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No. 16-~-61

DOCKET: EXAMINER HEARING - WEDNESDAY, JUNE 7, 1961}

9 AM,, - OIL CONSERVATION OOMMISSION CONFERENCE ROOM

STATE LAND OFFICE BUILDING, SANTA FE. NEW MEXICO

The following cases will be heard before Daniel S, Nutter, examiner, or
Elvis A, Utz, as alternate examiner:

CASE 2297:

CASE 2298:

‘CASE 2299:

Application of Pan American Petroleum Corporation for two
non-standard oil proration units and two unorthodox o0il well
locations, San Juan County, New Mexico. Applicant, in the
above-styled cause, seeks the establishmeni of & 456.74-acre

- non-standard oil proration unit in the Cha Cha-Gallup Oil

Poal consisting of the E/2 NE/4 SE/4 ot Section 17, Township
29 North, Range 14 West, San Juan County, New Mexico, plus
20.73 acres in Lot 8 of said Section 17 and 6.01 acres lying
North of the mid-channel of the San Juan River and along the
South boundary of that portion of said Lot 8 included in the
unit. Said unit is to be dedicated to the Frank L. Wood Well

" No. 1 3t an unorthodox location 990 feet from the South line’

and 660 feet from the East line of said Section 17.
Applicant further seeks the establishment of a 57.31l-acre
non-standard oil provation unit in said pool consisting of
Lots 3, 4 and 5 of said Section 17 plus the S/2 of that
portion of the San Juan River channel lying in the W/2%t
said Section 17 and along the North boundary of Lots 3, 4
and 5. Said unit is to be dedicated to the Navajo Tribal

el Well No. 8 at an unorthodox location 1415 fest from the

South line and 335 feet from the West line of said Section 17.

Application of Chambers & Kennedy for a gas-oil dual com-
pletion, Lea County, New Mexico. Applicant, in the above-
styled cause, seeks an order authorizing the dual completion
of its Monument State Well No. 1, located in Unit J, Section
34, Township 19 South, Range 37 East, Lea County, New Mexico,
in such a manner as to permit the production of gas from the
Eumont Gas Pool and the production of 0il from the Eunice-~
Monument Pool through the 5%-inch by 2%-inch casing-tubing
annulus and through 2%-inch tubing respectively.

Application of Newmont Gil Company for an amendment of Orders
Nos. R-1110 and R-1130-A Z:idy Couanty, New Mexico. Applicant,
in the above-styled caas:. seeks an amendment of Orders Nos.
R-1110 and R<1110-A, which authorized a pilot waterflood
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CASE 2300:

CASE 2301:

CASE 2302:

CASE 2303:

project in the Square Lake rooi, wuuj; Tiunty, New Maxico. to
permit the expansion of said waterflood project to include
lands in Sections 27, 28, 32, 33, and 34, all in Township
16 South, Range 31 East, Eddy County, New Mexico, and to
further define the horizontal limits of said project.

governing the expansion of said waterilood and providing for
capacity allowables therein.

Application of Southwest Production Company for a non-stand-
ard gas proration unit, San Juan County, New Mexico.
Applicant, in the above-styled cause, seeks the establishment
of a 321-acre non-standard gas proration unit in the Basin-
Dakota Gas Pool consisting of the NE/4 NE/4 of Section 27

eand all of the E/2 of Section 22, Township 30 North, Range

12 West, San Juan County, New Mexico, excepiing from the E/2
of said Section 22 a 13-acre and a 26-acre tract owned by
Dwight L. Millett, Gladys L. Millett, Julian Coffey and Pan
American Petrolsum Corporation. In the alternative, applicant
seeks the establishment of a 28l-acre non-standard gas pro-
ration unit in said pool consisting of all of the E/2 of

said Section 22 excepting therefrom the aforesaid 13-acre

and 26-acre tracts,

Application of the Murphy Corporation for approval of the
Northwest Caprock Unit Agreement, Lea County, New Mexico.
Applicant, in the above-styled cause, seeks approval ot the
Northwest Caprock Unit Agreement, which urit embraces approxi-
mately 1525 acres of State land in Townships 11 and 12 South,
Range 32 East, Lea County, New Mexico.

Application of Atlantic Refining Company for an oil-oil-o0il
triple completion, Lea County, New Mexico. Applicant, in the
above-styled cause, seeks an order authorizing the triple
completinn of its Carlson Federal "A"™ Weil No. 1, located in
Unit I, Ssction 23, Township 25 South, Range 37 East, Lea
County, New Mexico, in such a manner as to permit the pro-
duction of oil from the Paddock formation adjacent to the
Justis-Paddock Pool, the production of oil from the Justis-
Blinebry Pool and the production of o0il from the Justis
Tubb-Drinkard Pool, through parallel strings of 2-inch tubing,

Application of Redfern & Herd, Inc. for an uncrthodox gas
well location, San Juan County, New Mexico. Applicant, in
the above-styled cause, seeks permission to locate its
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CASE 2286:

CASE 2287:

Airport Well No. 1 at an unorthodox gas well 10CdlL10u iu iuv
Basin-Dakota Gas Pool at a point 200 feet from the North
line and 500 feet from the East line of Section 8, Township
29 North, Range 13 West, San Juan County, New Mexico.

CONTINUED CASES

Application of Aztec Oil & Gas Company for an exception to
Rule 309 (a), San Juan County, New Mexico. Applicant, in
the above-styled cause, seeks permission to commingle the
Totah-Gallup Pool production from the following-described
leases, all in Township 29 North, Range 13 West, San Juan
County, New Mexico.

Federal Lease No. SF 079065 in Sections 19, 20 and 29.
ate Lease B-11017-23 comprising iu pertinent part the
SW/2 NW/4 of Section 20.

State Lease B-11017-21 comprising in pertinent part the
NW/4 NW/4 of Section 20.

Smith-Eaton Lease comprising in pertinent part the NE/4
SE/4, SE/4 NE/4 and the E/2 NW/4 of Section 20.

Applicant proposes to commingle said productien in a common
tank battery located on the SW/4 of said Section 20 after
separately metering the producticn from the State and fee
leases only.

Application of Aztec 0il & Gas Company for an exception to
Rule 309 (a), San Juan County, New Mexico. Applicant, in
the above-styled cause, seeks permission to commingle the
Totah-Gallup Pool production from five separate fee leases,
all located in Section 18, Township 29 North, Range 13 West,
San Juan County, New Mexico.
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JUNE 7, 1951

EXAMINER HEARING
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1110 and R-1110-A, Eddy County,
Wew Mexico.
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- PAGE 2
| - ! BIFCRE THE
e _ ] OIL COMSERVATIOY COMMISSION
. | SAYTA FE, YEY MEXICO
- ! JUNE 7, 1951
_ EXAMINER HEARING |
. 3
-~ {
- § |me-ccemoo- e
¥ :
$ g IN THE MATTER OF . ;
- o~ : 5
. - CASE 2299: Application of Yewmont 0il Company for an : :
B = amendment of Orders ¥os. R-1110 and R-1110- :
~— L, =ddy County, lew ilexico. Avplicaent, in : i
_~ | the above-styled cause, seeks an amendment
_ % ‘ of Orders Nos. R-1110 and R-1110-4, whieh : 1
o authorized a pllot waterflood precject in : |
the Square Lake Pool, Eddy County, Wew Mex- : :
- \25 ‘ ico, to permit the expansion of g235d water- : ,
- = { flood project to include lande in Sections ?
L ~ | 27, 28, 32, 33, 2né 2h, all in Township 1% !
R Scuth, Rance 31 Zast, Eddy County, Yew liex- :
;- E ico, 2nd to further define the horizontal :
- = limlts of =aid project. Applicant also :
. & seeks the establishment of special rules :
L governing the expansion of gaid waterflood :
- E and providine for capecity allowables :
therein :
—_ ~ > -
E ------------------------- - - —-— -
- >; BZFORE:
~ =
T~ ! Daniel S. Matter, Examiner.
. § g |
P X '
L o TRANSCRIPT OF PROCEEDINGS
iz 8F
§-£ _2-_' MR. WUPTER: The hearing will come to order, please. Thé
4 !
¥ o 1
N 2 | first case this afternoon will be 2299.
; - MR. MORRIS: Case 22%%. Application of Vewmont 0il Com~
. E pany for an amendment of Orders Nos. R-111C ané R-1110-2, Eddy 5
— i County, Yew lMexico.
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PHONE CH 3-6691

MR. HIYKLE:

M. CAMPBELL: MNr. Examiner, I am Jack ii. Campbell,
! Campbell & Russgell, Reswell, Tew liexico, appesrint on vehall of
* the applicant.

