 SASE.4936: Application of TEXACO
FOR A VATERFLOGD PROJECT, LEA
mn' NEN MEXICO.
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BEFORE THE
NFW MEXICO OIL CONSERVATION COMMISSION
OI1, CONSERVATION COMMISSION CONFERENCE ROOM
STATE LAND OFFICE BUILDING
SANTA FE, NEW MEXICO
April 11, 1973

EXAMINER HEARING

i - St e i . .

IN THE MATTER OF:

Application of Texaco. Inc. for
dissolution of a unit and approval
of another unit, lLea County, New
Mexico; and application for a
waterflood project, lLea County,
New Mexico.

]
)

Cases No. 4935 and 4936

Nl Nt i Nl sl okl kB Nt g ul ot

D e e e —— -——

BEFORE: Elvis A. Utz
Examiner

TRANSCRIPT OF HEARING
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MR, UT%Z: My, Bateman, is the extent of 4935 and 4936
the same?

MR. BATEMAN: Ves, it is, it's identical.

MR, UTZ: One is for Aissolution and one is for enlarge-
ment of the pool?

MR. BATEMAN: One for enlarging the unit and the esta-
hlishment of a waterflood project.

MR. UTZ: Call Cases 4935 and 4936.

MR. CARR: Case 4935, Application of Texaco, Inc. for
dissolution of a unit and approval of another unit, Lea
County, New Mexico. Case 4936, Application of Texaco, Inc.
for a waterflood project, Lea County, New Mexico.

MR. UTZ: These cases will be consolidated for purposes
of testimony, separate orders will be written.

Let the record show that the witness, Ken Peters, was
sworn in previous cases.

MR. BATEMAN: My, Examiner, I am XKen Bateman of White,
Koch, Kelly & McCarthy cppearing for the Applicant.

DIRECT EXAMINATION

BY MR. BATEMAN:

0 Mr. Peters, would vou please state your name and position
for the record?

A My name is Kenneth Peters, I am employed by Texaco,
Incorporated, in the Hobbs District Office as District

Production Engineer.
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As a part of your employment, are you familiar with the
area in question and the two applications?

Yes, sir, I am.

All right. Would vou refer to Exhibit No. 1 which is an
ownership map, and explain in detail what Texaco seeks by

its application?

RrE

P
In this application, Texaco maz

fﬁe following recommenda-

'?f

tions: That it be permitted t ;?iate secondary recovery

operations of the 520 acres loca;éd in vportions of Section
21, 27, and 28, Township 26 South, Range 37 East, Lea
County, New Mexico, consisting of both federal and state
lands and the proposed project will consist of a total of
12 wells located in the Rhodes Yates Pool. Texaco seeks
that the State "JD" Unit operated by Texaco and authorized
by Commission Order Neo. R-3889 on December 2, 1969, be
resolved, and that Texaco be permitted to initiate secondary
recovery operations in the proposed project by converting
six producing wells to injection and drilling one injection
well and one producing well on orthodox locations, and
that Texacc be authorized to include additional lands and
injection wells in the area of the project without hearing,
subject to adminiétrative approval of the Commission. Tt
would be recommended that the proposed secondary recovery
project be authorized and governed by the provisions of

Rules 701, 702 and 703 of the Commission's rules and




1 requlations.

2 MR, UT%: Just a moment, Mr, Peters. You stated that

3l the "ID" Unit Order was 3889, I believe, and our advertisement
4 shows 3886. 1Is the advertisement right or are you?

5 THE WITNESS: I will have to double check that, sir.
6 My figures do show that it is 3889, hut this can be verified
7 and entered into the record.

8 MR. UTZ: You may proceed. We will check it out.

9 0 (By Mr. Bateman) Mr. Peters, you do seek authority to
10 drill two new wells, is that correct?

11 A Yes, sir, that's correct.

12 0 One producer and one injection well?

13 A Yes, gir.

14 0 All right. Would vou continue with Exhibit No, 2, which,

15 T understand, i{s the Unit Agreement which has been proposed
16 and executed in this matter?

17 A Yes, Exhibit No. 2 is the proposed Unit Agreement. The

18 first page is the table of contents, or index. Of interest

19 to this case would be Page 2, Section 2, which gives the

20 lega)l description of the unit.

21 The entire unit will be in Township 26 South, Range 37
. 22 East, and will include 520 acres, more or less, of the

23 Fagtern half of the Southeastern quarter sof Section 21,

24 the Western half of Section 27, and the Worthern half

25 of the Northeastern quarter and the Southeastern quarter

™
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of the Northeastern quarter of Section 28, The unit
unitized interval is shown on paragranrh 2, section 2,
paragraph (g) and it is as follows: 1It's defined as a
stratigraphic interval in the Yates-Seven Rivers Formations

encountered hetween the depths of 2912 feet and 3400 feet

Radioactivity Log of the Amerada Petroleum Corporation
State "OA" Well Buitier
be 1875 from the North line and 765 feet from the West

1ine of Section 27, Township 26 South, Range 37 East, lLea
County, New Mexico.

I would refer to Exhibit 3, which is the reference log,
and this depicts the top of the Yates at 2960 feet and the
top of the Seven Rivers at 3245 feet. At Section 6, Page
4, the Unit Agreement clearly defines that Texaco,
Incorporated will be the unit operator, and I would like
to also call your attention to Exhibit A of the Uait
Agreement, which is in the back of this Unit Agreement.

This shows a plat depicting portions of the proposed

unit by tract number, showing federal and state acreage,

and Exhibit B is a schedule showing the acreage comprising
each tract, and percentage of the ownership, working
interest ownership in each tract, together with the

royalty percentage in each tract, and the ownership thereof|

The Commissioner of Public Lands has granted tentative
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approval as to the form and content of the Unit Agreement
on Auqust 23, 1972, and the USGS has dohe likewise by
letter dated Nctober &, 1972. At the present time there
is 100% working interest signed up in the proposed unit
and 10Nt of the over-riding royalty has been signed up.
Mr. Peters, for the record, the well referrved to in
Exhibit No. 3, which is the Amerada State "JA" Number 3,
is well Number 3 in your State "JID" Unit, is that correct?
Yes, sir, that is correct.
Which is shown on Fxhibit 17
Yes, sir, and this difference was denoted when the State
"ID" Unit was formed and the wells within the unit were
renumbered.
All right. Continuve with Exhibit No. 4, the structure map.
Exhibit No. 4 {s a structure map superimposed upon the
proposed project area. The contour interval is in 25 feet.
With this, I'11 give a brief description of the field.
The Rhodes Yates Pool was discovered in 1927 with produc-
tion being derived from the Seven Rivers Formation and the
White Horse Grour, Guadalupe Upper Penn Permians, and the
Rhodes is located on the Vestern slant on the central
basin platform on the Southeastern corner of Lea County,
New Mexico.

The Seven Rivers Formation is depicted a gray dolomite

with associated thin beds of sand and the structure is




1‘; anticlinal trending Northwest to Southeast with oil

accumulations found in stratigraohic traps formed as

3 the sands wedge out up-dip. The Rhodes Yates Pool pro-
4} ducas by solution gas and a Gas Cap drive, and the oil is
55! a sweet group with an average gravity of 35.1 api and

6 | the pool is in a late stage of primar& depletion with

7 { many wells at or near their economic limit. To amplify

8 this, as of February 1, 1973, the production records

9 listed 31 wells producing from the pool. During January,
10 1973, the pcol produced 12,936 barrels of oil and 7,387
11 barrels of water. The average GOR was 1,702 cubic feet
12 per barrel of oil and the cumulative production, the

13 cumulétive oil production, to February 1, 1973, was

14 6,619,568 barrels of oil.

15| 0 Continue with Exhibit No. 5, if you will, and describe
16 the project, that is, the secondary project.

17 A Okay. The proposed project area will consist of both

18 state and federal lands. The "JD" Unit, operated by

19 Texaco and, again, this is authorized by Commission Order
20 R-3889, will be dissolved and included in the proposed

21 project as can be seen in Exhibit 1. The State "JD" Unit
22 consists of 160 acres and two producing wells and two

23 other producing wells that were approved for conversion
24 to injectinn but were never converted.

25 Injection will be on an 80-acre 5-spot pattern with an

hoc .




li anticipated {nitfal injection rate of 1,000 barrels of

2‘ water per day per well at a pressure of approximately

3 500 psi, and the flood pattern will be completed by drilling
4 one injection well and one producing well as shown on the
5 base map in FExhibit 1.

6 for the record, the location ol the propused injecilion
7 well, the H. G. Moherlv "C", will be located 660 feet from
8 the South line and 660 feet from the Fast line of Section
9 21, Township 26 South, Range 37 East, and the producing

10 well, the New Mexico "AD" State Well Number 3, will be

11 lacated 660 feet from the North line, 660 feet from the

12 East line, in Section 28, also Township 26 South, Range

13 37 East.

14| 111 seven injection wells will be equipped with plastic
15 coated tubing and a tension-type packer, and by referring
16 to Exhibit No. 5, we have a typical sketch of an injection
17 well, and tﬁis is the "JD" Unit Well Number 2. The

18| cement is circulated on the 8 and 5/8 surface pipe and

19 || on the 5 and 1/2 inch casing, the cement top is at 1,008
20 feet. In all wells, plastic coated tubing will be set

21 Qith a tension-type packer. In this particular welli, it
22 will he at 3120 feet, a pressure gauge will be placed on
23 the annulus of all wells, and all the annuluses will be
24 filled with inhibited-type fluid.
25 Exhibit No. 6 is a data sheet of the proposed injection

L
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wells showing the size, the depth, and the amount of the
cement and cement top used for the surface casing, and
the production casing, and also the injection interval is
shown.

Exhibit No. 7 is entered into the record to show the
locations, the leagal locations, of the proposed injection
wells. Coke Fxploration initialed waterflooding in the
pool, 2 and 1/2 mile. Southeast of the proposed project
in November of 1959 and Texaco completed flooding with the
W. H. Rhodes "B" lLease adjacent to the proposed unit in
November, 1964, hy converting t&o wells to injectioh.

And. excellent resnonse has been obtained on both of these
waterflood projects. The ten existing wells in the project
area produced 931 barrels of 611 and no water with an
average GOR of 3712 during January, 1973. The cumulative
o1l production for the project to Februnary 1, 1973, was
1,080,831 harrels of oil, which accounts for 95% of the
alternate primary. Secondarv recovery reserves for the
provosed unit are 1,276,000 barrels of oil and a peak
production rate of 900 barrels of oil per day will occur
three years after the start of the injection.

Exhibit No. 8 i3 entered showing the current producing
rates and the allowables for the wells in the proposed
project:; and, during January, these wells produced an

average of three barrels of oil and no water, and therefore
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this project will be a waterflood and not a pressure
maintenance project.

Mr. Peters, what will be the source of the water?

