the Langlie Mattix Pool,
Lea County, New Mexico, said portion being known as the Myers
Langlie-Mattix Unit Area and applicant further seeks approval
of the Unit Agreement as revised and the Unit Operating Agree-
ment as revised.

(3) That the Myers Langlie-Mattix Unit Agreement was
approved by the 0il Conservation Commission by Order No. R-4680
~entered in Case No. 5087 an October 31, 1973.

(4) That the Myers Lenglie-Mattix Unit became effective
on February 1, 1974, and has been operated by Getty 0il Company
and its predecessor in interest, Skelly 0il Company, since that
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(5) That the applicant seeks statutory unitization of
this voluntary unit to enable it to institute more effective
and efficient operating practices thereby extending the eco-
nomic life of the unit.

(6) That the unit.area should be designated the Myers
Langlie-Mattix Unit Area and the horizantal limits of said unit
area should be comprised of the following described lands:

TOWNSHIP 23 SOUTH, RANGE 36 EAST, NMPM

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

Section 36: N/2, SE/4, and E£/2 SW/4

TOWNSHIP 23 SOUTH, RANGE 37 EAST, NMPM

Sectien 2B8: 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

Sections 31 through 33: ' All

Section 34: W/2

TOWNSHIP 24 SOUTH, RANGE 36 EAST, NMPM

Section 1: NE/4.NE/4

Section 12: S/2 N/2, N/2 S/2, and SE/4&
SE/4

TOWNSHIP 24 SOUTH, RANGE 37 EAST, NMPHM
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 5: All
Section 6: E/2, E/2 W/2, and NW/4
NW/4
Section 7: N/2, SE/4, and S/2 SW/4
Section 8: N/2, N/2 S/2, and SW/4
SH/4
Section 9: NW/4, N/2 SW/4, N/2 NE/4,
and SE/4 NE/4
Section 10: NW/4, W/2 NE/4, SE/G NE/4&,
£E/2 SY/4, and W/2 SE/4

Section 1ll: SW/4 NW/4

(7) That the vertical limits of said Myers Langlie-Mattix
Unit Area should comprise that interval which extends from a
point 100 feet above the base of the Seven Rivers formation to
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the basse of the Queen formation; said interval having been
heretofore found to occur in the Texas Pacific 0il Company's
Blinebry "B" Well No. 3 located 330 feet from the North line
and 2310 feet from the West line of Section 34, Township 23
South, Range 37 East, NMPM, Lea County, New Mexico, at an indi-
cated depth interval of 3168 feet to 3570 feet, as recarded on
the Schlumberger Electrical Log Run No. 1 taken December 264,
1952, sald log being measured from a derrick floor elevation

of 3300 feet above sea level.

(8) That the portion of the Langlie Mattix Pool proposed
to be included in the aforesaid Myers Langlie-Mattix Unit Area
has been reasonably defined by development.

(9) That the applicant proposes to continue water flooding
for the secondary recovery of oil, gas, gaseous substances,
sulfur contained in gas, condensate, distillate and all associated
and constituent liquid or liquifiable hydrocarbons within and to
be produced from the proposed unit area. )

(10) That the continuation of secondary recovery operations
as a result of statutory unitizetion should result in the addi-
tional recovery of approximately 500,000 barrels of oil.

(11) That the unitized management, operation and further
development of the Myers Langlie-Mattix Unit Area, as proposed,
is reasonably necessary to effectively carry on secondsry re-
covery operations and will substentially increase the ultimsate
recovery of oil from the unitized portion of the pool.

(12) That the proposed unitized method of operation ses
applied to the Myers Langlie-Mattix Unit Avea is feasible and
will result with reasonable probability in the increased re-
covery of substantially more o0il from the unitized portion of
the pool than would otherwise be recovered without unitization.

(13) That the estimated additional investment costs which
result from statutory unitization are $1.6 million from which
can be deducted $600,000, which will be saved by not having to
maintain separate production facilities on certain tracts within
the unit area for a net additional investmeant of $1 million.