MR. MUTTER: Any other appearances in Case Wo. 22997

well, appearing on btehalf of Humble.

MR. WTTER: Any others? Would you proceed, Mr. Camp-

(Wwhereupon, Yewmont'!s Exhibits ’
Nos. 1 through li were marked for:

identification)

MR. CAMPBELIL: I have one witness.

(Witneas sworn)

HERMA™ LEDBETTER,

called ag a witness, having been first duly sworn on oath, testi-

fied ag follows:

DIRECT EXAMINATION

BY MR. CAMPBELL:

DEARNLEY-MEIER REPORTING SERVICE, Inc.

SR A AR AR MR T g
ALBUQUERQUE, NEW MEXICO

Q

> o >

O

A

Q

State your name, please.

Herman Ledbetter.

Where do you live, Mr. Ledbetter?

Artesia, Wew Mexico.

By whom are you employed and in what capacity?

Wewmont Oi1l Company as superintendent for their Wew

Mexico operation.

Have you previously testifled before this Commission, i

Clarence Hinkle, Hervey, Dow & Hinkle, Ros-|
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DEARNLEY-MEIER REPORTING SERVICE, Inc.

PHONIE CH 3.469)

ALBUQUERQUE, NEW MEXICO

PAGE L

your capacity. with “ewmont Cll Company?

A
Q

A

Q

agk you to state what that is.

A

oil field, and the acreage colored in yellow is the original New-

[ R R AT
iV wa

some additional acreage owned by Mr. Kennedy and the operations of

whicnh Wewmoni 1s going to take over.

Q

A

Q

covered by an agreement between NWewmont and Mr. Kennedy?

A

Q

quarter of Section 32 involved in this applicacion?

A
153

A

Q

Yes, sir.

Are you acquainted with the Square Lake Pool waterflood

Are you acquainted with the spplication in Case o. 22¢%¢

Yes, gir.

I hand you what has been identified as Exhibit No. 1, and

This map covers the eastern portion of the Square Lake

acreage, and the acreages colored in blue-green is
fhudl ]

It 1s now owned by Mr. Kennedy, is it not?
Yes. !

Is that area shown in blue a portion of the acreage

Yes, sir.

Referring, now, to Exhibit 1, again, is the northeast

Yes, =ir.
Wno owns that State Lezse?
Southern Petroleum.

Is there an agreement between Southern Petroleum and New




E _ ' PAGE 5
?? _ ! mont im commection with that aerenge? 1
%i A Yes, sir. ‘ i
E% i Q Will you refer to Exhibit 1 and point out to the Examine+
%’, s f the most recent injection wells that h#ve been added in that flood* f
- ’ § A The Wo. 3 well located in the southwest of the northeast% :
3 § of Section 29, 16 South, Range 31 East, the Wo. % well located in E B
éi the aouthwest of the southeast of Section 29, same Township, and tﬂe
- ;3 | No. 3 well located i1n the northeast of the northwest of Secilon 32% ‘
: EE L in the same Township. f . é
§'¥ gg Q How long have those wells be on injection? %
% : ég A Approximately two months. ?
- g; ; Q Are you experiencing any reaction rrom producing wells ‘
, i éé | off setting those injection wells? :j%
%m4 < A Yes. We haed increases in the direction of the original 'é
- gg pilot before these were converted, and we expect increases in the v;é
- gg areas on the outgide of these wells within the relatively near 1 §
g : ;é | future. : %
E - = o i Q Then, you are approaching the area involved in this ap- ,;§
:‘? Eg § é plication with regard to expansion of your flobd, is that correct?
- g % | A Yes, sir.
- g Q Has the pilot ares flood project proved to be feasible? :é
- g i A Yes. | | ,g
‘ ? Q What do you intend to do with regard to the expansion of ;
B % this project in the event the application here is approved?

A We plan to expand thias waterflood to cover all of the ; E
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'PORTING SERVICE, Inc.

DEARNLEY-MEIER RE

ALBUQUERQUE, NEW MEXICO

PHONE CH 3-4491

PAGE 5

' the northeast quarter of Section 32, is that correct?

; Kennedy whereby the operations of tne waterflood 1n the srea where

'¥o. 3. I will ask you to state if that is an executed copy, 2

. the leases are contigucus, tobe operated as s single waterflood.

acreage mentioned.

Q AlL ul V.ot czoreere outlined in dotted red line and

[ TDR——

A Yes.

Q Have you entered into any agreements with the owners »f
the Xennedy acreage in connection with this proposed expanslon?

A Yes, we have.

Q I hand you what's been identified as Vewmont's Exhibit
No. 2, and agsk you to state what that is, please?

A Thias i3 an agreement between Wewmont 0il Company and

Q I refer you particulsrly to Pearagragh Romen Vumeral TV
on Page 3 of tha*% agreement, and ask you to state whether the sgr
ment poovides that Wewmont shall supervise the installation and

operate the joint facilities, the operation of water input wells,

<]
SRS < N

the rate of injection of water, and other matters pertinent to the
operation of the flood?

A Yea, they will.

Q Have you likewise entered into an agreement with Southern
Petroleum Exploration Company, Inc. with regard to the operation of
the northeast quarter of Section 327

A Yes, we have.

Q I hand you what has been identified as Wewront's Exhibit

®

)

e o
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PHONE CN 3-6691

ALBUCUERQUE, NEW MEXICO

PAGE 7

- Geological Survey?

photostat of an executed copy of that agreement?
A Yes, it is.

Q Does that agreement likewi se provide that Newmont shall

be the operator of the waterflood properties of Southern Petroleum;
s
Exploration as an expansion of the Square Lake flood?

|!

!

A Yes. !
Q First, would you advise the Examiner, is the acreage

owned by Kennedy 2l1ll Federal acreage? ;

A Yes.

H-

Q a5 this matter been 4iacussed with the United States

A Yes, it has.

Q Have they approved the procedure =--

A Yes.

Q -=- and the cooperative agreement?

A Yes.

Q I hand you what has been identified as Wewmont's Exhibit

No. L, and ask you to state what that is, please?

A This 1s a letter from the United States Geological Sur-~
vey approving this agreement and cooperative flood.

Q In the event you are permitted to expand the flood in th?
manner in which you have requested, is it your intention to cont1n+e
to conform to the Rulesz and Regulations of the Commission with re-

gard to the rate of expansion?

A Yes, it is.
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DEARNLEY-MEIER REPORTING SERVICE, Inc.

PHONE CH 3-6491

ALBUQUERQUE, NEW MEXICO

| BY MR. MORRIS:

PaGe B

Q Inasmuch as this 1s an expansion oI an exisitiug waisi—

o

flood, are you seeking from the Cormission authority to have
capacity allowables on the expanded area?
A Yes. i
MR, CAMPBELL: Mr. Examiner, I would like to make one
correction in the spplication. In Paragraph III therets a typo-
graphical error, the third line, where it says "as to the east half

gouthwest quarter." That should be the west half of the southwest

MR. NUTTER: The west half of the southwest quarter?
MR. CAMPBELL: Right. Section 28. I would like to offer
in evidence Applicantts Exhibits 1, 2, 3 and L.
MR. NUTTER: Applicantt!s Exhibits 1 through I will be
entered in evidence.
(Whereupon, Newmontt!s Exhibits
Nos. 1 through |, were received
in evidence.)
MR, CAMPBELL: Thatts all the questions I have at this
tine.
MR. NUTTER: Are there any questionslof Mr. Ledbetter?
MR. MORRIS: Yes, sir.
HR. MUTTER: Mr. Morris.