Texaco has a private water sunply in the Southwestern
quarter of Section 9, Township 26 South, Range 37 East,
located about two miles Northwest of the proposed "JD"
nit, and Texaco has watexr richts of 450-acre feet per
annum, «hich is 9,560 barrels of water per day, held
under State Engineering Permits Numbers CP-452 through
452-X-7, and four of those permits are for alluvial
water to a depth of 150 feet, and for alluvial water to
a depth of 550 feet, and these permits will provide a
total of 450-acre feet of water per annum and any combina-
tion of alluvial or non-alluvial water. And, there are
45-acre feet per annum of Santa Rosa water rights which
are held under Declaration CP:-453 and 453-X. There are
wells that are 52% feet deep which furnish injection water
for Texaco's W. H. Rhodes "B" Federal Tract 1 Waterflood
Project.

All right. Mr. Peters, will the granting of your appli-
cation prevent waste and protect correlative rights?
Yes, sir, it will.

Were Exhibits 1 +hrough 8 prepared by you or under your
direction?

Yes, sir, they were.




12

MR. BATEMAN: I offer FExhibits 1 through 8 at this
2} time.
3 MR. UTZ: Without objection, Fxhibits 1 through 8

4 will he entered into the record of these cases.

> CROSS EXAMINATION

&1l BY MR. urz:

74 0 Mr. Peters, does nxhibit Mo, 7 corroetly state the designa-
8 tion and location of all seven subject injection wells?

9| A Yes, eir, it does.

10} 0 Now, Exhibit 5 is aschematic of the "JD" Number 2. Will

11 this be the way that all seven wells will be completed

12 for injection?

13 A Yes, this is just a sketch of this individuwal well and

14 it is typical of the way the remaining other =ix wells

15 will be completed.

16 MR. UTZ: Are there any other questions of the witness?
17 (No response)

18 MR. UTZ: He mav bhe excused. Are there any.statements

19 in the case?
20 (No response)
21 MR. UTZ: Let's make a correction in regard to the

22 order number. The order number for the "JD" Unit is 3886, for

23 the waterflood is 3889, correct the record to show that. <he

24l advertisement, in other wcrds, was correct.
)

THE WITNESS: The number given, R-3889 was for the




13

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

waterflood portion of that unit?

MR. UTZ: Correct.

A Rk Kk %

STATE OF NEW MEXICO )
) 53
COUNTY OF BERNALILLO )

I, JOHN DE LA ROSA, a Court Reporter, do hereby certify
that the foregoing and attached Transcript of Hearing before
the New Mexico 0il Conservation Commission was reported by
me; and that the same is a true and correct record of the

said proceedings, to the best of my knowledge, skill and

ability.

QO 90 90 Voo,

K} COURT REPORTER

—~ BE¥aminer
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GOVERNOR

BRUCE KING
OIL CONSERVATION COMMISSION CHAIRMAN
STATE OF NEW MEXICO LAND COMMISSIONER
ALEX }J. ARMIO
P. 0. POX 2088 - SANTA FE MEMBER
87301
STATE GEOLOGIST
A.L PORTER,JR.

SECRETARY - DIRECTOR
May 21, 19723

Re: Case No. 4936
Mr. Ken Batesmen Order MNo. R-4521
White, Xoch, Kelly & McCarthy
Attorneys at Law Applicant:
Fost Office Box 787
Santa Fe, New Mexico Texaco Inc.

Dear Sir:

Enclosed herewith are two copies of the above~referenced
Commission order recently entered in the subject case.

Very truly yours,

A. L. PORTER, Jr.
Secretary-Director 4%~

ALD/ir
Copy of order also sent to:

Hobbs OCC X
Artesia OCC

Aztec 0OCC

other State Engincer Office




BEFORE THE OIL CONSERVATION COMMISSION
OF THE STATE OF NEW MEXICO

IN ?E MATTER OF THE HEARING
CALLED BY THE CIL CONSERVATION
COMMISSION OF NEW MEXICO FOR
THE PURPOSE OF CONSIDERING:

CASE NO. 4936
Order No. R-4521

APPLICATION OF TEXACO INC. FOR

A WATERFLOOD PROJECT, LEA
COUNTY, NEW MEXICO.

ORLER OF THE COMMISSION

BY THE COMMISSION:

This cause came on for hearing at 9 a.m. on April 11, 1973,
at Santa Fe, New Mexico, before Examiner Elvis A. Utz.

NOW, on this day of May, 1973, the Commission, a
quorum being present, having considered the testimony, the
record, and the recommendations of the Examiner, and being
fully advised in the premises,

FINDS:

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

(2) That the applicant, Texaco Inc., seeks authority to
institute a waterflood project in the Rhodes Yates Unit Area,
Rhodes~-Yates Pool, by the injection of water into the Yates-
Seven Rivers formations through seven iajection wells in
Sections 21, 27 and 28, Township 76 South, Range 37 East,
NMPM, Lea Ccunty, New Maxico.

(3) That the wells in the project area are in an advanced
state of depletion and should properly be classified as
“stripper" wells.

{(4) That the proposed waterflood project should result
in the recovery of otherwis~ unrecoverakle oil, *hereby
preventing waste.

(5) That the subject application should be approved and
the proiect should be governed by the provisions of Rules 701,
702, and 703 cof the Commission Rules and Regulations.

o s
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Casge No. 49136
Order YNo. R-4521

IT IS THEREFORE ORDERED:

{1) That the applicant, Texaco Inc., is hereby authorized
to institute a waterflood project in the Rhodes Yates Unit
Area, Rhodes-Yates Pcol, by the injection of water into the
Yates-Seven Rivers formations through the following-described
seven wells in Township 26 South, Range 37 East, NMPHM, Lea
County, New Mexico:

LEASE WELL NO. LOCATION

State "A" 28
H.G. Moberly "C"
(NCT~2)

1%80' FNL and 660' FEL, Sec. 28
660' FSL and 660' FEL, Sec. 21

State "JD" Unit 2 660' FNL and 660' FWL, Sec. 27
State "JD" Unit 4 650' FNL and 2310' FWL, Sec. 27
N.M. "AD" State 1 660' FNL and 1980' FWL, Sec. 28
Morris 2 1980' FNL and 660' FWL, Sec. 27
Morris 3 990' FSL and 2970' FEL, Sec. 27
1
3

(2) That injection into each of said wells shall he
through internally plastic-coated tubing set in a packer
which shall be located as near as 1s practicable to the upper-
most perforation, or in the case of open-hole completions, as
near as is practicable to the casing-shoe; that the casing-
tubing annulus of each injection well shall be loaded with an
inert fluid and equipped with a pressure gauge at the surface.

(3) That the subject waterflood project is hereby
designated the Texaco Rhodes-Yates Waterflood Project and
shall be governed by the provisions of Rules 701, 702, and
703 of the Commission Rules and Regulations.

(4) That monthly progress reports of the waterflood
project herein authorized shall be submitted to the Commis-
sion in accordance with Rules 704 and 1120 of the Commission
Rules and Regulations.

(5) That jurisdiction of this cause is retained for the

;
¥
;
H

entry of such further orders as the Commission may deem necessary.

at Santa Fe, New Mexico, on the day and year herein-

DONE
zg signated.

r & Secretary
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CASE

4932:

4933:

CASE

CASE

4934

4935:

CASE

49236:

-
CASE

CASE

4923:

Application of Atlantic Richfield Company for a non-standard
proration unit, Eddy County, New Mexico. Applicant, in the
above-styled cause, seeks approval for a 340.,94-acre non-standard
gas proration unit comprising the W/2 of Section 11, Township 21
South, Range 25 East, Catclaw Draw-Morrow Gas Pool, Eddy County,
New Mexico, to be dedicated to its Pure Federal Well No. 1 located
in Unit K of said Section 11.

Application of Texaco Inc. for salt water disposal, Lea County,

New Mexico. Applicant, in the above-styled cause, seeks authority

to dispose of produced salt water #nto the Delaware formation through
the perforated interval from 4280 fiat to 4288 feet in its R. T.
Wilson Federal Well No. 5 located in i'mit J of Section 24, Town-
ship 26 South, Range 31 East, Notth :iison-Delaware Pool, Lea

County, New Mexico. ;

Application of Texaco Inc. for salt water disposal, Lea County,

New Mexico. Applicant, in the above-styled cause, seeks authority
to dispose of produc.d salt water into the Devonian formation in the
open-hole interval from 12,172 feet to 12,581 feet of its U. D.
Sawyer Well No. 3 located in Unit I of Section 34, Township 9

South, Raange 36 East, Crossroads-Devonian Pool, Lea County, New
Mexico.

Application of Texaco Inc. for dissolution of a unit and approval
of another unit, Lea County, New Mexico. Applicant, in the above-
styled cause, seeks the dissolution of the State "JD" Unit Area
approved by Commission Order No. R-3886 and the approval of the
Rhodes Yates Unit Area comprising 520 acres, more or less, of State
and Federal lands in Township 26 South, Range 37 East, Lea County,
New Mexico.

Application of Texaco Inc. for a waterflood project, Lea County,
New Mexico. Applicant, in the above-styled cause, seeks autho: ity
to institute a waterflood project in its Rhodes Yates Unit Area by
the injection of water into the Yates—Seven Rivers formations
through seven Injection wells located in Sections 21, 27 and 28,
Township 26 South, Range 37 East, Rhodes-Yates Pool, Lea County,
New Mexico.

(Continued and Readvertised)

Application of Continental 0il Company for a non-standard gas
proration unit, Lea County, New Mexico. Applicant, in the above-
styled cause, seeks approval for a 360-acre non-standard gas proration
unit comprising Lots 14, 15, and 16 and the SE/4 and E/2 SW/4 of
Section 4, Township 21 South, Range 36 East, Eumont Gas Pool, Lea
County, New Mexico, to be dedicated to its Meyer B-4 Well No. 4
located in Unit S of said Section 4.
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UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION OF
THE RHODES-YATES UNIT AREA
LEA COUNTY, NEW MEXICO

THIS AGREEMENT, entered into as of the__15th day of December
19 72 , by and between the parties subscribing, ratifying or consenting hereto,
and herein referred to as '"parties hereto,”

WITNESSETH: That,

WHEREAS, the parties hereto are the owners of working, royalty or other
oil or gas interests in the land subject to this agreement; and

WHEREAS, the Commissioner of Public Lands of the State of New Mexico
is authorized by an Act of the Legislature (Chap. 88, Laws 1943, as amended by
Chap. 162, Laws of 1951, Chap. 176, Laws of 1961, being Art. i1, Sec. 39 through
41, N.M.S. 1953 anno.) to consent to or approve this agreement on behalf of the
State of New Mexico, insofar as it covers and includes lands and mineral interests
of the State of New Mexico; and

WHEREAS, the Commissioner of Public Lands of the State of lew Mexico
is authorized by an Act of the Legislature (Sec. 3, Chap. 83, Laws of 1943, as
amended by Sec. l, Chap. 162, Laws of 1951, Chap. 7, Art. ll, Sec. 41, N.M.S.
1953 anno.) to amend with the approval of the lessee, any oil and gas lease em-
bracing State lands so that the length of the term of said lease may coincide with
the term of such unitized development and operation of State lands; and

WHEREAS, the 0il Conservation Commission of the State of New Mexico is
authorized by ltaw (Chap. 72, Laws of 1935, as amended by Chap. 193, Laws of 1937,
Chap. 166, Laws of 1941, and Chap. 168, Laws of 1949, Chap. 65, Art. 3, Sec. 14,
N.M.S. 1953 anno.) to approe this agreement and the conservation provisions here-
of; and

WHEREAS, the Mineral Leasing Act of February 25, 1920 (41 Stat. 437,
as amended, 30 U.S.C. Sections 181 et seq.) authorizes Federal lessees and their
representatives to unite with each other or jointly or separately with others in
collectively adopting and operating a co-operative 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 de-
termined and certified by the Secretary of the Interior to be necessary or advis-
able in the public interest; and

WHEREAS, the parties hereto hold sufficient interests in the Rhodes-
Yates Unit Area, comprised of the land hereinafter designated, to give reasonably
effective control of operations therein; and

WHEREAS, it is the purpose of the parties hereto to enable institution
and consummation of secondary recovery operations, conserve natural resources,
prevent waste and secure the other benefits cbtainable through development and
operation of 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 here-
in contained, the parties hereto commit to this agreement their entire respective
interests in the Unitized Formation underlying the Unit Area (as those terme are
defined hereinafter), and agree severally among themselves as follows:

SECTION 1. ENABLING ACT AND REGULATIONS: The Mineral Leasing Act of
February 25, 1920, as amended, supra, and all valid, pertinent regulations, in-
cluding operating and unit plan regulations heretofore issued thereunder and valid,
pertinent and reasonable regulations hereafter issued thereunder are accepted and
made a part of this agreement as to Federal iands, provided such regulations 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 here-
of or the laws of the State in which the non-Federal land is locaied, are hereby
accepted and made a part of this agreement.