(14) That the additionasl recovery to be derived from the
extended secondary recovery operstions resulting from statutory
unitization will have a gross value to the unit of $18.24
million.
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(15) That the estimated additional costs of the proposed
operations (as described in finding No. (13) above) will not
exceed the estimated value of the additional o0il (es described
in Finding No. (14) above) plus a reasonable profit.

(16) That the applicant, the designated Unit Operator
pursuant to the Unit Agreement and the Unit Operation Agreement,
has made a good faith effort to secure voluntary unitization
within the Myers Langlie-Mattix Unit’ Area.

(17) That the participation formula contsined in the Unit
Agreement allocates the produced and saved unitized substances
to the separately owned tracts in the unit area on a fair,
reasonable, and equitable basis.

- (18) That statutory unitization and the adoption of the
proposed unitized method of operation will benefit the working
interest owners and royalty owners of the oil and gss rights
within the Myers Langlie-Mattix Unit Area.

(19) That the granting of the epplication in this case will
have no adverse effect upon other portions of the Langlie
Mattix Pool.

(20) That applicant's Exhibits Nos. 9 and 11 as revised by
Exhibits 10 and 12 in this cese, being the Unit Agreement and
the Unit Operating Agreement, respectively, should be incorporated
by reference into this ogder.

(21) That the Myers Langlie-Mattix Unit Agreement and the
Myera langlie-Mattix Unit Operating Agreement providu for uniti-
zation and unit operation of the Myers Langlie-Mattix Unit Area
upon terms and conditions that are fair, reasonable, and equit-
able, and which include: )

(s8) an allocation to the separately owned tracts in
the unit area of all oil and gas that is produced from the
unit area and which is saved, being the production that is
not used in the conduct oF unlt operations or not unavoid-
ably lost;

(b) =8 provision for the credits and charges to be
made in the adjustment among the owners in the unit area
for their respective investments in wells, tanks, pumps,
machinery, materials, and equipment contributed to the
unit operations;
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(c) a pravision governing how the ‘costs of unit
operations including capital investments shall be deter-
mined and charged to the separately owned tracts and how
said costs shall be paid including a provision providing
when, how, and by whom the unit production allocated to
an owner who dees not pay his share of the costs of unit
operations shall be charged to such owner, or the interest
of such owner, and how his interest may be sold and the
proceeds applied to the payment of his costs;

(d) & 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 pro-
duction, upon such terms and conditions determined by the
Commission to be just snd reasonable, and allowing an
appropriate charge for 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 repsid to the Unit Operator;

(e) a provision designating the Unit Operator and
providing for the supervision and conduct of the unit
operations, including the selectien, removal or substitu-
tion of an operator from among the working interest owners
to conduct the unit operations;

(f) a provision for voting proredure for the decision
of matters to be decided by the working interest owners
in respect to which each working interest owner shall have
a voting interest equal to his unit participation; and

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

(22) That applicant seeks establishment of an asdministrative
procedure whereby the conversion of additional wells to injection
may be approved without further notice or hesring.

(23) That the statutory unitization of the Myers Langlie-
Mattix Unit Ares is in conformity with the above findings, and



-~

b~ A
Case No. 6987 ..
Order No. R-6447

will prevent waste and protect the correlative rights of ell
owners of interest within the proposed .unit area, and should
be approved.

IT 1S THEREFORE ORDERED:

(1) That the Myers Langlie-Mattix Unit Area, comprising
9,360 scres, more or less, in the Langlie Mattix Pool, Lea
County, New Mexico, 4s hereby approved for statutory unitization
pursuant to the Statutory Unitization Act, Sections 70-7-1
“through 70-7-21 NMSA 1978.