CROSS~EXAMINATION

Q Mr. Ledbetter, in Newmont!s application, you asked the

Commisgsion to define the proper limits of the waterflood project.

®
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-’
\Do 1 assune that the prope’r 13 mits @s = +he ocredse surrounded by

| leum =7 \
\.“ - ‘
‘\‘ A a.eS! \‘
{

\ Q -- on your Exhibit To. 17 |
\

A Yes, in addition to the acreag® coiored yellow. "\.

i

MR. CAMPBELL: presently- '%‘

Q (By Mr. Morris) vou also agked us ©o estaplish Rules 1

, for the expansion of the £1o00d within the gefined ared. 1 was ,

v:cndering 3¢ you had & recommandation as Yo the RuleSs 1¢ any,

that you wish for us to adopt.

1 A o Ruless in ggdition ro those defined in the Rule 701 \
\‘;i for the capacity‘waterflood. \
\ Q _Could you tell 13 a¢ this time which wells you planned

yo use for jnjection and which are to be producing wells in the

area? 1s that sub ject to a 1ateT determinatiorx?

\ A We can rell you what wWe plan right now, of course, gub-

n“ ject o some poseible change in plans, put our nians are noOw to

.~ follow tne five gpol pat’cern that s’carted withb the pilot in vcon—
yersion of alternate j0-acre 1ocationss and to conf orm to what has
peen done and saat caryy this pattern completely out. FOT jnstancs,
on the gouthern Petroleur acrea_é;e Nos. 2 and L would be 1njectlon

. wells, and o8 would just carry that sanme thing right on through.

Q‘*\ Q Do you nave any immediate plans,ir: the event this appli- 1‘\
_ cation 18 approved, for cenverting any of the wells 3n this extendé_d

®
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area to injection, other then thig o. Z 8nC 4 ta8v yuu Juswe .uvir

USRIV ——

tioned?

A 0f course, we feel that we'll expand this flood as 2l-
i lowed under the Rule 701 ss quickly and feasgibly as pogsible.
Those are the only two that are likely right in the very near

future; other than on the expanded area.

PHONE CH 3-6691

S Mr, Ledbétter, who owns the acreage in the south half of

_Section 322

>

The gouthwest Quarter is owned by Beall Trobough & Assoclatels.

SERVICE, Inc.

A} How about the =zoutheast aquarter?

“
7

A I'm not sure at this time. I dontt believe there are anf

Fy

R IR

:producing wellas in that area.

! Q Do you feel that the south half of 32 will be substan-

iV i1

tially affected by your operations here? |
| .

h

A It appears doubtful that the southeast quarter right now

| B

will be drilled. This area has been developed for a number of "‘§
years, and it hagn't been drilled to this date now. e don!t know

if the sand carries into that area or not there. It would be a

guestion.

DEARNLEY-MEIER REPORTINC

Q How about the acreage in the west half of the southwest

iquarter of Section 337 Whattas the ownership of that?

ALBUQUERQUE, NEW MEXICO

A I believe that Beall Trobough & Asgsoclates.
] Has any approach been made to Beall Trobough & Associates

gto come into a cooperative agreement with you?

A No, not as such. 'e have discussed waterflooding in this
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rarea with 2eell Trohourh's representatives, but at this time

their production is largely from new wells and not wells that would

|
|
‘be considered for waterflood.

§ < Mr. Ledketter, genlogically speaking, do you feel that f
- g this is a2n expansion of the exlsting flood? Is your sané even and
) g ; continuous throughout this area? E
: N: A Yes., I*1l say this: I'm not a geologist, but, however, 1'
f'f' g {as an engineer, I have studied the arsa, and feel that these sands i
_: g idefinitely are in the game reservoir as the one wetre flooding.
- EIJ I MR. MORRIS: WNo further questions. Thank you. :
: é ME. HIWKLE: IMr. Exa:rﬁ.ne:, I have a questlon. '
- ;‘ ; MR. NUTTER: Mr. Hinkle.
- k
Eﬂ" BY MR. HINKLE:
< | Q Mr. Ledbetter, I understood you to say that you were
;: , agsking for capaclty allowable on your expansion of this water-
§. flood.
: :’ A Yes.
| t .
- < o | Q On what basis do you ask for that? What are your groundJ
_ g
,: E g for asking for capacity alilowable?
4 < § A As an expansion of a flood that was started before the
% ; g: | Rule T0L.
: - E , Q Js that your only basis for asking for it, s=inrply becausd
: Z you got your pilot approved before Rule 701 went into effect?
e } A Yes. i
- | Q That's your only basis. In your original Order, which I
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ALBUQUERQUE, NEW MIEXICO

) — ]
i belleve wag R~1110, 2nd uwag sunplemented, and Ly =-2110-%, did

fthose Orders allow you capaclity for your pilot flood st that time?
| .

i

i
|
1,
i
s

i
~ !

< Do you have any Order of the Commission orantine you

e
m
¢
(e
|3

capacity aliowable for the flood up to the present time, or bef ore
Rule 701 went lnto effect?

A No.

MR. HINKI.E: Thatts all.

gBY MR . NUTTER:
| Q Mr.Ledbetter,thls other screage surrounding the acreage 14
iyellow and blue and enclosed in the dotted red line, do you know of
7 any other waterflood projects around the acreage in here?

A No definite plans. We have discus sed waterflocding with
all of our neighbors, but I don't know of any deflnite plans.

) Well, now, does Yewmont own any acreage on this plat,
other than that which is colored yellow?

A Yes, théy do. Therets two j0ts in Section 3%, over in |
Range 30, 15 South, the southwest of the southwest, and the south~

Jwest of the northeast.

Q You are not seelring that that acreage be included in thig

project area?

{

: A We don't have any plans for waterflooding that until we
!

- can work something out in this acreage.

| 8] Because of the detached acreage?
E A Yes.

®
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ALBUQUERQUE, NEW MEXICO

PAGE 13

PHONE CH 3-6691

% what Western Oil Fields will do, of course. Certainly, we would

. present time for unitization of any of the acreage shown on the

. plat that you have presented here?
| and I don't know of any.

' the formation of the unit in the area?

2 You stated that the expanded flecod would be a continua-
tion of the five spoi pailern. Would thet meen that the ewmont
No. 5 in the northeast of the southeast of 31 would be an injec-

tion well ==

A Yes.

& -- aven though Western 0il Fields had not commenced s
waterflood, or would you wait until Western has waterflood going
on thelr acreage?

A Wait a minute.

g Yo. 5 in the northeast of the southeaat of 31. Tt would;
appear to be a continuation of the existing pattern? |

A Well, of course, we nave no control at this time over

like to see them place that on injection.

Q Doesn't that yellow acreage there, that 30 acres, appear
to be rather detached from the main body of the project area as yo¢
have colored it on the Exhibit?‘ |

A Yes, it is somewhat; I would say.

Q Do you know of any plans which may be under way at this

A No. As a complete unit of royalty and working interest,

Q At any rate, Vewmont isn't negotiating with anyone for

&

B N S oY
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PHONE CM ).6691
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pace 14

A Ho.

18] First of all, are these two agreements identical, the
one with Southern Petroleum and the one with XKennedy?

A Essentially, they carry out the same purpose.

Q As I understand it, this is merely an operating agree-

ment whereby Wewmort 0il Corporation, or WNewmont 01l Company, ex-~

cuse me, is golng to be sperating wells belonging to Xennedy 0il

Company and to Southern Petroleum Exploration Company for a fixed i
amount each month;, is that correct? .
A Yes. In & sense, in that we will heve joint facilitiesi
involved in this thing, and the operations will be carried on to- |
gether. ‘
Q wWill Nbﬁmont spend any moneﬁ prior to the time that
Keﬁnedy or Southern Petroleum have approved an A.F.E. that Vew-
mont prepares, would you walit for the other companies' approval
prior to speﬁding the money?
A Well, =--
MR, CAMPBELI: Mr. Examiner, we would wait for the ap-
proval_under the terms of thq agreement.
MR. NWUTTER: T see.
) (By ¥r. Wutter) For monies that are expended on New-
mont?s acreage, will Kennedy or Southern Petroleum shzre in the

expenditures of monies on Mewmont'!s acreage?