SECTION 2.
in Exhibit B and decpicted on Exhibit A attached hereto is hereby designated and
recognized as constituting the Unit Area, containing 520 acres, more or less, in
Lea County, New ifexico.

ALL IN TOWNSHIP 26 SOUTH,

UNI1T AREA AND DEFINITIONS: The area described by tracts

Said land is described as follows:

RANGE 37 EAST.

SECTION
SECTION 27: W3
SECTION 28: N5

(a)

(b)

(c)

(d)

(e)

(£)

(®)

(h)

(i)

(3)

(%)

(1)

For the purpose
as used herein shall mean:

21: E% SEX

NE%X and SE% NE}

of this agreement, the following terms and expressions

"Commissioner" is defined as the Commissioner of Public Lands of
the Stat2 of New Mexico.

"Commission'" is defined as the 0il Conservation Commission of the
State of New Mexico.

"Director" is defined as the Director of the United States Geologi-
cal Survey.

"Secretary" is defined as the Secretary of the Interior of the
United States of America.

"Department'" is defined as the Department of the Interior of the
United States of America.

"Supervisor" is defined as the 0il and Gas Supervisor of the United
States Geological Sutrvey.

"Unitized formation'" is defined as the stratigraphic interval in
the Yates-Seven Riv=rs formations encountered between the depths
of 2912 feet and 3400 feet below the derrick floor elevation on
the Lane Wells Radioactivity Log of the Amerada Petroleum Corpora-
tion State "JA" Well No. 2, located 765 feet from the north line
of Section 27, Township 26 South, Range 37 East, Lea County, New
Mexico.

"Unitized Substances' is defined as all oil, gas, gaseous substan-
ces, sulphur contained in gas, condensate, distillate and all
associated and constituent liquid or liquefiable hydrocarbons with-
in and produced from the Unitized Formation of the Unitized Land.

"Working Interest" is defined as an interest in Uritized Substances
by virtue of a lease, operating agreement sr otherwise, including

a carried interest, which interest is chargeable with and obligated
to pay or bear, either in cash or out of production or otherwise,
all or a portion of the cost of drilling, developing, producing and
operating the Unitized Formation. Any interest in Unitized Sub-
stances which is a Working Interest as of the date the owner there-
of executes, ratifies or consents to this agreement shall thereafter
be treated as a Working Interest for all purposes of this agreement.

"Royalty Interest™ or "Royalty" is defined as any
than a Working Interest, in or right to receive a
Unitized Substances or the proceeds therefrom and includes the
royalty interest reserved by the lessor by an oil and gas lease
and any overriding royalty interest, oil payment interest, or any
other payment or burden which does not carry with it the right to
search for and produce Unitized Substances. ''Basic Royalty In-
terest' is defined as the royalty interest reserved by the lessor
by an oil and gas lease,

interest, other
portion of the

"Working Interest Owner' is defined as a party hereto who owns a
Working Iunterest.

'‘Royalty Owner'" is defined as a party hereto who ow.-s a Royalty
Interest.
-2~




Sras o

{m) "Tract” is defined as each parcel of land described as a Tract and
given a Tract number in Exhibit 'B',

(n) "Tract Participation" is defined as the percentage of Unitized
Substances allocated hereunder to a Tract.

(o) '"Unit Participation'" is defined as the sum of the percentages
obtained by multiplying the percentage of the Working Interest a
Working Interest Owner owns in each Tract having Tract Participa-
tion by the Tract Farticipation of such iract.

(p) '"Tract Ultimate Primary Recovery" is defined as the cumulative
total number of barrels of oil produced from the Unitized Forma-
tion by wells on such Tract prior to December 1, 1971, as official-
ly repnrted to the Commission, plus the Tract Remaining Primary
Reserves credited to the Tract.

(q) "Unit Area Ultimate Primary Recovery" is defined as the total Tract
Ultimate Primary Recovery of all Tracts within the Unit Area.

(r) '"Unit Operating Agreement" is defined as any agreement or agreements
(whether one or more) entered into (separately or collectively) by
and between the Unit Operator and the Working Interest Owners as
provided in Section 9, ACCOUNTING PROVISIONS AND UNIT OPERATING
AGREEMENT, infra, and shall be styled "Unit Operating Agreement,
Rhodes-Yates Unit, Lea County, New Mexicc."

(s) "“Tract Remaining Primary Reserves" is defined as the number of
barrels of oil heretofore estimated by the Working Interest Owners
to be the remaining primary oil reserves of such Tract as of Dec-
ember 1, 1971.

(t) "Unit Area Remaining Primary Reserves'" is defined as the summation
of the Tract Remaining Primary Reserves of all Tracts within the
Unit Area.

(u) "Paying Quantities" is defined as production of Unitized Substances
in quantities sufficient to pay for the cost of producing same from
wells on the Unitized Land.

(v) "Tract Developed Acres" is defined as the number of developed acres
contained in each Tract as shown in Exhibit A.

(w) "Unit Developed Acres" is defined as the sum of "Tract Developed
Acres" for all Tracts within the Unit Area.

SECTION 3. EXHIBITS: Exhibit A" attached hereto is a map showing the
Unit Area and, to the extent known to Unit Operator, the boundaries and identity
of Tracts and leases in the Unit Area. Exhibit "B" attached hereto is a schedule
showing, to the extent known to Unit Operator, the acreage comprising each Tract
and the percentage of ownership of each Working Interest Owner in each Tract, to-
gether with the royalty interests in each tract and the ownership thereof. How-
ever, nothing herein or in said schedule or map shall be ccnstrued as a representa-
tion by any party hereto as to the ownership of any interest other than such inter-
est or interests as are shown in said map or schedule as being owned by such party.
Exhibit "C" attached hereto is a schedule showing the Tract Participation of each
Tract, which Tract Participation has been calculated upon the basis of all Tracts
being committed to this agreement as of the effective date hereof.

Exhibits "A", '"B'", and "C" shall be revised by Unit Operator whenever
changes render such revision necessary, or when requested by the Supervisor or
the Commissioner, aund at least two copies of such revision shall be filed with
the Commissioner and not less than six copies thereof shall be filed with the
Supervisor.




SECTION 4. EXPANSION: The Unit Area may, when practicable, be expanded
to include therein any additional Tract or Tracts regarded as reasonably necessary
or advisable for the purposes of this agreement., Such expansion shall be effected
in the following manner:

(a) The Working Interest Owner or Owners of a Tract or Tracts desiring
to bring such Tract or Tracts into the Unit Area shall file an
application therefor with Unit Operator requesting such admission.

(b) Unit Operator shall circulate a notice to each Working Interest
Owner of the proposed expansion, setting out the basis for admis-
sion, the Tract Participation proposed to be allocated to such Tract
or Tracis and other pertinont data., Aftcr negotiatiscsa {at Working
Int:eresc Owner's meeting or otherwise) if Working Interest Owners
having & combined Unit Participation of eighty five (85%) or more
have agreed to such Tract or Tracts being brought into the Unit
frea, then Unit Operator shall, after preliminary concurrence by
the Commissioner and Director:

(1) Prepare a notice of proposed expansion describing the contem-
plated changes in the boundaries of the Unit Area, the reason
therefor, the basis for admission of the additional Tract or
Tracts, the Tract Participation to be allccated thereto and
the proposed effective date thereof; and

(2) Furnish copies of said notice to the Commissioner, Supervisor,
each Working Interest Owner and to the lessee and lessor whose
interests are affected, advising such parties that thirty (30)
days will be allowed for submission to the Unit Operator of
any objections to such proposed expansion; and

(3) File, upon the expiration of said thirty-day period as set
out in Subsection (2) immediately above, with the Commissioner
and the Supervisor the following: (a) Evidence of mailing
copies of said notice of expansion; (b) An application for
such expansion; (c) An instrument containing the appropriate
joinders in compliance with the qualification requirements of
Section 15, TRACTS QUALIFIED FOR PARTICIPATION, infra; and
" (d) Copy of any objections received.

The expansion shall, after due consideration of all pertinent informa-
tion and upon approval by the Commissioner, the Commission, if appropriate, and
the Supervisor, become effective as of the date prescribed in the notice thereof
or c¢n such ofher date as set by the Commissioner, the Commission, if appropriate,
and the Supervisor in the order or instrument approving such expansion. The re-
vised Tract Participation of the respective Tracts Unitized prior to such enlarge-
ment shall remain in the same ratio one to another.

SECTION 5. UNITIZ-D LAND AND UNITIZED SUBSTANCES: All land committed
to this agreement as to the Unitized Formation shall constitute land referred to
herein as "Unitized Land" or "land subject to this agreement.' All oil, gas,
gaseous substances, sulphur contained in gas, condensate, distillate and all
associated and constituent liquid or liquefiable hydrocarbons produced from the
lands committed to this agreement as to the Unitized Formation are unitized under
the terms of this agreement and herein are called "Unitized Substances.” Nothing
herein shall be construed to unitize, pool or in any way affect the oil, gas and
other minerals that may be produced from any formation other than the Unitized
Formation as above described.

SECTION 6. UNIT OPERATOR: TEXACO Inc. is hereby designated as Unit

Operator, and by signing this instrument as Unit Operator it agrees and consents
to accept the duties and obligations of Unit Operator for the operation, develop-
ment and production of Unitized Substances as herein provided. Whenever refer-
ence is made herein to the Unit Operator, such reference means the Unit Operator
acting in that capacity and not as an owner of interests 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.
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SECTION 7. RESIGNATION OR REMOVAL OF UNIT OPERATOR: Unit Cperator
shall have the right to resign at any time, but such resignation shall not be-
come effective so as to release Unit Operator from the duties and obligations of
Unit Operator and terminate Unit Operator's rights as such for a period ouf six
(6) months after written netice of intention to resign has been given by Unit
Operator to all Working Interest Cwners, the Commissioner and the Supervisor,
and untit altl Unit wells are placed in a condition satisfactory to the Supervisor
and the Commissioner for suspension, abandonment; or operatione, whichever is re-
quired by the Supervisor and the Commission, unless a new Unit Operator shall have
taken over and assumed the duties and obligatiuns of Unit Operator prior to the
expiration of said period.

