
STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

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

CASE NO. 10S10 
ORDER NO. R-7900-A 

APPLICATION OF MARBOB ENERGY CORPORATION FOR STATUTORY 
UNITIZATION, EDDY COUNTY, NEW MEXICO. 

ORDER OF THE DIVISION 

BY THE DIVISION: 

This cause came on for hearing at 8:15 a.m. on August 26, 1993, at Santa Fe, New 
Mexico, before Examiner Michael E. Stogner. 

NOW, on this 2 8th day of October, 1993 the Division Director, having 
considered the testimony, the record and the recommendations of the Examiner, and 
being fully advised in the premises, 

FINDS THAT: 

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

(2) The applicant, Marbob Energy Corporation ("Marbob"), seeks the statutory 
unitization, pursuant to the "Statutory Unitization Act", Sections 70-7-1 through 70-7-21, 
NMSA (1978), of 5149.44 acres, more or less, of all mineral interests in the Grayburg-
Jackson (Seven Rivers-Queen-Grayburg-San Andres) Pool in Eddy County, New Mexico, 
said unit to henceforth be known as the Burch-Keely Unit Area: the applicant further 
seeks approval of its "Unit Agreement" and "Unit Operating Agreement", which were 
submitted at the time of the hearing in evidence as applicant's Exhibit Nos. 3 and 4. 

(3) The applicant proposes that said unit comprise the following described 
area in Eddy County, New Mexico: 

TOWNSHIP 17 SOUTH. RANGE 29 EAST. NMPM 
Section 12: 
Section 13: 
Sections 23 through 26: 

SE/4 SE/4 
All 
All 
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TOWNSHIP L7 Sv)l i i i . RANGi- >C PAST. NMPM 
Sections 18 and 19: All 
Section 30: A'1 

(4) The proposed vertical i ' l i i i ' - o- "Unitized Formation" of said area is to 
comprise that interval from tlo top of the So Rivers formation to the base of the San 
Andres formation (which also correspond; with the vertical limits of the Grayburg-
Jackson Pool) rr to a true vertical depth of 5 j , f ; i feet below the surface, whichever is 
lesser. 

(5) The horizontal confines of said unit are entirely within the boundary of the 
Grayburg-Jaekson Pool that has been reasonably defined by development and includes 
a large portion that has been under waterflood since 1985. Currently there have been 
a total of 209 wells drilled in the proposed unit area. 

(6) The aforementioned waterflood within the proposed unit area is the 
Phillips Burch-Keely Cooperative Watertlood Project that was approved by Division 
Order No. R-7900, dated April 25, 1985, and comprised the Keely "A" Federal, Keely 
"B" Federal, Keely "C" Federal, Burch 1313 Federal, Burch "C" Federal, and Dexter-
Federal Leases in Sections 23, 24, 25, and 26. Township 17 South, Range 29 East, 
NMPM, and Sections 19 and 30, Township 17 South, Range 30 East, NMPM. Eddy 
County, New Mexico. Phillips Petroleum Company ("Phillips") operated said project until 
.November, 1992 when Marbob purchased Phillips' interest as to all of that area involved 
in the cooperative waterflood area. 

(7) The proposed Unit Area contains seen separate tracts of land owned by 
five different working interests. There is only one royalty interest owner in the Unit 
Area, the United States government. The stat;:-; '•>!* the overriding royalty interest owners 
in each tract is as follows: 
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Status of Overriding R, \aUy InurcsU !iy Trad 

i Tract 
I Tract 2 i !\>Ct 3 T A yy> 

Tract 
4 

i 

Tract 5 Tract •> i Tract 
I 

Tract 
4 1 

fetal Number of 
Interests in Tract 

37 48 -> 2 17 17 ~> 

Number 
Committed 

31 28 

•> 
15 15 S 

Number 
L .l-Commilted 

6 13 0 0 2 2 0 

Un-Committcd 11.03 13.05 0 G 2.43 2.43 0 

Tract 1: Keelv "A" Lease (640-acres) 
Tract 2: Burch "AA" Lease (629.70-acres) 
Tract 3: Burch "BB" Lease (784.52-acrcs) 
Tract 3B: Keelv "B" Lease f480-acrcs) 

Tract 4 
Tract 5 
Tract f» 

Burch "C" Lease (! 115.22-acres) 
Keely "C" Lease (1470-acrcs) 
Dexter Lease (40-acres) 

(8) The applicant has made a good faith effort to contact and/or secure 
voluntary unitization of all the above-described un-committed interests within that 
portion of the Grayburg-Jaekson F:>ol affeciod by this application. However, no 
interested party or person entered ;ui appear-;-tee or opposed the application at the 
hearing. 

(9) Should this application to unitize the subject area be approved the 
applicant intends to subsequently seek approval to extend the existing waterflood project 
to include injection operations in the remaining area of the proposed Unit. Prior to that 
time however Marbob will undertake additional work to determine the exact needs for 
such request. According to the testimony presented there are currently 49 wells within 
the Unit area that are either inactive injectors or shut-in producers. All wells would be 
returned to production within a three year period. An infill development program will 
be initiated in order to identify certain target areas that might have additional 
recoverable reserves and could ultimately benefit by an infill injection program. 