A Wetre going to have a2 joint injection pressure and in-

jection plan, and, as such, why, theretll be some, depending on --i

?
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whether it's

Q If you were

area into the checkerboard area there.
1ine were going to aupply injection wellg on both

nedy's acreade, I presume that Yewmont

A Yes.

. will Newmont share in

: & Yo.

E
| Q wWill any oil be credited to a lease from which it wasn'i
| nroduced?

A No.

Q The twWwo companies will keep their accounts separate as

far as production is
A The oil wil

MR . NUTTER:

 BY MR. HIVKLE:

Q Is it your

e If 2 well on wewnontt! s

and this will serve all of it, this will be shared, actually,

to the sctual operatlion.

running a8 water line down in the southesst

for example,

coat of that line?

The well is on Kennedy'!s acreage.

acreage requires working over,

working that over?

concerned?

1 be ¥ept separate at all times.

I believe thatts all.

One or two more questions.

wr . TTE 00
il e u..v.u:.i'ler.

oginion, Hr. 7,edbetter, that thege coopera-

| tive agreements that you have entered into will protect correla~

 tive rights for all t

he parties?

, whose acreage will be tacidental. I think,

and this water)

and Kennedy would share in

\
§
!
|

vewmont and Ken-!
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|
Q Ape yOu operating this properiys +ne oilot, 2t the presef,;-;

. ¢ime ab cepacity allowables‘? |

\
]

A yeg, 5-T- \
:

\ & The production at capacitiye- apd you have no Order pwom |

\ the commigsion o oermit thet. 1% that what YO gtated in your

\; A 1 belleve that'!s righte.
WKLE: Thatt!s all.

v

MR . NUTTER S Any further questions‘? The witness may pe
;’ excused. \

(Witness excused r

\
‘* MR. CAMPBELL: 1 have 2 statement T would 13ke t° make « \

MR. NUTTER ¢ Do you nave axy other witnesses, Mp. Camp-

bell? ‘ !

i

‘\ MR. CAMPBELL: Wo. »‘
\ MR. WUTTER: Do you have anything further 3n this case, ‘{,
|
. Mr. cempbell? ‘\

¥R. CAMPBELL: A statement, Y& please. T would 1like ".\
to call to the attention of the mxaminer some £4ndings tnat were
made 1D order Yo. R-15255 which ia now eseentially. Rule 701 of
the Commission, with regard to waterflood projects that had there-
sofore peen authorized. I might also say parenthetically that thevl

s and the producing rate and the injection rate fOT these\

-t had been reported to the
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iCommiesion, and the allowables had been authorized by the Commiss-
ion. Finding Wo. 7 of that Order is that the evidence vresented

. indicates that a relatively conatant project injection rate is

|

. beneficial from the standpoint of economlcs and operation efficiendy,

and convenience, and that, thus, ite maximum allowable for any

PHONE CH 3-6691

_ |
particular waterflood project should,insofar as pcasible and prac- |

ticable, remain constant. Based upon that finding and with a

E, Inc.

y
A

— e de
413 v

finding in regard tvo the itution of faclilitlies for project;

e

o
then in existence, the Commission concluded in its Order that theg

allowable provisions contalned in revised Rule 701 shsall not apply |

|

; tc waterfliood projects heretofore authorized by the Commission or
. to legitimate expansions thereof.
If there is any purpose at all for provision, and certainly

there must have been, since it?'s based on a finding by the Com-

R REPORTING SERVI(

1
4

mission, it would appear to me that this is the type of =situation

to which the Commission magst have had reference. Here, for some

reason, apparently, the Cormission has taken the position today

. that the expansion must be uvnder the same operation or by the same

operator. So long as it?'s in the same common source of supply,

DEARNLEY-MEIF.

NEW MEXICO

} I £find that a little hard to understand a&s a distinction, but thus

" far the Commisaion has made it for that reason.along with other

ALBUQIERQUE,

reasons of operating efficiency. This operator has undertaken to
enter into an agreement, cooperstive operating agreement with the

{ owners of =mall tracts of acreage in order to develop this water-

flooé program and project in an orderly way. For all intents and




? - 1
a% . ipurposes insofar ags the operations are concerned ané¢ ihe efficlisncy
£

P ]

' of the flood and the maintenance of an orderly program of develop- !

5ment, this is exactly the same 23 you would have under a unit agred—

3
i

ment, except that the sharing of the production is not exactly the

same, although the acreasge is esentially equal, as can be seen from

!
PHOME CH 3-6691

the plat. It seems to me that if it 1s the position of the Com~

mission that these expansions must be done by the same operator in

order to make 1t a legitimate expansion of en existing project, cen-
tainly that hes been complied with in this case, and that the Orden
out of which Rule 701 wes amended seems to me,too, to apply directq

1y to a2 situation of this kind. I feel, therefore, that thls is a

legitimate request for an expansion of a waterflood project, which

|—'

' wag authorized by the Gommission prior to the time that Rule 701

wae reviged in connection with its allowasble provisions. Other-

wige, it would seem to me that the Commission,and I don't think

itts their intention to completely stifle waterflood development iﬂ
the State and protect correlative rights at the same time. %

MR. NUTTER: Does anyone have anything further they wish

to offer in Case 2299°?

)
DEARNLEY-MEIER REPORTING SERVICE, Inc.

M., BEINKIR: T would like to make a statement. i

MR. NOUTTER: r. Hinkle.

ALBUQUERQUE, NEW MEXICO

m, HI?KLE: Mr. Ezxaminer, I think the Commission well
- knows the position of the Humble in regard to capacity allowables

in connection with waterflood. I don't think I need to go into

tnat any more; we have gone into it a lot. The fact that this

S S ®
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i pilot was approved by the Statewide Order, went inio effect,7Cl,

{I don't think it entitles them to an exception st thiaz time in a

!

!

| capacity allowable for the expansion of that flood, particularly

| when the Order, which approved the flood, did not provide for

capacity allowable. The Humble is not singling out this particulap
case, but it would be against exceptions in any case to allow a2x- |
ceptiﬂns to your normal Rules for allowables in connection with !
waterflood projects. %

MR. CAMPBELL: Ir. Zxaminer, Mr. Kennedy is here, and I

L

believe has a statement Iie would like to make.

MR. KENNEDY: Well, at this time,on behalf of Kennedy Oii,
I would like to bring up the point that with Vewmont being able tog
produce at capacity allowable, referring there again to your map
with the yellow acreage in mind, we, with the checkerboard acreage,
which would be the blue acreage, would be in jeopardy with them
producing at capaclty, and we being at proration on the blue acre-
age, in all fairness, that would be why I think that consideration
should certainly be given to Kennedy 0il Company for capacity al-
lowable on our acreage involved.

MR. WUTTER: Are there anmy further gstatements in Case

22697 We will take the case under advisement, and call next Case

2301.

®©
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STATE OF NEW MEXICO )
} ss
COUNTY OF BERWALILLO )
I, ADA DEARNIEY, Court Reporter, in and for the County of

Bernalillo, State of Wew Mexico, do hereby certify that the fore-

going and attached Transcript of Proceedings before the "ew Mexlco |
|
011 Congervation Commission was reported by me in machine short- f

hand and reduced to typewritten transeript under my personal super-
;vision, and that the same 13 a true and correct record, io the besﬁ
- of my knowledge, sklll snd ability. |
WITNESS my Hand and Seal this, the 1lth day of June, 1961, inj

| the City of Albuquerque, County of RBernalillo, State of Vew Mexico

NOTARY FPUBLIC &

My Commission expires:

June 19, 1963

I do hereby certify that the foregoing is
a corpleis record of the proceedings
- T = feis) REE e ;L T mm YA %%#
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e e e ... Examiner
o vil Conssrvation Commission




CASE No. 2299
Ozder No. R-1110-3

]

] | Y II'!I\
VWP N A

'B~1110-A, EDDY COUNTY,
pew MEXICO.

l! THE COMMISSXON:

‘ This cause cams on for hearing at 9 o'¢lock a.m. on

ceme 7, 1961, ats Santa Fe, Nevw Mexiuo, hefore Daniel 8. Nuwtter, ;
mwumeumcmdm_
- Nexico refagred 0o as the "Commission, " in acooxdance
aumnuu:mmammmw -

NOW, ‘om this_ 22"d aay of Jume, 1:::. the Commission, a

FINDSs

(1) That dee 1ic aoctice haviag besn given a8 required
law, the Coammission g Jurisdiction of this ¢:uo and the m;:k;
 matter thereof. '

(2) That Order Ho. R-1110 asthorised the imstitution of a

”» w :
. Sewtioms 29, 30, asd 32 of Township 16 sSouth, mslxut, N,
‘Bddy Coumty, New Mexico.