The Unit Operator shall, upon default or failure in the performance of
its duiies and obligations herveunder, be subject to removal by vote of Working
Interest Owners having a combined Unit Participation of eighty-five percent (85%)
or more, exclusive of the Unit Participation of the Unit Operator. Such removal

shall be effective upon notice thereof to the Supervisor and the Commissioner.

In all such instances of <ffective resignation or removal, until a
successor to Unit Operator is selected and approved as hereinafter provided, the
Working Interest Qwners shall be joint'y responsible for the performance of the
duties of the Unit Operator and shall, not later than thirty (30) days before such
resignation or removal becomes effective, appoint a unit manager to represent them
in any action to be taken hereunder,

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 resignation or removal of Unit
Operator becoming effective, such Unit Operator shall deliver possession of all
wells, equipment, books ana records, materials, appurtenances and any other assets
used in conducting the Unit operations and owned by the Working Interest Owners
(including any and all data and informatiom which it might have gained or assembled
by reason of its operation of the Unitized Land) to the new duly qualified successor
Unit Operator or to the unit manager if no such new Unit Operator is elected, to be
used for the purpose of conducting Unit Operations hereunder. Nothing herein con-
tained shall be construed to relieve or discharge any Unit Operator who resigns or
is removed hereunder from any liability or duties accruing to or performable by it
prior to the effective date of such resignation or remcval. Nothing herein shall
be construed as authorizing removal of any material, equipment and appurtenances
needed for the preservation of any wells,

SECTION 8. SUCCESSOR UNIT OPERATOR: Whenever Unit COperator shall tender
its resignation as Unit Operator or shall be removed as hereinabove provided, the
Working Interest Owners shall, by affirmative vote of three or more Working In-
terest Cwners having a combined Unit Participation of not less than seventy percent
(70%), select a successor Unit Operator; provided, however, that should any Working
Interest Owner have a voting interest of more than thirty percent (30%), its nega-
tive vote or failure to vote shall not serve to disapprove the selection of a new
Unit Operator approved by a majority of the remaining voting interests unless such
negative vote or abstention from voting is supported by the negative vote of one or
more Working Interest Owners haviag a voting interest of at least five percent (5%),
and provided, further, that the vote of the outgoing Unit Operator shall not be
considered for any purpose if it votes only to succeed itself. Such selection shall
not become effective until: (a) a Unit Operator so selected shall accept in
wricing the duties and responsibilities of Unit Operator, and (b) the selection
shall have been approved by the Supervisor and the Commissioner and written
notice of such selection shall have been filed with the Supervisor and Commissioner.
If no successor Unit Operator is selected and approved as herein provided, the
Director and the Commissioner, at their election, may declare this agreement termi-
nated.

SECTION 9. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT: Costs
and expenses incurred by Unit Operator in conducting Unit operations hereunder
shall be paid, apportioned among and borne by the Working Interest Owners in ac-
cordance with the Unit Operating Agreement. Such Unit Operating Agreement shall
also provide the manner in which the Working Interest Owners shall be entitled to
receive their respective proportionate and allocated share of the benefits accru-
ing hereunder in conformity with their underlying operating agreements, leases or
other independent contracts and such other rights and obligations between Unit
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Operator and the Working Interest Owners as may be agreed upon by the Unit Opera-
tor and the Working Interest Owners; however, no such Unit Operating Agreement
shall be deemed either to madify any of the terms and conditions of this agree-
ment or to relieve the Unit Operator of any right or obligation established under
this agreement, and in case of any inconsistency or conflict between this agree-
ment and the Unit Operating Agrcement, this agreement shall prevail. Two true
copies of any Unit Operating Agreement executed pursuant to this Section shall be
filed with the Commissioner and three true copies thereof shall be filed with the
Supervisor prior to approval of this agreement,

SECTION 10. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR., Except as other-
wise specifically provided herein, the exclusive right, privilege and duty of
exercising any and all rights of the parties hereto which are necessary or con-
venlent for prospecting for, producing, storing, alleocating and distributing the
Unitized Substances are hereby delegated to and shall be exercised by the Unit
Operator as herein provided. Upon request, acceptable evidence of title to said
rights shall be deposited with said Unit Operator and, together with this agree-
ment, shall constitute and define the rights, privileges, and obligations of Unit
Operator. MNothing 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 possession and use vested in the parties hereto only for the purposes
herein specified.

SECITLION Ll. USE OF SURFACE AND USE OF WATER.

(a) The parties hereto, to the extent of their rights and interests,
hereby grant to Working Interest Qwners the right to use as much
of the surface of the land within the Unit Area as may reasonably
be necessary for unit operations except a site for a gas injection,
processing or other plant site.

(b) Working Interest Owners shall have free use of brine or water or
both from the Unit Area for unit operations, except water from any
well, lake, pond, or irrigation ditch of a Surface Owner.

(c) Working Interest Owners shall pay the owner for damages to growing
crops, timbev, fences, improvements, and structures on the Unit
Area that result from unit operations.

SECTION 12. PLAN OF OPERATIONS: It is recognized and agreed by the
parties hexreto that all of the land subject to this agreement has been reason-
ably proved to be productive of Unitized Substances or is necessary for unit
operations and that the object and purpose of this agreement is to formulate and
to put into effect a secondary recovery project in order to effect a greater re-
covery of uUnitized Substances, prevent waste and conserve natural resources con-
sistent with good engineering practices expected of a prudent operater. The
parties hereto agree that the Unit Operator may, subject to the consent and appro-
val of a plan of operation by the Working Interest Owners, the Commissioner and
the Supervisor, inject into the Unitized Formation, through any well or wells
completed therein, brine, water, air, gas, liquefied petroleum gas, and any other
substance or a combination of any of said substances, whether produced from the
Unitized Formation or not, and that the location of input wells and the rates of
injection therein and the rate of production shall be governed by standards of
good petroleum engineering practices and conservation methods. Reasonable dili-
gence shall bhe exercised by Unit Operator in complying with the obligations of
any approved plan of operation. The Working Interest Owners, the Commissioner
and the Supervisor shall be furnished periodic reports on the progress of the
plan of operation and any recommendations for major revisions or changes there-~
to to meet changed conditions or to protect the interests of parties to this
agreement, which revisions and changes shall be subject to prior approval of
the VWorking Interest Owners, the Commission, if appropriate, the Commissioner
and tne Supervisor.

Concurrently with the filing of this agreement for final approval by
the Commissioner and the Superviscr, Unit Operator shall submit to the Commis-
sioner and to the Supervisor for approval, a plan of operation for the Unitized
Land, and, upon approval thereof by the Supervisor and the Commissioner, such
plan shall constitute the future operating obligations of the Unit Operator under
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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
like approval a plan for an additional specified period of operation. Reasonable
diligence shall be exercised in complying with the obligations of the approved
plan of operation,

Notwithstanding anything to the contrary herein contained, should the
Unit Operator fail to commence operations for the secondary recovery of Unitized
Substances from the Unit Area within one (1) ycar after the effective date of this
agreement, or any extension thereof approved by the Supervisor and the Commissioner,
this agreement shall terminate automatically as of the date of default. After such
operations are commenced, Unit Operator shall carry on such operations as would 2z
reasonably prudent operator under the same or similar circumstances.

SECTION 13. TRACT PARTICIPATION: In Exhibit "C" attached hereto, there
are listed and numbered the various Tracts within the Unit Area, and set forth
opposite each Tract are figures which represent the Tract Participation allocated
to that Tract calculated upon the basis of all of said Tracts being committed to
this agreement as of the effective date hereof. The Tract Participation of each
Tract as set forth im Exnhibit '"C" has been calculated and determined in accordance
with the factors and formula set forth in Section 14, TRACT PARTICIPATION FORMULA,
hereof, and if all Tracts are qualified for particiation on the effective date
hereof such Tract Particiation shall govern the allocation of all Unitized Sub-
stances produced from the Unit Area on and after the effective date hereof, sub-
ject, however, to any revision or revisions of the Unit Area and/or Exhibit "'(g"
in accordance with the provisions hereof.

In the event less than all of the Tracts within the Unit Area are
qualified for participation on the effective date hereof, Unit Operator shall,
as soon as practicable after said effective date, prepare a revised Exhibit """
setting forth the qualified Tracts within the Unit Area and showing the revised
Tract Participation of cach qualified Tract, which Tract Participation shall be
calculated and determined by using the factors ana formula set forth in Section
14, TRACT PARTICIPATION FORMULA, hereof, but applying the same only to the quali-
fied Tracts. Unit Operator shall promptly file copies of such revised Exhibit
"C" with the Commissioner and the Supervisor, and upon approval thereof by the
Commissioner and the Supervisor, the revised Exhibit "C" shall be effective as
of the effective date of this agreement and shall thereafter govern the alloca-
tion of all Unitized Subscances, subject, however, to amy further revision or
revisions of the Unit Area and/or Exhibit "C" in accordance with the provisions
hereof.

SECTION 14. TRACT PARTICIPATION FORMULA: The percentages of Tract
Participation set forth ir Exhibit "C" for each Tract within the Unit Area have
been calculated and determined in accordance with the following formula:

Tract Ultimate Primary Recovery
Unit Ultimate Primary Recovery

Sum of 90% X

Tract Remaining Primary Reserves as of December 1, 1971

5% X Unit Remaining Primary Reserves as of December 1, 1971

fract Developed Acres
Unit Developed Acres

5% X

The percentages of Tract Participation set forth in Exhibit *"'C" have
been calculated upon the basis of all Tracts within the Unit Area being committed
to this agreement as of the effective date hereof. 1In the event less than all
b of said Tracts are so committed as of said date, Exhibit "C" and the Tract Parti-
cipations set forth therein shall be revised by Unit Operator in accordance with
the provisions of Section 13, TRACT PARTICIPATION,

o

SECTION 15. TRACIS QUALIFIED FOR PARTICIPATICYN. As the objective of
this agreement is to have lands in the Unit Area operated and entitled to partici-
pation under the terms herecf, it is agreed that, notwithstanding anything else
herein, no joinder shall be considered a commitment to this agreement unless the
Tract involved is qualified under this Section. On and after the effective date
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hereof, the Tracts within the Unit Area that shall be entitled to participate in
the production of Unitized Substances therefrom chall be the Tracts that qualify
as follows (The lessee of record shall replace the royalty interest with respect
to Federal lands for the purposes of this section):

(a)

(b)

(c)

Each Tract as to which Working Interest Owners owning one hundred
percent (l00%) of the Working Interest therein have become parties
hereto and as to which Royalty Owners owning seventy-five percent
(75%) or more of the Basic Royalty Intcrest therein have become
parties hereto.