(2) That the lands included within the Myers Langlie-~
~Mattix Unit Area shall be comprised of:

TONNSHIP 23 'SOUTH, RANGE 36 EAST, NMPM

Section 25:
Section 36:

TOWNSHIP 23

N72 NE/&, SE/a4 NE/G, €72
SW/4, SW/& SW/4, and SE/4 -
N/2, SE/4, and E/2 SW/4

'SOUTH, RANGE 37 EAST, NMPM

Section 28:
Section 29:
Section 30:

Sections 31
Section 34:

TOWNSHIP 24

SW/4

W/2, W/2 €/2, and E£E/2 SE/4
N/2, SW/4, N/2 SE/4, and
SW/4 SE/& _
through 33:
W/2

All

'SOUTH, RANGE 36 EAST, NMPM

Section 1l: -

“Section 12:

TOWNSHIP 24

NE/4 NE/4& .
S/2 N/2, N/2 S/2, and
SE/4 SE/4

SOUTH. RANGE 37 EAST. NMPH

Section 2:
Section 3:
Sections &
Section 6:
Section 7:
Section B:
Section 9:

Section 10:

Section

and 5:

ll:

W/2 NE/4& and W/2

NE/&4, E/2 SE/&4, and W/2 SH/4
All

E£/2, E/2 W/2, and NW/4 NW/4
N/2, SE/4, and S/2 SW/4
N/2, N/2.5/2, and SH/4 SW/4
NW/4, N/2 SW/4, N/2 NE/A4,
and SE/4 NE/4

NW/4, W/2 NE/&, SE/& NE/G,
€/2 SW/4, and W/2 SE/&

SW/4 NW/4
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(3) That the vertical limits of said Myers Langlie-Mattix
Unit Area should comprise 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 intervel having been
heretofore found te occur in the Texas Pacific 0il Company's
Blinebry "B"™ Well No. 3 located 330 feet from the North line
and 2310 feet from the West line of Section 34, Township 23
South, Range 37 East, NMPM, Lea County, New Mexico, at an indi-
cated depth interval of 3168 feet to 3570 feet, as recorded on
the Schlumberger Electrical Log Run No. 1 taken December 26,
1952, seid log being measured from a derrick Floor elevation
of 3300 feet above sea level.

(4) -That the applicant shall waterflood for the secondary
recovery of o0il, geas, gaseous substances, sulfur contained in
gas, condensate, distillate, and all associated and constituent
liquid or liquified hydrocarbons within and produced from the
unit areas,

(5) That the Myers Langlie-Mattix Unit Agreement as revised
and the Myers Langlie-Mattix Unit Operating Agreement as revised
are approved and adopted and incorporated by reference into this
order. :

(6) That when, pursusnt to the terms of Sections 70-7-9
NMSA 1978, the persons owning the ‘required percentage of interest
in the unit area have approved or ratified the Unit Agreement
and the Unit Operating Agreement, the interests of all persons
within the unit ares are unitized whether or not such persons
have approved the Unit Agreement or the Unit Operating Agreement
in writing. -

(7) That the applicant as Unit Operator shall notify in
writing the Divisieon Director of any removal or substitution
of said Unit Operator by any other working interest owner within
the unit area. '

(8) That the applicant is suthorized to convert additional
wells to injection in accordance with the provisions of Division
Rule 701 E 4.

(9) That jurisdiction of this cause is retained for the
entry of such further orders as the Commission may deem necessary.
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DONE at Santa Fe, New Mexico, on the day and year herein-
above designated.

STATE OF NEW MEXICO
OIL CONSERVATION COMMISSION

ALEX J. ARMIJ0, Member

SEAL

fd/
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Testimony, UOA, and Order
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STATE OF NEW MEXICO
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1 EXAMINATION
2 BY MR. STOVALL:
3 Q. Is there a provision in either the Unit
4 Agreement or the Unit Operating Agreement for carrying
5 of nonconsenting parties? 1I'll preface that by saying
6 that I didn't find one as I skimmed through it?
7 A. No, sir, there isn't. |And the only
8 reference I would make to that would be that under the
9 Statutory Unitization Act in 70-7, provision (F) it
10 does say that in the event you have a nonconsenting
11 working interest party, that they could be subject to
12 cost, 100 percent plus 200 percent penalty. The
13 question never came up except one of Santa Fe
14 Exploration's working interest. parties asked me would
15 he would be exposed to that, and I said I could not
16 answer that. There was a provision under the Act--
17 Q. Lét me interrupt you here, Mr. Dickenson.
18 I'm reading 70-7-7, "...and shall approve or prescribe
19 a plan for a Unit Agreement for unit operations which
20 shall include®"--and 1'1ll go to your paragraph (F)--"a
21 provision for carrying any working interest owner
22 unlimited during a net profits basis,"™ and further
23 down it provides, "carrying plus an amount not to
24 exceed 200 percent."
25

