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DUDLEY CORNELL
PRESIDENT

ALBUQUERQUE ASSOCIATED OIL COMPANY
824 SIMMS BUILDING

ALBUQUERQUE, NEwW MEXICO

ilovember 26, 1955

Mr. W. C. Macey, Director
0il Conservation Commission
Capitol Building

Santa Fe, New Mexico

Dear Mr. Macey:

Enclosed herewith is Ansplication by El Paso
Natural Gas Company and Albuquerque Associated 0il
Company for an unorthodox spacing unit in the SE% and
the N3SWZ of Section 15, Townshiov 28 North, Range 5
West, in triplicate.

Very truly yours,

/]

DUDL®Y CORNELL, President




OlIL CONSERVATION COMMISSION
P. O. BOX 871

SANTA FE. NEW MEXICO

January 11, 1956

Mr. Leo R, Daniel

El Paso Natural Gas Company
P.0. Box 11692

El Paso, Texas

Dear Sir:

We enclose a copy of Order R-737 issued December 29, 1955,

by the 041 Conservation Commission in Casa 986, which was heard

on December l4th.

Very truly yours,

W. B, Macey
Secretary - Director

WBM:brp
Encl,
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OlL. CONSERVATION COMMISSION
P. O. BOX 871

SANTA FE. NEW MEXICO

January 11, 1956

Mr. Dudley Cormnell

Albuquerque Associated 0il Company
824 Simms Building

Albuquerque, New Mexico

Dear Sir:

We enclose a copy of Order R-737 issusd Degember 29, 1955,
by the 0il Conservation Commission in Case 986, which was heard
on December l4th.

Very truly yours,

W. Be Macey
Secretary = Director

WBM:brp
Encl.
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;s - . P RirLEY
o ArTOoRNEY AND GOUNSELLOR AT LAW
5432 EAsT SAN FRANCISCO

TELEPHONES - ;
OFF.3-6387 & 3-8388 ot ) SANTA PE,NEW MEXICO

RES.3-7248

FENR
N

December 10, 1955

0il Conservation Commission
Santa Fe, New Mexico

Re: Application for Approval of El Paso Natural
Gas and Albuquerque Associated 0il Co. to
Drill Non-Conforming Well in Section 15,
Twp. 28N R. 5W.

Gentlemen:

Mr. M. A. Trujillo, owner of the acreage involved in
the above matter has asked that I write you advising
that he does not propose to contest the application

of E1 Paso Natural Gas and Albuquerque Associded 0il
Company. This decision is without prejudice to DMr,

Trujillo's future rights. :

Yours verf truly,

-

EPR:rs E. P. Ripley

cc: EL Paso Natural Gas
Foster Morrell

T




BEFORE THE OIL CONSERVATION COMMISSICH OF THE STATE OF NEW MEXICO

I THE MATTER OF THE APPLICATION OF FL PASO o
NATURAL GAS COMPANY AND ALBUWQUERQUE =~ _ CASE NO: 986
ASSOCIATED OIL COMPANY FOR AN UNORTHODOX ' S
SPACING UYIT CONSISTING OF THE SE/4 AND

THE N/2 SW/L OF SECTION 15, TCWNSHIP 28

NORTH, RANGE 5 WEST, N. M. P, ¥., OR Iil THE

ALTERNATIVE, FOR COMPULSORY COMMUNITI-

ZATION OF THE S/2 OF SECTION 15, TOWK-

SHIP 28 NORTH, RANGE 5 VEST, N.M.P.M.

TO THE EOFORABLE COMMISSION:

Your Applicant, El Paso Natural Gas Company, represents that is is a Delaware
Corporation with a permit to do business in the State of Ilew Mexico, and that it
is the present operator of the San Juan 28-5 Unit Agreement, located in the Rio
Arriba County, New Mexico, said unit having been approved by the United States
"Geological Survey, the Commissioner of Public Lands of the State of New iexico and
the 0il Conservation Cormission of the State of New Mexico, effeclive August 25,
1953, and bearing #14-08-C01-9L9.

Your Applicant, Albuquerque Associated 0il Company, represents that it is a
New Mexico Corporation, and that it is the present owner and holder of Federal 0il
ard Gas Lease Santa Fe 080516, dated September 1, 1951, and issued to Alice Bolack,
which covers among other lards, the SE/L and the N/2 Si/4 of Section 15, Township
28 North, Range 5 West, N.M.P.M., and that said lands are committed to the San Juan
28-5 Unit.

Yowr Applicarts further represent the follwoing:

That Mr. Manuel A. Truiillo, whose address is Lumberton, New Mexico, is the
present owner in the fee simple of the S/2 SU/L of Section 15, Township 28 Horth,
Range 5 West, N.M.P.M,, and that said acreage has never been committed to the terms
of the San Juan 28-5 Unit Agreement and Unit Operating Agreement, and said Hanuel
A. Trujillo has refused and still refuses to coumit said acreage to the unit.

That the S/2 of Section 15, Township 28 North, Range 5 West, N.M.P.M., was
included in the llesaverde Participating Area as an intervening drilling block for
said unit, effective January 1, 1955,in accordance with Article II, paragraph 3
of the San Juan 28-5 Unit Agreement. In accordance with the. terms ard provisions
of said paragraph in the Unit Agreement, a well must be commenced on the interven-
ing drilling block within one year from the effective date of:gaid drilling block?s
inclusion in the Participating Area, unless said time be extended by the Director,
Commissioner and Commission, and shall be continued with due diligence to a depth
necessary to test the horizon from which production is securéd in said Participating
Area." Therefore, E1 Paso Matural Gas Zompany, as Unit Operator, must commence a
well on the S/2 of Section 15, Township 28 North, Range 5 VWest, N.M.P.M., by Jan-
uary 1, 1956.

That Mr. Manuel A. Trujillo has been personally contacted ard has refused to
join in and pay his proportionate share of the costs of a Mesaverde well to be
located on the S/2 of Section 15, Township 28 North, Range 5 West, N.M.P.M., and
your Applicant represents that it has made diligent effort to reach some agreement
whereby the entire S/2 of Section 15, Township 28 Yorth, Range 5 West, N.M.P.M.,
could be dedicated to a Mesaverde gas well in accordance with the provisions of
Order #R-110, as promulgated by this Commission, but that such efforts have been
to no avail, irasmuch as Mr. Manuel A. Trujillo refuses tc join in the drilling
of this well in any way.
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Page 2 of Case No. 986

Your Applicants respectfully requests that an appropriate order be entered
by the Commission authorizing an unorthodox spacing unit and gas proration unit to
consist of the SE/4 and the l/2 SU/L of Section 15, Township 28 North, Range 5 West,
N.M.P.M., contajning 2,,0.00 acres more or less. In the alternative, your Applicants
request that if tiie abeve relief is not gronted by the Commicsion, the Comrission
enter its orcder poolirg the S/2 of Section 15, Tuwnship 28 North, Range 5 Vest,
N.M.P.M., corifaining 3<2.C0 acres more or iess, irto an orthcdox spacing unit and
proration unit for gas produced from the surface to thie base of the Mesaverde form-
ation. -

Respectfully submitted,

EL PASO HATURAL CAS COMPANY
By

Vice rresident

ALBUQUERQUE ASSCCIATED GIL COMPANY

New FMexico 01l & Gas Engineering Comnmittee
P. 0. Box 127

Deosericer 2, 1955

Hobbs, New Mexico
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Novembexr 205, 1985

REGISTERED MAIL

Mr, E. P. Ripley

Attorney at Law

54} Bast San Francisco St.
Santa Pe, NHew Moxieo

Dear Mr. Ripley:

In accordance with the reguest wi Mr. Foster Morrell,
please find encloseqQ a copy of our Application for an Unorthodox
Spacing Unit consisting of the 3R/4 aund the #/2 5W/4 of Seetion
156, Township 28 North, Range 5 Wesi, N.¥.P.H. This Application

has been filed with the 011 Conservation fommission of the dtgte
of New Moxico.

It 15 our uanderstanding that you desirsd s copy of
this Application in your capacity as attorsey for My. HManuel A,

Trujillo, owner of tho aineral estate under the 3/2 sW/4 of
Section 16,

Véiz/gruly yours,
//U

T, ¥W. Bittiek
Avern Landsan
Leagse Bepartsoent

T%B :pb
Bneol.

ce: Mr, Foster Horrell - oncl.
P. 0. Box 983
Roswell, New Moxico

Mr. W. B, Hacey —

011 Conservation Commission
of the State of New Moxico
S8anta Fe, New Mexico

corPy
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6] @ aso mahn‘az gas @ompany

61 (@ aso, gexas

November 25, 1955

Mr. M. B. Macey, Secretary

New Mexico 0il Conservation Commission
Post Office Box 871

Santa Fe, New Mexico

Dear Mr. Macey:

Enclosed herewith is a copy of an Application of
El Paso Natural Gas Company and Albugquerque Associated Oil
Company for an unorthodox spacing unit consisting of the SE/4
and the N/2 SW/4 of Section 15, Township 28 North, Range 5
West. Foster Morrell has previously discussed this matter with
you. The Application has been sent to Albuquerque Associated
0il Company with the request that it be forwarded to your im-
mediately. We are sending this copy to you in the meantime in
the hope that we can get this on the December docket inasmuch
as we have an obligation to commence this well by January 1,
1956, and, of course, need the matter settled before that time.
We would certainly appreciate your cooperation in attempting to
expedite the notices in this case if possible to get it on the
December docket.

The reason we are asking for an unorthedox spacing unit
in preference to forced pooling is the fact that under an order
granting forced pooling we will have to take the risk of obtain-
ing commercial production and to initially advance all drilling
costs. If we can obtain commercial production we can recover our
drilling costs out of production, but with the payout of wells in
the San Juan Basin our money is tied up for five or seven years
with no return whatsoever on this money so tied up. We have in
the past financed considerable drilling in the San Juan Basin with
no return to El1 Paso except for the gas produced being available
for our pipeline. Our Treasurer is getting concerned about the
sums of money we have tied up in drilling costs which we are not
sure when and if they will pay out and of the fact that we are
receiving nothing whatsoever for the money so invested.

It is my thought that if an unorthodox spacing order is
granted that the party left out of the proper 320 acre drilling
tract will then usually adopt a different attitude and will take
steps to see that his tract is properly committed in order to
avoid being drained.

Very truly yours,

. v
R L L)
R L. Hamblin, Manager
RLH:ha Lease Department
Air Mail - Special Delivery
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BEFORE THE'OIL CONSERVATION COMMISSION OF THE STAM OTF NEW MENICO

IN THE MATTER OF APPLICATION OF EL PASO
NATURAL GAS COMPANY AND ALBUQUERQUE
ASSOCTIATED OIL COMPANY FOR AN UNORTHODOX
SPACING UNIT CONSISTING OF THE SE/4 AND
THE N/2 SW/4 OF SECTION 15, TOWNSHIP 28
NORTH, RANGE 5 WEST, N.M.P.M., OR IN THE
ALTERNATIVE, FOR COMPULSORY COMMUNITI-
ZATION OF THE S/2 OF SECTION 15, TOWN-
SHIP 28 NORTH, RANGE 5 WEST, N.M.P. M,

Nt Nt N N N N N N N
o
]
o
\,
s
=

TO THE HONORABLE COMMISSION:

Your Applicant, El1 Paso Natural Gas Company, reﬁresents that it is a
Delaware corporétion with a permit to do business in the State of New Mexico,
and that it is the present operator of the San Juan 28-5 yUnit Agzreement, located
in Rio Arriba County, New Mexico, said unit having been approved by the United
States Geological Survey, the Commissioner of Public Lands of the State of New
Mexico and the 0il Conservation Commission of the State of New Mexico, effective
August 25, 1953, and bearing #14-08-001-949,

Your Applicant, Albuquerque Associated 01l Company, represents that it
is a New Mexico corporation, and that it is the present owner and holder of
Federal 011 and Gas Lease Santa Fe 080516, dated September 1, 1951, and issued
to Alice Bolack, which covers among other lands, the SE/4 and the N/2 SW/4 of
Section 15, Township 28 North, Range 5 West, N,M,P.M., and that said lands are
committed to the San Juan 28-5 Unit,.

Your Applicants further represent the following:

That Mr. Manuel A. Trujillo, whose address is Lumberton, New Mexico, is
the present owner in fee simple of the S/2 SW/4 of Sectionvls, Township 28 North,
Range 5 West, N.M.P.M., and that saild acreage has never been committed to the
terms of the San Juan 28-5 Unit Agreement and Unit Operating Agsreement, and said
Manuel A. Trujillo has refused and still refuses to commit said acreage to the
unit.

That the S/2 of Section 15, Township 28 North, Range 5 West, N,M.P.M,
was included in the Mesaverde Participating Area as an intervening drilling block

for said unit, effective January 1, 1955, in accordance with Article 11, Paragraph

3 of the San Juan 28F5 Unit Agreement. In accordance with the terms and provisions

of sald paragraph in the Unit Agreement, a well must be commenced on the inter-
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vening drilling block "within one year from the effective date of said drilling

block's inclusioen in the Participating Area, unless said time be extended hy

the Director, Commissioner and Commission, and shall be continued with due dili-
gence to a depth necessary to test the horizon from whick production is secured
in said Participating Area.'” Therefore, Bl Paso Natural Gas Company, as Unit
Operator, must commence a well on the S/2 of Section 15, Township 28 North, Ranée
5 West, N.M.P.M, by January 1, 1956.

That Mr. Manuel A. Trujillo has been personally contacted and has refused
to join in and pay his proportionéte share of fhe costs ofra Mesaverde well to be
located on the S$/2 of Section 15, Township 28 North, Ranze 5 West, N .M.P.M,, and
your Applicant represents that it has made diligent effort to reach some agreement
whereby the entire S/2 of Section 15, Township 28 North, Range 5 West, N.M.P.M.,
could be dedicated to a Mesaverde gas well in accordance with the provisions of
Order #R-110, as promulgated by this Commission, but that such efforts have been
to no avail, inasmuch as Mr, Manuel A. Trujillo refuses to join in the drilling
of this well in any way.

Your Applicants respectfully request that an appropriate order be entered
by thé Commission authorizing an unorthodox spacing unit and gas proration unit to
consist of the SE/4 and the N/2 SW/4 of Section 15, Township 28 North, Range 5
West, N.M.P .M., containing 240.00 acres wore or less. In the alternative, your
Applicants request that if the above relief is not granted by the Commission, the
Commission enter its order pooling the §/2 of Section 15, Township 28 Horth, Range
5 West, N.M.P.M,, containing 320.00 acres more or less, into an orthodox spacing

unit and proration unit for gas produced from the surface to the base of the Mesa-

verde formation.

Respectfully submitted,

EL PASC NATURAL GAS COMPANY

Z

Vice President M

ALBUQUERQUE ASSOCIATED OIL COMPANY




BEFORE THE

®il Tongervation Connuission

SanTa Fe, NEw MeXICO

IN THE MATTER OF:

CASE NO.___9_8_6__..

TRANSCRIPT OF PROCEEDINGS

ADA DEARNLEY AND ASSOCIATES
COURT REPORTERS
605 SIMMS BUILDING
TECLEPHONE 3-86691
ALBUQUERQUE. NEW MEXICO




BEFORE THE

OIL CONSERVATION COMMISSION
Santa Pe, New Hexico
December 14, 1955

IN THE MATTER op. . :
CASE NO. 986 .
CASE No, 986

Arriba County;. SE/ly and N , :
ship 28 North, Range 5 Wost. In the alternative, ap+
Plicants request that the Commission enter an order
Pooling the 3/2 of Section 15, Township 28 North, :
Range S West, containing 320 8cres, into an orthodox:
drilling and broration unit, The above AcCreage lies:
within the boundaries of the Blanco-Mesaverde Gas
Pool and 1s g]g0 within the Sanp Juan 28-5 pnig area
heretofrore aPProved by the 0il Conservation Commigg-
ion.,

% e s oo o oy

I e e had s - e e = e e e o

Honorable John P, Simms, dr.,
Mr. E, s, (Johnny) Walker,
Mr. william B. Macey,

TRANSCRTPT oF PROCEEDINGS
MR. MACRY: 1he next case on the docket is cage 986,
MR. DANIEL, Leo R, Daniel, reppesenting El Pasg Natural
Gas Company in Case 986, 71 will have two witnesses 1in this cage,

one being Mp, o, W. Bittick and the other Mr. Fosterp Morrell,

(Witness sworn, )
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DIRECT EXAMINATION

BY MR. DANIEL:

Q State your name, please. A T. W. Bittick.

Q What is your addreys? A ¥l Paso, Texas.

Q And for whom do you/work?

A El Paso Natural Gas Company.:

Q ¥hat capacity?

A Area land man for the San Juan Ares, San Juan, New Mexico.

Q Does the 28-5 Unit fall within your scope of supervision wi

El Paso Natural?

A Yes, sir,

Q Are you familiar with all the lands involved in this 28~5
Unit? |

A Yes, sir.

Q Are you familiar with the S/2 of Section 15, which is in
Township 28 North, 5 West?

A Yes, sir,

Q@ And I will ask you, is that in the 28«5 Unit Area?

A Yes, sir, it is included in that arsa.

Q I hand you ¥l Paso Natural Gas Company's Fxhibit No. 1, andg
ask you to describe what that is.
A It is a plat of the acreage lncluded in the San Juan
28-5 Unit.
Q Wag this particular plat prepared under your supervision?
A Yes, sir, it was.
Q And would you tell us in general what that plat shows?
A

Well, specifiéally, the plat shows, colored in red, the

ADA DEARNLEY & ASSOCIATES
STENOTYPE REPORTERS
ALBUQUERQUE, NEW MEX{CO
TELEPHONE 3-6691
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acreage which we propose as an unorthodox smacing Unit, it consists
of the SE/l ,N/2 of the sW/l, Section 15, Township 28, Rance 5 West,
and colored in blue is the S/2 of the Nw/unof Section 15, which we a
seeking to excluds.

Q Are you familiar with the ownership of the S/2 of Section 1}
there that you ars looking at?

A Yes, sir, I am.

Q Would you teil us who, at the present time, in your mind,
is the owner of the SE/lf and N/2 of the SW/4 of that section?

A That acreage is under federal lease, Albuquerque Assoclated
011 Company is the leasee and United States of America, Federal lead
Santa Fe 080516,

Q And 1is that particular area that we have just mentionsd
there, is that committgd'to the San Juan 28-5 Unit agreement?

A Yes, sir, it is.

Q@ Mr. Bittick, is the S/2 of Section 15 a proper drilling
block under that particular unit agreement?

A Yes, sir, it is.