Each Tract as to which Working Interest Owners owning one hundred
percent (100%) of the Working Interest therein have become parties
hereto and as to which Royalty Owners owning less than seventy-five
percent (75%) of the Basic Royalty Interest therein have become
parties hereto, and further, as to which:

(i) All Working Interest Owners in any such Tract have joined
in a request for the inclusion of such Tract in partici-
pation under this agreement, and

(ii) Seventy-five percent (75%) of the combined voting inter-
ests of Working Iuterest Owners in all Tracts meeting the
requirements of Section 15 (a) hereof have voted in favor
of the acceptance of such Tract.

For the purposes of this Section 15(b), a Working Interest Owner's
"voting interest'" shall be equal to the ratio (expressed in percent)
which its aggregate Unit Participaticn in all Tracts qualifying under
Section 15 (a) bears to the total Unit Participation of all Working
Interest Owners in all Tracts qualifying under Section 15 (a), as
such Unit Participation is determined from the Trac: Participations
set out in Exhibit "C".

Each Tract as to which Working Interest Owners owning less than one
hundred percent (lL00%) of the Working Interest therein have become
parties hereto, regardless of the percentage of Royalty Interest
therein which is committed hereto and, further, as to which:

(i) The Working Interest Owner operating any such Tract and
all of the other Working Interest Owners in such Tract
who have become parties hereto have joined in a request
for the inclusion of such Tract in participatiomn under
this agreement and have executed and delivered an in-
demnity agreement indemnifying and agreeing to hold harm-
less the other owners of committ=d Working Interest,
their successors and assigns, against all claims and de-
mands which may be made by the owners of working interests
in such Tract who are not parties hereto and which arise
out of the inclusion of such Tract in participation to
this agreement, and

(ii) Seventy-five percent (75%) of the combined voting in-
terests of Working Interest QOwners in all Tracts meet-
ing the requirements of Section 15 (a) and 15 (b) have
voted in favor of the inclusion of such Tract of the
indemnity agreement.

For the purpose of this Section 15 (c¢), a Working Interest Owner's
'"woting interest' shall be equal to the ratio (expressed in percent)
which its aggrecgate Unit Participation in all Tracts qualifying
under Section 15 (a) and 15 (B) bears to the total Unit Participa-
tion of all Working Interest Owners in all Tracts qualifying under
Section 15 (a) and 15 (b) as such Unit Participation is determined
frcm the Tract Participation set out in Exhibit "C". Upon the
commitment of such a Tract to this agreement, the Unit Participa-
tion that would have been attributed to the nonsubscribing owners

of the Working Interest in such Tract, had they become parties to
this agreement and the Unit Operating Agreement, shall be attributed

-8~




to the Working Interest Owners in such Tract who have become parties
to such agreements in proportion to their respective Working Inter-
ests in the Tract.

SECTION 16. ALLOCATION OF UNITIZED SUBSTANCES: All Unitized Substances
produced and saved (less, save and except any part of such Unitized Substances
which is used in conformity with good operating practices on the Unitized Land
for driiling, operating, camp and cther production; development and pressure main-
tenance purposes, or which is unavoidably lost) shall be apportioned among and
allocated to the qualified Tracts within the Unit Area in accordance with the
respective Tract Participation as set forth in Exhibit "C'". The amount of Unitized
Substances so allocated to each Tract, and only that amount (regardiess of whether
it be more or less than the amount of the actual production of Unitized Substances
from the well or wells, if any, on such Tract), shall, for all intents, uses and
purposes, be deemed to have been produced from such Tract.

The Unitized Substances allocated to each Tract shall be distributed
among or accounted for to the parties hereto entitled to share in the production
from such Tract in the same manner, in the same proportions, and upon the same
conditions, as they would have participated and shared in the production from
such Tract, or in the proceeds thereof, had this agreement nost been entered into,
and with the same legal force and effect.

No tract committed to this agreement and qualified for participation as
above provided shall be subsequently excluded from participation hereunder on
account of depletion of Unitized Substances and nothing herein contained shall be
construed as requiring any retroactive adjustment for production obtained prior to
the effective date of the joinder of any Tract.

If the Working Interest or the Royalty Interest in ary Tract is, on or
after the effective date hereof, divided with respect to separate parcels or por-
tions of such Tract and owned severally by different persons, the Tract Partici-
pation assigned to such Tract shall, in the absence of a recordable instrument
executed by all owners and furnished to Unit Operator fixing the divisions of
ownership, be divided among such parcels or portions in proportion to the number
of surface acres in each,.

The Unitized Substances allocated to each Tract shall be delivered in
kind to the respective Working Interest Owners and parties entitled thereto by
virtue of the ownership of o0il and gas rights therein or by purchase from such
owners. Each Woiking Interest Owner and the parties entitled thereto shall
have the continuing right to receive such production in kind at a common point
within the Unit Area and to sell or dispose of the same as it sees fit. FEach
such party shall have the right to construct, maintain and operate all necessary
facilities fcr that purpose on the Unit Area, provided the same are so construc-
ted, maintained and operated as not to interfere unduly with operations carried
on pursuant hereto or with operations upon or with regard to formations other
than the Unitized Formation conducted within the Unit Area. Subject to Section
18, ROYALTY SETTLEMENT, hereof, any extra expenditure incurred by Untit Cperator
by reason of the delivery in kind of any portion of the Unitized Substances shall
be borne by the party receiving the same in kind.

In the event any party hereto shall fail to take or otherwise adequately
dispose of its proportionate share of the Unitized Substances, Unit Operator, in
order to avoid curtailing unit operations, may sell or otherwise dispose of such
production to itself or others on a day-to-day basis at not less than the prevail-
ing market price in the area for like production; and the a2ccount of such party
shall be charged therewith as having received such production. Unit Operator shall
not make a sale intc interstate commerce of any Working Interest Owner's share of
gas production without first giving such Working Interest Owner sixty (60) days'
notice cf such intended sale.

Any party receiving in kind or separately disposing of ali or any part
of the Unitized Substances allocated to any Tract or receiving the proceeds there-
from shall be responsible for making payment therefor to the parties entitled
thereto, and shall indemnify all parties hereto, including Unit Operator against
any liability for all royalties, overriding royalties, production payments, and
all other payments chargeable against or payable out of such Unitized Substances
or the proceeds therefrom.
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SECTION 17. OIL_IN LEASE TANKAGE ON EFFECTIVE DATE: Unit Operator
shall make a proper and timely gauge of all lease and other tanks on the Unitized
Land in order to ascertain the amount of merchantable oil above the pipe line
connection in such tanks on the effective date hereof. All such oil which has
then been produced legally shall be and remain the property of the Working In-
terest Owner entitled thereto the same as if this agreement had not become effec-
tive and such Working Interest Owner shall promptly remove said oil from the
Unitized Land. Any such oil not so removed shall be sold by Unit Operator for the
account of such Working Interest Owner, subiect to the payment of all reoyalty to
Royalty Owners under the terms and provisions of the applicable lease or leases
and other contracts. All such o0il as is in excess of the prior allowable of the
well or wells from which the same was produced shall be regarded and treated the
same as Unitized Substances produced on or after the effective date hereof. 1If,
as of the effective date hereof, any Tract is overproduced with respect to the
allowable of the well or wells on that Tract and the amount of such overproduction
has been sold or otherwise disposed of, such overproduction shall be regarded and
1ncluded as a part of the Unitized Substances produced after the effective date
hereof and the amount thereof charged to such Tract as having been delivered to
the persons entitled to Unitized Substances allocated to such Tract.

SECTION 18. ROYALTY SETTLEMENT: The United States and the State of
New Mexico and all Royalty Owners who, under existing contracts, are entitled to
take in kind a share of the substances produced from any Tract unitized hereunder,
shall hereafter be entitled to take in kind their share of the Unitized Substances
allocated to such Tract, and Unit Operator shall make deliveries of such Royalty
share taken in kind in conformity with the applicable contracts, laws and regula-
tions. Settlement for Royalty Interests not taken in kind shall be made by Work-
ing Interest Owners responsible therefor under existing contracts, laws and
regulations, on or before the last day of each month for Unitized Substances pro-
duced during the preceding calendar month; provided, however, that nothing herein
contained shall operate to relieve the lessees of any land from their respective
lease obligations for the payment of any Royalty due under their leases, except
that such Royalty shall be computed in accordance with the terms of this agreement.

If gas obtained from lands or formation not subject to this agreement
is introduced into the Unitized Formation for use in repressuring, stimulation or
prodvction or increasing ultimate recovery in conformity with a plan approved by
the Supervisor, a like amount of gas, less appropriate deductions for loss from
any cause, may be withdrawn from the Unitized Formation, royalty-free as to dry
gas but not as to the products extracted therefrom; provided such withdrawal shall
be pursuant to such conditions and formulas as may be prescribed or approved by
the Supervisor and Commissioner, and provided further that such right of withdrawal
shall terminate as of the effective date of termination of this agreement.

Royalty due the United States shall be computed as provided in the
operating regulations and paid in value or delivered in kind as to all Unitized
Substances on the basis of the amounts thereof allocated to unitized Federal
land as provided herein at the rate specified in the respective Federal leases
or at such lower rate or rates as may be authorized by law or regulation; provided,
that for leases on which the royalty rate depends on the daily average production
per well, such average production shall be determined in accordance with the opera-
ting regulations as though the Unitized Lands were a2 single consolidated lease.

Royalty due on account of State lands shall be computed and paid on
the basis of all Unitized Substances allocated to such lands.

SECTION 19. RENTAL SETTLEMENT: Rentals or minimum royalties 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 0f any land from their
respective lease obligations for the payment of any rental or minimum royalcy in
lieu thereof due under their leases, Rental for lands of the State of New Mexico
subject to this agreement shall be paid at the rate specified in the respective
leases from the State of New Mexico. Rental or minimum royalty for lands of the
United States of America subject to this agreement shall be paid at the rate
specified in the respective leases from the United States of America, unless
rental or minimum royalty is waived, suspended, or reduced by law or by approval
of the Secretary or his duly authorized representative.
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SECTION 20, CONSERVATION: Operations hereunder and production of
Unitized Substances shall be conducted to provide for the most economical and
efficient recovery of said substances without waste, as definad by or pursuant
to Federal and State laws and regulations.

SECTION 21. DRAINAGE: The Unit Operator shall take approrpriate and
adequate measures tuv prevent drainage of Unitized Substances from Unitized Land
by wells on land not subject to this agreement.

SECTION 22. 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 on lands commit-
ted 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
Supervisor and the Commissioner, respectively, shall and by their approval here-
of or by the approval hereof by their duly authorized representatives, do 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 conform said requirements to the provisions
of this agreement.

Without limiting the generality of the foregoing, all leases, subleases
ard contracts are particularly modified in accordance with the following:

(a) The development and operation of lands subject to this agrcement
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
contrary in the lease, operating agreement or other contract by
and between the parties hereto, or their respeciive predecessors
in interest, or any of them.

(b) Drilling, producing or secondary recovery operations performed
hereunder upon any Tract of Unitized Land shall 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 expire by
reason of failure to drill or produce wells situated on land there-
in embraced.