My interpretation of that statutory
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1 provision is that the Unit Agreement or Unit Operating
2 Agreement needs to have that provision for carrying
3 included in it. Would you been willing to amend the
4 Agreement?
5 MR. KELLAHIN: No, sir. Mr. Stovall, we've
6 made the conscious decision not to seek the nonconsent
7 provisions that apply in the statute and it's been
8 intentionally deleted from the operating agreement.
9 MR. STOVALL: So, in effect the
10 nonparticipating interest would be carried at no
11 penalty?
12 MR. KELLAHIN: That's right. ]
13 EXAMINER STOGNER: Any other questions of
14 this witness? 1If not, Mr. Dickenson—— |
15 THE WITNESS: If I might, in response to
16 Mr. Stovall--
17 MR. STOGNER: Mr. Kellahin?
18 MR. KELLAHIN: There's no question before
19 you, Mr. Dickenson.
20 EXAMINER STOGNER: Okay. Mr. Dickenson,
21 you may be excused.
22 MR. KELLAHIN: That concludes our
23 presentation, Mr. Examiner.
24 EXAMINER STOGNER: Mr. Padilla, do you have
25 a witness?
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MR. PADILLA: Can I take a short break? I
think I can reduce it to one. I do have one.

EXAMINER STOGNER: Let's take about a
ten-minute recess at this time.

(Thereupon, a recess was taken.)

EXAMINER STOGNER: The hearing will come to
order. Let's see, we wish to recall Mr. Dickenson at
this time. Mr. Stovall has a question.

CHARLES E. DICKENSON
the witness herein, after having been previously duly
sworn upon his oath, was examined and testified
further as follows:
EXAMINATION
BY MR. STOVALL:

Q. Mr. Dickenson, you testified as to the
overhead rates, and I'm particularly talking about the
producing well rate of $735 and I will state that
that's probably higher than the Division normally
grants.

However, you did make some statement, and
as I look on page 2 of the COPAS attached to the
operating agreement, did I understand you correctly to
say you are including, within that overhead charge,
rather than as a direct charge, items which under the

COPAS are normally provided for as a direct charge?

CUMBRE COURT REPORTING
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Interest Owner is greater than the amount charged against such
Working Interest Owner, the resulting net credit shall be paid to
such Working Interest Owner by Unit Operator out of funds received
by it in settlement of the net charges described above.

10.4 General Pacilities. The acquisition of warehouses,
warehouse stocks, lease houses, camps, facility systems, and
office buildings necessary for Unit Operations shall be by
negotiation by the owners thereof and Unit Operator, subject to
the approval of Working Interest Owners.

10.5 oOwnership of Property and Facilities. Each Working
Interest Owner, individually, shall by virtue hereof own an
undivided interest, equal to its Unit Participation in all wells,
equipment, and facilities taken over or otherwise acquired by

Unit Operator pursuant to this Agreement.

ARTICLE 11

UNIT EXPENSE
11.1 Basis of Charge to Working Interest Owners. Unit
Operator initially shall pay all Unit Expense. Each Working
Interest Owner shall reimburse Unit Operator for its share of
Unit Expense. Each Working Interest Owner's share shall be the
same as its Unit Participation. All charges, credits, and
" accounting for Unit Expense shall be in accordance with Exhibit cC.
11.2 Budgets. Before or as soon as practical after the
Effective Date, Unit Operator shall prepare a budget of estimated
Unit Expense for the remainder of the calendar year, and thereafter
shall prepare budgets as determined by Working Interest Owners.