(10) From testimony presented at the hearing the existing waterflood project 
within the area under unitization would enable the operator to manage the secondary 
recovery operations more efficiently and serve to lessen the problems of associated field 
operating procedures and the burdens of rights-of-ways and governmental permitting. 
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(11) The applicant, through testimony, estimated that under current operations 
the recovery from the proposed Unit to be 1,487,000 barrels of oil. Under unitized 
operations total recovery was estimated at :\7n6.000 barrels of oil, or an increased 
recovery in excess of 4,000,000 barrels. 

(12) The unitized management, operating and further development of the 
Grayburg-Jaekson Pool, which is the subject of this application, is reasonably necessary 
in order to effectively carry on secondary recovery operations and to substantially 
increase the ultimate recovery of oil and gas from the unitized portion of the pool. 

(13) Unitized methods of operation applied to this portion of the Grayburg-
Jaekson Pool are feasible and will result with reasonable probability in the increased 
recovery of substantially more oil and gas from the unitized portion of the pool than 
would otherwise be recovered without unitization. 

(14) Marbob's witness at the hearing anticipated their costs involved with the 
Unit to be approximately $28,000,000.00 and the additional value to be recovered to be 
approximately $81,000,000.00. 

(15) The estimated additional costs of such operations are not expected to 
exceed the estimated value of the additional oil so recovered plus a reasonable profit. 

(16) The participation formula contained in the "Unit Agreement" allocates the 
produced and saved unitized substances to the separately owned tracts in the Unit Area 
on a fair , reasonable, and equitable basis. 

(17) Such unitization and adoption of applicant's proposed unitized method of 
operation will benefit the working interest owners and royalty owners of the oil and gas 
rights within this portion of the Pool. 

(18) The granting of the application in this case will have no adverse effect 
upon other portions of the Grayburg-Jaekson Pool. 

(19) The applicant's Exhibit Nos. 3 and 4 in this case, being the Unit 
Agreement, as amended, and the Unit Operating Agreement should be incorporated by 
reference into this order. 

(20) The Burch-Keely Unit Area Agreement and the Burch-Keely Unit 
Operating Agreement, provide for unitization and unit operation of the Burch-Keely 
Unit Area upon terms and conditions that are fair, reasonable and equitable, and which 
include: 



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

a provision for the credits and charges to be made in the 
adjustment ymosg the owners in the unit area for their respective 
investments in wells, tank1;, pumps, machinery, materials and 
equipment contributed to the unit operators; 

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

a provision for carrying any working interest owner on a limited, 
carried or net-profits basis, payable out of production, upon terms 
and conditions which are just and reasonable, and which allow an 
appropriate charge for interest for such service payable out of 
production, upon such terms and conditions determined by the 
Division to be just and reasonable; 

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

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

the time when the unit operation shall commence and the manner 
in which, and the circumstances under which, the operations shall 
terminate and for the settlement of accounts upon such 
termination. 
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(21) The statutory unitization of the Burch-Keely Unit Area is in conformity 
with the above findings, and will prevent waste and protect correlative rights of al! 
interest owners within the proposed unit area, and should be approved. 

IT IS THEREFORE ORDERED THAT: 

(1) The application of Marbob Energy Corporation for the Burch-Keely Unit 
Area, covering 5149.44 acres, more or less, of federal lands in the Grayburg-Jaekson 
(Seven Rivers-Queen-Grayburg-San Andres) U ^ l , Eddy County, New Mexico is hereby 
approved for statutory unitization pursuant to the ' Statutory Unitization Act", Sections 
70-7-1 through 70-7-21, NMSA (1978). 

(2) The Burch-Keely Unit Agreement and Burch-Keely Unit Operating 
Agreement, which were submitted at the time of the hearing in evidence as applicant's 
Exhibit Nos. 3 and 4 are hereby incorporated by reference into this order. 

(3) The lands herein designated the Burch-Keely Unit Area shall comprise the 
following described acreage in Eddy County, New Mexico: 

TOWNSHIP 17 SOUTH. RANGE 29 EAST. NMPM 
Section 12: SE/4 SE/4 
Section 13: All 
Sections 23 through 26: All 

TOWNSHIP 17 SOUTH. RANGE 30 EAST. NMPM 
Sections 18 and 19: All 
Section 30: All 

(4) The vertical limits or "Unitized Formation" of said area shall comprise that 
interval from the top of the Seven Rivers formation to the base of the San Andres 
formation (which also corresponds with the vertical limits of the Grayburg-Jaekson Pool) 
or to a true vertical depth of 5,000 feet below the surface, whichever is lesser. 

(5) The applicant shall continue with its current waterflood activities and 
expand such operations for the secondary recovery of oil and associated gas, condensate 
and all associated liquefiable hydrocarbons within and produced from the Unit Area. 
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(6) Since the persons owning the required statutory minimum percentage of 
interest in the unit area have approved or ratified the Unit Agreement and the Unit 
Operating Agreement, the interests of all persons within the Unit Area are hereby 
unitized whether or not such persons have, approved the Unit Agreement or the Unit 
Operating Agreement in writing. 

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

(8) Jurisdiction of this cause is reta.ined for the entry of such further orders 
as the Division may deem necessary. 

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

STATE OF NEW MEXICO 
OIL CONSERVATION D I \ 