(c) Suspension of drilling or preducing operations on all Unitized
Land pursuant to direction or consent of the Commissioner and the
Supervisor or their duly authorized representatives, shell be
deemed to constitute such suspension pursuant to such direction
or consent as to each and every Tract of Unitized Land.

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

(e) Termination of this agreement shi:ll not affect any lease which,
pursuant to the terms thereof or any applicable laws, shall con-
\ tinue in force and effect thereafter,

(f) Any lease which is made subject to this agreement shall continue
in force beyond the term provided therein as to the lands committed
hereto as long as such lands remain subject hereto. ‘

(g) Any lease embracing lands of the State of New Mexico having only
a portion of its land committed hereto, shall be segregated as to
that portion committed and that not committed, and the terms of
such lease shall apply separately to such segregated portions com-
mencing as of the effective date hereof; provided, however, that
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notwithstanding any of the provisions of this agreement to the con-
trary, such lease shall continue in full force and e¢ffect beyond
the term provided therein as to all lands embraced in such lease
if oil or gas is, or has heretofore been, discovered in paying
quantities on some part of the lands embraced in such lease com-
mitted to this agreement or, so long as a portion of the Unitized
Substances produced from the Unit Area is, under the terms of this
agreement, allocated to the portion of the lands covered by such
lease committed to this agreemenl or at any time during thc term
hereof, as to any lease that is then valid and subsisting and upon
which the lessee or the Unit Operator is them engaged in bona fide
drilling, reworking, or secondary recovery operations on any part
of the lands embraced in such lease, then the same as to all lands
embraced therein shall remain in full force and effect so long as
such operations are diligently prosecuted; and if they result in
the production of oil or gas, said lease shall continue in full
force and effect as to all of the lands embraced therein, so long
thereafter as oil or gas in paying quantities is being produced
from any portion of said lands.

(h) The segregation of any Federal lease committed to this agreement
is governed by the following provision in the fourth paragraph of
Section 17 (j) of the Mineral Leasing Act, as amended by the Act
of September 2, 1960, (74 Stat. 781-784): "Any (Federal) lease
heretofore or hereafter committed to any such (unit) plan embrac-
ing lands that are in part within and in part outside of the area
covered by any such plan shall be segregated into separate leases
as to the lands committed and the lands not committed as of the
effective date of unitization: Provided, however, that any such
lease as to the nonunitized portion shall continue in force and
effect for the term thereof but for not less than two years from
the date of such segregation and so long thereafter as oil or gas
is produced in paying quantities.™

SECTION 23. CORRECTION OF ERRORS: It is hereby agreed by all parties
to this agreement that Unit Operator is empowered to correct any mathematical or
clerical errors »aich may exist in the pertinent exhibits to thies agreement; pro-
vided, however, that correction of any error other than mathematical or clerical
shall be made by Unit Operator only after first having obtained approval of Work-
ing Interest Owners having a Unit Participation of fifty percent (50%) or more,
the Commissioner and the Supervisor.

SECTION 24. COVENANTS RUN WITH LAND: The covenants herein shall be
construed to be covenants running with the land with respect to the interests of
the parties hereto and their successors in interest until this agreement termi-
nates, and any grant, transfer or conveyance of interest in land or leases sub-
ject hereto shall be and hereby is conditioned upon the assumption of all pri-
viliges and obligations hereunder by the grantee, transferee, or other successor
in interest. No assignment or transfer of any Working Interest subject hereto
shall be binding upon Unit Operator until the first day of the calendar month
after Unit Operator is furnished with tha2 original, or acceptable photostatic
or certified copy, of the recorded instrument of transfer; and no assignment
or transfer of any Royalty Interest subject hereto shall be binding upon the
Working Interest Owner responsible therefor until the first day of the calendar
monith after said Working Interest Owner is furnished with the original, or
acceptable photostatic or certified copy, of the recorded instrument of transfer.

SECTION 25. EFFECTIVE DATE AND TERM: This agreement shall become
binding uporn each party who executes or ratifies it as of the date of execution
or ratification by such party and shall become effective as of the first day
of the month next following, the approval of this agreement by the Commissioner
and the Supervisor; provided that if this agreement is not submitted for such
approval on or before July 1, 1973, it shall expire ipso facto on said date
(hereinafter called "expiration date") and therecafter be of no further force and
effect, unless prior thereto this agreement has been executed or ratified by
Working Interest Owners having a combined Unit Participation of at least sixty-
five percent (657), and the Working Interest Owners having a combined Unit Parti-
cipation of at least eighty percent (80%) committed to this agreement have decided

e}
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to extend sald expiration date for a period not to exceed one (1) year (herein-
after called "extended expiration date")., If said expiration date is so extended
and this agreement is not filed for approval by the Commissioner and the Supervisor
on or before said extended expiratior date this agreement shall expire ipso facto
on said extended expiration date and thereafter be of no further force or effect.

The term of this agreement shall be for and during the time that Uniti-
zed Substances are or can be produced in paying quantitieg from the Unit Area and
if production ceases, as long thereafter as drilling, reworking or other operations
(including secondary recovery operations) are prosecuted thereon without cessation
of more than ninety (90) consecutive days, and if production is restored so long
thereafter as unitized substances are or can be produced as aforesaid, unless sooner
terminated by Working Interest Owners in the manner hereinafter provided,

Thuis agreement may be terminated at any time with the approval of the
Commissioner and the Supervisor by Working Interest Owners having at least ninety
percent (90%) Unit Participation, as determined from Exhibit "C". Notice of such
termination shall be given by Unit QOperator to all parties hereto.

Upon termination of this agreement, the parties hereto shall be governed
by the terms and provisions of the leases and contracts affecting the separate
Tracts.

Unit Operator shall, within thirty (30) days after the termination of
this agreement, file for record in each office where a counterpart of this agree-
ment is recorded, a certificate to the effect that this agreement has terminated
according to its terms and stating further the termination date.

If not otherwise provided by the leases unitized under this agreement,
Royalty Owners hereby grant Working Tnterest Owners a period of six (6) months
afrer termination of this agreement in which to salvage, sell, distribhute or
otherwise dispose of the personal property and facilities used in connection with
Unit operatioms.

SECTION 26. RATE OF PROSPECTING, DEVELOPMENT AND PRODUCTION: The
Director is hereby vested with authority to alter or modify from time to time,
in his discretion, the quantity and rate of production under this agreement when
such quantity and rate of production is not fixed pursuant to Federal or State
law or does not conform to any state-wide voluntary conservation or allocation
program, which is established, recognized, and generally adhered to by the major-
ity of operators in such State, such authority being hereby limited to aitera-
tion or modification in the public interest, the purpose thereof and the public
interest to be served thereby to be stated in the order cf alteration or modi-
fication. Without regard to the foregoing, the Director is also hereby vested
with authority to alter or modify from fime to time in his discretion, the rate
of prospecting and development and the quantity and rate of production under this
agreement when such alteration or modification is in the interest of attaining
the conservation objectives stated in this agreement and is not in violation of
any applicable Federal or State law. Tt {g agreed, further, thst oo such altera-
tion 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 thereof by the Commissioner and as to the quantity and rate of
production in the absence of specific written approval thereof by the Commission.

Powers in this Section vested in the Director and Commissioner shall
only be exercised after notice to Unit Operator and opportunity for hearing to
be held not less than fifteen (15) days from notice.

SECTION 27. NONDISCRIMINATION: In connection with the performance of
work under this agreement, Unit Operator agrees to comply with all of the provis-
ions of Section 202 (1) to (7) inclusive of Executive Order 11246 (30 F. R. 12319),
which are incorporated by reference in this agreement.

SECTION 28. APPEARANCES: Unit Operator shall have the right to appear
for or on behalf of any and all interests affected hereby before the Commissioner,
and the Department, and to appeal from any order issued under the rules and re-
gulations of the Commissioner or the Department, or to apply for relief from any
of said rules and regulations or in any proceedings relative to operations before
the Commissioner or the Department, or any other legally constituted authority;
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provided, however, that any other interested party shall also have the right at
his or its own expense to be heard in any such proceedings.

SECTION 29. NOTICES: All notices, demands, objections or statements
required hereunder to be given or rendered to the parties hereto shall be deemed
fully given if made in writing and personally delivered to the party or parties
or sent by postpaid certified mail addressed to such party or parties at their
respective addresses set forih in connection with the signatures hereto or to
the ratification otvr consent hereof or to such other address as any such party or
parties may have furnished in writing to the party sending the notice, demand or
statement.

SECTION 30. NO WAIVER OF CERTAIN RIGHTS: Nothing in this agreement
contained shall be construed as a waiver by any party hereto of the right to
assert any Legal or constitutional right or defense as to the validity or in-
validity of any law of the State wherein said unitized lands are located, or
rules or regulations issued thereunder in any way affecting such party, or as a
waiver by any such party of any right beyond his or its authority to waive; pro-
vided, however, that each party hereto covenants that during the existence of
this agreement such party will not resort to any action at law or in equity to
partition the Unit Area or the facilities used in the development or operation
hereof and to that extent waives the benefits of all laws authorizing such par-
tition.

SECTION 31. UNAVOIDABLE DELAY: All obligations under this agreement
requiring the Unit Operator to commence or continue secondary recovery opera-
tions or to operate on or produce Unitized Substances from any of the lands
covered by this agreement shall be suspended while, but only so long as, the
Unit Operator, despite ihe exercise of due care and diligence, is prevented from
complying with such obligations, in whole or in part, by strikes, acts of God,
Federal, State or municipal law or agency, unavoidable accident, uncontrollable
delays in transportation, inability to obtain necessary materials in open market,
or other matters beycend the reasonable control of the Unit Operator whether simi-
lar to matters herein enumerated or not.

SECTION 32. LOSS OF TITLE: In the event any Tract ceases to have
sufficient Working Interest Owners or Royalty Owners committed to this agreement
to meet the conditions of Section 15, TRACTS QUALIFIED FOR UNIT PARTICIPATION,
because of failure of title of any party hereto, such Tract shall be automatically
regarded as not committed to this agreement effective as of the first day of the
calendar month in which the failure of title is finally determined; provided, how-
ever, that such Tract shall not be so regarded if said Tract can be requalified
for admission under Section 15, TRACTS QUALIFIED FOR PARTICIPATION, within ninety
(90) days after the date on which such title failure was finally determined.

—

If any such Tract cannot be so requalified, Unit QOperator shall revise
the schedule previously filed with the Commissioner and Supervisor setting forth
the Tracts qualified hereunder to show the Tracts in the Unit Area that remain
qualified hereunder and the Tract Participation of each said Tracts, which re-
vised Tract Participation shall be calculated and determined on the basis that
the Tract Participation of each of said Tracts shall remain in the same ratio one
to the other. Copies of the revised schedule and exhibit shall be filed with the
Commissioner and the Supervisor and same shall be effective after annroupl by the
Supervisor and the Commissioner on the first day of the calendar month in which
such failure of title is firally determined.

If title to a Working Interest fails, the rights and oblIgations of
Working Interest Owners, by reason of such failure, shall be governed by the Unit
he Operating Agreement. If title to a Royalty Interest fails, but the Tract to which
it relates remains committed to this agreement, the party whose title failed shall
not be entitled to participate hereunder insofar as its participation is based
on such lost Royalty Interest.