Q@ Would you classify, at the present time, that particular
S/2 of Section 15 as an intervening driltiing block?

A Yes, under the terms of the 28-5 unit agreement, the S/2 of
Section 15 was, and designated as such in the participating area ef-
fective January 1, 1955.

Q Are you familliar with the ownership of the $/2 of the SW/l
of Section 157

A Yes, sir.
Q Who owns that, in your opinion.

A According to the information available to us, it belongs ta
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Mr. Manuel Trujillo of Lumberton, New Mexico.

Q Has that acreage been committed to the San Juan 28-5 Unit
agreement? ﬂ

A It has not.

Q Yiould you define for the Commissioner here what we mean
when Qe say intervening driiling block?

A Well, under the terms of the Unit agreement, the N/2 and
S/2 of various sections are set up as the proper drilling blocks fo
Mesaverdé: wells, and they, as commercial well 1is completed, 1t is
taken into ths participating area for the Mesaverdé Formation. At
such time as you have a completed well, for instance, Section 1l
in the S/2 and Section 16 in the /2, under the terms of the Unit
agreement, the intérvening drilling block 6omeslinto the participatf
area the same date that the second commercial well is completed theq

Q At what time was this particular intervening drilling blocH
brought into the Unit<

A  January 1, 1955,

Q And as such, under the terms of the Unit agreement, when
must a well be completed in that drilling block?

A January L, 1956,

Q I would like to point out to the Commission that the San
Juan 28-5 Unit agreement was approved by the Commission as well as
the Commissioner; that is a copy of that that is on file with you all
at this time, and just for matters of refersnce, I would like to pas
coples of that particular Unit agresment among you, and Unit operat-
ing agreement itself. »

Mr. Bittick, who is operator of that particular Unit 28-5%

A - TL Paso Natural Gas Company.

ng

S
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5
Q And, as such, are they obligated to drill this<particular
E —~ well that we are talking about?
| -~ A Yes, we are under the terms of the Unit agreement,

| the operating agreement.
| Q@ And that has to be drilted by what date?
A January 1, 1956.
Q Has the»S/2 of the SW/lL been committed to the Unit agreemeﬂt?
A No, sir.,
Q Actually, without the Commission's approval can such g wsll
be commenced until the S/2 of the SW/L has been committed to the in-
tervening drilling block of the Unit agreement?
A Well, iU cannot be commenced until the entire S/2 is dedi-

cated to the well,

Q You are familiar with the application in this matter?

.

[%ﬁ ‘ A Yes.,
Q And you ére familiar with the fact that Albuquerque Associ-
ated has joined with us in this?
3 o A Yes, sir,

S : Q To your own knowledge, do you know whether or not Albuquerdue

Assoclated 1s ready, willing and able to put up their money in this

well?
A Yesg, sir, they are.
Q Have they consented to the drilling of this well?
: A Yes, sir.
‘; Q To your knowledge, has Mr. Manuel A, Trujillo, the owner df

this, been contacted?

T

A Yes, sir,

" ns? Q By El Paso? Would you tell us what your knowledge 1s of tHat
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contact?

A K1l Paso Natural Gas Company requested Mr., Foster Morrell

or in some way get Mr. Trujillo's consent to drill the well and put
the necessary cost

Q Do you know what the outcome of that contact wag, to your
knowledge?

A The outcome was this application.

this particular thing. 1Incidentally, we are interested in that. D]
you, at the time you filed this application, was all of the working
interest owners of this particular unit 28-5 contacted and asked
whether or not they would concur 1n such an unorthodox drilling
block, proration unit we have asked for?

A Yes, they were. Every working interast owner in the unit
was contacted and ve askedtheir concurrence in the matter.

Q How many working Interests, approximately, owners are there

in this unit?
twenty working interest owners in this here.

ppplication?
A The working intereat owners representing about the ownershi
bf about eighty-five per cent of the acreage in the unit have con-
turred in our application.

Q Have there boen any objections?

A No objections,

MR. DANIEL: T would like to submit to the Commission copile

to contact Mr. Trujiillo and make an attempt to either lease the land

Q . El1 Paso is just wondering where ths money is coming from in

Q Have any of those working interest owners concurred in this

up

d

A I don't know, Let me have that list there. There are about

P

g
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photos of letters of concurrence on the part of working interest
S owners_that have been turned. ' n. These are .l sets, just for re-
ference. |

Q@ I will ask you, Mr. Bittick, if Mr, Trujillo does not com-
mit his acreage to the Unit, and in the gventithe Commission sees flt
to order a compulsory communitization-of this S/2, would you téll mé
; ) , what difficultties would be inherent in such commﬁnitization agree-
‘ ment in obtaining it and expediting it?

A Due to the fact that the two hundred and forty acres owned
by Albuquerque Assocliated 0il Company is included in the Unit, we
fesl that there are many legal problems which have not been settled
as yet and that compulsory communitization would not settle them,
g and therefore ws fesl at this time, in ail probability, for any typ
of communitization agreement, we would have to obtain the signatures
;ﬁ§‘ |of all working interest owners, royalty owners and overriding royalty
owners. In other words, ceveryone who originally signed the agree-
ﬁent would have to concur,

. Q@ That would be numerous people, I presume?

A Yes, it would.

3 Q To your knowledge, has EL Paso, they have attempted to takT
a leasse or obtain the joinder to this unit from Mr. Trujillo?

A Yes.

Q El Paso is stili willing to take a lease on M¥r, Trujillo's
land at this time?

A Yes, sir, we ere willing to lease it or have him lzase it
to anyone else as long as 1t is committed, and we can get the money

for the well.

"y MR. DANIEL: We have no other questions at this time. I
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would like to introduce into the record this %1 Paso Txhlbit No. L.
That is all the ouestions I have of this witness.

MR. MACERY: “Without objectiocn, the Exhibit wiil bé received
Are there any questions of the witness? No questions, the witness
may be excused.

(Witress excused.)
MR. DANIEL: The next witness is Mr. Morrell.
FOSTER MORRELL,

called as a witness,'having been first duly sworn, testified as fol-

lows:

DIRECT EXAMINATION

BY MR. DANTEL:

Q You have already been sworn? A Yes, sir. _

Q Would you give your full name, address and occupation?

A Foster Morrell, Petroleum Consultant, Roswell, New Mexico.
Q@ Mr. Morrell, have you ever been requested on the part of El
Paso Natural Gas Company to contact Mr. ;ManueL As Trujillo with re-
gard to committing his acreage in the S/2 of the SW/ii, Section (5,
Township 28, North, Range 5 West?

A Yes.,

Q Wouid you tell us in your own words there how this came
about and the story involved with 1t?

A Farly in September of this year, 1 was requested by TI Pasc
Natural Gas Company to contact Mr. Maruel A. Trujillo, to obtain
elther for Rl Paso Natural Gas Company a lease and commitment to th¢
San Juan 28=5 unit agreement or to encourage ¥r. Trujillo to lease {

land to others so that it might be committed to the unit or to have

him join the unit as a working interest owner in order that the well

he
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‘|drilled within the time specified. That is, it must be commenced

on the intervening block, as has been testified heretofore, could bg

ous attempts were made to contact Mr. Trujillo; being in Lumberton,
it was very difficult. Attempts wers made by phone, letters, tele-
grams, and through his attorney, Mr. E. P. Ripley, of Santa Fe, New
Mexico. I was able to see Mr. Trujillo in October, but at the time
we met in Mr,., Ripley's office, Mr.4Ripley had been, unfortunately,

called away to Kansas on account of the death of his brother; Mr,

On November the 20th, I personally visited Mr. Trujillo at his home

in Lumberton, I fully explained the situation as to the necesslity fd

Lo

the drilling of the well in the S/2 of Section 15, 27 -- Township 2§
North, Range 5 West, explaining definitely that it was desirable to

have the 80 acres committed to the well, that he had the opportunity

and we were faced with the necessity of the application which is now
before you and the Case 986, this application was also explained to
Mr. Trujillo so that he would be aware of the action that would be

necessary by Fl Paso Natural Gas Company after they had exhausted alll

the entire situation to Mr. Rlpley and still no constructive action
has been taken, and the well must be commenced pursuant to the terms
of the unit.

Q Do you know of your own knowledge, Mr, Morrell, whether a
well location has been made by ®L Paso in the $/2 of Section 15%

A It is my understanding that it was made in the NB/lL of the

under the terms of the unit agreement Before January 1, 1956, HNumen~

Trujillo would not make any statements in the absence of his attorndy.

xl

to either lease to EL Paso, to others, or to join the unit as a work-

ing interest owner. No constructive action was taken by Mr., Trujillo

other means at hand to permit the drilling. Subsequently, I explained
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sw/l; Section 15, and EL Paso has been ready, willing, and able to
- commence the well since early in September this year.

;i - Q Is E1 Paso, to your knowledge, still willing tc lease this
? land or afford him an opportunity to come in before the well is drillled?

A That is:my understanding.

Q@ Or in any way joining with us on that?

A That is correct.

Q In your opinion, cpﬁld a well bs drilled on and produced
from an unorthodox drilling unit composed of the SE/ly and N®/l of
‘ Sectlion 15 without waste?
; | A It could. ’

MR. DANIEL: I have no further questions.

MR. MACEY: Does anyone else have a question of the wltnesd?

i . CROSS EXAMINATION

v |BY_MR. KITTS:

Q Do you know of your own knowledge, Mr. Morrell, that Mr.

Trujillo owns the area as shown on the map?

A It is my understanding that that is also Mr, Trujillo's,

’

according to Mr. Ripley, his attorney.

s ‘ Q He does not own any other land joining there?

TR R

A Not at this time.

MR. NUTTER: A reference has been to Mr. Trujillo as owner,

and yet, 1t shows that in the Eihibit, that it is owned by Jose
Prexides Trujillo.

A The reason that was that, he was assumed to be the land owner

at the time the unit agreement was initiated in 1953, and a letter

was 80 directed to Jose in Lumberton,  Since that.time, Jose has as-

éw' oy signed the lease to Manuel, and the lease has had a quiet title suilt,
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decision finally rendered by the Supreme Court of New Mexico in favg

of Manuel A. Trujillo, according to Mr. Ripley.

MR, KITTS: Mr. Morrell, in your conversation with Mr.

jillo and Mr. Ripley, ¢id either of them at any time indicate that

¥r., Trujillo was going to reserve his right to driil separately on

the tract? Was that mentioned?

A. That was mentioned. He said, "I might," and that was all,
but no constructive action has been taken.

MR. UTZ: Do you know the foot location of the proposed wel

in Section 15°%

A I don't have personal knowledge of the footage descriptionj
I could guess with you.

MR, MANKIN: Has the location been approved by the Federal

Government for a starting well?

A That, I am not in a position to state.

MR. MACEY: Does anyone else have a question of the witnessg®

CROSS EXAMINATION

BY MR. MACEY:
Q

Mr. Morrell, do you know why Mr. Trujillo, do you havs any
knowledge of why Mr. Trujillo refused to join the unit agreement or
to put his acreage into it, dedicate it to the well?

A I have no speciflc knowledge; 1 have opinitons.
Q@ Do you care to express them?
A

Well, I think he wants to hold off for as much as he can gqt.

Q I would like to know, don't we all. I would like to know ff

Mr. Trujillo had dedicated his acreage to the unit, in other words,}

signed a unit agreement, and %1 Paso went in and drilled a well, as

they are required t© do, what would be Mr, Trujillo's position in rg
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gard to payment for that well as to whether he would have to pay
cash for his share of the well?

A The provisionsof the unit operating agreemsent are such tha]
the unit operator can request the cash in advance, based on an esti{
mate of the tcfal cost of the well, and, under the circumstances, I
imagine that that would be, 1t would be my opinion that that would 1
the procedure that Fl Paéo would use, Mr.‘Trujiilo, by joining the
unit agreement and unit operating agreement as a working interest
owner, would participate as of the first day of the calendar month
following the filing of his joinder with the supervisor and the Com]
mission.

Q What if Mr., Truvjillo wasn't in financial pbsition to pay
for the approximate twenty thousand dollar cost of the well, if he
had entered it, is there any terms, any provisions in there?

A I believe there are provisions for delaysd payments plus
six per cent interest. I might also clear one statement that was
made that might be confusing to the Commission, that although the
S/2 of Section 15 is an intervening driiling block, effective Janu-
ary 1, 1955, and as such, has had attribvted to it a percentage of
production from the unit, but, that ailocation of production to the
S/2 of 15 as the intervening driiling block is made only to the two
hundred and forty acres that is committed to the unit agreement. Ij
other words, there 1s no alldcation under the unit agreement to the
lands that are not committed to the unit agreement.

MR. MACEY: For the purpose of the record, I have a letter
here addressed to the 0il Commission from Mr. E. P. Ripley, dated
December 10,"regards to the application for approval of FlL Paso Naty

Gas and Atbuquerque Associated 211 Company to drill non-conforming

T

ral
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wells in Section 15, Township 28 North, Range 5 West. Gentlemen:

Mr. M. A. Trujillo, owner of the acreage involved, asked that ]
write you advising that he does not proposse to contest the applica-
tion. This decision 1is without prsjudice to Mr. Trujillo's future
rights., Yours very truly, w, B. Ripiey.

| MR. DANIEL: T would like to clarify something with the wit

ness here. 1Isn't Mr. Manuel. A. Trujillois interest in this land a
mineral, rather than a lease hold intersst?

A It is a mineral interest, this 1s fee land, that is correct

MR. DANIEL: That 1s all.

CROSS EXAMINATION

BY MR. NUTTER:

Q I don't know whether you stated or not, but what is the es-
timated cost of the well that is to be drilled?

A In this area, the rough estimate is %80,000.

Q@ And Mr. Trujillo's land is 25%%

A One-fourth of ‘it, and his share would be %20,000, that is

correct,

MR. YACEY: Does anyone else have a question of the witnessg?"
If not, the witness may be excused. Do you have anything further?

MR. DANIEL: "Thaet is all,

MR. MACEY: Nothing further, we will take the case under
advisement.
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S8
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I, THURMAN J. HMOODY, Court Reporter, do hereby certify that the
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foregoing and attached transcript of proceedings before the 0iL Cond

servation Commission for the State of New Mexico, held on,)/

44 ;

December ng , 1955, is a true and correct record to the best of my

knowledge, skill and abllity.

WITNESS MY HAND, this, the 50 day of M«J ,1954

Reporter.
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EXHIBIT "B” - SAN JUAN UNIT 28-5 - RIO ARRIBA COUNTY, NEW MEXICO

Page 1
Working Interest Owner Under

Serial No. Land Owner Option Agreement, Operating
Tract No. of and Percentage Record Owner of Lease Overriding Royalty Agreement or Assignment and
No. Description Acres Lease Date of Royalty or Application Owner and Percentage Percentage of Interest
EEDERAL IANDS
T. 28 N. R. 5 W.
1 Sec, 9:. Lots 1,2,SE/4 2453.70 S.F. 079250 U.S.A. Gordon Simpson H. K. Riddle 2.50% Gas Rights before payout:
SE/4,SW/4 SW/4 10-1-49 123% A1l Virgil E. Riddle 2.50% El1 Paso Natural Gas Co. All
Sec. 10: Lots 1,2,3,4, 5 yrs., 5.00% Oil Rights at all times:
S/2 8/2 General American 0il Co. All
Sec. 11: Lots 1,2,3,4, Gas Rights after payout:
s/2 §/2 El Paso Natural Gas Co. 3/4
Sec. 12: Lot 4, SW/4 SW/4 Geueral American 0il Co.l/4
Sec. 13: W/2 NW/4
Sec. 14: N/2
Sec. 15: N/2
Sec. 16: N/2
Sec. 17: N/2
Sec. 18: N/2
2 Sec. 30 NE/4,N/2 §/2 320.00 S.F. 079472 U.S.A. Pacific Northwest Grace Kramer Ernest 2.00% To Base of MV Formation
9-1-48 123% A1l Pipeline Corporation Guy R. Campbell 1.00% Pacific Northwest
S yrs. The Fort Worth Nat. Pipeline Corg. All

September 8, 1955

Bank, Exec and
Trustee of the estate
of R. S, Magruder,
deceased, and Helen
Magruder 2.,00%

5.00%

Below Base of MV Formation

Phillips Petroleum Co. All




Federal Lands (Continued)

Serial No. Land Owner .
Tract No. of and Percentage Record Owner of Lease
No. Description Acres Lease Date of Royalty or Application

Overriding Royalty Owner

and Percentage .