14



Budgets shall be estimates only, and shall be adjusted or corre.
by Working Interest Owners and Unit Operator whenever an adjustr
or correction is proper. A copy of each budget and adjus
budget shall be furnished promptly to each Working Interest Ow:.

11.3 Advance Billings. Unit Operator shall have the righ:
require Working Interest Owners to advance their respect
shares of estimated Unit Expense as provided by Exhibit C.

11.4 Commingling of Funds. Funds received by Unit Oper:
under this Agreement need not be segregated or maintained by
as a separate fund, but may be commingled with its own funds.

11.5 ©Unpaid Unit Expense. If any Working Interest Owr::
fails or is unable to pay its share of Unit Expense within sixzv
(60) days after rendition of a statement therefor by Unit Operator,
the non-defaulting Working Interest Owners shall, upon request by
Unit Operator, pay the unpaid amount as if it were Unit Expense
in the proportion that the Unit Participation of each such
Working Interest Owner bears to the Unit Participation of all
such Working Interest Owners. Each Working Interest so paying
its share of the unpaid amount shall, to obtain reimbursement
thereof, be subrogated to the security rights described in
Section 11.6 of this Agreement.

11.6 Security Rights. In addition to any other security
rights and remedies provided for by the laws of this State with
respect to services rendered or materials and equipment furnished
under this Agreement, Unit Operator shall have a first and prior

lien upon each Working Interest, including the Unitized Substances
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and Unit Equipment credited thereto, in order to secure payment
of the Unit Expense charged against such Working Interest,
together with interest thereon at the rate set forth in Exhibit C
or the maximum rate allowed by law, whichever is less. If any
Working Interest Owner does not pay its share of Unit Expense when
due, Unit Operator shall have the right to collect from the
purchaser the préceeds from the sale of such Working Interest
owner's share of Unitized Substances until thg amount owed, plus
interest at the rate herein provided, has been paid. Each
purchaser shall be entitled to rely on Unit Operator's statement
- concerning the amount owed and the interest payable thereon.

11.7 Carved-out Interests. Any overriding royalty, produc-
tion payment, net proceeds interest, carried interest or any
other interest carved out of a Working Interest shall be subject
to this Agreement. If a Working Interest Owner does not pay its
share of Unit Expense and the proceeds from the sale of Unitized
Substances under Section 11.6 are insufficient for that purpose,
the security rights provided for therein may be applied against
the carved-out interests with which such Working Interest is
burdened. In such event, the owner of such carved-out interest

shall be subrogated to the security rights granted by Section 11.6.

ARTICLE 12
NONUNITIZED FORMATIONS
12.1 Right to Operate. Any Working Interest Owner that now
has or hereafter acquires the right to drill for and produce oil,
gas, or other minerals, from a formation underlying the Unit Are
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writing and shall be deemed to have been properly served vw:.
sent by mail or telegram to the address of the representative
each Working Interest Owner as furnished to Unit Operator

accordance with Article 4.

ARTICLE 16
WITHDRAWAL OF WORKING INTEREST OWNER

16.1 Withdrawal. A Working Interest Owner may withdraw fr
this agreement by transferring, without warranty of title eitth
express or implied, to the Working Interest Owners who do r
desire to withdraw all its 0il and Gas Rights, exclusive .
Royalty Interests, together with its inter;st in all Unit Equipme::
and in all wells used in Unit Operations, provided that such
transfer shall not relieve such Working Interest Owner from any
obligation or 1liability incurred prior to the first day of the
month following receipt by Unit Operator of such transfer. The
delivery of the transfer shall be made to Unit Operator for the
transferees. The transferred interest shall be owned by the
transferees in proportion to their respective interests so
acquired, shall pay the transferor for its interest in Unit
Equipment, the salvage value thereof less its share of the
estimated cost of salvaging same and of plugging and abandoning
all wells then being used or held for Unit Operations, as deter-
mined by Working Interest Owners. In the event such withdrawing
owner's interest in the aforesaid salvage value is less than such
owner's share of such estimated costs, the withdrawing owner, as
a condition precedent to withdrawal, shall pay the Unit Operator,