In the event of a dispute as to the title to any Working Interest or
Royalty Interest subject hereto, pay1ient or delivery on account thereof may be
withheld without liabtility or interest until the dispute is finally settied; pro-
vided, that as to State or Federal land or leases, no payments of funds due the
State of New Mexico or the United States of America shall be withheld, but such
funds shall be deposited as directed by the Commissioner and/or the Sup=ivisor
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(as the case may be), to te held as unearned money pending final settlement of the
title dispute, and then applied as earned or returned iu accordance with such
final settlement.

Unit Operator, as such, is relieved from any responsibility for any
defect or fallure of any title hereunder,

SECTION 33, NONJOINDER AND SUBSEQUENT JOINDER: 1f the owner of any
interest in a Tract within the Unit Area fails or refuses to subscribe or con-
sent in writing to this agreement, such Tract shall not be deemed committed to
this agreement uniess such Tract may be and is qualified as provided in Section
L5, TRACTS QUALIFIED FOR PARTICIPATION, hereof. Joinder in this agreement by a
Working Interest Owner, at any time, must be accompanied by appropriate joinder
to the Unit Operzting Agreement in order for the interest to be regarded as ef-
fectively committed to this agreement. Joinder by any owner of a Royalty In-
terest, at any time. must be accompanied by appropriate joinder by the owner of
the corresponding Working Interest in order for the interest to be regarded as
committed hereto.

Any oil or gas interest in the Unitized Formation in lands within the
Unit Area not committed hereto prior to final approval of this agreement by the
effective da:e hereof may thereafter be committed hereto upon compliance with the
applicable provisions of Secticn 15, TRACTS QUALIFIED FOR PARTICIPATION, hereof,
within a period of two (2) months after the effective date hereof, on the same
basis of participation as provided for in Section 13, TRACT PARTI1CIPATION, and
as set forth in Exhibit "C", by the owner or owners thereof subscribing or con-
senting in writing to this agreement, and if the interest is a Working Interest,
by the owner of such interest subscribing also to the Unit Operating Agreement.

It is understood and agreed, however, that after two (2) months from
the effective date hereof, the right of subsequent joinder as provided in this
Section shall be subject to such requirements or approvals and on such equitable
basis as may be agreed upon by Working Interest Owners having a combined Unit
Participation of not less than ninety percent (90%), provided that the Tract
Participation of each previously committed Tract shall remain in the same ratio
one to the other. Such joinder by a Working Interest Owner must be evidenced by
its execution or ratification of this Unit Agreement and the Unit Operating Agree-
ment. Such joinder by a Royalty Owner must be evidenced by its execution or
ratification of this Unit Agreement and must be conserted tc in writing by the
Working Interest Owner responsible for the payment of any benefits that may
accrue hereunder in behalf of such Royalty Owner. Except as may be otherwise
herein provided, subsequent joinders to this agreement shall be effective on the
first day of the month following the filing thereof with the Commissioner and
the Supervisor, of duly executed counterparts of all and any papers necessary
to establish commitment of any Tract to this agreement unless objection to such
joinder is duly made within sixty (60) days by the Supervisor or the Commissioner.

SECTION 34. COUNTERPARTS. This agreement may be executed in any number
of counterparts, no one ot which needs to be executed by all parties and 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 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.

SECTION 35. JOINDER IN DUAL CAPACITY: Execution as herein provided by
any party either as a Working Interest Owner or as a Royalty Owner shaill commit
all interestc that may be owned or controlled by such party, provided the party
also executes the Unit Operating Agreement as the owner of a Working Interest.
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SECTION 36. TAXES: Fach party hereto shall, for its own account,
render and pay its share of any taxes levied against or measured by the amount
or value of the Unitized Substances produced from the Unitized Land; provided,
however, that if it is required or if it be determined that the Unit Operator or
the several Working Interest Owners must pay or advance said taxes for the account
of the parties hereto, it is hereby expressly agreed that the parties so paying
or advancing said taxes shall be reimbursed therefor by the parties hereto, in-
ciuding Royaity Owners, responsibie for the taxes on their respective allocated
share of said Unitizced Substances. No taxes shall be charged to the United States
or to the State of New Mexico, or to any lessor who has a contract with a lessee
which requires his lessee to pay such taxes.

SECTION 37. CONFLICT OF SUPERVISION: Neither the Unit Operator nor
the Working Interest Owners, nor any of them, shall be subject to any forfeiture,
termination or exmniration of any rights hereunder or under any leases or contracts
subject hereto, or to any penaity or liability on account of delay or failure in
whole or in part to comply with any applicable provisions thereof to the extent
that the said Unit Operator or the 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 States and proper representatives of the
State of New Mexico in and about any matters or things concerning which it is re-
quired herein that such concurrence be obtained.

SECTION 38. BORDER AGREEMENTS: Unit Operator, with concurrence of
Working Interest Owners having a combined Unit Participation of sixty-five per-
cent (65%) or more, may, subject to approval of the Commissioner and the Super-
visor, enter into a border-protection agreement or agreements with the Working
Interest Owners of adjacent lands along the exterior boundary of the Unit Area
with respect to the wperations in the border area for the maximum ultimate re-
covery, conservation purposes and proper protection of the parties and interests.

SECTION 39. PERSONAL PROPERTY EXCEPTED: Working Interest Owners have
each individually heretofore placed in or on their wells and in or on lands affect-
ed by this agreement, various items of personal property which are lease and well
equipment, that Working Interest Owners have the right, as provided in their
respective leases, to remove from the premises, said installations were made with
the intention and understanding that they would be and remain personal property
of the Working Tnterest Owners and that no part thereof would be or become a part
of the realty. Working Interest Owncrs except from the terms and provisions of
this agreement, and hereby sever from said lands, for all purposes, all such
équipment which may be or may hereafter become located in or on the lands or in
the wells on the lands affected hereby. To conform their respective investments
in such equipment, Working Interest Owners have made a separate agreement with
each other with respect thereto.

SECTION 40. NO PARTNERSHIP: The duties, obligations, and liabilities
of the parties hereto are intended to be several and not joint or collective.
This agreement is not intended to create; and shall not be construcd to creaate,
an assocliation or trust, or to impose a partnership duty, obligation, or liability
with regard to any one or more of the parties hereto. Each party hereto shall be
individually responsible for its own obligations as herein provided.

SECTION 41. LIEN OF UNIT OPERATOR: Unit Cperator shall have a lien
upon the interests of Working Interest Owners in the Unit Area to the extent
provided in the Unit Operating Agreement,
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IN WITNESS WHEREOF, the parties hereto have caused this agreement to be
executed as of the date first above written and have set opposite their respec-
tive names the date of execution.

TEXACO Inc.

Date: By:

Its Attorney~-in-Fact

STATE OF X
X
COUNTY OF X
The foregoing instrument was acknowledged before me this _day of
19 by s
14 b4

Attorney-in-Fact, for TFXACO Inc., a Delaware corporation, on behalf of said
corporation.

Notary Public in and for
Couaty,

My Commission Expires:
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“o, Injection Well EXHIBIT "A
A\ Proposed Injaction Well RHODES YATES UNIT AREA
1 Proposed Location N
@ . LE". COUNTY, NEW MEXiCO
Tract Number 1 ' !
10-20-72 0 2000 4000
//-Federul Acreage Within Unit Areo ,
T-26-3, R-37-E



EXHIBIT "B
SCHEDULE SHOWING TRACT PARTICIPATIONS AND PERCENTAGE AND KIND OF OWNERSHIP
OF ALL LANDS WITHIN THE RHODES-YATES UNIT AREA
TOWNSHIP 26 SOUTH, RANGE 37 EAST, LEA COUNTY, NEW MEXICO

SERIAL NO. & BASIC OVERRIDING WORKING PERCENTAGE
TRACT NO. OF DATE OF LEASE ROYALTY LESSEE OF ROYALTY & INTEREST & TRACT
NO, DESCRIPTIQN ACRES OR APPLICATION PERCENTAGE RECORD PERCENTAGE PERCENTAGE PARTICIPATION
1 T26S - R37E 160 LC-032510(b) USA All Texas Pacific 1.56250 58.33333% - Texas Pacific 18.64968
Sec. 27; SWX 7-29-37 (Sliding Scale) 0il Co., Inc. (Selma L. Qil Co., Iuc.
12% to 33 1/3 - (7/12) Richelieu) 41.66667% - Allied Chemical 13.32114
0il Allied Chemical Corporation 31.97082
12% to 16 2/3 - Corp. (5/12)
Gas
2 T26S - R37E 80 LC-055262 USA ALl Texaco None 100% - Texaco 2.40995
Sec. 21; 12-1-67 (Sliding S3cale)
E% SE% 12% to 33 1/3-0il
12% to 16 2/3~Gas
Two (2) Federal Tracts =~ 240 acres - consisting of 46.15385% of Uunit Area
3 T26S - R37E 120 B~-1431-3 State of New Amerada None 100% - Amerada 41.36917
Sec. 27; 12-5-32 Mexico
E% NwWk 12.50
SW% NWX
4 T26S - R37E 40 B-7606-5 State of New The Ohio 6.25% - 83.33333% - Allied Chemical 6.73448
Sec . 28; 5-10-38 Mexico 0il Co. Marathon 0il Co. Corp.
S&k vk 12.50 16.666677 - Texas Pacific 1.34694
0il Co., Inc, 8.08142




EXHIBIT '"B"
RHODES-YATES UNIT AREA
SERIAL NO. & BASIC OVERRIDING WORKING
TRACT NO. OF DATE OF LEASE ROYALTY LESSEE OF ROYALTY & INTEREST &
NO. DESCRIPTION ACRES OR APPLICATION PERCENTAGE RECORD PERCENTAGE PERCENTAGE
5 T26S - R37E 40 B-8580-1 State of New Texaco None 100% - Texaco
Sec. 27; 3-11-40 Mexico
NWY Nw)k 12.50
6 T265 - R37E 80 B-4580-1 State of New Texaco None 100% - Texaco
Sec. 28; 3-11-40 Mexico
Ns NEX% 12.50

TOTAL

PERCENTAGE
TRACT
PARTICIPATION

13.78965

2.37899

—

100.000v0

Four (4) State of New Mexico Tracts - 280 acres- comsisting of 53.84615% of Unit Area

RECAPITULATION OF NUMBER OF ACRES

Federal Lands 240 Acres 46,15385% of Unit Area
State Lands 280 Acres 53.84615% of Unit Area
520 Acres 100.00000% of Unit Area
. o

b

A A sl el A 3



EXHIBIT ''B"
RHODES-YATES UNIT AREA

WORKING INTEREST OWNER

SUMMARY

UNIT TRACT NO.

Allied Chemicai Corporation

Amerada Hess Corporation

Texaco Inc.

Texas Pacific 0il Company lnc.

2
4

(oA BNV L B 3]

TOTAL

UNIT PARTICZPATLON

13.32114
6.73448

41.36917

2.40995
13.78965

18.64968
1.34694

20.05562

41.36917

18.57859

19.99662

100, 00000

.I”. L,P.




PRESSUFE GAUGE — > _

‘ 8-5/8" csg. set at 1207°,
Cemented with 200 sx. (mt.
circulated

¢ 5-1/2" csg. set at 3198',
Cemented with 200 sx. Galculated

cement top at 1008!