Page 2
Working Interest Owner Under
Option Agreement, Operating
Agreement or Agsignment and

T. 28 N. R. 5w,

Sec. 21: NW/4 NE/4, S/2 NE/4,
H N/2 SE/4, SE/4 SE/4,
| NW/4

Sec. 22: E/2, S5/2 NW/4, Sw/4
Sec. 23: All

September 8, 1955

3 Sec. 24: Lot 1,NW/4 NE/4, 171.89 S.F. 079519 vU.S.A. Frank Patania
N/2 NW/4 9-1-49 124% A1l
5 yrs.
4 Sec. 12: Lots 1,2,3,5, 2395.61  S.F. 079519-A U.S.A. W. H. Sparks
SW/4 SE/4, 9-1-49 1239 A1l
SE/4. SW/4 5 yrs.
Sec. 13: Lots 1,2,3,4,
NE/4 NW/4
Sec. 20: E/2

Squire Production

Co. 1.176%
Waymon Peavy 1.307%
Wm. G. Webb .131%

2.614%
M.A.Romero .547%
Joe Quinn .230%
Omega Quinn .193%
Robert P.Tinnin .037%
N.B.Stern .459%
H.O. Pool .459%

Evelyn Ellen Wallace

& James Algernon Brown,
Trustees under the Lsast
Will and Testament of
Algernon W. Brown, de-
ceased, and Evelyn G.
Brown & James Algernon
Brown «459%

Percentage of Interest

M.A .Romero 12.5000%
Joe Quinn 5.2500%
Omega Quinn 3.9375%
Robert P.Tinnin 1.3125%
N.B.Stern 10.5000%
H.O0.Pool 10.5000%

Evelyn Ellen Wallace

& James Algernon Brown,
Trustees under the Last
Will and Testament of
Algernon W.Brown, de-
ceased,and Zvelyn G,
Brown & James Algernon

Brown 10.5000%
Forrest B.Miller 8.7500%
W.E.Alsup 8.7500%
T.H. NcElvain 17.5000%
J.R.Abercrombie 10.5000%

Gas Rights before payout:

El Paso Natural Gas Co.  All
011 Rights before payout:
General American 0il Co. All
Gas Rights after payout:

Mw Pago Natural Gas

Company 56.25%
General American

0il Co. 18.75%
O.R.I.Owners in %

shown 25.00%

01l Rights after payout:
General American 011l

Co. 75.00%
O.R.X.Owners in %
shown 25.00%




Page 3
Working Interest Owner Under

Serial No. Land Owner Option Agreement, Operating
Tract No. of and Percentage Record Owner of Lease Overriding Royalty Owner Agreement or Assignment and
No. Description Acres Lease Date of Royalty or Application and Percentage Percentage of Interest
Federal Lands (Continued)
T. 28 N. R. 5 W.
4 (continued from page 2) Forrest B. Millexr .383%
W, E. Alsup .383%
T.H. McElvain . 766%
J.R.Abercrombie .459%
4,.375%
S Sec. 24: Lots 2,3,4, SW/4 1156.47 S.F¥. 079520 U.S.A. Frank Patania Squire Production M.A.Romero 12.5000%
NE/4, S/2 NW/4, 10-1-48 124% A1l Company 1.176% Joe Quinn 5.2500%
W/2 SE/4, SW/4 5 yrs. Waymon Peavy 1.307% Omega Quinn 3.9375%
Sec. 27: All Wm, G. Webb .131%4 Robert P.Tinnin 1.3125%
2.614% N.B. Stern 10.5000%
E.O. Pool 10.5000%
Evelyn Ellen Wallace
& James Algernon
Brown,Trustees under
the Last Will & Test-
ament of Algernon W.
Brown, deceased and
Evelyn G. Brown & James
Algernon Brown 10.5000%
Forrest B, Miller 8.7500%
W. E. Alsup 8.7500%
T. H. McElvain 17.5000%
J.R. Aberceombie 10.5000%
6 Sec. 25: Lots 1,2,3,4, 1209.12 S.F.079520-A U.S.A. W. H. Sparks M.A. Romero .547% Gas wumuﬁu before payout:
W/2 NE/4, NW/4, 10-1-48 124% Al Joe Quinn .230% E1 Paso Natural Gas Co, All
w/2 SW/4, SW/4 SE/4 5 yrs. : Omega Quinn .193% 01l Rights before payout:
Sec. 26: All Robert P, Tinnin .037% General American O0il Co. All
N.B. Stern .459% Gas Rights after payout:
H. 0. Pool .459% E1 Paso Natural Gas Co. 56.25%

September 8, 1955

General Awmerican Oil Co.18.75%
O.R.I, Owners in %

shown 25.,00%




Page 4
Working Interest Owner Under

Serial No. Land Owner : Option Agreement, Operating
Tract No. of and Percentage Record Owner of Lease Overriding Royalty Owner Agreement or Assignment and
No, Description Acres Lease Date of Royalty or Application and Percentage Percentage of Interest
Federal Lands (Continued) I
T. 28 N. R. 5 W,
6 (Continued from Page 3) Evelyn Ellen Wallace & 0il Rights after payout:
James Algernon Brown, General American Qil
Trustees under the Last Co. \ 75.00%
Will and Testament of O.R.I. Owners in %
Algernon W, Brown, de- shown 25.00%
ceased, & Evelyn G.
Brown & James Algernon
Brown .459%
Forrest B, Miller .383%
¥. E. Alsup .383%
T. H. McElvain .766%
J. R. Abercrombie ,459%
4.375%
7 Sec, 32: All 638.72 S.F. 079521 U.S.A. Frank Patania Squire Production M.A. Romero 12.5000%
10~1-48 123% All Company 1.176 Joe Quinn 5.2500%
5 yrs. Waymon Peavy 1.307% Omega Quinn 3.9375%
Wn. G. Webb .131% Robert P. Tinnin 1.3125%
2.614% N. B. Stern 10.5000%
H. 0. Pool 10.5000%

Septsmber 8, 1955

Evelyn Ellen Wallace &
James Algerncn Brown,
Trustees undexr the Last
Will & Testament of
Algernon W. Brown, de-
cesased, and Evelyn C.
Brown & James Algernon

Brown 10.5000%
Forrest B. Miller 8.7500%
¥W. E. Alsup 8.7500%
T. H. McElvain 17.5000%
J. R. Abercrombie 10.5000%

_aandi




Page 5
Working Interest Ownexr Under

Serial No. Land Owner Option Agreement, Operating

Tract No. of and Percontage Record Owner of Lease Overriding Royalty Owner  Agreement or Assignment and

No. Description Acres Lease Date of Royalty or Application and Percentage Percentage of Interest

Federal Lands (Continued)

T. 28 N. R. 5 W,

8 Sec. 28: SE/4 NE/4,5E/4 1919.28 S.F.079521-A U.S.A. W. H. Sparks M.A. Romero .547% Gas Rights before payout:
NW/4, W/2 NW/4, 10-1-48 124% All Joe Quipn .230% E1 Pamo Natural Gas Co. All
$/2 v 5 yrs, Omega Quinn .193% 04l Rights before payout:

Sec. 29: All Robert P. Tinnin .037% General American 0il Co. All
Sec. 30: S/2 §/2 N. B. Stern .459% Gas Rights after payout:
Sec. 31: All H. 0. Pool .459% El1 Paso Natural Gas
Evelyn Ellen Wallace & Company 56.25%
James Algernon Brown, General American QOil
Trustees under the Last Co. ; 18.75%
Will & Testament of O.R.1. Owners in %
Algernon W. Brown, de- shown 25.00%
ceased, & Evelyn. G. 01l Rights after payout:
Brown & James Algernon General American 0Oil
Brown .459% Co. 75.00%
Forrest B. Miller .383% O.R.I. Owners in %
W. E. Alsup .383% shown 25.00%
T. H. McElvain .766%
J.R. Abercecmbie .459%
4.375%
9 Sec. 21: SW/4 SwW/4 2002.16 S.F. 079522 U.S.A. Pacific Northwest M. A. Romero .313% To Base of MV Formation
Sec. 33: Lots 1,2,3,4, N/2 9-1-49 124% All Pipeline Corp. Joe Quinn .131% Pacific Northwest
S/2, E/2 NE/4, 5 yrs. Cmega Quinn .098% Pipeline Corp. All
w/2 NW/4 Robert P. Tinnin .033% Below MV Formation
Sec. 34: N/2, N/2 SE/4, N. B. Stern .263% Stanolind Oil & Gss Co.All
Lot 2 H. 0. Pool .263%
Sec. 35: Lots 1,2,3, NE/4 Evelyn Ellen Wallace
SE/4, N/2 NE/4 & James Algernon Brown,
Sec. 36: Lots 1,2,3,4,5,6, Trustees under the Last

September 8,

7,8, W/2 NE/4, NW/4,
N/2 SW/4, NW/4 SE/4
(A11)

1955

¥Will & Testament of
Algerrzon W, Brown, de-
cessed, & Evelyn G.
Brown & James Algernmon

.263%

Brown




Page 6
Working Interest Owner Under

Serial No. Land Owner Option Agreement, Operating
Tract No. of and ~ Percentage Record Owner of Lease Ovarriding Royalty Owner Agreement or Assignment and
No. Description Acres Lease Date of Royalty or Application and Percentage Percentage of Interest
Federal Lands {Continued)
T. 28 N. R. 5 W,
9 (Continued from Page 5) Forrest B. Miller .218%
W. E. Alsup .218%
T. H. McElvain .437%
J. R. Abercrombie .263%
2.500%
10 Sec. 21: NE/4 NE/4 40.00 NM 012880 U.S.A, James B.Battle,Jr, James B.Battle,Jr., 1.00% E1 Paso Natural Gas
. 123% A1l Company All
11 Sec. 30: NW/4 160.00 S.F.080505 U.S.A. Thomas F., Harrington  Foster Morrell 5.00% Thomas F.Harrington All
9-1-51 123% All Charles C. Harlan,
5 yrs, Jr. 1.25%
12 Sec. 19: SW/4 160.00 S,.F.080505~-B U.S.A. Pacific Northwest Sam Dazzo 1.25% To Base of MV Formation
. 9-1-51 124% All Pipeline Corp. Thomas F.Harringtonl,25% Pacific Northwest
5 yrs. Guy R. Campbell .50% Pipeline Corp. All
Wilson Petroleum Below Base of MV Formation
Company 1.00% Phillips Petroleum Co. All
4.00%
13 Sec. 13: SW/4,W/2 E/2, 600.00 S.F.080316 U.S.A. Alice Bolack None Albuquerque Associated
SE/4 NW/4 9-1-51 123% All 0il Co. All
Sec. 15: SE/4, N/2 SW/4 5 yrs.,
14 Sec. 14: S/2 640.00 S.F.080516 U.§.A. Alice Bolack Tom Bolack and To Base of MV Formation
Sec. 16: 8/2 9-1-51 123% All Alice Bolack 5.00% El Paso Natural Gas Co. 1/2
5 yrs. Tom & Alice Bolack 1/2.

September 8, 1955

el Lol e D

Below Base of MV Formation
Tom & Alice Bolack All




Fage 7
, Working Interest Owner Under
Serial No. Land Owner Option Agreement, Operating
Tract No. of and Percentage Record Owner of Lease Overriding Royalty Owner Agreement or Assigoment and
No. Description Acres Lease Date of Royalty or Application and Percentage Percentage of Interest
Federal Lands (Continued)
T. 28 N. R. 5 W.
15 Sec. 17: 8/2 1320.00 S.F.080516~A U.S.A. Pacific Northwest Alice Bolack 5.00% To Base of MV Formation
Sec. 18: SE/4, E/2 8SW/4, 9-1-51 124% All Pipeline Corp. Pacific Northwest
NW/4 SwW/4 5 yrs. Pipeline Corp. A1l
Sec. 19: E/2, E/2 NW/4 . Below Base of MV Formation
Sec. 20: ¥W/2 Phillips Petroleum Co. All
16 Sec. 7: Lots 1,2,3,4 565.80 N.M,010516 U.S.A. Gordon Simpson Glen H. and Gas Rights before payout:
S/2 8/2 5~-1-48 124% All Ruth Callow 1.666667% El Paso Natural Gas Co. All
Sec. 8: Lots 1,2,3,4, 5 yrs. Arnold E. 0il Rights at all times:
S/2 §/2 Carle .833333% General American 0il
H.K.Riddle 2.500000% Co. All

5.000000% Gas Rights after payout:
E1 Pago Natural Gas Co. 3/4
General Aperican Oil
Co. 1/4

|
|

16 FEDERAL LAND TRACTS - 15,752.75 acres

September 8, 1955

- = —_— . - ! g St A LN L L e ke Wi el e




Page 8
Working Interest Owner Under

Land Owner Option Agreement, Operating
Tract No. of Percentage Lessee and Date Overriding Royalty Owner Agreement or Assignment and
No. Description Acres of Royalty of Lease and Percentage Percentage of Interest
PATENTED LANDS
T. 28 N. R. 5 W,
17 Sec. 9:; Lots 3,4, 141.17 Agapita Gomez y Gomez 8.333% Forrest B. Miller None Forrest B. Miller All
SE/4 sW/4, John S. Matthews 4.167% 2-7-47
Sw/4 SE/4 10 yrs.
18 Sec. 15: S/2 SW/4 160.00 Jose Praxedes Trujillo Unleased
Sec. 22: X/2 NW/4
19 Sec. 18: SW/4 SW/4 120.00 Horace F, McKay, Jr. 124% Pacific Northwest None To Base of MV Formation
Sec. 19: W/2 NW/4 Pipeline Corp. Pacific Northwest All
12-24-47 Beclow Base of MV Formstion
10 yrs. Stanolind Oil & Gas Co.All
20 Sec. 21: E/2 SW/4, 160,00 Horace F. McKay, Jr. 124% Pacific Northwest None To Base of MV Formation
NW/4 SW/4, Pipeline Corp, Pacific Northwest
SW/4 SE/4 1-28-48 Pipeline Corp. Al)
10 yrs. Below Base of MV Formation
Stanolind Oil & Gas Co.All
22 Sec. 25: E/2 SW/4, 120.00 Russell Ernest Arnold 123% Pacific Northwest None To Base of MV Formation
" NW/4 SE/4 Pipeline Corp. Pacific Nortbhwest
4-12-48 Pipeline Corp. All
10 yrs. Below Base of MV Formation
S+anolind 01l & Gas Co.All
22 Sec. 28: NE/4 NW/4, 160.00 Horace F. McKay, Jr. 124% Pacific Northwest None To Base of MV Formation
N/2 NE/4, Pipeline Corp. Pacific Northwest
SW/4 NE/4 1-28-48 Pipeline Corp. Al
10 yrs. ‘Below Base of MV Formation

September 8, 1955

\

e,

el

Stanolind 0il1 & Gas Co.All




Page 9
Working Interest Owner Undex

Land Owner Option Agreement, Operating
Tract No. of Percentage Lesses and Date - Overriding Royalty Owner Agreement or Assignmwent and
No. Description Acres of Royalty of Lesse o and Percentage Percentage of Interest

Patented Lands (Continued)

T. 28 N. R. 5 W.

23 Sec. 33: W/2 NE/4, 329.70
E/2 KW/4
Sec. 34: Lots 3,4,
N/2 SW/4

24 Sec. 34: Lot 1 296.06

Sec. 35: Lot 4, S/2 NE/4,
NW/4 SE/4, N/2
SW/4

25 Sec. 35: NwW/4 160.00

9 PATENTED LAND TRACTS - 1,646.93 acres

September 8, 1955

Joe Mangum (deceased) 6.25%
G. H. Lobato 6.25%

Russell Ernest Armold 123i%

Russell Ernest Arnold 124%

Forrest B. Miller )

7-6-51 )

5 yrs. ) None

Forrest B. Miller )

6-30-51 )

5 yrs. D)

Pacific Northwest
Pipeline Corp. None

4-12-48

10 yrs.

Pacific Northwest
Pipeline Corp. None

4-12-48

10 yrs.

Forrest B. Miller All

To Base of MV Formation
Pacific Northwest

Pipeline Corp. All
Below Base of MV Formation
Stanolind Oil & Gas Co.All

To Base of MV Formation
Pacific Northwesat

Pipeline Corp. All
Below Base of MV Formation
Stanolind Oil & Gas Co.All




EXHIBIT "B

San Juan 28-5 Unit Agreement

RECAPITULATION
Number
of Tracts Acreage Percentage
Federal Land 16 15,752.75 90.53
State Land 0 Kone None
Patented Land 9 1,646.93 9.47
25 17,399.68 100.00%

September 8, 1955
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3 . ¥l Paso Natural Gsz Campany
: ' Post Uffice Box 1392
A { El Psgo, Texexn

Gentleson:

A¢ & ¥orking intsrezt ovner ian tnha
San Jusn 28-% Untt, T wizh to expreez my con-
cuxrrence in the Applicztion by Xl Pruso Hsturel
Gaa Company sad Aibuguarqus Associsiad O
Coxpany ¥or an unoribodex #pscing &l 4w pro-
retioa upit covering the /4 apd the H/2 83/4
of gsction 15, Tovnehlp 28 Hoxth, Banga ’ ¥%ast,
R.¥.2.N.
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Mr., U, W, Bimick

.

Arca Landman

Leaze Dapartmont
El Paso IHaturzal Gae C
Xl Foao, Tewas

OERPRD Y

Ke: San Juan 28-5 Unit

Dzar My, Sittick:

Ias working interear nwnsy ta the Zan Junn 28-35
Unit do herzby concur in the spplication of ) Paso Natural
Gae Company, 2z unit operator, znd Albu

MuLsrgue Agsocirted
Gil Company, 2s the o riing interest owner for an snerthodox

spacing unit application for 2 well in ihe couth half of section
15, township 28 north, range 5 sreat.

Yery iruly youre,

LYoy ™, ) ; i S
A

S .

T3 T R
L. ¥, Harviapton e
TFH:mle




SR,

TR PN G

[

L35 PR N A L

-

ARSI TN R e

PRSI - T Ge R ST

A

Al Faso hetuorws Uoa Dunzony
Poal Offlice nes LG
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Gantlawen:
Tha ‘l/? ot Besction 15, "ownchip &3 porth, depys 3 Host, w3 loelvdcd
w3 #n interveming drilling block incibwe Parilcipeting sraw ] vavd s
Formetion for the un Juan 20-5 Unit effective Janugry 1, 1995, Thavcw-
fors, s well mast bte camenced on this driliing dlosk by Jzoswry L, 1800,

You hgve wdrvised us thet Mr. Manuel L. Trujtllo, ownss of S wiloersl
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degcribed intwavening drilliing bBlock. Yo furitnay iaforssd us that X)

Peeo Fatural Gas Cospary, Uuit Operator, and Alduguergus Azacoiaisd 011
Coepany, Poxking Interset Twner wodsr the rensiving screag? in e inter-
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Cxanission of tha 8tats of ¥Hewr Mexico fo" zo unovihedoy evesing woiv cowsleting
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Bl Paso Astural Geg Joompany
}

Perc, Teras

TR

Re:  Hvn Jusn 20t

»

Gent, lonen:

It is owr wyisrastanding that you, as anit opsyator, and Adbgusy -
que Agpociated 01l Conpeny, as the omer of all of tha workiog
interest in the $/2 of Section 15, Township 28 Mcrth, Rangs 15
West except the S/2 9W/h of sald Ssction 15 whicd belougs o Mr.
Henual A. Trujillo, have filed sn applicstion with the 01l (on-
servation Conwigsion of the Stuie of Hev Hexico requeating an
unorthodox sprcing unlt, consisting of the 9B/ snd the N?? sw/lk
of Section 15, or, in the alteruvative, have forcsd pooling of the
entire §/2 of Section 15.

This letter will avidence our aupport cf end concurrance in the

aforamuniioned appiication apd our approval of the savablishwsnt
of such unorthodox sjacing unit.