19



for the benefit of Working Interest Owners succeeding to its
interest, a sum equal to the deficiency. Within sixty (60) days
after receiving delivery of the transfer, Unit Operator shall
render a final statement to the withdrawing owner for its share
of Unit Expense, including any deficiency in salvage value, as
determined by Working Interest Owners, incurred as of the first
day of the month following the date of receipt of the transfer.
Provided all Unit Expense, including any deficiency hereunder,
due from the withdrawing owner has been paid in full within
thirty (30) days after the rendering of such final statement by
the Unit Operator, the transfer shall be effective the first day
of the month following its receipt by Unit Operator and, as of
such effective date, withdrawing owner shall be relieved from all
further obligations and liabilities hereunder and under the Unit
Agreement, and the rights of the withdrawing Working Interest
owner hereunder and under the Unit Agreement shall cease insofar
as they existed by virtue of the interest transferred.

16.2 Limjtation on Withdrawal. Notwithstanding anything set
forth in Section 16.1, Working Interest Owners may refuse to
permit the withdrawal of a Working Interest Owner if its Working
Interest is burdened by any royalties, overriding royalties,
production payments, net proceeds interest, carried interest, or
any other interest created out of the Working Interest in excess
of one-eighth (1/8) lessor's roYalty, unless the other Working
Interest Owners willing to accept the assignment agree to accept

the Working Interest subject to such burdens.

20
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STATE OF NEW MEXICO
ENERGY, MINERALS, AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

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

CASE NO. 10062
Order No. R-9336

APPLICATION OF OXY USA, INC.
FOR STATUTORY UNITIZATION, LEA
COUNTY, NEW MEXICO.

ORDER OF THE DIVISION
BY THE DIVISION:

This cause came on for hearing at 8:15 a.m. on September 5, 1990, at Santa Fe, New
Mexico, before Examiner Michael E. Stogner.

NOW, on this 29+h day of October, 1990, the Division Director, having considered

the testimony, the record, and the recommendations of the Examiner, and being fully
advised in the premises,

FINDS THAT:

(1)  Due public notice having been given as required by law, the Division has
jurisdiction of this cause and the subject matter thereof.

(2) Division Case Nos. 10062, 10063 and 10064 were consolidated at the time
of the hearing for the purpose of testimony.

(3) The applicant, OXY USA, Inc., seeks the statutory unitization, pursuant
to the "Statutory Unitization Act", Sections 70-7-1 through 70-7-21, NMSA (1978), of
1561.19 acres, more or less, being a portion of the Central Corbin-Queen Pool, Lea
County, New Mexico, said portion to be known as the Central Corbin Queen Unit; the
applicant further seeks approval of the Unit Agreement and the Unit Operating

Agreement which were submitted in evidence as applicant’s Exhibit Nos. 14 and 15 in
this case.



Case No. 10062
Order No. R-9336
Page 2

(4)  The horizontal limits of said unit area should be comprised of the
following described Federal and Fee lands in Lea County, New Mexico:

TOWNSHIP 18 SOUTH, RANGE 33 EAST, NMPM

Section 3: Lot 4, SW/4 NW/4, and W/2 SW/4
Section 4: Lots 1,2 and 3, S/2 N/2, and S/2
Section8: E/2 NE/4

Section 9: N/2, N/2 SW/4, SE/4 SW/4, and SE/4
Section 10: W/2 NW/4 and NW/4 SW/4

(5)  The horizontal limits of said unit are within the governing boundaries of
the Central Corbin Queen Pool and have been reasonably defined by development.