'i (3) That Order Ho. R-1110-A authorized the uwss of different
mmmmummmua&:u. R~-1110.

(4) That the applicant, Newmont 01l Company, sesks an amend+
-u;etmln R=1110 amnd R-1110~-A to permit the sxyansiom of
. said waterflood project to inuliuds lands in Sestioms 28, 31, 32,
~33, and 24, all in Township 16 South, Range 31 Bast, NPM, Ridy
' County, New Nexico.

(S) 7"hat the applicant proposes t0 imclude in the expansion
said wetexflood projest cartaim lands im said Sectioms 28, 133,
muwymmeum to bs operated My the
thaw Fennedy O4l Compeny.

3.

N
P TP TN
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CASE ¥No. 2299
order ¥o. R-1110-B

(6) That ths applicant proposes to iaciwds im the expamsion
of said waterflood project cextaina iamds im said Sestion 32 esd
"m“‘“‘“‘wm;,‘:;;.“"m

(7} 7That the comwversiom tO water ocu.an
area proposed to e ifweiwded in the Pxo,
‘m.wumimuammmj
 smthorized prioxr to the isswamce of Oprdar Bo. R-1528, and that
this emtire avea, therefore, should be axenpt from the allowabls
-peovisions of Rule 701 B,

(8) That dwe to its locatiom from the existing floed,
4t 4is iwgroctissbis to imclude the SR/4 cf Sectiom 31, Towm-
- ahip 16 Sowkh, Range 31 East in the projest at this time.

!
1]

Sestiom 191 8/2 SR/4
Section 28; W/2 SN/4
Seatica 29: 8/2 R/2 and 8/2 |
Section 30: NR/4 and B/2 SR/4 |
Sectiom 32: N/2
Section 33: N/2, 3B/4 saad B/2 SW/4
Sestion 34: 8/2, %W/2 WN/4 i

SN/4 BR/4

(2) That all of the above-deserxibed asveage which was not
. sstlunded in the yreviously auvthorised Square laks Waterflood Pro-
© Jest is Eaxedy desiguated a legitisnte expamsion of said projest,
;mmnhmmmammzmumwzx.

{3) That the grovisions of Orders ¥os. R-1110 and R-1110-A
:-mzmumxmmczw. :

: (¢} That ths watsrficod groject as expanded by this order
2hall ke cmmwstad ia aceordmaee with the provisioms of Ruls 701 B
-ﬁammmmmmim.mumu E
Paragraph 2 above. :

' (S) That jwrisdiction of this ¢caunce is retained for the .
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- the Square Lake Pool, Eddy County, New Mexico, authorized by the

RETNADE TUT NTT NONSRRVATTON COMMISSION

STATE OF NEW MEXICO

IN THE MATTER OF THE APPLICATION OF
NEWMONT OIL COMPANY FOR AN ORDER
AMENDING ORDERS NO. R-1110 and R-
1110-A TO PROVIDE FOR APPROVAL OF A
PROJECT AREA FOR ITS SQUARE LAKE POOL
WATERFLOOD PROJECT IN SECTIONS 19, 28,
29,30, 32, 33 and 34, TOWNSHIP 16
SOUTH, RANGE 31 EAST, EDDY COUNTY,

NEW MEXICO, AND PROVIDING PROCEDURES
FOR EXPANSION WITHIN SAID PROJECT AREA.

SRV
S
.

Case No.

e N e N ' S St N o’ S S
SRR S L S A

APPLICATION

COMES NOW Applicant, Newmont 0il Company, by its attorneys,
Campbell & Russell, and states:

1. It is the operator of a pilot waterflood project in

Commission in its Orders No. R-1110 and R-1110-A dated January 15,
1958 and April 3, 1958, respectively.
2. The presently developed area of said project has

established the feasibility of waterflooding the Lower Grayburg and

Upper San Andres formations in said pool and has further established
that such flooding will result in increased ultimate recovery of
oil and will, therefore, prevent waste.

3. Applicant has an agreement withi Southern Petroleum

Exploration Companyf;as to the NE¥; of Section 32) and Kennedy 0il

w/2. -‘.v'io?-.r

Company (as to the £5SW) - Section 38; EXNW%, ESNEY, WHSE%L - Sec-
tion 33; W5SW%, W5SE%, SWINEYL - Section 34) whereby the Applicant,

as Operator, will expand?the pilot area to include the above-described

ot bt e e e cn e

and other tracts (owned by Applicant), under proper orders of the

Commission.

\\(‘ }
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4. Orders R-1110 and R-1110-A were entered prior to the
revisions of Rule 701 and this Application involves a legitimate
gxpanaion of a then-existing waterflood project.

WHEREFORE, Applicant requests the Commission to set this
matter down for hearing before an Examiner, publich notice as re-
quired by law and, after hearing, to issue its order:

1. Defining the proper limits of the Square Lake Pool
waterflood project;

\/// 2. Establishing rules for expansion of the flood within
the defined area; and

3. Providing for capacity allowables for the area in a
1ike manner as such allowables are now being permitted in the pilot

area.

Respectfully submitted

NEWMONT OIL COMPANY

P. O. Drawer 640
Roswell, New Mexico

Attorneys for Applicant

DATED: May 8, 1961
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AGIEDENT FOR COOPEBATIVE WATERFLOGD
EAST SQUARE LAKE FIELD, KDDY COUNTY. W3 Merv?en

—

THIS AGRERMENT, made and entered lato this the D™  day of

MA! , 1961, by and between NIWMONT OIL COMMANY, a Delaware

Corporation, hereinafter referred to as NEWMONT, and the KENNEDY OIL COMPANY.
a New Nasico Corporation, hereinafter referred to as KENNEDY,

WHEREAS, Kennedy is the owmer of the operating rights under certain
oil and gas leases more particularly described in Exhibit "A" attached hereto
and made a part of hereof, from which leases Kennedy is presently producing
oil from the San Andres and Grayburg producing horizons but with respect to
vwhich as of this date no waterflooding permit has been granted nor has an
application for a permit granting the right to develop such leases by water-

flooding permitting capacity allowables been filed before the Oil Conservation
Commission of New Mexico: =2zd

»

WHEREAS, Newmout Oil Company is the oumer of the operating rights
under certain oil and gas leases wore particularly described in said Exhibit
"AM on vhi.ch leases Newmont is engaged in a waterflooding project for the
purpose of producing oil from the San Andres and Grayburg producing horizons
under the a;thority of a permit Newwont holds from the 0il Conservation Commission
of New Mexico granting to Newmont the right to waterflood such leases and produce
oil therefrom with no limitatioa on allowables; and,

WHEREAS, Newmont has recently expanded from its initial pilot area
by converting and placing on injection two additional wells and as a result
of the increased o0il production to date from its waterflooding activities,
Newwmont intends to continue the orderly expansion of its waterflood until all
of its sbove described acreage which will respond to such method of production
is encommasresed 232 beiay produced by such waterflood activities; and,

WHEREAS, the parties hereto recognize that in the orderly expansion
of Mewmont's flood activities Kennedy's acreage shown on the attached Exhibit "B",
as being in the area here desigoated and hereafter referred to in this t.sree-_nt
as the Tooperative srea" will likewise become subject to waterflooding as &

natural expansion of Newmont's waterflooding activities; snd,

BEFORE EXAMINER NUTTER
O, CONSERVATION CCMMISSION
EXHIBIT NO.