Yours weyry tiuly,

\ﬁu
k.)\»,, .-31\”\ Y . \ < N\._..A,,Sl.,-,/'%\v

Willism P, Barues
Vice Pyesidant
Land Daparimsnt
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BEFPORY THE OIL CONSERVATION COMMISSION
OF THE STATE CF NEW HEXICO

CIN THE MATTER OF THY HEARING

© CALLRD BY THE OIT. COHSERVATION
| COMMISSION OF NRE MEXICO FOR

| THE PURPCSE OF CONSIDERING:

CASE No. 986 3
i Order No, Re737 ?

| THE APPLICATION OF EL PASO NATURAL ; ‘
|| GAS COMPANY AND ALBUQUFRQUE ASSOCIATED '
| OIL COMPANY FOR AN UNORTHODOX SPACING
. UNIT CONSISTING OF THE SE/h AND N/2 su/h
x! OF SECTION 15, TOWNSHIP 28 NORTH, RANOCE
f‘ S WEST, NMPM, CR IN THE ALIEREATIVE, FOR
J | COMPULSORY COIIUNIZIZATION OF THE 8/2 OF
i SECTION 15, TOWHSHIP 28 NCRTH, RANOE §
| WEST, NMPM, RIO ARRIDA COUNIY, NEW ¥EX1CO

ORIER OF THE CCMFMISSION :

i BY THE COMMISSIONt f

! This cause came on for hearing st 9 o'olook a.m, on December 1k,
111955, at Santa Fa, ¥aw Mexloo, before the 0Ll Conservation Cormission,
i hereinafter referrsd to as the “Commisslon®,

NOW, on this é?"é day of Usgember, 1955, the Commission, & ,
quorum being present, having oonsidered the records and testimony sdduced, :
and being fully advisad in the premises,

i FINDS:

(1) That due notice of the time and place of hearing and the pure !
pose thereof having been given as required by law, the Commission has Jur- :
1sdiction of this case and the subjest matter thersof,

}
| (2) That the spplicant E1 Puso Natural CGas Company is the present
operator of the San Juan 28«5 Unit Agreemmnt, located in Rio Arriba County,
New Moxico, sald unit agreswent having herotofore been duly suproved by

the USGS, the Commisaionsy of fublic Landes of Hew Mexico and the Hew Mexico
011 Gonservation Commiesion,

(3) That applicant, Albuquerqua Assocolated 0Ll Company is the pre-
ssnt owner and holder of Fedsral ¢11 and (as Lease SantaFe 030516, which
covers, among other lands, the SE/h and the N/2 SW/h of Seetion 15, Town~
ship 28 North, Range 5 vest, ¥MPM, sald lands being committed to said San

(k) That the owner in foe simple of tha 8/2 S/l of Section 15,
iTownship 28 North, Range 5 vest, NuPM, 1s Manuel A, Trujillo of Lumberton,

iNew Mexico that gald acreage has nover been committed to the terme of the

iSan Juan 28«5 Unit Agreement and Unit Cperating Agreement, and that said \
'zggzr har rafused, and 8till doss rofuse to commit sald acreage to the ;

t

(9) That the entire $/2 of Section 15, Township 28 Morth, Range
5 vest was included in the Mesaverde Participating Area as an intervening
'drilling block for said unit, effective January 1, 1955, in accordance with
Article II, Paragraph 3 of the said San Juan 28~5 Unit Agreement; that in
_acoordance with the terms and provisiona of ssid paragraph of the Unit
;Agreement, a well must be commeanced on the intervening drilling blocks with-
‘in one year from the effective date of said drilling blocks inclusion in the
‘participating areay that therefore, applicant, El Paso Natural Gas Company
‘wust comrence a well in ths S/2 of said Section 15, by January 1, 1956, o
conpletsd within the defined limits of ithe Blanco-Mesaverde Gas Pool.
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© Order Ko, R-T737

{6) That under the terms of Commission Order No. R-110 a well in
the Blanco~Mesaverds Pool must ba drdilled on a drilling unit coneisting
of one~half of a governmental ssction in which unit all interesta havs

- been consolidatad; that aoplicant El Paso Natural CGas Company has made
- dlligent efforts to resch some agrecosnt with ths said Manuel Trujillo
" whereby the entire 8/2 of the said Section 15 could be dedicated to a

7 well to be drilled by esid applicant, in accordance with Order R-110j

that such sfforts have besn unsuccessful,

(7) That the said Fanuel A, Trujillo has, through his attorney,
specifically advised the Commlssion that he doss not wish or intend to
contest the application of the two applicants in this oase,

{8) That applicant propoees to commence & well to be known as
San Juan 28-5 Unit Vell No. 10 to be located in the N/2 SW/hL of Section
15, ‘

IT IS THEREFCRE ORUERELD:

(1) That the application of ¥l Paso Natural Gas Coupany and Albue
querque Assoclated 0il Company for an unorthodox spacing unit and proration
unit consisting of the SE/k and H/2 SW/L of Section 15, Township 28 North,
Range 5 west, N4PM, Rio Arriba County, Hew Kexico, loscated within the de-
fined units of the Blanco-iesaverds Cas Pool, be, and the same hereby is
approved,

{(2) That a spacing unit and proration unit consisting of the aforec-
said acreage is hersby created,

(3) That applicant is hereby grented permission to drill their pro=-
posed San Juan 28-5 Unit, Well ¥o. 10, to be located in the N/2 sW/L of
Section 16, Township 28 ¥orth, Range & Vest, Said well shall be granted an
allowable upon completion in the Blanco=Mpsaverde Gas Pool, based upon a
proration unit size of 240 acres.

(L) That in the event said proration unit is increased to a stan-
dard unit of 320 acres the increase in thes allowable assigned said well
shall be effective the first day of the month following receipt by the
Commiassion of notification from the appiicsent,

DONE at Santa Fe, New Mexico on the day and year hersinshove
designated,

STATE OF NEW MEXICO
OIL_CGUSRRVATICH CORMISSION

. T

JOHR F, 8I¥S, Chairman

L 63

“, B, BACEY, lember gnd Secgretary

ne
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UNIT OPERATING AGREEMENT
SAN JUAN 28-5 UNIT AREA

/
| . y
THIS AGREEMENT, made and entered into this e day of _; 19/,// ’

7

1953, by and among El Paso Natural Cas Company, a Delaware corporation, hereinafter

sometimes referred to as "Unit Operator", and such other parties owning working

interests subject to the Unit Agreement for the Development and Operation of the San

Juan 28-5 Unit Area as may execute this agreement, hereinafter sometimes called

"Nonoperators®, all parties being sometimes referred to as "Working Interest Owners",
WITNESSETH:

WHEREAS, the parties hereto are also parties to that certain Unit Agreement .
for the Development and Operation of the San Juan 28-5 Unit Area, County of ‘Rio
Arriba, State of New Mexico, hereinafter called the "Unit Agreement” embracing the
following described land:

New Mexice Principal Meridian

Township 28 North, Range 5 West
Section 7: Lots 1, 2, 3
Section 8: Lots 1, 2, 3
Section 93 Lots 1, 2, 3
‘Section 10: Lots 1, 2,
Section 11: Lots 1, 2 , S/2 7/2
Section 12: Lots 1, 2, 3, 4, 5, S/2 SW/4, SW/4 SE/4
Sections 13 through 36: All

Containing 17,399.68 acres, more or less,

WHEREAS, the parties hereto, in accord with the provisions of Sections 7
and 12 of the Unit Agreement, desire to provide for the apportionment of costs and
benefits among WOrking Interest Owners and to establish related operating arrange-
ments;

NOW, THEREFORE, premises considered, the parties hereto mutually agree that:

1. UNIT AGREEMENT CONFIRMED.

The Unit Agreement, including the exhibits thereto, is hereby confirmed and
adopted and made a part of this agreement. Terms employed in this agreement shall
bear the same meaning as given them in the Unit Agreement. The unit area shall be

developed and operated for the production and handling of unitized substances in

accord with the Unit Agreement and this Unit Operating Agreement. 1In the event of

-any inconsistency or conflict between provisions of this agreement and the Unit

Agreement, the Unit Agreement shall prevail,

2. TITLES.

a. Each of the parties hereto represents to all other parties hereto
that its ownership of oil, éas and mineral interests in the unit area is correctly

stated in the schedule attached as JExhibit B to the Unit Agreement. In the event such




representation of any party is erroneous or the title of any party hereto fails,
in whole or in part, the interests of the parties hereunder shall be accordingly
adjusted to the end that no party shall be credited with interests that it does not
own. Parties contributing acreage to the unit and receiving credit hereunder there-
for shall, subject to the provisions of Section 2¢ below, bear the entire loss
occasioned by any failure of title or deféct in their title or encumbrance thereon
and shall save the other parties hereto harmless from any obligation or liability
on account thereof. All title curative expense and all costs and expenses incurred
in defending or establishing title to any interest in the unitized substamces
shall be borne by the party or parties hereto who claim such interest.

b, Within fifteen (15) days following its execution of this agreement,
each Working Interest Owner shall furnish to the Unit Operator copies of its leases, .
operating agreements or other documents upon which it relies as establishing its
ownership of working intérests, together with copies of its rental receipts or
other evidence satisfactory to establish that such leases, agreements and/or other
documents remain in full force and effeqto It shall also furnish any title data
in its possession relating to its working interest ownership, including the title
opinion of its attorney and any curative instruments acgquired in relation thereto.
Where outstanding title requirements have not been satisfied, the Wbrkiﬁg Interest
Owner whose title is affected shall proceed to satisfy such title requirements with
due diligence and furnish proof of the satisfaction thereof to the Unit Operator.

C. As a prerequisite to the drilling of any well hereunder, Unit
Operator shall obtain a title opinion by a competent attorney or attorneys selected
by it, based upon examinaﬁion of complete abstract of title certified to date and/or
the official county and/or state or federal records as well as examination of the
material submitted pursuant to Section 2b above, approving title for drilling
purposes to the half section Drilling Block (where the well is to be drilled to
the Mesaverde or shallower formations) or to the appropriate spacing unit (where
the well is to be drilled to formations below the Mesaverde) upon which the well
is to be located; provided, however, that Unit Operator shall not be required to
re-examine title to any Drilling Block or spacing unit for the drilling of any
second or subsequent well thereon. The party or parties owning working interests

in such Drilling Block or spacing unit shall furnish such abstracts promptly as
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required and shall satisfy title requirements made by the examining attorney, at such

partyts or parties! sole expense, without delay in order that the drilling obligation
stated in the Unit Agreement shall be timely performed.. Costs of title examination
shall be charged as a part of the cost of drilling the well, Approving opinion of
title as a prerequisite of drilling may be waived upon approval of the owners of
eighty per cent (80%) of the working interest committed to the unit. Any party
hereto interested in obtaining the drilling of a well may post a bond in form satis-
factory to the Unit Operator in an amount equal to one and one-half times the estimated
cost of the proposed well, conditioned to protect all parties hereto againsf.ahy loss
of their investment in the well by reason of title failure, whereupon the require-
ment herein for an approving opinion of title will be waived, If title subsequently
fails to any tract or tracts, the. title to wvhich has been cleared for drilling under
this section, the Working Interest Owner thereof shall bear the entire loss in parti-
~cipation in unitized substances produced after such title failure which would be
attributable to the leasehold estate or working interest in such tract under the
tems of this agreement, but shall not be obligated to save any parties hereto
harmmless from any other loss occasioned thereby except to the extent of any indemnity
agreement which may have been executed as hereinabove provided.

3. APPORTIONMENT OF COSTS AND BENEFITS.

Except as herein otherwise expressly provided; all costs, expenses and
liabilities accruing or resulting from exploration, development, operation and
maintenance of the unitized land shall be borne, and all unitized substances produced
hereunder and other benefits accruing hereunder shall be owned and shared, by the
‘ Working Interest Owners who have executed the Unit Agreement and this agreement, as
follows:

a. Costs and benefits accruing in the development and operation of any
Drilling Block (as defined in Section 11 of the Unit Agreement) prior to its admission
into a participating area shall be-borng and shared in the propoftion that the acreage
owned by each of such Working Interest Owners owning Qorkiﬁg interests in the Drilling
Block bears to the total of working interests owned by all such Working Interest |
Owners owning working intereéts in the Drilling Block, Costs and benefits accruing
or resulting from development and operation of any participating area shall be borne

by such Working Interest Owners owning interests in such participating area in the




same proportion that the interest owned by each bears to the total of interests

owned by all such Working Interest Owners iﬁlqaid participating area, Except for
the adjustment in investment in the Field Facilities as hereinafter provided, no
adjustment of investment or previously incurred costs shall be made upon the ad~
mission of a Drilling Block into the participating area, but upon such admission
all eqguipment used for the operations of the participating area shall thenceforth
be owned by the Working Interest Owners in the enlarged participating area in

the same proportions as provided herein for their sharing of costs and benefits.
Notwithséanding the foregoing, however, when any Drilling Block is admitted to-
the participating area prior to the completion thereon of a well capable of

producing unitized substances in paying quantities from the formation to which

- such participating area is applicable, Unit Operator shall comply with the obli-

gation imposed by the Unit Agreement to drill a well thereon to the horizon from ~

which production is being secured in the participating area, and all costs of
drilling, completing, testing and equipping such well to produce shall be

charged to and bome by such Working Interest Owners owning workingAintqrests
jn such Drilling Block in the proportions which the interests of each bear to

the aggregate of all the interests of all such Working Interest Owners within

" said Drilling Block. Any such well shall be owned and operated for the benefit

of parties owning interests in the participating area in the same manner as
other wells in such participating area. Upon admission of a Drilling Block
into a participating area, there shall be an adjustment of the cost of Field
Facilities among all such Working Interest Owners in the enlarged participating
area so that the cost of Field Facilities allocable to the enlarged participating
area shall be borne by such Working Interest Owners in proportion to their
participation in costs and benefits of operation of the enlarged particip&ting
area, Where Field Facilities serve more than one participating area, costs

and ownership thereof shall be allocated between participating areas on a well
basis and shall be adjusted upon drilling of additional wells so that each
participating area shall bear such costs and own such Field Facilities in

the proportion that the number of wells within such participating area, which

upon their completion, shall have been capable of producing unitized
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substances in paying quantities, bears to the total number of such wells within

the unit area. No adjustment between participating areas shall be made on account
of the cessation of production in paying quantitieé from any well or wells. "Field
Facilities", as that term is used in this section, shall mean facilities which are
installed for serving the entire unit operation, such a3, but not limited to,
warechouses, field offices, camps, gathering systems, field tankage other than

that serving a particular well or Drilling Block, power stations and power lines,
water stations and water lines. Costs of Field Facilities shall be deemed to be

the tangible and intangible costs thereof as reflected by the Operatorts books,
depreciated at the rate of four per cent (42) per annum, or fractiomal portion
thereof, up to the period an adjustment is required. In the event book costs cannot
be determined on certain classifications of equipment, the current market prices in
effect as of the date a Drilling Block is admitted to the participating area shall
be used as a basis for pricing. Roads shall not be considered a part of Field
Facilities., Costs of all road construction required for the drilling of the four
test wells in accord with Section 9 of the Unit Agreement shall be allocated

to the Working Interest Owners owning working interest in the four Drilling Blocks
upon which said test wells are drilled on an acreage basis. Roads required for the
drilling of subsequent wells shall be charged as a part of the drilling costs and
borne by the same party or parties as are required to pay the costs of drilling such
wells. There will be no reallocation of road costs. In the event any well or wells
capable of producing unitized substances in paying quantities shall have been
completed prior to the effective date of this agreement, such well or wells shall

be turned over to the Unit Operator for operation hereunder on the first day of the
month following the said effective date of this agreement, and the half section
Drilling Block on which each such well is located shall constitute or become a part
of the participating area for the formation in which such well is completed. Like-
wise, if any Working Interest Owner shall have started any well but it shall not have
been completed on the effective date of this agreement, such Working Interest Owner shall
proceed with due diligence to complete the drilling of such well and, if dry, to plug
and abandon it or, if a producer, to test, complete and equip it to produce and then
turn it over to the Unit Operator for operation hereunder. Adjustment for any such

well or wells shall be only as hereinabove provided.
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b, The cost of drilling, equipping and completing any initial test
well projected to a depth below the base of Mesaverde formation, which is not required
to be drilled by the terms of the Unit Agreement, and the cost of plugging and
abandoning same if a dry hole shall be paiﬁ by all of such Working Interest Owners each
in the proportion that its ownership of working interests on an acreage basis within the
unit area bears to the total of all such interests of such parties; provided, however,
that the Working Interest Owners of an area less than the area covered by the entire
Unit Agreement, by agreement, may pay the cost of drilling, equipping and completing,
or plugging and abandoning any initial test well projected to a depth below the base of
the Mesaverde formation, and such costs shall be paid by all of such Working Interest
Owners in the proportion providéd by such agreement. Costs of drilling the secbnd or any
subsequent test well to formations lying below the Mesaverde, which is not fequired to be
drilled by the terms of the Unit Agreement, shall be only in accord with an agreement to
be‘reached by the parties participating in the drilling of such second or additional test
wells. In the event any such test well so drilled shall encounter unitized substances in
paying quantities so as to justify the establishment of a participating area or the enlarge-
ment of an existing participating area for the formation encountered, such participating
area or enlargement shall be formed as provided‘in the Unit Agreement. On the establish-
ment of any participating area, there shall be a retroactive adjustment of the cost of
drilling, completing and equipping for production and operating of the said test well
and of the cost of Field Facilities, to the end that the owners of working interests
in the participating area newly established shall reimburse without interest the party
or parties who paid for the costs and expenses of drilling, cormpleting and equipping
for production and operating the well less any income derived by said party or parties
up to the date of settlement, and thereafter the costs incurred and benefits derived
from the operation of the well shall be borne by and shall inure to the benefit of
the Working Interest Owners in the participating area in proportion to their ownership
of interests therein. On the enlargement of any participating area, there shall be an
investment ad justment between the owners of working interests in the enlarged parti-
cipating area, to the end that the investment within the enlarged participating area,
including the investment in the allocated portion of Field Facilities, shall be paid
for by the affected Working Interest Owners in the enlarged participating area in

proportion to the interests of each therein and in proportion to their shares in the
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costs of operation and revenue to be derived from the enlarged participating area,
and also to the end that the parties who have previously paid said costs shall be
reimbursed on the basis hereinafter set forth. The affected Working Interest Owners
in the participating area before its enlargement shall receive credit for the intangible
cost of drilling, completing and equipping for production all wells capable of
producing unitized substances situated within said.participating area. The costs to
‘be so credited shall be measured by the average cost of drilling, completing and
equipping for production wells of like charac;er and depth in the field in a good
and workmanlike manner at the time when said wells were drilled. Credit shall also .
be given for the casing and other tangible properties and facilities installed in the
wells or used in comnection with the operation thereof at a percentage of the original
cost, such percentage to be determined as provided in the Accounting Procedure. The
affected Working Interest Owners om any tract outéide of the participating area that
is to be admitted to the enlarged participating area shall likewise receive credit for
the intangiblé cost of drilling, conpleting and equipping any wells on their respective
lands so admitted, together with the value of the tangible equipment, facilities and
structures located thereon and used in connection therewith, on the basis above set out.
The sum total of all credit shall be the investment cost apportionable to the enlarged
participating area. The investment adjustment shall be made by cash settlement among
the Working Interest Owners through the Unit Operator. No credit shall be given for
the previous cost of operating any wells or repairing or maintaining other property,
nor shall there be any debit for or on account of production taken from wells prior
to the effective date of the enlargement of the participating area.