(6)  The vertical limits of said Unit Area should comprise that interval which
extends from an upper limit described as 215 feet below mean sea level or at the top of
the Queen formation, whichever is higher, to a lower limit at the base of the Queen
formation; the geologic markers having been previously found to occur at 4200 feet and
42406 feet, respectively, in OXY USA, Inc.’s Federal AA Well No. 1, located 990 feet
from the North line and 1980 feet from the East line (Unit B) of Section 9, Township
18 South, Range 33 East, NMPM, Lea County, New Mexico, as recorded on the
Schlumberger CNL-LDT log taken on November 10, 1984, said log being measured from
a kelly drive bushing elevation of 3985 feet above sea level.

(7)  The unit area contains nine separate tracts of land owned by twenty-eight
different working interest owners.

(8)  The applicant has made a good faith effort to secure voluntary unitization
within the Unit Area and at the time of the hearing 93.03 percent of the working interest

owners and approximately 91.792 percent of the royalty interest owners were effectively
committed to the unit.

(9)  The applicant proposes to institute a waterflood project for the secondary
recovery of oil and associated gas, condensate, and all associated liquefiable

hydrocarbons within and to be produced from the proposed unit area (being the subject
of Division Case No. 10063).

s % e aarg e < g Prore as

(10) Santa Fe Exploration Company, a 2.00833 percent working interest owner
in said unit appeared at the hearing in opposition to this case but presented no new
technical evidence for its opposition.
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(11) The proposed secondary recovery operations should result in the additional
recovery of approximately 550,000 barrels of oil.

(12) The unitized management, operation and further development of the
Central Corbin Queen Unit Area, as proposed, is reasonably necessary to effectively
carry on secondary recovery operations and will substantially increase the ultimate
recovery of oil and gas from the unitized portion of the pool.

(13) The proposed unitized method of operation as applied to the Central
Corbin Queen Unit Area is feasible and will result with reasonable probability in the

increased recovery of substantially more oil and gas from the unitized portion of the pool
than would otherwise be recovered without unitization.

(14) The estimated additional costs of such operations will not exceed the
estimated value of the additional oil so recovered plus a reasonable profit.

(15)  Such unitization and adoption of applicant’s proposed unitized method of
operation will benefit the working interest owners and royalty owners of the oil and gas
rights within the Central Corbin Queen Unit Area.

(16) The granting of the application in this case will have no adverse effect
upon the Central Corbin-Queen Pool.

(17) The applicant’s Exhibit Nos. 14 and 15 in this case, being the Statutory
Unit Agreement and the Unit Statutory Operating Agreement, respectively, should be
incorporated by reference into this order.

(18) The Central Corbin Queen Unit Agreement and the Central Corbin Queen
Unit Operating Agreement provide for unitization and unit operation of the Central

Corbin Queen Unit Area upon terms and conditions that are fair, reasonable and
equitable, and include:

(a)  an allocation to the separately owned tracts of the unit area of all
oil and gas that is produced from the unit area and which is saved,
being the production that is not used in the conduct of unit
operations or not unavoidably lost;
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(b)

()

a provision for the credits and charges to be made in the
adjustment among the owners in the unit area for their respective
investments in wells, tanks, pumps, machinery, materials and
equipment contributed to the unit operators;

a provision governing how the costs of unit operations including
capital investments shall be determined and charged to the
separately-owned tracts and how said costs shall be paid, including
a provision providing when, how and by whom such costs shall be
charged to such owner, or the interest of such owner, and how his

interest may be sold and the proceeds applied to the payment of
his costs;

(d)

a provision for carrying any working interest owner on a limited,
carried or net-profits basis, payable out of production, upon 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
Division to be just and reasonable;

(e)

)

(®

a provision designating the Unit Operator and providing for
supervision and conduct of the unit operations, including the
selection, removal and substitution of an operator from among the
working interest owners to conduct the unit operations;

a provision for a voting procedure for decisions on matters to be
decided by the working interest owners in respect to which each
working interest owner shall have a voting interest equal to his unit
participation; and

the time when the unit operation shall commence and the manner
in which, and the circumstances under which, the operations shall

terminate and for the settlement of accounts upon such
termination.