CASE NO. HART 7

V4

I /




WHEREAS, the parties hereto desire to operate and develop the
leasehold acreage described in Bxhibit "A" which is located in the cooperative
area as shown on Exhibit "B" so that the wells located on such acresge in this
area will be used and operated on & ccoperative and efficient basis for the
secondary production of oil by watecflooding the presently producing San Andres
and Grayburg tormations;

NOW, THEREPORE, in consideration of the muiual covenante herein
countsined and other benefits to be derived by the parties hereto, the parties
hereto agree as follows:

I.

Kennedy hereby suthorizes Newmont to make and prosecute an application
to the 0il Conservation Commission of New Mexico for suthority to operate and
produce Kennedy's properties involved in this agreement and described in Exhibit
"A" attached hereto upon the same basis permitted to Newmont under present
authority from the Commission.

If such authority is not obtained on or before 90 days from the date
of this agreement then in that event this agreement at the option of either of
the parties lhereto shall be null and void.

II.

As Neumont's expansion of its preseat waterflood project progresases
and additional well!s located in the cooperative area need to be converted to
and operated as water input wells in order to maintain an orderly expansion
program, each party shall without delay complete the conversion and equipping
of such necessary water input wells on its own acreage as its sole cost, risk
and expense immedistely after both parties agree that such action is
appropriate and necessary.

I1X.

Within thirty (30) days after each party has approved plaans,
applications and cc=t estimates submitted by Newwont, the parties shall
commence the installation of the equipment necessary for the pressuring and
delivering of pressured water in volumes adequate to develop the properties
subject to this agreeme.t for the secondary recovery of oil through waterflood
development. The cost of such installation and equipment, including, for example

but not by way of limitation, the central water pressuring plant, water-storage




tanks, vater supply lines from Newmont's source of water, and water supply lines to
the injection wells on both the Newmont and Kennedy leases, shall be borne by the

parties hereto in the same ratio as their owmership of these "active" wells in the
cooperative aree to be served by such facilities bears to the total mumber of these

"active" wells in the cooperative area shown on EBxhibit "B to be served by sus

pey ey
i

facilities. After the installation of and payment for these facilities the ratio
of ownership shall remain constant as between the parties hereto during the
cooperative flooding of this project, regardless of any future fluctuation in the
number of “active" wells in the cooperative area, For the purposes of this agree-
ment, "active" wells are defined as wells f{n the cooperative area which are used
either for water injection purposes or as producers of oil. The cooperative area
for the purposes of this agreement is that area showm on Exhibit "B" as the
cooperative area.

All other equipment (excepting those jointly installed and paid for as
above provided) now in or on said leases, shall be and remain the property of the
party operating such leases. Any equipment hereafter placed in or on said leases
shall be at the sole expense of the party operating the lease upon which said
equipment is placed and titlie to such equipwenit shkall remain in such party.

Costs of the joint facilities shall be submitted to Xennedy on "Authoriza-~
tion for Expenditure” (AFE) and Kennedy shall promptly approve such AFE's as are
substantially within the approved estimated costs and return the same together with
his check for his proportionate part of such costs to Newmont. Thereafter Hewmont
shall proceed with the work covered by such AFE's.

iv.

Newmont shall advise upon and supervise the conversion of all wells
in the cooperative area, and supervise the installation and operation of the
joint facilities, the operation of water input weils, the rate of injection of
water into each of said ﬁells, and all other matters pertinent t> the operation of
sajd central water facilities and the wells in the cooperative area. HNewmont
shall have the rigkt of ingress and egress on each of Kennedy's leases, insofar
as Kennedy is able to so provide, for the purpose of supervising the waterflood
project.

Newmont shall conduct such supervision in a manner consistent with

- good engineering practices, and shall furnish to Kennedy monthly progress reports

setting out all pertinent information with regard thereto.

Creiym ke




Newmont, as Supervisor of the cooperative area, shall make weekly
wall tests of the producing wells located on all tracts to determine the amount
of oil and water being produced therefrom, the pump diameter, pump strokes
per minute, the number of hours tested and any other information pertinment to
toe operation of the waterflood project in the cooperative area.

" Newmont shall not be liable for any loss or damage to Kennedy arising
ocut of Newmont's a;ivice or supervision in the absence of gross negligence, bad
faith or fraud.

V.

During the life of this agreement a meeting of the parties shall be
held in each calendar quarter to consider and approve Newmont's plan of operation
and budget therefor for the succeeding quarter and to discuss such other matters
in connection with the operation of the cooperative area as either party then
deems desirable. After approval of such plan and budget Newmont shall submit
an AF2 to Raunedy based on such plan and budget for Kennedy's proportionate
part of all approved cxpeaditurcs sstimatad on 3 monthly basis. Within five

{5} uays after the receipt of such AFE Kennedy shall approvaa and retur

————a

[

£ to

Newmont together with Kennedy's check for its share of the first month's authorized

estimated expenditure. Newmont shall in each calendar month during the term of

this agreement furnish Kennedy with a statemeat supported by proper receipts

or vouchers covering all expenditures made during the previous calendar month

for the account of Kennedy, and setting forth the estimated expenditures for

the curreat calendar month as previously authorized by the outstanding AFE and

increased or decreased by the amount the actual expenditures the previous month

were greater or less than the estimate for that month. Kennedy within five (5)

days after receipt of such statement shall forward its check to Newmont covering

the estimated authorized expenditures as so adjusted for the current month.
Notﬁithstanding the foregoing Newmont may from tiwme to time without

specific prior authority expend such sums as it considers necessary or advisable

for Kemmedy's account up to $1,000 per expenditure; and in the case of au emergency

Newmont may expend such sum in excess of $1,000 without prior authorization as

it considers necessary. Newmont shall notify\Kennec‘ly of any such previously

unauthorized expenditure as made and as soon thereafter as convenient shall submit

A




a4 statement to Kemnedy for such expenditure. Kemmedy within five (5) days
after receipt of same shall pay such statement.
VI.

To compensate Newmont for its supervision of the waterflood project
and to reimburse it for its expense in connection therewith, a monthly charge
shall be made to Kennedy on the followimg basis:

o0

(a) An administrative overhead charge of § 2 per

vell per month for each injection and producing well
located on aay Xennedy tract im the cooperative area.
This rate shall commence on the effective date of this
agreement, and shall continue until comstruction of any
of the ioint facilities provided in Paragraph 1II above
has actually commenced; thereafter this rate shall ter-
minate, and during theremsaining terw of this agreement
the rate shall be as follows:
IR

(b) An administrative overhead charge of 3@ per

well per month for each inmjection and producing well
located on any Kennedy tract in the cooperative area.

In addition, Newmont shall bill Kennedy and Kennedy shall pay each
month (at the price Newmont pays) for one-half (%) of all the water metered at
the point of entry into the central plant facilities servicing this project.

Each party shall pay all direct costs of operating the wells located
on its tracts in the cooperative area, including the salary and expenses of
any and all personnel up through and including the pumper lever. In the eveat
one pumper can service all of the active wells in the cooperative area, Newmont
shall employ such pumper and his salary and the expense of maintaining such
employee shall be paid for by the parties in the same ratio as the active wells
owvned by each party hereto and serviced by such pumper bears to the total number
of active wells serviced by such pumper. «

All charges covered by this paragraph shall be estimated and included

and made a part of the quarterly budget submitted by Newmont as provided in :

Paragraph V hereof.
Newmont is hereby granted a lien on Kennedy's intzrest in the jointly |

owned waterflood facilities and equipment to secure the payment of all amounts

due or to become due from Kennedy to Newmont. Such lien may be enforced by and

at the option of Newmont as a mortgage lien or as any other lien afforded by

the law of the state in such cases.

VIiIi.

In the event this waterflood project should not be successful and




both parties hereto desire to abandon the seme, Newmont shall, upen the parties
mutually agreeing in writing, cease waterflood operations, proceed to salvage
the jointly owned equipment, sell the same and distribute the proceeds to the
;orticc in accnvdanna with the aumarchin therein. less the cost of salvaping
the same. Thereafter, this agreement chall become aull aud void aad of no

further force and effect, except as to any obligation theretofore incurred

by either party.