¢, In any investment adjustment made under the provisions of this Section 3,
there shall be a separate adjustment for intangibles and a separate adjustment for
tangibles and in such-adjustment intangibles shall bes exchanged only for intangibles
or mﬁney and tangibles shall be exchanged only for tangibles or money.

4. ROYALTY AND OTHER PAYMENTS OUT OF PRODUCTION.

One-eighth (1/8) of all of the unitized substances produced hereunder,

or the proceeds thereof, shall be set aside for the payment or delivery in kind, as
the case may be, in accord with underlying leases and other ddguments requiring pay-
ment of royalties, by the Unit Operator or the Working Interest Owner in accord with
Section 12 of the Unit Agreement, Where any working interest is burdened by royalties
in excess of one-eighth (1/8) or by overriding royalties, oil payments or other pay-
ments out of production, the required payment in excess of one-eighth (1/8) shall be

borne by the owner of tke working interest so burdened. Before receiving its pro-
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portionate share of the unitized substances produced hercunder or the proceeds

thereof, each Working interest Owner shall pay or secure the payment of any such

cxcess royalties or other payments constituting a burden upén its working interest.
5. RENTALS.

Bach Working Interest Owner whose interest is chargeable with rentals,
minimun royalties in excess of the royalties on actual production, or other payments
in the nature of rentals required to maintain its working interest rights, shall
-properly pay such rentals, minimum royalties or other payments. The inadvertent

failure of any party to properly make such payments shall not subject such party to

; liabilities hereunder except to the extent hereinabove provided in the event of
loss of title.
6. TEST WELLS.

Unit Operator is hereby authorized and directed to carry out the drilling
program outlinéd in Section 9 of the Unit Agreement. Subject to obtaining the
necessary approval of State and Federal authorities as therein required, it is
agreed that locations for the required test wells shall be as follows:

Approximate Center SW/4 Section 14, T-28-N, R-5-W
Approximate Center NE/4 Section 19, T-28-N, R-5-W
Approximate Center SW/4 Section 26, T-28-N, R-5-W
Approximate Center NE/4 Section 29, T-28-N, R-5-W

Said wells shall be drilled in such sequence as may be determined by the Unit Operator.

7. DETERMINATIONS BY MAJORITY VOTE.

é In any matter-in which the action of the Unit Operator requires the concur-

| rence of the working interest parties hereto or any of them, Unit Operator will be
governed by the decision of the owners of a majority of the working interest in the
participating area, or the nonadmitted Drilling Block, as the case may be, unless
otherwise specified herein or in the Unit Agreement, determined in the proportion that
the acreage interest of each such party in the pérticipating area or such affected

Drilling Block bears to the total acreage interest in the participating area or

affected Drilling Block. Matters affecting the unit area as a whole shall be
determined in accordance with the proportionate acreage interest as above defined
in the entire unit area. In any case where one working interest party hereto holds such

a majority in interest, but less than the full working interest in the area affected,
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his vote shall require the concurrence of one additional party in order to constitute
the controlling vote.

In any.casé in which it is necessary to poll the working interest parties
hereto, Unit Operator shall notify all affected Working Interest Owners in writing
of the question for decision and its recommended course of action. Each such Working
Interest Owner shall within ten (10) days of receipt of such notice advise Unit
Operator in writing of its decision thereon. Within five (5) days thereafter Unit
Oéerator shall notify each affected Working Interest Owner in writing of the result
of such poll. In the event that any Working Interest Owner fails to advise Unit
Operator in writing of its decision, within the 10-day period above provided, it shall
be conclusively presumed that its decision is in accord with the course of action
originally recomﬁended by'Unit Operator, except'that, if the matter for decision is
one where the nonresponding Working Interest Owner might elect, pursuant to the
provisions of this‘agreemcnt, not to participate originally in some element of cost
or expense but instead to pay his share thereof out of production or the proceeds
thereof, it shall be corclusively presumed that such nonresponding Working Interest
Owner elects to follow that latter course, |

The Unit Operator, except when otherwise required by governmental authority,
shall not do any of the following without first obtaining the approval of such a
majority interest, as provided above, in the affected participating area or Drilling
Block or unit area, as the case may be:

a, Make any expenditure in excess of Ten Thousand Dollars ($10,000.00)
other than normal operating expensés, except in connection with a well, the drilling

of which has been previously authorized by or pursuant to this agreement; provided,

" however, that nothing in this paragraph shall be deemed to prevent Unit Operator

from making an expenditure in excess of said amount if such expenditure becomes
necessary because of a sudden emergency which may otherwise cause loss of life or
extensive damage to property. In the event of such emergency expenditure, Unit Operator
shall, within fifteen (15) days after making such expenditure, give written notice to
the other parties. |

b. Make any arrangement for the use of facilities owned by the Working
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Interest Owners in the operation and development outside the unit area or de;ermine
the amount of any charges therefor unless otherwise provided for in this agreement -
or in the Unit Agreement.

c. Dispose of any major items of surplus material or equipment having
original cost of One Thousand Dollars ($1,000.00) or more, other than junk. Any such
item or items of less cost may be disposed cf without such consent.

d. Submit to the Supervisor,_Commissioner or Commission any plan for
* further development of, or application for expahsion or contraction of the unit
area or of any participating area.

e. Abandon any well which is producing unitized substances.

8. DRILLING OF ADDITIONAL WELLS.

a. In addition to the required test wells, all other wells which Unit
Operator is required to drill.under the terms of the Unit Agreement or to comply
with valid orders of governmental authorities having jurisdiction in the premises
shall be drilled by ﬁnit Operator for the account of the Working Interest Owners
owning interests in the affected unit area, participating area or Drilling Block,
as the case may be, as hereinabove provided. Unit Operator will also drill apro-
priate development wells within participating areas in accord with plans of
development adopted by a majority vote of affected Working Interest Owners in
accord with Section 7 above. Unit Operator will drill wells to the Mesaverde or
any shallower formations at regular well locations outside of the applicable parti-
cipating area upon request of the Working Interest Owner or Owners owning one hundred
per cent (100%) of the working interest within the Drilling Block upon which the well
is to be located. Such wells shall be drilled in order of their request and approval
by applicable governmental authorities.

b, Unit Operator will not drill amy well without the mutual consent
of all the parties hereto other than as provided in Subsection "a™ of this Seétion
8, except as hereinafter provided. Any Working Interest Owner owning a part of the
working interests in a Drilling Block desiring that a well be drilled thereon

to the Mesaverde’ or any shallower formation outside of the participating area
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established hereunder for such formation, or any Working Interest Owner owning
working interest in acreage constitutingha spacing unit for wells drilled to any
formation below the Mesaverde desiring that a well be drilled thereon to such

deeper formation, shall so notify Unit Operator, specifying the proposed location,
objective depth and estimated cost of such well. Upon receipt of such notice.

the Unit Operator shall advise those other Working Interest Owners parties hereto who,
under the provisions of this agrecment, would be required to share the cost amd risk
of the proposed well. Each such party shall, by responsive notice given to the Unit
Operator within thirty (30) days of receipt of the aforesaid notice, elect as to ‘

wvhether such party desires to join in the drilling of such well. Failure to

~ respond within said thirty (30) days shall be deemed an election not to join in the

drilling of the proposed well, If all of said parties elect to join, the well
shall be drilled for the account of all such parties in accord with the preceding
provisions of this agreement. If less than all of such parties elect to join in
the drilling of such well, Unit Operator shall, upon obtaining required govermmental
approvals, proceed with due diligence to drill such well at the sole cost and risk
of the party or parties electing to share in the costs thereof, hereinafter called‘

the "drilling parties”. In the event any such well is a dry hole (and is not taken

“over for plug back or deepening), it shall be plugged and abandoned at the sole cost

of the drilling parties. In the event such well is a producer, it shall be tested,
completed and equipped to produce by the Unit Operator at the sole cost of the
drilling parties, and such drilling parties each in proportion to its contribution

to the cost of drilling, testing, completing and equipping the well shall be entitled
to receive the proceeds of production from the well or, if it is capable of preducing
in paying quantities; shall be entitled to receive the proceeds of productioen
allocable to the interests admitted to the participating area on account of such
well, after deducting therefrom all royalties, overriding royalties, production
payments and one hundred per cent (100%) of the operating expenses attributable
thereto, until said drilling parties shall have received therefrom one hundred fifty
per cent (150%) of the costs of drilling, testing, completing and equipping said

well to produce. For the purposes of this section, wherc a party takes in kind the
proceeds of production from such a well shall be computed upon the same price basis

as that employed for payment of royalties to the United States on comparable
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production from the unit area. When the drilling partieé shall have been reimbursed
for one hundred fifty per cent (150%) of said costs as hercinabove provided, proceeds
: from the well shall thereafter be shared by the Working Interest Owners within the
participating area in the manner stipulated in‘Scction 3 above. Any amounts which
may be realized from sale or disposition of the well or equipment thereon, or
required in connection with the drilling, testing, completing, equipping and operating
thereof, shall be paid to the drilling parties and credited against the total
unreturned portion of said one hundred fifty per cent (150%) with the balance thereof,
if any, to be divided as provided in Section 3 abovg among the parties owning the
well, Locations of all wells drilled under this prévision must be in accord with
the spacing pattern adopted by the Unit Operator for the formation to which the
well is projected.
9. OPTION TO TAKE OVER WELLS.

If any well drilled under this agreement is a dry hole and the party or
parties owning the well are ready to abandon ic¢ but the well can be plugged back
or deepened to a different formatién,'Unit Operator shall so notify the Working-
Interest Owners in the affected unit area, participating area or Drilling Block,
as the case may be, and such parties shall have the right to take over said well
and cause the Unit Operator to plug back or deepen it, as the case may be, and to
complete it for the account of the partiess owning working interests in the unit
area, participating area or Drilling Block, as the case may be, upon effecting an
investment adjustment so as to reimburse the party or parties who shall have
borne the cost of drilling said well for either their cost of driilling to the depth
at which the well is taken over (computed in accordance with the Accounting Pro-
cedure attached hereto) or for the average cost of drilling from the surface to the
formation in which the well is to be completed, whichever is the lesser amount,
Working Interest Owners so notified hereunder shall respond as provided in Section 7.
If one, but less than all, of the affected working interest parties elects to take
the well over, then Unit Operator shall take it over and conduct the specified
operation for the account of the‘electing party or parties, and such party or

parties shall be entitled to recover one hundred fifty per cent (150%) of their costs

in acquiring, deepening or plugging back, testing and completing the well in the same

manner as provided in Section 8b above; provided, however, that where fifty per cent (50%)




of the affected Working Interest Owners elect to take the well over for use in satisfying
the obligation to drill a test‘well hereunder, the well shall be drilled for the account
of all of the affected Working Interest Owners, In the event any one well is completed
as a paying producer in more than one formation, the Working Interest Owners of the res-
| pective participating areas established for such formations shall arrange for appropriate
" allocation of investment and operating costs of such well by separate agreement,

10, CHARGCES FOR DRILLING OPERATIONS.

A1l wells drilled on the unit area shall be drilled on a competitive contract
basis at the usual rates prevailing in the field., Any Working Interest Owner or Owners
may bid and contract to use its or their tools and equipment in the drilling of any wells
on the unit area. Unit Operator, if it so desires, may employ its own tools and equipment
in the drilling of wells., In such event, the cost of.drilling shall include, but shall
not be limited to, the following charges: (a) all direct material and labor costs, (b)

a proportionate amount of applicable departmental overheads and undistributed field
costs, (c) fental charge on company equipment employed; all such charges to be de?er-
mined in accordance with operator'!s accounting practice, providéd that, in ho event
shall the total of such charges exceed the prevailing rate in the field and such work
shall be performed by Unit Operator under the same terms and conditions as shall be
customary and usval in the field in coentracts of independent contractors who are doing
work of a similar nature.

.11. ACCESS TO OPERATIONS AND INFORMATION,

5. j | Representatives of each party hereto shall have free access to the entire unit
area at all reasonable times to imspect and observe operations of every kind and character
thereon., Each party hereto shall have access at all reasonable times to any and all
information pertaining to wells driiled, production secured, and to the books, records

and vouchers relating to the operation of the unit area. Unit Operator shall, upon
request, furnish to the other parties hereto daily drilling reports, true and complete

copies of well logs and other data relating to wells drilled, and shall also, upon request,

make available samples and cuttings from any and all wells drilled on the unit area.

12. DISPOSITION OF PRODUCTION.

Each of the parties hereto shall take in kind or separately dispose of its
proportionate share of the unitized substances produced hercunder, exclusive of
production which may be used in development and producing operations of the unit area
and in preparing and treating oil for marketing purposes, and production unavoidably

lost. In the event any party hereto shall fail to make the arrangements
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necessary to take in kind or separately dispose of its proportionate share of the
unitized substances, Unit Qperator shall have the right for the time being and subj?ct

~ to revocation at will by the party owning same to purchase such unitized substances
or to sell the same to others at not less than the market price prevailing in the
area. Fach party hereto shall be entitled to receive directly payment for its pro-
portionate share of the proceeds from the sale of unitized substances produced, saved
and sold from the unit area, and on all purchases or sales each party shall execute
any division order or contract of sale pertaining to its interest. Any extra
expenditure incurred by reason of the takiﬁg in kind or separate disposition by any
party hereto of its proportionate share of the production shall be borne by such .
party.

13. PIPE AND OTHER TUBULAR GOODS.

Notwithstanding any limitations of the Accounting Procedure, Exhibit A;
during such times as tubular goods and other equipment are not available at the
nearest cﬁstomary supply point Unit Operator shall be permitted to charge the joint
account of parties responsgible hereunder for all tubular goods and other equipment
transferred from Unit Operator's warechouse or other stocks to the unit area for use
on a particular participating area or Drilling Block, as the case may be, with such
costs and expenses as may have been incurred in purchasing, shopping, and moving the
required tubular goods and other eguipment to the unit area; provided, however,

that each affected Working Interest Owner shall be given the opportunity, in lieu
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of bearing its proportionate part of such costs, of furnishing in kind or in tonnage,
ag the parties may agree, its share of such tubular goods and other cquipment required.
14. ADVANCES.
Eagh of the parties hercto shall promptly pay and discharge its propor-

tionate part of all cost and expense on the basis set forth in the Accounting

Procedure attached as Exhibit A. Unit Operator, at its clection, may require the
parties hereto to advance their respective proportion of development and operating
costs according to the following conditions: On or before the first day of each
calendar month, Unit Operator shall submit an itemized estimate of such costs for
.the succeeding calendar month to each of the parties hereto with a request for the
payment of such party's proportionate part thereof. Within ten (10) days thereafter

each of such parties shall pay, or secure the payment in a manner satisfactory to
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Unit Operator, such party'!s proportionate share of such estimate. Unit Operator
shall credit each Working Interest Owner with the advances so made. Should any
party fail to pay or secure the payment of such party's proportionaté part of such
estimte, the same shall bear interest at the rate of six per cent {6%) per annum
until paid. Adjustments between estimates and actual costs shall be made by Unit
lOperator at the close of each calendar month and the accounts of the parties
ad justed accordingly.
15, OPERATOR!S LIEN.
| Unit Operator shall have a lien on the interest of each of the parties

in the unit area, unitized substances produced therefrom, the proceeds thereof
and the material and equipment thereon, to secure the payment of such partyt?s
proportionate part of the cost and expense of developing and operating the unitized
lands and to secure the payment by any such party of such party's proporticnate
part of any advance estimate of such cost and expense. Unit Operator5§ha11 protect
such property from all other liens arising from the operations hereunder.

.16, INSURANCE.

Unit Operator, during the term hereof, shall purchase or provide protec-
tion comparable to that afforded under standard fohfboliéies of insurance for
workmen's compensation with statutory limits, employer!s liability insurance with
a limit of at least $25,000 and general public liability insurance wifh limits of
at least $30,000/$60,000. Unit Operator shall charge to the joint account an amount
equal to the premium applicable to the prciection so provided,- All losses not
covered by standard form policies of insurance for hazards set out above shall be
borne by the parties hereto as their interests appear at the time of any loss.

17. SURRENDER.

No party hereto shall surrender any of its working interest insofar as
they relate to lands located within a participating area. However, should apy
party hereto at any time desire to surrender any of the oil and gas leases or
operating agreements subject hereto, of any interest therein, insofar as they
cover lands located outside such a participating area but within the unit area,
it shall notify all other parties hereto infwrifingo Within thirty (30) days
following receipt of such notice by the other parties hereto, the part%bdesiring

to surrender such working interests insofar as they affect such land may proceed
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to surrender the same if such right is rescrved in thc leases or operating agreement,

unless any other party or parties hereto have, within said 30-day period, given

written notice to the party desiring to surrender that they desire an assignment of
sald working interests insofar as they cover said land. In such event the party
desiriﬁg to surrender shall assign, without express or implied warranty of title, and
subject to existi¥ay covenants; contracts and reservations, all its interest in such
working interest$ fnsofar as they cover such land and the wells, material and equip-
ment located thereéon, to the party or parties desiring an agsigmment. Thereupon
such assigning party shall be relieved from ail obligations thereafter accruing (but
not theretofore accrucd) hereunder with respect to the interést aséigned. From and

after the making of such assignment, the assigning party shall have no further

- interest in the property assigned but shall be entitled to receive from the

assignees payﬁcnt for its interest therein in an amount equal to the salvage value
of any salvable material located on said land. If such assighment shall run in
favor of more thar one party hereto, the interest covered shall be shared by such
parties in the proportions that the interest of each party assignee in the lands o
cormitted to the Unit Agreement bears to the total interest of all parties assignee
in the lands committed to the Unit Agreement.,

18. TAXES.

Unit Operator shall, for the joint account, render for ad valorem tax
pﬁrposes the entire working interests in the unit area of all parties hereto and
all personal property used in connection with 6perations hereunder, or such part
thereof as may at any time be subject to taxation. Unit Operator shall also pay
all such ad valorem tgxés, at the time and in the manner required Ly law, which
may be assessed upon orfagainst all or any portion of such working interests and
personal property. Each party shall pay its proportionate part of the total taxes
8o paid and expenses incurred in connection with the rendering and payﬁent thereof
in accord with Aécounting Procedure, Exhibit A, Nothing herein shall relieve any
Working Interest Owner of the consequence of any loss of title occasioned by
failure of the lahdowner to pay ad valorem taxes levied against the land to which
its working interest relates. ‘

19, EMPLOYEES,

The number of eﬁployees, the seléction of such employees, the hours of
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labor and the compensation for service to be paid any and all such employees

shall be determined by the Unit Cperator. Such employees shall be employees of

Unit Cperator.