(19) Section 70-7-7.F. NMSA of said "Statutory Unitization Act" provides that
any working interest owner who has not agreed in writing to participate in a unit could
have relinquished to the unit operator all of its operating rights and working interest in
and to the unit until his share of the costs has been repaid plus an additional 200
percent thereof as a non-consent penalty.

e S——
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(20) At the time of the hearing, the applicant requested that no additional

penalty be assessed these working interest owners in said unit who have not committed
their interests.

(21) The statutory unitization of the Central Corbin Queen Unit Area is in
conformity with the above findings, and will prevent waste and protect correlative rights
of all interest owners within the proposed unit area, and should be approved.

IT IS THEREFORE ORDERED THAT:"

(1)  The application of OXY USA, Inc. for the Central Corbin Queen Unit
Agreement, covering 1561.19 acres, more or less, of Federal and Fee lands in the
Central Corbin-Queen Pool, Lea County, New Mexico, is hereby approved for statutory

unitization pursuant to the "Statutory Unitization Act", Sections 70-7-1 through 70-7-21,
NMSA (1978).

(2) The lands covered by said Central Corbin Queen Unit Agreement shall be
designated the Central Corbin Queen Unit Area and shall comprise the following
described acreage in Lea County, New Mexico:

TOWNSHIP 1 TH, RAN EAST, NMP

Section 3: Lot 4, SW/4 NW/4, and W/2 SW/4
Section 4:  Lots 1,2 and 3, S/2 N/2, and S/2
Section 8: E/2 NE/4

Section 9: N/2, N/2 SW/4, SE/4 SW/4, and SE/4
Section 10: W/2 NW/4 and NW/4 SW/4

(3)  The vertical limits of said Unit Area shall comprise that interval which
extends from an upper limit described as 215 feet below mean sea level or at the top of
the Queen formation, whichever is higher, to a lower limit at the base of the Queen
formation; the geologic markers having been previously found to occur at 4200 feet and’
4246 feet, respectively, in OXY USA, Inc.'s Federal AA Well No. 1, located 990 feet
from the North line and 1980 feet from the East line (Unit B) of Section 9, Township
18 South, Range 33 East, NMPM, Lea County, New Mexico, as recorded on the
Schlumberger CNL-LDT log taken on November 10, 1984, said log being measured from
a kelly drive bushing elevation of 3985 feet above sea level.
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(4) The applicant shall institute a waterflood project for the secondary
recovery of oil and associated gas, condensate and all associated liquefiable
hydrocarbons within and produced from the unit area, and said waterflood project is the
subject of Division Case No. 10063.

(5)  The Central Corbin Queen Unit Agreement and the Central Corbin Queen
Unit Operating Agreement, which were submitted to the Division at the time of the

hearing as Exhibits 14 and 15, respectively, are hereby incorporated by reference into
this order.

(6) The Central Corbin Queen Unit Agreement and the Central Corbin
Queen Unit Operating Agreement provide for unitization and unit operation of the

Central Corbin-Queen Pool upon terms and conditions that are fair, reasonable and.
equitable.

e 3t o e s

(7)  Since persons owning the required statutory minimum percentage of
interest in the unit area have approved or ratified the Unit Agreement and the Unit
Operating Agreement, the jnterests of all persops within the unit area are hereby
unitized whether or not such persons have approved the Unit Agreement or the Unit
Operating Agreement in writing.

(8) Any working interest owner who has not agreed in writing to participate
in the unit prior to the date of this order shall be deemed to have relinquished to the
unit operator all of his operating rights and working interest in and to the unit until his

share of the costs has been repaid. Such repayment shall include no non-consent penalty
(Section 70-7-7.F NMSA 1978).

(9)  The applicant as Unit Operator shall notify in writing the Division Director
of any removal or substitution of said Unit Operator by any other working interest owner
within the area.

(10)  Jurisdiction of this cause is retained for the entry of such t'urther orders
as the Division may deem necessary.
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-‘DONE at Santa Fe, New Mexico, on the day and year hereinabove designated.

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

WILLIAM J. LEMA
Director

SEAL