VTYT
VITI.
This cooperative agreement may be extended to include additionsl

leases adjacent to the area covered hereby, and to additional operators,
under the terms and conditions to be mmutually agreed upon by tae parties acrcto
and any other parties seeking to participate in the cooperative waterflooding
of the San Andres and Grayburg producing horizons in the Square Lake Field.

IX.

At any time after one year from the effective date ncreof, if
either party so desires, it may withdraw from this agreement upon sixty (G0)
days' written notice to the other party.

X.

When and if any third party owning an interest in a tract of laad
in any of the cooperative area covered in this agreement files or prescats
any claim for damages to sucn tract, suriace or sub-surface, by reason of tae
operations thereon as provided nereunder the party operating tae lease
or leases on any such tract and who is a party hereto shell be solely
responsible and liable for any such claims for damages, and will hold the
other party hereto harmless therefrom, and will take whatever action is
necessary to defend or settle amy svch claim or claims to the end tnat the
other party hereto incurs no liability or expense in connection therewith.

In the event any such claim arises on a tract or tracts oa vhich
neither of the parties hereto owms an cperating interest, then the party
or parties hereto operating a lease or leases on the tract or tracts, the
operation of which under the terms hereof forms the basis for such claim,
shall be solely responsible and liable for any such claim and shall settle
or defend the same so that the other party hereto snall not be liable therefor,

or incur any expense in comnection therewith.
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XI.

This agreement shall in no way affect the obligations of either
of the parties hereto to produce the oil from their own wells, and each
party shall continue to own and be ertitled to all production from its owm
wells and leases. The duties, lisbilities and obligations of the parties
hereto are intended to be several and not joint or collective, and nothing
herein contained shall ever be conetrued to impose a partnership obligation
or liabilicy wilh Tégard v the parties bereto. Each party sball be
individually responsible only for its obligetion as set cut herein
be liable only for its proportionste share of the costs and expenses as
herein stipulated.

XII.

This agreement shall not coustitute a partnership and each party
elects to be excluded from the application of all of Sub-Chapter K of
Chapter 1 of Subtitle A of the Internal Revenue Code of 1954, pursuant to
Section 761 thereof.

XIII.

No assigmment of this sagreeaent shall be made or become effective
unless the written consent of the non-assigning party is first obtained.
Subject heretc, and subject to the provisions of the leases, the terms and
provisions hereof shall be covenants rumning with the lands and leases
coversd hereby, and shall be binding upon and inure to the bemefit of the
respective parties kereto, t&it heirs, successors, legal representatives
and assigns.

Any sale or transfer by any of tbe parties hereto of tn intexest
in any lease committed to this agreement shall be made expressly subject to
the terms hereof.

IN WITEESS WHEREOF, the parties bereto have executed this agreement
a8 of tha date first above writtenm, which is for all purpo:,e‘s the effective

NEWMORT CIL COMPANY

Vice Pre

bert
Vice &Jdel*
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ravai W, ALMGEU TV AND
MADE A PART OF AN ACREEMENT
DATED MAY , 1961,
EETVEEN Y OIL COMPANY
AND NEWMORT GIL COMPANY

I. Kennedy 0{1l Company Leases

1.

1.

01l and GCss Lease made December 27, 1937, between the
United States and S. P. Johnson, bearing Las Cruces
Serisl o, UBUIRB(D), Lusofar &s it covers the follow-
ing lands in Eddy County, New Mexico:

Towaship 16 South, Range 31, Bast, N.M.P.M.

|
v T £8.2-1

Section 33: E/2 Wi/4

and containing 80 acres, more or less, together with

Wells Ro. 1 and 3 thereon.

. 011 and Gas Lezse made December 27, 1937, between the

United States and S.P. Johnson, bearing Las Cruces
Serial M. 065561, insofar as it covers the following
lands in Eddy County, New Mexico:

Township 16 South, Range 31 Esst, N.M.P.NM.
Section 3: SW/4 NE/4

and containing 40 acres, more or less, together with
Well No. 17 thereon.

Operating Agreement made August 26, 1943, between
Fullerton O0il Company and G. B. Suppes, insofar as it
covers 011 and Gas Lease made December 27, 1937, between
the United States and S.P. Johnson, bearing Las Cruces
Serial No. 056302(b), insofar as said Operating Agreement
and oil and Gas Lease cover the following lands in Eddy
County, New Mexico:

Township 16 South, Range 31 ERast, K.M.P.M.

Section 28: W/2 SW/4
Section 33: E/2 NE/4, W/2 SR/4
Section 34: W/2 SE/4, W/2 SN/4

and containing 400 acres, more or less, together with

Wells Nos. 2,4,5,6,8,10,11,12,13,15 and 16 thereon.

1 Comgpany iLeases

01l and Gas Leace made December 27, 1937, between the
United States and S. P. Johnson, bearing Las Cruces

Serial No. 063368, insofar as it covers the following
lands in Rddy County, New Mexico:

Towaship 11 South, Range 31 East, N.M.P.K.
Section 33: W/2 Wi/4&, W/2 WE/4, E/2 SE/4, B/2 SW/4
and coutaining 320 acres, mcre or less, together with

Well ¥os. 1,2,3,4,5,6,7, and 8 thereon.

e h L i
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2. 0il and Gas Lease sade December 27, 1937, between the
United States and S. P. Jobnson, bearing Las Cruces
Serial No. 065561-A, insofar as it covers the following
iands in Eddy County, Hew Mexico:

Towuship 16 South, Range 31 Bast, N.M.P.M.
Section 3k: B/2 SE/4, W/2 Wilb

and containing 160 acres, more oF less, together with
veils Mos. 1,2,2 and & rhereone

2 nil and Gas Lease made December 27, 1937, between the

United States and S. P. Johnwon, Learing las Cruces

Serisl No. 029438(b) , insofar as it covers the follow-
jing lands in Bddy County, New Mexico:

Towaship 1€ South, Range 31 Bast, M.M.P.M.
Section 34: Ef2 sw/a

containing 80 acres, more or less, together with

Wells Nos. 5 and 6, thereon.
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. and other benefits to be derived by the parties heveto, it is agreed es follc

EAST SQUARR LAKE FIELD, EDDY COUNTY, MEW MEXICO

THIS AGREDMENT, made and entered into this the o234 day of
__2&.55__. 1961, by and between NEWMONT OIL COMPANY, a Delaware
Corporatiomn, hereinafter referred to as NENMONT, and Southern Petroleum Exploration
Company, Inc., & Delaware Corporation, hereinafter referred to as Southern Petroleum.

WITNESSETRH:

WHKREAS, Southern Petroleum is the owner of that certs in oil and gas
lsass dated April 10, 1934, bearing Serial No. B~2721 executed by the State of
New Mexico ss Lessor to Southerm Petroleum Exploration Company, Inc., as Lesses,
covering among other lands the Northeast Quarter of Section _32, Township 16 South,
Range 31 EBast (hereaiter referred i¢ as Subject Acreage) and from vhicli Southern
Petroleum is presently producing primary oil from the San Andres and the Grayburg
producing boriszome, but with respect to which as of this date no waterflooding
permit has been granted, nor has an application for such permit been made; and,

WHEREAS, Mewwont Oil Cowpany is the owner of the operating rights under
certain oil and gas lesses abutting the Southern Petroleum Company acreage om the
north, east and west, and on which such leases Fewmont is engsged in & waterfiooding
projecc for the purpose of producing oil from the San Andres and Grayburg producing
horizons under the authority of z permit Newmont holds from the 01l Conservation
Commission of Mew Mexico granting to Newmont the right to waterflood such leases
and produce o0il therefrom; and,

WHEREAS, Newmont has recently expanded from its initial pilot area and
is presently injecting water into two wells, each of which constitute direct off-
sets to the Subject Acreage; and,

The parties hereto recognize that in the orderly expansion of Newmont's
flood activities the Subject Acreage will become subject to waterflooding as &
natural expansion of Newmont's waterflooding activities; and,

WHEREAS, Southern Petrolemm desires to have Newmont develop and operate
the Subject Acreage so that such acreage may become wbjeét to secondary p(ri;duction
by waterflooding at the earliest possible date. o

BOW, THREREFORE, in consideration of the mutual convenants herein contained
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Scuthern Petroleum hereby asthorizes Newmcut to meke and prosecute aa
application to the 0il Conservation Commission of New Mexico for suthority to
operate and produce Southerm Petrolsum's properties iavolved ia this agreement
and described in Exhibit "A™ attached hereto upon the ssme basis permitted to
Newsont under presemt utﬁoucy from the Commission.