20, LIABILITIES.

The liability of the parties hereunder shall be several and not joint or
collective. Each party shall be responsible only for its obligations as herein set
out and shall be liable only for its proportionate share of the cost of developing
and operating the unit area as determined by the provisions hereof.

21, FORCE MAJEURE.

This agreement and the respective rights and obligations of the parties
hereunder shall be subject to all valid and applicable State and Federal laws, rules,
regulations and orders, and in the event this agreement, or any provision thereof, is
or the operations contemplated thereby are found to be inconsistent with or contrary
to any such law, rule, regulation or order, the latter shall be deemed to control and
this agreement shall be regarded as modified accordingly and as so modified shall
continue in full force and effect. Unit Operator shall not be liable for any loss
of property or of time caused by strikes, riots, fires, tornadoes, floods, inability
to obtain tubular goods or other required ﬁaterials or services or for any other
cause beyond the reasonable control of Unit Operator in the exercise-of due diligence.

22, NOTICES.

A1l notices that are required or authorized to be given hereunder shall be
given in writing by United States mail or Western Union telegram, postage or charges

prepaid, and addressed to the party to whom such notice is to be given at the address

indicated for such party opposite its signature hereto. The originating notice to be

given under any provision hereof shall be deemed given only when received by the
party to whom such notice is directed, and the time for such party to give any response
thereto shall run from the date the originating notice is received. The second or any
subsequent responsive notice shall be deemed given when deposited in the United States
post office or with the Western Union Telegraph Company with postage or charges prepaid.
23, FAIR EMPLOYMENT PRACTICES.
Ynit Operator shall not discriminate against any employee or applicant for

employment because of race, creed, color or national origin and an identical provision

shall be incorporated in all subcontracts.
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24, UNLEASED INTERESTS.

Should the owmer of any unleased interest in lands lying within the unit
arca become & party to the Unit Agreement and this agreement, such unleased interest
shall be treated, for all purposes of this agrcement, as if there were an oil and gas
lease covering such unleased interest on a form providing for the usual and customary
one-eighth (1/8) royalty and containing the usual and customary "lesser interest
clause", This agreement shall in no way affect the right of the owner of any such
unleased interest to receive an amount or share of unitized substances equivalent
to the royalty which would be payable or due under the termms of the Unit Agreement
if such unleased interest were subject to such an 0il and gas lease.

25, EFFECTIVE DATE AND TERM.

This Unit Operating Agrecment shall become effective as of the effective
date of the Unit Agreement and shall reinain in full force and effect during the
life of such Unit Agreement., The tems hercof shall be considered as covenants
running with the ownership of working interest committed hereto and shall be binding
upon the heirs, personal representatives, successors and assigns of the parties
hereto,

26, EXECUTION BY COUNTERPARTS.

This agreement may be executed in counterparts with the same force and
effect as if all parties executing any counterpart hereof had executed one original
document. Yt shall be binding upon all parties executing any counterpart hereof
vhether or not signed by all parties listed Lelow as owning working interests.

Any party owning uorkingﬂinterests within the unit area nay execute this agreement
at any time prior to its“effective date. Any such Working Interest Owner desiring
to join subsequent to the effective date hereof shall be pemitted to join only in
accord with such temms and conditions as may then be agreeable to the Unit Operator,

EXECUTED as of the day and year first above written,

Attest: EL PASO NATURAL CAS COMPANY

By

Assistant Secretary Vice President

Bassett Tower

El Paso, Texas ,
UNIT OPERATOR AND WOMNKING INTERLST OWNER
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ATTEST:

Assistant Secretary

Bassett Tower
El Paso, Texas

ATTEST:

Assistant Secretary
Bartlesville, Oklahoma

ATTEST:

Assistant Secretary

1404 Republic Bank Building
Dallas, Texas

ATTEST:

Assistant Secretary

Stanolind Building
Tulsa, Oklahoma

ATTEST:

Assistant Secretary

Addresss

ATTEST:

Assistant Secretary

Address:

ATTEST:

Assistant Secretary

Address:

ATTEST:

Assistant Secretary

Addresss

uo

EL PASO NATURAL CAS COMPANY

By:

Vice President

PHILLIPS PETROLEUM COMPANY

By:

Vice President

GENERAL AMERICAN OIL COMPANY OF TEXAS

By:

Vice President

STANOLIND OIL AND GAS COMPANY

By:

Vice President
By:

Vice Presidentv
By:

Vice President
By:

Vice President
Bys
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Witness:

VAddress:

117 Fast Coronado Road
Santa Fe, New Mexico

Witness:

Frank Patania

220 Shelby Street
Santa Fe, New Mexico

Witness:

T. Ho McElvain

Catherine B. McElvain

220 Shelby Street
Santa Fe, New Mexico

Witness:

J. R. Abercrombie

3131 Venice Blvd.
Oklahoma City, Oklahoma

Witness:

Ja Ke Hem'y

1010 North Dustin
Farmington, New Mexico

Witness:

Tom Bolack

Alice S. Bolack

Address:

Witness:

Witness:

Address:

Witness:

Address:

Uo

WORKING INTEREST OWNERS
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UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION
OF THE SAN JUAN 28-5 UNIT AREA,
COUNTY OF RIO ARRIBA,

STATE OF NEW MEXICO

4

This agreement entered into as of the A0 /day of_fpsif ’

1953, by and between the parties subscribing, ratifying, or consenting hereto,
an& herein referred_t§ ag the "parties hereto",

WITNESSETH: Whereas the partieé hereto are the owners of working, royalty,
or other oil and gas interests in the unit area subject to this agreement; and

Whereas the Act of February 25, 1920, 41 Stat. 437, as amended by the
Act of August 8, 1946, 60 Stat., 950, 30 U, S. C. Secs. 181 et seq., authorizes
Federal lessees and their representatives to unite with each other, or jointly
or separately with othefs, in collectively adopting and operating a cooperative
or unit plan of development or operation of any oil or gas pool, field, or like
area, or any part thereof, for the purpose of more properly conserving the
natural resources thereof whenever determined and certified by the Secretary of
the Interior to be nmecessary or advisable in the public interest; and

Whereas the Commissioner of Public Lands of the State of New Mexico is
authorized by an act of the Legislature (Chapter 88, Laws 1943, New Mexico Statutes
1941 Annotated, Sections 8-1138 to 8-1141) to comsent to and approve the develop-
ment or operation of lands of the State of New Mexico under this agreement; and

Whereas the 0il Conservation Commission of the State of New Mexico is
authorized by an act of the Legislature (Chapter 72, Laws 1935, New Mexico Statutes
1941 Annotated, Sections 69-201 et seq.) to approve this agreement and the con-
servation provisions hereof; and

}‘ Whereas the parties hereto hold sufficient interests in the San Juan

28~5 Unit Area covering the land hereinafter described to give reasonably effective
control of operations therein; and

Whereas it is the purpose of the parties hereto to conserve natural re-
sources, prevent waste, and secure other benefits obtainable through development
and operationAof the area subject to this agreement under the terms, conditions,
and limitations herein set forth;

Now, therefore, in consideration of the premises and the promises herein
contained, the parties hereto commit to this agreement their respective interests

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

UA




1. Enabling act and regulations.

The act of February 25, 1920, as amended, supra, and all valid pertinent
regulations, including operating and unit plan regulations, heretofore issued there-
under or valid pertinent and reasonable regulations hereafter issued thereunder are
accepted and made a part of this agreement as to Federal lands, provided such re-
gulations are not inconsistent with the terms of this agreement; and as to non~
Federal lands, the oil and gas operating regulations in effect as of the effective
date hereof governing drilling and producing operations, not inconsistent with the
terms hereof or the laws of New Mexico are hereby accepted and made a part of this
agreenent,

2. Unit Area

The follﬁwing—déscribed laﬁd is hereby designated and recognized as

constituting tﬁe unit area:

New Mexico Principal Meridian
Township 28 North, Range 5 West

Section 7: Lots 1,2,3,4, S/2 s/2 Section 11: Lots 1,2,3,4, S/2 s/2
Section 8: Lots 1,2,3,4, S/2 s/2 Section 12: Lots 1,2,3,4,5, §/2
Section 9: Lots 1,2,3,4, S/2 s/2 SW/4, SW/4 SE/4
Section 10: Lots 1,2,3,4, §/2 s/2 Sections 13 through 36, All

containing 17,399.68 acres, more or less

Exhibit A attached hereto is a map showing the unit area and the bcundaries
and identity of tracts and leases in said area to the extent known to the Unit
Operator, Exhibit B attached hereto is a schedule showing to the extent known to
the Unit Operator the acreage, percentage, and kind of ownership of oil and gas
interests in all land in the unit area, However, nothing herein or in said schedule
or map shall be construed as a representation by any party hereto as to the owner—-
ship of any interest other than such interest or interests as are shown in said map
or schedule as owned by such party. Exhibits A and B shall be revised by the Unit
Operator whenever changes in the unit area render such revision necessary, or when
requested by the 0il and Gas Supervisor, hereinafter refepred to as "Supervisor",
or when requested by the Commissioner of Public Lands of the State of New Mexico,
hereinafter referred to as "Cormissioner, and not less than six copies of the
revised exhibits shall be filed with the Supervisor and copies thereof shall be
filed with the Commissioner and the New Mexico 0il Conservation Commission, herein-
after referred to as the "Commission®,

The above-described unit area shall when practicable be expanded to include

therein any additional tract or tracts regarded as reasonably necessary or advisable
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for the purposes of this agreement, or shall be contracted to exclude lands not

within any participating area whenever such expansion or cont?action is necesgsary or
advisable to conform with the purposes of this agreement. Such expansion or con——
traction shall be effected in the following manner;

(;) Unit Operﬁtor, on its own motion or on demand of the Director of
the Geological Survey, hereinafter referred to as "Director!, or on demand of the
Commissioner and/or tﬁe Commiésion, shall prepare a notice of proposed expansion
or contraction describing the contemplated changes in the boundaries of the unit
area, the reasons therefér, and the proposed effective date thereof,

(b) Said notige shall be delivered to the Supervisor and Commissioner
and/or the Commission, and copies thereof mailed to the last known'address of each
working interest owner, iessec, and lessor whose interests are affected, advising
that 30 days will be allowed for submission to the Unit Operator of any objectiéns.

(¢) Upon expiration of the 30-day period provided in the preceding item

(b) hereof, Unit Operator shall file with the Supervisor, Commissioner and the

.

Cémmission evidence of mailing of the notice of expansion or contraction and a copy
of any objections thereto which have been filed with the Unit Operator.

(d) After due consideration of all pertinent information,_the expansion
or contractiqn shall, upon approval by the Director, Commissionér and»the Commission,
become effective as of the date prescribed in the notice thereof,

All land committed to this agreement shall constitute land referred to
herein as 'lunitized land" or '"land subject to this agreement",

3. Unitized substances.

A1l oil and gas in ény and all formations of the unitized land are
unitized under the terms of this agreement and herein are called "unitized sub-
stances'.

4, Unit Operator.

El Paso Natural Gas Company, a Delaware corpqration with offices at
El Paso, Texas, is hereby designated as Unit Operator and by signature hereto as
Unit Operator agrees and consents to accept the duties and obligations of Unit
Operator for the discovery, development, and production of unitized substances as
herein provided. Whenever reference is made herein to the Unit Operator, such
reference means the Unit Operator acting in that capacity and not as an owner of
interest in unitized substances, and the term "working interest owner' when used
herein shall include or refer to Unit (Operator as the owner of a working interest

when such an interest is owned by it,
~3-
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S, Resipnation or removal of unit operator.

Unit Operator shall have the right to resign at anytime prior to the
establishment of a participating area or areas hereunder, but such resignation
shall not become effective so as to release Unit Operator from the duties and
obligations of Unit Operator and terminate Unit Operatorts rights as such for a
period of 6 months after notice of intention to resign has been served by Unit
Operator on all working interest owners and the Director, Commissioner and the
Cormission, and until all wells then drilled hereunder are placed in a satisfactory .
»cqndition for suspension or abandonment whichever is required by the Supervisor as
_to_Federal lands and by the Commigsion as to other lands, unless a new Unit Operator
shall have been selected and approved and shall have taken over and assumed the
duties and obligations of Unit Operator prior to the expiration of said period,

Unit Operator shall have the right to resign in like manner and subject(
to like limitations as above provided at any time a participating area established
hereunder is in existence, but provided, however, until a successor unit operator
1s selected and approved as hereinafter provided, the working interest owners shall
be jointly responsible for performance of the duties of uhit operétor, and shall
not later than 30 days before such resignation becomes effective appoint a common -
agent to represent them in any action to be taken hereunder,

The resignation of Unit Operator shall not release Unit Operator from
any liability for any default by it liereunder occurriitg prior to the effective
date of its resignation,

The Unit Operator ma¥; lpon default or failure in the performance of its
duties or obligations hereunder, be subject to removal by the same percentage vote
of the owners of working interests determined in like manner as herein provided
for the selection of a new Unit Operator, Such removal shall be effective upon
notice thereof to the Director and Commissioner,

The resignation or removal of Unit Operator under this agreement shall
not terminate its right, title, or interest as the owner of a working interest or
other interest in unitized substances, but upon the resignati&n or removal of Unit
Operator becoming effective, such Unit Operator shall deliver possession of all
equipment, materials, and appurtenances used in conducting the unit operations and
owned by the working interest owners to the new duly qualified successor Unit

Operator or to the owners thereof if no such new Unit Operator is elected, to be
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used for the purpose of conducting unit operations hercunder. Nothing hercin shall

be constiuned as authorizing removal of any material, equipment and appurtenances

N

needed for the preservation of any wells,

6., 3Successor unit oyerator.

Wheheyer the Unit Opcrator shall tender his or its resignation as Unit
Operator or shall be rcmoved as hereinabove provided, the owners of the working
interests in the participating area or areas according to their respective acreage
interests in such participating arca or areas, or until a participating area shall
have been established, the owners of the working interests-according to their
respective acreage interests in all unitized land, shall by majority vote select a
successor Unit Operatbr; Provided, That, if a majority but less than 75 per
cent of the working interests qualified to vote are owned by one party to this
agreement, a cencurring vote of one or more additional working interest owners
shall be required to select a new operator., JSuch selection shall not become effec-
tive until (a) a Unit Operator so sclected shall aécept in writing the duties and
responsibilities of Unit Operator, amd (b) the selection shall have been approved
by the Director and Conmissioner. 1f no successor Unit Operator is selected and
qualified as herein provided, the Director and Conmissioner at their election may
declare this unit agreement terminated.

7. Accounting provisions and _unit operating agrcement.,

——— . e

Costs and expenses incurred by Unit Operator in conducting unit operations
hereunder shall -be paid and apportioned among and borne by the owners of working
interests, all in accordance with the agrecment or agreements entered into by and
between the Unit Operator and the owners of working interests, whether one or
more, separately or collectively. Any agreement or agrecments, entered into
between the working interest owners and the Unit Operator as provided in this
section, whether one or more; are herein referred to as the "unit operating agrec~
ment", Such unit operating agécement shall also providé the manner in which the
working interest owners shall be entitled to receive their respective proportionate
and allocated share of the benefits accruing hereto in confofmity with their under-
lying operating agreements, leasecs, or other independent contracts, and>such other
rights and obligations as between Unit Operator and the working interest ownerg as
may be agreed upor by Unit Operator and the working interest ownersi however, no
such unit operating agveement shall be deemed cither to modify any of the terms
and conditions of this unit agrecment or to relieve the Unit Operator of any right,

-5~
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or obligation established under this unit agreement, and in.case of any inconsistency
or conflict between the unit agreement and the unit operating agreement, this unit
agreement shall prevail, Three true copies of any unit operating agreeﬁent ex;
ecuted pursuant to this section shall be filed with the Supervisoro

8., Rights and obligations of Unit Operator.

Except as otherwise specifically.provided herein, the e#clusive right,
privilege, and duty of exercising any and all rights of the parties hereto which are
necessary or convenient for prospecting for, producing, storing, allocating, and
distributing the unitized substances are hereby delegated to and shall be exercised
by the Unit Operator as herein provided. Acceptable evidence of title to said
rights shall be deposited with said Unit Operator, and together with this agreement,
shall constitute and define the rights, privileges, and obligations of Unit Operator.
Nothing herein, however, shall be construed to transfer title to any land or to any
lease or operating agreement, it being understood that under this agreement the
Unit Operator, in its capacity as Unit Operator, shall exercise the rights of pos-
session and use vested in the parties hereto only for the purposes herein specified.

9, Drilling to discovery.

Within 60 days after the effective date hereof, the Unit Operator shall
begin to drill an adequate test well at a location selected by it and avpproved by
the Supervisor if on Federal land or the Commission if on State or Patented land
unless on such effective date a well is being drilled conform;bly with the terms
hereof, and therecafter continue such drilling diligently until the Mesaverde for-
mation has been tested or the Unit Operator shall at any time establish to the
satisfaction of the Supervisor if on Federal land or the Commissioner if on State
land or the Commission if on patented land that further drilling of said well would

be unwarranted or impracticable; provided, however, that Unit Operator shall not

UA




in any event be required to drill said well to a depth in excess of 6,000 feet.

Within 30 days following completion of the aforesaid initial test well upon the
unit area, Unit Operator shall commence the drilling of an additional well and
shall thereafter continue drilling operatioﬂs on the unit area, with not more

than 30 days of elapsed time between the completion of one well and the commence-
ment of the next succeeding well, until an aggregate of four wells shall be drilled
to test the Mesaverde formation, commenced after july 1, 1952 (whether commenced
before or after the effective date of this agreement), shall have been drilled
thereon to said depths at locations selected by Unit Operator and approved by

the Supervisor if on Federal land or the Commissioner if on State land or by the
Commission if on patehted land, so spaced over the unit area as to determine so far
as may be practicable the productive acreage and gas reserves in the Mesaverde

and shallower formations underlying said unit area.

In the event none of the wells drilled pursuant to the above specified
drilling program results in obtaining production in paying quantities, then upon
conpletion of the above-outlined drilling program until the discovery of a
deposit of unitized substances capable of being produced in paying quantities, the
Unit Operator shall continue drilling diligently one well at a time, allowing
not more than 6 months between the completion of one well and the beginning of
the next well, until a well capable of producing unitized substances in paying
quantities is completed to the satisfaction of said Supervisor if on Federal land,
or the Commissioner if on State land, or the Commission if on privately owned land,
or until it is reasonable proved that the unitized land is incapable of producing
unitized substances in paying quantities in the formations drilled hereunder.
Nothing in this section shall be deemed to limit the right of the Unit Operator to
resign as provided in Section 5 hereof, or as requiring Unit Operator to commence
or continue any drilling during the period pending such resignation becoming

effective in order to comply with the requirements of this
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section. The Director and Commissioner may modify the drilling requirements of this
section by granting reasonable extensions of time when, in their opinion, such action
is warranted,

Upon failure to comply with the drilling provisions of this section, the
Director, Conmissioner and the Commission may, after reasonable notice to the Unit
Operator, and each working interest owner, lessee, and lessor at their last known
addresses, declare this unit agreement terminated.

10, Plan of further development and operation.

Within 6 months after completion of a well capable of producing unitized sub-
stances in paying quantities or within 6 months after completion of the drilling program
outlined in Section 9 above, whichever is the later date, the Unit Operator shall submit
for the approval of the Supervisor, the Commissioner and the Commission an acceptable
plan of development and operation for the unitized land which, when approved by the
Supervisor, the Commissioner and the Commission, shall constitute the further drilling
and operating obligations of the Unit 0pe£ator under this agreement for the period

specified therein. Thereafter, from time to time before the expiration of any existing

plan, the Unit Operator shall submit for the approval of the Supervisor, the Commis-—
sioner and the Cormission, a plan for an additional specified period for the develop-
ment and operation of the unitized land., Any plan submitted pursuant to this section
shall provide for the exploration of the unitized area and for the determination of

the area or areas thereof capable of producing unitized substances in paying quantities
? i in each and every productive formation and shall be as complete and adequate as the
Supervisor, the Commissioner and the Commission may determine to be neccssary'for timely

development and proper conservation of the oil and gas resources of the unitized area

and shall (a) specify the number and locations of any wells to be drilled and the pro-

RN

posed order and time for such drilling; and (b) to the extent practicable specify the
operating practices regarded as necessary and advisable for proper conservation of

natural resources., Separate plans may be submitted for separate productive zones,

subject to the approval of the Supervisor, the Commissioner and the Conmission, Said
plan or plans shall be modified or supplemented when necessarv to mect changed condi-
tions or to protect the interests of all parties to this agreement. Reasonable dili-
gence shall be exercised in complying with the obligations of the approved plan of
development. The Supervisor and Comnissioner are authorized to grant a rcasonable ex-
tension of the 6-month period herein prescribed for submission of an initial plan of
devalopment where such action is justified because of unusual ¢onditions or circum-

stances. After completion hereunder of the drilling program outlined in Section 9
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above, no further wells, except such as may be necessary to afford protection against
operations not under this agreement or such as may be specifically approved by

the Supervisor, the Commissioner and the Commission, shall be drilled except in
accordance with a plan of development approved as herein provided.

11, Participation after discovery.

(a) Mesaverde and Shallower Formations:

That portion of the unit area lying above the base of the Mesaverde forma-
tion is hereby divided into Drilling Blocks containing 320 acres each, more or less,
which Drilling Blocks shall constitute one~half sections, by government survey, the
sections being divided by a line running east and west in such manner that each
Drilling Block shall be either the North Half (N/2) or the South Half (5/2) of each
given section; provided, however, that in any instances of irregular surveys that
portion of a section which most nearly constitutes either the North Half (N/2) or the
South Half (S/2) shall constitute a Drilling Block even though its acreage may be
irregular, and provided further that any irregular strips or small tracts shall
attach to the adjacent Drilling Blocks to which they most logically attach within
the limitations for Drilling Blocks as herein set forth; and provided further that
in the event any portion of the area subject to this agreement is not surveyed,

Unit Operator shall project the survey from the nearest established government survey
points for the purposes of this agreement.

Upon conmpletion of a well capable of producing unitized substances from
the Mesaverde or shallower formation or as soon thereafter as required by the Super-
visor or the Commissioner, fhe Unit Operator shall determine whether said well is
capable of producing unitized substances in paying quantities and shall advise the
Supervisor, the Commissioner, the Commission and the working interest owners of its
conclusion in that regard, giving the data upon which itsvconclusion is based and
identifying the Drilling Blocks upon which said well is located., Protests against
said conclusion may be filed with the Director, the Commissioner and the Commission
within 15 days thereafter, but unless the Director, the Commissioner or the Commission
shali, within 30 days after the filing of the original statement of conclusion by Unit

Operator, disapprove of such conclusion, the decision of the Unit Operator shall

thereafter be binding upon the parties hereto. If any such well is determined

to be capable of producing unitized substances in paying quantities, all of the land in the
Drilling Block shall constitute the participating area fof the formation from which the
well is producing, effective as of the date of first production on or after the effective
date of this agreement. Unit Operator shall prepare a schedule setting forth the percentage

UA 28-4
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of unitized substances to be allocated, as herein provided, to cach unitized tract
in the participating arca questablishcd, and onn approval thereof by the
Director, the Commissioner and the Commission, said schedule shall govern the
allocation of production from and after the date the participating area becomes
effective. A separate participating area shall be established in like manner

for each separate pool or deposit of unitized substances or for any group thereof
producing as a single pool or zone, and all of the provisions of this section of
this’agreement shall be congidered as applicable separately for each such parti-
cipating area. It is hereby agreed for the purposes of this agreement that all
wells completed for production in the Fruitland formation shall be regarded as
producing from a single zone or pool and all wells completed for production

in the Pictured101iffs formation shall be regarded as producing from a single
zone or pool, and all wells completed for production in the Mesaverde group shall
be regarded as producing from a single zone or pool, Additional Drilling Blocks,
subject to any limitations elscwhere set out in this agreement, shall be admitted
to the participating area on the first day of the month following the month in
which it has been established that a well capable of production of unitized sub-

stances in paying quantities has been drilled on any such Drilling Block, and the

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

- production prior to- the effective date of admission of such drilling block to

the participating area shall be credited solely to the account of that particular
block., For the purposes hereof, it shall be decmed that the capability of a

wall to produce unitized substances in paying quantities has been established when

80 determined by the Unit Operator and when notice of such determination shall have

been delivered to the Supervisor, the Commissioner, the Commission and the working
.1hterest owners, which notice includes the data upon which the determmination is
based and identifies the Drilling Block upon which the well is located, subject

to the right of any interested party to protest in writing against said deter-
mination to the Unit Operator, the Director, the Commissioner and the Commissiuun
within 15 days thereafter, however, in any event, such determination shall become |,
effective within 30 days from the date thereof unless disapproved within said 30-&ay
period by the Director, Commissioner, or Conmission. In the event such determination
is not upheld and changed conditions subsequently warrant, a new detemination based
on new showings and a new effective date may be submitted and processed in the same
manner as aforesaid. No land shall be excluded from a participating arca on account

of depletion of the unitized substances.
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In the event that any drilling block is admitted to a’barticipating
area as hereinabove provided when it lies directly north, south, ean or west of
any brilllng Block already Included in said participating area, and where there
19 one, but only one intervening Drilling Block on which no well has then been
drilled, said intervening Drilling Block shall also be admitted to said partici-
pating area at the same time, in the same manner and subject to the same conditions
as the Drilling Block which is then admitted to such participating area by reason
of the completion of a well thereon capable of producing unitized substances in
paying quantities. In such event, the drilling of & well on such undrilled
intervening Drilling Block shall be commmenced within one year from the effective
date of said Drilling Block!s inclusion in the participating area, unless said
time be extended by the Director, Conmissioner, and Commission, and shall be
continued with due diligence to a depth necessary to test the horizon from which
production is secured in said participating area,

If the initlial well on any Drilling Block is not capable of production
in paying quantities and at a later date a well is drilled on such Drilling Block
which is capable of production of unitized substances in paying quantities, then
that portion of the Drilling Block considered to be capable of production in
paying quantities by reasonable geologic inference shall be admitted to the parti-
cipating area upon recommendation of the Unit Operator and approval of the Director,
the Commissioner and the Commission. 1If gedlogic inference is not applicable,
the forty-acre tract by government survey, existing or projected, on which the
producible well is drilled and all other untested forty-acre tracts or lots
approximating 40 acres lying within the Drilling Block shall be admitted to the
participating area,

Regardless of any revision of the participating area, and except as
herein elsewhere specifically provided, ?hcrc shall be no retroactive adjustment

for production obtained prior to the effective date of any such revision of the

participating area.
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Whenever it is determined, in the manner provided in this agreement, that
a well drilled under this agreement is not capable of production in paying quantities
gnd inclusion of the Drilling Block on which it is situat;d in a participating area is
unvarranted, production from such well shall, for the purposes of settlement among
royalty interest owners, be allocated to the Drilling Block on which the well in lo-
cated so long as such land is not within a participating area esfablished for the pool
or deposit from which such production is obtained, Settlement for working interest
benefits from such a well shall be made as provided in the unit operating agreement,
(b) From Formations below the Mesaverde:
Upon completion of a well capable of producing unitized substances from
formations lying below the base of the Mesaverde in paying quantities, or as soon
*thereafter as required by the Supervisor and Commissioner, the Unit Operator shall
submit for approval by the Director, the Commissioner, and the Commission, a schedule
based on subdivisions of the public-land survey or aliquot parts thereof, of all uni-
.tized land then regarded as reasonably proved to be productive of unitized substances
in paying quantities; all land in said schedule on approval of the Director, the Com~
missioner, and the Commission to constitute a participating area, effective as of tﬁe
date of first production. Said schedule also shall set forth the percentage of unitized
substances to be allocated as herein provided to each unitized tract in the partici-
pating area so established, and shall govern the allocation of production.from»and
after the date ;he participating area becomes effective,
A separate participating area shall be established in like manner for each
separate pool or deposit of unitized substances or for any group thereof produced as
a single pool or zone, and any two or more participating areas so established may be
combined into one with the consent of the owners of all working interests in the lands
within the participating areas so to be combined upon approval of the Director, the
Consmissioner, and the Commission. The participating area or areas so established shali
be revised from time to time, subject to like approval, whenever such action appears
proper as a result of further drilling operations or otherwise, to include additional
land then regarded as reasonably proved to be productive in paying quantities and the
percentage of allocation shall also be revised accordingly. The effective date of any
revision shall“be the first of th§ month in which is obtained the knowledge or informa-
tion on which such revision is predicated, unless a more appropriate effective date

is specified in the schedule. No land shall be excluded from a participating area on
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account of deplevion of the umrtized substances.

[t is the 1ptent of this Subsection (b) c¢hat a participating area shall
represent the arca knpown or reasonably estimited o be productive 1n paying quaﬁtitics;
but, regardless of any rvvision of the participating ar:a, rothing herein contained
shall be construed as requiring any retroactive adjustment for production obtained
prior to thé effective date of revision of the partacipating area.

In the absence of agreement at any tame between the Umxt UOperartor and the
Director, the Commissioner, and the Commission as vo the proper definition or redefinition
of a participating arca, or until a participating area has, or arcas have, been establish-
ed as provided herean, fhe portion of all payments affccted hereby may be impounded in
a manner nmutually acceptable to the owners of working interests, except royalties aue
the United States and the State of New Mexico, which shail be determined by the
Supervisor and the Commissioner and the amount thereof deposited as directed by the
Supervisor and the Commissicner, respectively, to be held as unearned money until a
participating arez 1s finally approved and then applicd as earned or returned in
accordance with a determination of the sum due as Federal and State Royalty on the
basis of such approved participating area.

Whenever it 1s determined, subject co the approval of the Supervisor, as
to wells on Federal land, the Comm1351on§r 2s to wells on State land, and the Com~
mission as to patented land, that a well drilled under this agreement 1s not capable
of production in paying quantities and 1nclusion of the land on which it is situated
in a participating area 1s unwarrénted, production from such well, for the purposes
of settlement among all parties other than working interest owners, shall be allocated
to the land on which the well is located so long as such land is not within a parti-
‘cipating area established for the pool or deposit from which such production is ob-
tained. Settlement for working interest benefits from such a well shall be made as
provided in the Unit Operating Agreement’

12, Allocation of productron.

All unitized substances produced from each participating area established
under this agreement, except any part thereof used in conformity with good operating
practices within the unitized area for drilling, Qperating, camp and other production
or development purposcs, for repressuring or recycling in accordance with a plan of
development approved by the Supervisor and Cénmussioner, or unavoidably lost, shall

be deemed to be produced equally on the acreage basis from the several tracts of

-13
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unitized land oif the participating area established for such production and, for
the purposc of determining anv benefits accuring under this agreementr, each such
tract of unitized land shall have allocated to it such percentage of said production
as the number of acres of such tract included in said participating area bears to
the total acres of unitized land in said participating area, except that allocation
of production hercunder for purposes other than for settlement of the royalty, over-
riding royalty, or payment out of production obligations of the respective working
interest owuérs, shall be on the basis prescribed in the unit operating agreement
whether in_conformity with the basis of allocation herein set forth or otherwise.
It is hercby agreed that production of unitized substances from & participating
aroa shall be allocated as provided herein regardless of whether any wells are
drilled on any particular part or tract of said participating area. If any gas
produced from one participating area is used for repressuring or recycling purposes
in another participating area, the first gas withdrawn from such last mentioned |
‘ participatiﬁg area for sale during the life of this agreement shall be considered
to be the gas so transferred until an amount equal to that transferred shall be so
produced for sale and such gas shall be allocated to fhe participating area from which
initially produced as constituted at the time of such final preduction.

13.. Devclopuent or operation of non-participating land or formations and

drilling of wells not mutually agreed upon,

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

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

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

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

R NN

been established if such location i3 not within said participating area, or drill any

well not mutually agreed to by all interested parties, unless within 90 days of receipt

of notice from said party of his intention to drill the well the Unit Operator clects
and commences to drill such well in like manner as other wells are drilled by the

Unit Operator under this agreement.

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

in a participating arca, such participating area shall be cstablished or enlarged
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as provided in this agreement, and the party or parties paying the cost of drilling

‘

‘

\

‘

|

\ - such well shall be reiwbursed as provided in the unit operating agreement for the

\ cost of drilling such well, and the well shall thereafter be operated by Unit Operator
in accordance wvith the terms of this agreement and the unit operating agreement.

] If any well drilled as aforesaid by a working interest owner obtains

production in quantities imnsufficient to justify the inclusion in a participating

aréa of the land upon which such well is situated, such well may be operated and

produced Ly the party drilling the same subject to the conservation requirements of

this agreement. The royalties in amount or value of production from any such well
shall be paid as specified in the underlying lease and agreements affected..

14. 'Royaltxfsettlement.

The United States and the State of New Mexico and all royalty owners
who, under existing contracts, are entitled to take in kind a sharé of the substances
now unitized hereunder produced from any tract, shall hereafter be entitled to the
right to take in kind their share of the unitized substances allocated to such tract,
and Unit Operator, or in case of the operation of a well by a working interest owner
as herein in special cases provided for, such working interest owner shall make
deliveries of such rbyalty share taken in kind in conformity with the applicable

2 { contracts, laws, and regulations. Settlement for royalty interest not taken in

+

kind shall be made by working interest owners responsible therefor under existing

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

O

}‘ unitized substances produced during the preceding calendar month; provided, however,
g

é% that nothing herein contained shall operate to relieve the lesseces of any land from
&

5 their respective lease obligations for the payment of any royalties due under their
X

Id i

E' leases.

E; N

g" If gas obtained from lands not subject to this agreement is introduced

into any participating area of the lands being operated hereunder, for use in

I
[

repressuring, stimulation of production, or increasing ultimate recovery, which

shall be in conformity with a plan first approved by the Supervisor and Cormissioner,

a like amount of gas, after settlement as herein provided for any gas transferred

from any other participating area and with due allowance for loss or depletion from
any cause, may be withdrawn from the formation into which the gas was introduced,
royalty free as to dry gas, but not as to the products extracted therefrom; provided
that such withdrawal shall be at such time as may be provided in the plan of operations

or as may otherwise be consented to by the Supervisor as conforming to good petrolewn
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engincering practice; and provided further, that such right of withdrawal shall
terminate on the termination of this unit agreement.

Royalty due the Unit~d States shall be computed as provided in the
operating regulations and paid in value or delivered in kind as to all unitized sub-
stances on the basis of the amounts thereof allocated to unitized Federal land as
provided herein at the rates specified in the respective Federal‘leaseﬁ, or at such
lewer rate or rites as may be authorized by law or regulation; provided, that for
leases on wbich the royalty rate depends on the daily average production per well, said

average production shall be determined in accordance with the operating regulations

as though each participating area were a single consolidated léase.
Royaliy duc on acconnt of State and privately owned lands shall be
computed and paid on the basis of all unitized substances allocated to such lands.

15, Rental settlement,

Rental or minimum revalties due on leases committed hereto shall be
paid by working interest owners responsible therefor under existing contracts, laws,
and regulations, provided that nothing herein contained shall operate to relieve the
lessees of any land from their respective lease obligations for the payment of any
rental or minimum royalty in lieu thereof due under their leases., Rental or minimum
royalty for lands of the United States subject to this agreement shall be paid at
the rate specified in the respective leases from the United States unless such rental
or minimum royalty is waived, suspénded, or reduced by law or by approval of the
Sccretary or his duly autherized representative,

Rentals on State of Mew Mexico lands subject to this agreement shall
be paid at the rates specified in the respective leases, or may be reduced or sus-
pended upon the order of the Commissioner pursuant to applicable laws and regulations,

With respect to any lease on non-Federal land containing provisicns which

would terminate such lease unless drilling operations were within the time therein

specified commenced upon the land covered thereby or rentals paid for the privilege

of deferring such drilling operations, the rentals required thereby shall, notwith-
standing any other provision of this agreement, be deemed to accrue and become
payable during the term thereof‘as extended by this agrzement and until the required
drilling operations are commenced upon the lénd covered thereby or some portion of

such land is included within a participating areé,
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16. Censervation.

Operations hereunder and production of unitized substanceé shall be
conducted to provide for the nost economical and efficient recovery of said sub-
stances without waste, as defined by or pursuant to State or Federal law or regulation.

17. Drainage.

The Unit Operator shall take appropriate and adequate measures to
prevent draiﬁage of unitized substances from unitized land by wells on land not
subject to this agreement, includiﬁg wells on adjacent unit areas, or pursuant to

ap?licable regulations pay a fair and reasonable compensatory royalty as determined

by the Supervisor for Federal lands or as approved by the Cormissioner for State

lands.