1f such suthority is not obtained om or before 90 days from the date of
this agresment then in that event this agreement at the option of either of the
parties hareto shall be null and woid.

1I1.

Wewmonc on the effective date of this agresment will take over Subject
Acreage aud thereafter perform or have performed such work on the wells located
thereon as Newmont deems advisable so that Wells Mos. 2 and 4 may be comverted
to water input wells just az soon as permission for such conversiem of wells
can be secured from the 0il Conservation Commission of New Mexico. Newmont will
thersafter oporate this acreage during the term of this agreemeat pursuamt to the
provisions hereof and in a mamner consistent with good emgineering pt:cticcy.
Newmont shall have such right of ingress and egress on Subject properties as
is necessary for it to assume and discharge its obligations recited herein.

III.

Newmont shell not be liable for any loss or damage to Southern Pecrrolemm
arising out of Newmont's operations hereunder in the absence of gross negligemce,
bad faith or frsud.

Iv.

As soon as possible after the effective date of this agreement Newmont
will submit to a representsative of Southern Petroleum (hereafter designated) a
plan (together with budget) to convert Wells NMos. 2 and 4 to water imput wells
and the commection of such wells to Newmont's cemtral water p;:eunri.ng facilities.
Such budget will be in the form of an Authorization for Expenditure (A.F.E.)
which, if acceptable, will be spproved and returned to Newmont together with
Southern Petroleum’s check for the first month's estimated expenditure. There-
after, Newmont will bill Southern Petroleum mouthly for the estimated sxpenditure

for the succeeding wonth on the basis of the expense suthorized by such A.F.E.




Southern Petrolewm within five days after receipt of such estimates will submit
its check in payment of such estimated expemgitures.

Except for this initisl plan, budget and A.F.E. which will cover the
ns jor expenditures in connection with the development of Sudbject Acreage, it is
not contemplated that any sdditional plaas or budgets for the operating of subject
acreage will be sutmitted for approval during the term of this agresment.

It i{s understood, however, that Newmomt may spend without prior specific
suthority such sums as it deems necessary or advisable for Southern Petrolemm's
account up to $1,000.00 per expenditure; and in the case of an emergency Newmomt
msy expend such a-- in excess of $1,000.00 without prior suthorization as it
considers necessary. HNewmont will notify Southern Petroleum of any such previously
unauthorized expenditure as made and as soon thereafter as convenient shall submit
a statement to Southern Petroleum for such expenditure. Southern Petrolewm within
five (5) days “fter receipt of same shall pay such statement.

v.

Newmont shall furnmish Southern Petroleum monthly progress reports setting

out sll pertinent information with regard to the operation of Subject Acreage.
Vi,

To compensate Newmont for its operation and supervision of Subject Acreage
and to reimburse it for its expenses in connection therewith, a monthly charge of
$240.00 shall be made to Southem Petroleum.

In addition Hewmont shall biil Southere Petroleus snd Southern Petrolemm
shall pay each month for all the water metered into Southern Petroleum's water
input wells. The charge for the water will be at the per barrel rate equal to the
amount Newmont pays Yucca Water Company for such water plus an extra charge of
1¢ per barrel to defray Newmont's expense of pressuring such water for imjection
purposzes.

Southern Petroleum in addition will pay as direci amaiges all Sther coste
and u:pmes of developing and operating Subject Acreage, including the salary
and expenses of amy and all persommel up through and including the pumper level.
If Newmont, as contemplated, furnishes the pumper who will take care of the wells
on Subject Acreage, Southern Petroleum will be charged a pro-rata share of the

cost of maintaining such employee based on the direci ratio between Southern
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Petrolam's wells opersted by such pumper and the totsl number of wells for which
such pumper is respomsible.

Mowmane is herehw eramted a liem on Southern Petroleum's interest in
the Subject Acreage together with the equipment and facilitias located thereocm to
secure the payment of all amounts due Oor to become due from Southern Petrolewm to
¥oumoat. Such lien mey be enforced by and at the ootion of Newmont as a mortsage
lien or as sny other lien afforded by the law of the State in such cases.

VII.

In the event any claim for damages is made by a third party or a
lawsuit is filed by any third party as a result of the development and operation
of Sobkject Acreage vaday the terms hereof, Southern Petroleum will defend such
clainm or lawsuit and will Lold Wewmomnt harmless in the abnﬁcc of gross negligence
on the part of Newmont.

VIII.

This agreement shall in no way sffect the obligations of either of
the parties hereto to produce the oil from their own wells, and each party shall
continte to csn snd be entitled to all production from its own wells and lcases.
The duties, liabilities and obligations of the parties hereto are intended to be
several and not joint or collective, and nothing herein contained shall ever be
construed to impose a partnership obligation or liability with regard to the
parties hereto. Each party shall be individually responsible omly for its
obligation as set out herein, and be liable only for its proportionmate share
of the costs and expenses as herein stipulated.

Ix.

This agreement shall not comstitute 2 partnership and each party
elects to be excluded from the application of all of Sub-Chapter K of Chapter 1
of Subtitle A of the Internal Revenue Code of 1954, purmt; to Section 761
thereof.

X.

R. S. Gaston, whosa address is P. O. Box 515, Hobbs, New Mexico is
hereby designated by Southern Petroleum as its represemtative for all purposes
under the terms of this agreement.

| xI.

¥o assignment of this agreement shall be madé or become effective
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Sub ject hereto, and subject to the pruvisions of the lesses, the terms and
provisions hereof shall be covensmts rumming with the lands and lesses covered
heredy, amd shall be bindimg upon and inurc to the bemefit of the respective
parties hereto, their heirs, successors, legal representatives and assigne.
Any sale or transfer by any of the parties hereto of an interest
in any lease committed to this agreemeni shall be made expressly subject to
the terms hexeof.
IN WITN:SS WHERROF, the parties hereto have axecuted this sgreement
as of  the date first above written. The effective date however will de June 1,
1961, -

»
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UNITED STATES
DEPARTMENT OF THE INTERIOR

GEOLOGICAL SURVEY
Drawer 1857
Roswell, New Mexico

Newmont 0il Company
Fort Worth National Bank Building
Fort Worth 2, Texas

Attention: Mr. Charles C. Langdon
Gentlemen:
Your letter of May 12, 1961, requests approval to jnitiate a cooperative

waterflood in the Grayburg formation in the East Square Lake Field, Eddy
County, New Mexico, which will include the following Federal leases:

MM 08131 LC 060528
LC 029426-A 1C 060543
LC 029426-B LC 060723
LC 029431 LC 060571
LC 029437 1C 063368
LC 029438-B LC 065561-A
LC 056302-B LC 068064

You have furnished a plat showing the proposed injection pattern to be
used in the cooperative waterflood program which involves staggered
injection wells across the individual Federal and State lease lines.

Your proposal is approved as to the above described Federal leases
subject to the condition that theooil produced from each Federal lease
shall be individually measured and sold.

The appropriate notices to convert wells to water injection wells should
be filed with the District Engineer, U. S. GCeological Survey, Drawer U,
Artesia, New Mexico. Duplicate copies of a monthly progress report
should be submitted to this office including the amount of water injected
into each well and average injection pressures.

Very truly yours,

-
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—

JOHN A. ANDERSON
Regional 0il and Gas Supervisor

BEFORE EXAMINER NUTTER
OIL CONSERVATION COMMISFIDN

BT NO. e
CASE NO. 29 J— [
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