18. Leases and contracts conformed and extended.

The terms, conditions, and provisions of all leases, subleases, and
other contracts relating to exploration, drilling, development, or operation for oil
or gas of lands committed to this agreement are hereby expressly modified and amended
to the extent necessary to make the same conform to the provisions hereof, but
otherwise to remain in full force and effect; and the parties hereto hereby consent
that the Secretary as to Federal leases and the Commissioner as to State leases
shall and each by his approval hereof, or by the approval hereof by his duly author-
ized representative; does hereby establish, alter, change, or revoke the drilling,
producing, rental, minimum royalty, and royalty requirements of Federal and State
leases committed hereto and the regulations in respect thereto to conform said
requirements to the provisions of this agreement, and, without limiting the gener-
ality of the foregoing, all leases, subleases, and contracts are particularly modi-
fied in accordance with the following:

(a) The development and operation of lands subject to this agreement
under the terms hereof shall be deemed full performance of all obligations for
development and operation with respect to each and every part or separately owned
tract subject to this agreement, regardless of‘whether there is any development of
any particular part or tract of the unit area, notwithstanding anything to the con-
trary in any lease, operating agreement or other contract by and between the parties
hereto, or their respective predecessors in interest, or any of them.

(b) Drilling and producing operations performed hereunder upon any tract
of unitized lands will be accepted and deemed to be performed upon and for the
benefit of each and every tract of unitized land, and no lease shall be deemed to

LA -17 -
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aexpire by reason of failure to drill or produce wells situated on the land therein
cirbraced.

(c) Suspension of drilling or producing OperaEiOns on all unitized lands
pursuant to direction or consent of the Secretary (or his duly authorized representa-
tive) and the Cormissioner or with the approval of the Cormission shall be deemed to
constitute such suspension pursuant to such direction or consent as to each and overy
tract of unitized land.

(d) Each lease, sublease or contract relating to the exploration, drilling,
development or operation for oil or gas of lands oiher than those of the United
States, committed to this agreement, which, by its terms might expire prior to the
termination of this agreement, is hereby extended beyond any such term so provided
thercin so that it shall be continued in full force and effect for and during the
term of this agreement.

(e) Any Federal lease for a fixed term of twenty (20) years or any
renewal thereof or any part of such lease which is made subject to this agreenent
sitall continue in force beyond the term provided therein until the termination
hereof. Any other Federal lease committed hereto shall continue in force beyond
the term so provided therein or by law as to the committed land so long as such
land rewains committed hereto, provided unitized substances are discovered in
paying quantities within the unit area prior to the expiration date of the primary
term of such lease.

(f) Each sﬁblease or contract relating to the operation and development
of uniti:ed substances from lands of the United States committed to this agrecment,
whichh by its terms would expire prior to the time at which the underlying lease,
as cxtended by the immediately preceding paragraph, will expire, is hereby extended
beyond any such term so provided therein so that it shall be continued in full
force and effect for and during the term of the underlying lecase as such term is
herein extended.

(2) Any lease having only a portion of its lands committed hereto shall
be segregated as to the portion committed and the portion not committed, and the
terms of such lezse shall apply separately to such segregated portioins commencing
as of the effective date hereof. In the event any such lease provides for a luwnp
sum rental payrent, such payment shall be prorated between the portions so segre-

gated in proportion to the acreage of the respective tracts.
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19, Convenants run with land,

B The convenants herein shall be construed to be covenants running with

the land with respect to the interést of the parties hereto and their successors

| ‘ in interest until this agreement terminates, and any grant, transfer, or conveyance,
of interest in land or leases squect hereto shall be and hereby is conditioned
upon the assumption of all privileges and obligations hereunder by the grantee,
transféree, or other successor in interest. No assignment or transfer of any
working interest, royalty, or other interest subject hereto shall be binding upon
Unit Operator until the first day of the calendar month after Unit Operator is
furnished with the original, photostatic, or certified copy of the instrument of
transfer.

o0, Effective date and term.

This agreement shall become‘effective upon approval by the Secretary
or his duly authorized representative and shall terminate on July 1, 1957, unless
(a) such date of expiration is eitended by the Director and Commissioner, or
(b) it is reasonably determined prior to the expiration of the fixed term or any
% , eitensioﬁ theréof that the unitized land is incapable of production of unitized
substances in paying quantities in thg formations tested hereunder and after notice

of intentidn to terminate the agreement on such ground is given by the Unit Operator

to all parties in interest at their last known addresses, the agreement is termi-

nated with the approval of the Director and Commissioner, or (c) a valuable dis-
covery of unitized substances has heén made on unitized land during said initial

term or any extension thereof, in which event the agreement shall remain in effect
for such term and so long as unitized substances can be produced in paying quantities,

i. e., in this particular instance in quantities sufficient to pay for the cost
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of producing same from wells on unitized land within any participating area es-
tablished hereunder and, should production cease, so long fhereafter as dili zent
operations are inbprogress for the restoration of production: or discovery of new
production and so long thereafter as the unitized substances so discovered can be
produced as aforesaid, or (d) it is terminated as heretofore provided in this agree-

ment,

This agreement may be terminated at any time by not less than 75 per centunm,

UA
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on an acreage basis, of the owners of working interests signatory hereto, with the

approval of the Director and Commissioner; notice of any such approval to be given

- by the Unit Operator to all parties hercto.

21. Rate 6f‘prospectingi,development, and production,

All production and the disposal thereof shall be in conformity with allo-
cations, allotments and quotas made or fixed by any duly authorized person or re-
gulatory body under any Federal or State statute, The Director is hereby vested
with authority to alter or modify from time to time, in his discretion, the rate’of
progpecting and development and within the limits made or fixed by the Commission to
alter or modify the quantity and rate of production under this agreement, such
authority being hereby limited to alteration or modification in the public interest,
the purpose thereof and the public interest to be served thereby to be stated in
the order of alteration or modification; provided, further, that no such alteration
or modification shall be effective as to any land of the State of New Mexico as to
the rate of prospecting and development in the absence of the specific written approval
therepf by thé Commissioner and as to any lands of the State of New Mexice or privately-
owned lands subject to this agreement as to the quantity and rate of production in the
absence of specific written approval thereof by the Camission.

Powers in this section vested in the Director shall only be exercised
after notice to Unit Operator and opportunity for hearing to be held not less than
15 days from notice,

22, Automatic Elimination,

Notwithstdnding any othef provisions of this agreement, any lease, no
portion of which is included within a participating area within 5 years after the
first sale of unitized substances from any lands subject to this agreement, shall
be automatically eliminated from this agreement and said lease, and the lands covered
thereby shall no ionger be a part of the unit area and shall no longer be subject to
this agreement, unless at the expiration of said 5 year period drilling operations
are in progress on such lease, in which event the lands covered by such lease shall
remain subject hereto and within said unit area for so long as such drilling operations
are continued diligently and, so long thereafter as such lands or any portion thereof
may be included in a participating area hereunder. Inasmuch as any elimination under
this section is automatic, the Unit Operator shall, within 90 days after any such c¢limi-
nation hereunder, describe the area so eliminated, and promptly notify all parties in

interest.
-20--
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23. Conflict of supervision.

Neither the Unit Operator nor the Working Interest Owners nor auny
of them shall be subject to any forfeiture, termination or expiration of any rights
hereunder or under any leases or contracts subject hereto, or to any penalty or
liability on account of delay or failure in whole or in part to comply with any
applicable provision thereof to the extent that the said Unit Operator, working
interest owners or any of them are hindered, delayed or prevented from complying
therewith by reason of failure of the Unit Operator to obtain, in the exercise of
due diligence, the concurrence of proper representatives of the United Stateé and
proper representatives of the State of New Mexico in and about any matters or thing
concerning which it is required herein that such concurrence be obtained. The parties
hereto, including the Commission, agree that all powers and authority vested ‘n the
Conmission in and by any provisions of this contract are vested in the Comnmission
and éhall be exercised by it pursuant to the provisions of the laws of the State of

New Mexico and subject in any case to appeal or judicial review as may now or here-
éfter be provided by the laws of the State of New Mexico,
24, Appearances.

Unit Operator shall, after notice to other parties affected, have the
right to appear for or on behalf of any and all interests affected hereby before the
Department of the Interior and the Conmission and to appeal from orders issued under
the regulations of said Department and/or Commission or to apply for relief from any
of said regulations or in any proceedings relative to operations before the Depart~
ment of the Interior, the Commission, or any other legally constituted authority;
provided, however, that any other interested party shall also have the right at his
own expense to be heard in any such proceeding.

25. Notices.

All notices, demands or statements required hereunder to be given or
rendered to the partiecs hereto shall be deemed fully given if given in writing and
personally delivered to the party or sent by postpaid registered mail, addressed to
such party or parties at their respective addresses set forth in connection with the
signatures hereto or to the ratification or consent hereof or to such other address
as any such party may have furnished in writing to party sending the notice, demand

or statenent,

25. bho waiver of certain rights.
Hothing in this agreeinient contained shall bLe construed as a waiver by any
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“party hereto of the right to assert any legal or constitutional right or defecnse

as to the validity or invalidity of any law of the State wherein said unitized
lands are located, or of the United States, or regulat&ons issued thereunder in
any way affecting such party, or as a waiQer by any such party of any right beyond
his or its authority to waive. |

27. Unavoidable delay,

All obligations under this agreement requiring the Unit Operator to
commence or continue drilling or to operate on or produce unitized subsfances from
any of the Jands covered by this agreement shall be suspended while, but only so
long as, the Unit Operator despite the exercise of due care and diligence is pre-~
vented from complying with such obligations, in whole or in part, by strikes, acts
of God, Federal, State, or'municipal law or agencies, unavoidable accidents, un-
controllable delays'iﬁ transportation, inability to obtain necessary materials in
open market, or other matters beyond the reasonable control of the Unit Operator
whether similar %o matters herein enumerated or not,

28, Fair employment,

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

29, Loss of title,

In the event title to any tract of unitized land shall fail and the true
owner cannot be induced to join in this unit agreement, such tract shall be auto-
matically regarded as not committed hereto and there shall be such readjustment of
future costs and benefits as may be required on account of the loss of such title,

In the event of é dispute as to title as to any royalty, working interest, or other
interests subject thereto, payment or delivery on account thereof may be withheld
without liability for interest until the dispute is finally settled; provided, that
as to Federal land and State land or leases, no payments of funds due the United
States or the State of New Mexico should be withheld, but such funds of the United
States shall be deposited as directed by the Supervisor, and such funds of the State
shall be deposited as directed by the Commissioner, to be held as unearned money
pending final settlement of the title dispute, and then applied as earned or returned
in accordance with such final settlement,

Unit Operator as such is relieved from any responsibility for any defect

or failure of any title hereunder.
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30, Nou-Joinder and subscquent_joinder,

If the ouncr of any substantial interest in a tract within the unit area
fails or refuses to subscribe or consent to this agreement, the owner of the working
interest in that tract may withdraw said tract from this agreement by written notice
to the Director, the Commissioner and the Unit Operator prior to the approval of
this agreement by the Director. Any such tract not so withdrawn shall be considered
as unitized, and any necessary adjustments of royalty occasioned by failure of the
royalty and record owner to join wili be for the account of the corresponding working
interest owner. Any oll or gas interests in landg within the unit area not committed
hereto prior to submission of this'agreement for final approval may. thereafter be
committed hereto by the onwer or owners thereof subscribing or consenting to this

agreement, and, if the interest is a working interest, by the owner of such interest

" also subscribing to the unit operating agreement. After operations are commenced

hereunder, the right of subsequent joinder, as provided in this section, by a working
interest owner is subject to such requirements or approvals, if any, pertaining to
such jolader, as may be provided for in the unit operating agreement, After final
approval hereof, joinder by a non-working 1?terest owner must be consented to in
writing by the working interest owner commiéted hereto and responsible for the pay-

ment of any benefits that may accrue hereunder in behalf of such non-working interest,

- Prior to final approval hereof, joinder by any owner of a non-working interest must

be accompanied by appropriate joinder by the owner of the corresponding working in-
terest in order for the interest to be regarded as effectively committed hereto.

Except as may otherwise herein beprovided, subsequent joinders to this agrecment

shall be effective as of the first day of the month following the filing with the

Supervisor and Commissioner of duly executed counterparts of all or any papers

necessary to establish effective committment of any tract to this agreement unless

objection to such joinder is duly mgde within 60 days by the Director or Commissioner.

31, Counterparts,

This agreement may be executed in any number of counterparts, no one of
which needs to be executed by all parties or may be ratified or consented to by
separate instrument in writing specifically referring hereto and shall be binding

upon all those parties who have executed such a counterpart, ratification, or

- consent hereto with the same force and effect as if all such parties had signed

the same document and regardless of whether or not it is executed by all other




parties owning or claiming an interest in the lands within the above-described unit _

area,
32, Surrander,

Nothing in this agreement shall prohibit the exercise by any working in-
terest owner of the right tq’surrender vested in such party in any lease, sub-lease,
or operating a:rcement as to all or any part of the lands covered thereby, provided
that each pavty wne i1l or might acquire such working interest by such surrender or
by forfeiture as hercafver 3et forth, is bound by the terms of this agreement.

If as a result of any such surrender, the working interest rights as toé
such lands become vested in any party other than the fee owner of the unitized sub-
stances, sald party shall forfeit such rights and n6 further benefits from operations
hereunder as to said land shall accrue to such party, unless within ninety (90) days
thereafter said party shall execute this agreément and the unit operating agreement ac
to the working interest acquired through sﬁch surrender, effective as though such land
had remained continuously subject to this égreement and the unit operating agreemént,
And in the event such agreements are not so executed, the party next in the chain of
title shall be‘and become the owner of such workiﬂg interest at the end of such ninety
(90) day period, with the same force and effect as though such working interest had
been surrendered to such party.

If as the result of any such surrender or forfeiture the working interest
rights as to asuch lands become vested in the fee owner of the unitized substances,
such owner may:

(1) Execute this agreement and the unit operating agreement as a working
interest owner, effective as though such land had remained continuously subject to this
agreement and the unit operating agreement,

(2) Again lease such lands but only under the condition that the holder
of such lease shall within thirty (30) days after such lands are so leased execute
this agreement and the unit operating agreement as to each participating area there-
tofore established hereunder, effective as though such land had remained continuously
subject to this agreement and the unit operating agreement,

(3) Operate or provide for the operation ofvsudh land independently of
this agreement as to any part thereof or any oil or gas deposits therein not then in-~

cluded within a participating area,
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If the fec owner of the unitized substances does not execute this agreement

and the unit operating agreement as a working interest owner or again lease such lands
as above provided with respect to each existing participating area, within six (6)
months after any such surrender or forfeiture, such fee owner shall be deemed to

have waived the right to execute the unit operating agreement or lease such lands

as to each such participating area, and to have agreed, in consideration for the
compensation hereinafter provided, that opcrations hereunder as to any such parti-
cipating area or areas shall not be affected by such surrender.

For any period the working interest in any lands are not expressly committed
to the unit operating agreement as the result of any éuch surrender or forfeiture, /
the benefits and obligations of operations accruing to such lands under this agreement
and the unit uperating agreement shall be shared by the remaining owners of unitized
working interests in accordance with their respective participating working interésél
ownerships in any such participating area or areas, and such owners of working
interests shall compensate the fee owner of unitized substances in such lands by
paying sums equal to the rentals, minimum royalties, and royalties applicable to
such lands under the lease in effect when the lands were unitized, as to such

participating area or areas.

Upon commitment of a working interest to this agreement and the unit

operating agreement as provided in this section, an appropriate accounting and

gsettlement shall be made, to reflect the retroactive effect of the commitment, for
all benefits accruing to or payments and expenditures made or incurred on behalf

of such surrendered working interest during the period between the date of surrender
and the date of recommitment, and payment of any moneys found to be owing by such

an accounting shall be made as between the parties then signatory to the unit
operating agreement and this agreement within thirty (30) days after the rec;mmita

ment. The right to become a party to this agreement and the unit operating agreement

as a working interest owner by reason of a surrender or forfeiture as provided in

this section shall not be defeated by the non-existence of a unit operatingj

agreement and in the event no unit operating agreement is in existence and a

‘ﬁutually acceptable agreement between the proper parties thereto cannot be consummated,

the Supervisor and Conmissioner may prescribe such reasonable and equitable agreement

as they deem warranted under the circumstances.
Nothing in this section shall Le decmed to limit the right of joinder or

subsequent joinder to this agreement as provided clsewhere in this agreement. The
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exercise of any right vested in a working interest owner to-reassign such working

interest to the party from whom obtained shall be subject to the same conditions

as set forth in this section in regard to the exercise of a right to surrender.
33.

This agreement provides for approval hereof by the Commissioner and in
addition contains provisions authorizing the Commissioner to exercise certain
functions. Xt is hereby understood and agreed that, as there‘are no State Lands
included within the unit area, the Cormissioner will exercise none of the functions
prescribed in this agreement until such time as State Lands may be included in an
approved participating area by expansion of the unit area.

In the event the Commissioner should not approve this agreement, it
shall nevertheless be effective upon approval by the Secretary of the Interior,
or his duly authorized reﬁresenxative, and the Commission; and thereupon all of
the provisions of this agreement pertaining to the functions of the Commissioner
shall be of no effect.

OPERATOR

EL PASO NATURAL GAS COMPANY

Date: Bys .
' Vice President

ATTEST:

Address: P.0Q. Box 1492, El Paso, Texas

Assistant Secretary
WORKING INTEREST OWNERS

EL PASO NATURAL GAS COMPANY
ATTEST:

By:s
Assistant Secretary Vice President

Bassett Tower
El Paso, Texas

PHILLIPS PETROLEUM COMPANY
ATTEST:

Bys
Assistant Secretary Vice President

Bartlesville, Oklahoma
GENERAL AMERICAN OIL COMPANY OF TEXAS
ATTEST: :

By:
Assistant Secretary Vice President

1404 Republic Bank Building
Dallas, Texas
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ATTEST:

“Assistant Secretary

Stanolind Building
Tulsa, Oklahoma

ATTEST

Assistant Secretary
Address:
ATTEST:

Assistant Secretary
Address:
Witness:

117 East Coronado Road
Santa Fe, New Mexico

Witness:

220 Shelby Street
Santa Fe, New Mexico

Witness:

220 Shelby Street
Santa Fe, New Mexico

Witness:

3131 Venice Blvd.
Oklahoma City, Oklahoma

Witness:

1010 North Dustin
Farmington, New Mexico

Witness:

Address:

UA 28—%

STANOLIND OIL AND GAS COMPANY

By:
Vice President
By: :
Vice President
By:

Vice President

Frank Patania

T. H, McElvain

Catherine B. McElvain

J. R. Abercrombie

J. K. Henry

Tom Bolack

Alice S. Bolack