( . DI ijji.. T < 2-3/8" internal plastic coated

| RN ST [E tubing at approximately 3120!

; Y925 490 o ; <l Casing-Tubing annulus loaded .
i /Z}m7 i with inhibited water ,
i N

Tension Packer at approximately
3120

< 6=3/U" open hole 3198'-3336"

J «Zl— h=1/2" slotted liner 3175'-3330°

Pea Gravel 32257=3336!

L~
1 .
A —
ZZ
L <—— - Total Denth 3336!

TFXACO INC.

STATE ®"JD" UNIT WELL NO. 2
RHODES POOL

LEA COUNTY. NEW MeXICO

| DIAGRAMMATIC SKETCH OF TYPICAL INJECTION WELL
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: - RN A e f SEE DATA OF PROPOSED IMJECTION WELLS
." A Al S PROPOSED RHODES YATES UNIT

LEA COUNTY, KEW MEXICO

Surface Casing Production Casing Injection Interval
Lease & Well No,. Size Depth Cenent Top of Size Depth Cement Calc. Top Total e
(sx) Cement (sx) of Cement Depth From To

State "JD" Unit lio. 2 8 5/8" 1207° 200 Cire. 5 1/2" 3198! 200 979! 3336" 3198* 3336"
State "JD" Unit io. 4 T 5/8" 676! 175 Cirece 5 1/2" 3115! 200 852" 3279° 3115° 3279!
N.M, "AD" State No. 1 8 5/8" 1150 350 Cires 5 1/2" 3135° 300 2000 3310° 3135’ 3310
Mcrris io, 2 8 5/8" 595" 175 Cire, 5 1/2" 3158 650 Circ, 3327 3158' 3327
Morris Ho. 3 8 5/8" €88' 250 Cire. 5 1/2" 3174 600 Circ. 3330 317h! 3330'
State "A" 28 No. 1 8 5/8" 574! 175 Cire.s 5 1/2" 3139 650 Circe 3275" 3139 3275"
H. Go Moberly "C" (NCT-2)#3 75/8" 1200' 580 Circ, L4 1/27 3350 300 2050! 3350 3135' 3330
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TEXACO INC.

LOCATIONS OF PROPOSED INJECTION WELLS

LEASE

State "JD" Unit

State "JD" Unit

N.M. "AD" State

Morris

Morris

State "A" 28

H.G. Moberly "C"

PROPOSED RHODES YATES UNIT

LEA COUNTY, NEW I[IEXICO

WELL NO.
2
4
1
2
3
1
(NCT-2) 3
I A g g,
! G
j
S
l CAT
Suin
[ﬁ#euﬁng
‘M==

660"
Sec.
650"
Sec.

660"
Sec.

660"
Sec.

990"
Sec.

660"
Sec.

660"
Sec.

FNL

FNL
27,

FNL
28,

FWL
27,

FSL
27,

FEL
28,

FSL
21,

& 660
T-26-S,

& 2310
T-26-S,

& 1980°
T-26-5,

& 1980°
T-26-3,

& 2970
T-26-8,

& 1980°
T-26-5,

FWL
R-37-E

FWL
R-37-E

FWL
R-37-E

FNL
R~-37-E

FEL
R-37-E

FNL
R-37-E

& 66C' FEL

T-26-5,

R-37-E

g

e UTZ
ISSION




a

Lease Well ilo,

He G+ Moberly "("
N.M. "AD" State
"JD" Unit
"JD" Unit

Late

"JD" Unit
State "JD" Unit
Morris
Morris
Morris

State "A" 28

Allowable 0i1
2 0 0
1 0 0
1 31 31
2 93 93
3 155 169
N 155 174
1 k65 463
2 0 0
3 0 0
1 - 1
—
47"()%;

B

“o34

CURRENT PRODUCIHG RATES AND ALLOWABLES
RdAODES YATES POOL
LEA COUNTY, HEW MEXICO
(January, 1973)

.;é?ﬁﬂ

Water

GOR

3065
1957
5680

4989
2918




//' IN WITNESS WHEREOF, the parties hereto have caused this agreement to be
’ executed as of the date first above written and have set opposite their respec-
tive names the date of execution,.

TEXACO Inc.

,, 2

Date: /L/ e (14 s ST By: 4 T
v Its Attorney-in-Facf {
L *4}\ 23 .Obévz
‘_vr‘ _—Hr‘.—-.-—tm‘
L ,
STATE OF ~_ & /e I

COUNTY OF 27 % itlsssc 2 I

The foregoing instrument was acknowledged before me this..: 12&5 day of
L Wq y 19 71, by L Dl Ly Le ’
Attorney in<Fact, for TEXACO Inc., a Delaware corporation, on behalf of said
corporatlon

-"-.."‘AT'-"', ZZ Ll L s ,’g//’/) 22222 ’

Pt Notary Public in and for

" ’\4. § .‘ : }f oz allip oo County, ~Zlrizy




EXHIBIT "G" UNIT AGREEMENT
RHODES-YATES UNIT AREA
LEA COUNTY, REW MEXICO

TRACT TRACT
NUMBER DESCRIPTION PARTICIPATION

ALL IN TOWNSUIP 26 SOUTH, RANGE 37 EAST

1 Section 27; SWk 31.97082

2 Section 21; E% SE% 2.40995

3 Section 27; Ex NWk 41.36917
SWY Nwk

4 Section 28; SE% NEX% 8.08142

5 Section 27; NWy NWk ) 13.78965

6 Section 28; N} NE% 2.37899

TOTAL 100.00000




PRODUCING DEPARTEMENT

T

el

. G
LéQCa/L-€/7 A¢

PETROLEEN PIODUCTS

TEXACO iNe.
CENTRAL UNVIRDY STNTE S PO, BOXN 3109

MIDEAND AN g March 12, 1973 MIDLAND, TENAS 79701

WS ENT)  REQUEST FOR HEARING
I ©YPes i ONITIZATION AnD WATERFLOOD
AR s e Y RHODES YATES POOL

A N ; ; ’

LEA COUNTY, NEW MEXICO

1
SR

SM.\.-,._'. e e
§R\’AHON Cox

s e - Ani~ . ) . . . } * &
New Mexico Cil Consér¥tion Commission - L
P. O. Box 2088 ¢ s o ) AV
Santa Fe, New Mexico 88750 oLt N

Attention: Mr. A. L. Porter
Secretary Director

Gentlemen:

Texaco Inc. respectfully reguests that evidence be
considered at the Examiner Hearing in Santa Fe, New Mexico for
an application to:

1. Dissolve the State "JD" Unit.

2. Unitize 520 acres in the Rhodes Yates Pool.
3. Initiate waterflood coperations,
4

. Drill one (1) injection well and one (1) producing
well ai orthodox locations,

5. Erpand the proposed unit ares and to drill and/or
c.avert additional wells in the proposed unit area
without notice and hearing subject to administra-
tive approval by the Commission.

The proposed unit area is comprised of the W/2 of
Section 27, the N/2 of the NE/4 and the SE/4 of the NE/4 of Sec-
tion 28, and the E/2 of the SE/4 of Section 21, Township 26 South,
Range 37 East, Lea County, t’2xico, This area inciudes the
State "JD" Unit, NW/4 of Secs.on 27, which consists of four (4)
producing wells. It is requested that the State "JB" Unit be
dissolved and this acreage be included in the Rhodes Yates Unit.

1t is planned to develop an 80-acre five-spot flood
pattern which will require drilling one (1) injection well and
one (1) producer well at orthodox locations. InJjection willi be
into the Yates and Seven Rivers formations at an average depth
of £900 to 3400 Teet. Tnjection will be down plastic coated
tubing with a packer set above the injection interval. Initial

DOCKET MAILED




NMOCC -2~ March 12, 1973

injection will be 500 barrels of water per day per well. Fresh
water will be used from water supply wells located in the SW/4 of
Section 9, Township 26 South, Range 37 East. Texaco has water
rights of 450 acre-feet per annum which are held under State
Engineer Permit Nos. CP-ES? through CP-452-X-7. Also, 45 acre-
feet per annum of Santa Rosa water rights are heid under Declara-
tion Nos. CP-453 and CP-453-X. This is a combined appropriation
of 495 acre-feet (10,521 BWPD) per annum.

Attacned is a plat of the prooosed project area, a dia-
grammatic sketch of a typical injection well, and a list of offset
operators. Detailed information supporting this application will
be presented at the hearing.

A copy of tnis letter is being forwarded to the Commis-
sioner of Public Lands in Santa Fe, New Mexico who has by letter
dated August 23, 1972 approved the proposed Rhodes-Yates Unit
Agreement as to form and content. A copy of this letter is bveing
mailed to each offset operator.

Yours very truly,

Darrell Smith
Division Manager

By U~
R. G. Brown
Assistant to Division Manager

GRW/s1
Attachments
cc: Commissioner of Public Lands

All Offset Operators (List Attached)

| -
k




PRESSURE CAUGE ——=.J

¢ 8-5/8" csg., set at 1207',
‘ Cemented with 200 sx. Cmt.,
circulated

¢ 5-1/2" csg. set at 3198!,
Cemented with 200 sx. Calcula
cement top at 1008¢

2-3/8" internal plastic -oated
tubing at approximately 3120!

A

<« Casing~Tubing annulus loaded
with inhibited water

&————_ Tension Packer at approximately
3120!

E?:s—-—- 6~3/4" open hole 3198'=3336!
L-1/2" siotted liner 3175¢=3330°

Pea Gravel 32251-3336!

o A Total. Depth 3336!
TEXACO INC.

STATE ®JD%" UNIT WELL NO. 3

RHODES POOL

LEA COINTY, NEW MEXICO

| DIAGRAMMATIC SKETCH OF TYPICAL INJECTION WELL
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OFFSET OPERATORS
PROPOSED RHODES YATES UNIT
LEA COUNTY, NEW MEXICO

Campbell & Hendrick
220 Mid-America Building
Midland, Texas 79701

El Paso Natural Gas Company
600 Building of the Southwest

Midland, Texas  T9701

Marathon 0Oil Company
P. 0. Box 552
Midland, Texas 79701

Shell 0il Company
Box 1509
Midland, Texas 79701

Texas Pacific 0il Company, Inc.
Box 4067
Midland, Texas TS701

e v72.6
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FOE A WATERFLODD PEJJECT,

L L
. LEA _ _ COUNTY.
NEW MEXIiCO.

BY THE COMMISS ON:

This cause came on for hearing at 9 a.m.
at Santa Fe, New Mexicc.

on April 1l
before Examiner

Apri , 193 .
_ElviglA. Qtz

- o

NOW, on this __

__day of _April 1973 the Commission, a
guorum being present, having considered tre testimony, the record,
and the recommendations of the Examiner.

in the premises,

and being fully advised
FINDS:

1) That due public notice having keen given as reguired by
law,

the Commission hLas jurisdiction ¢f this cause and the subject
matter therenf.

{2} Trkat the appli.zant, Texaco Inc.

o  — '
szeks authority to inst’tate a waterflond proiect §

i the EEEQEB
Yates e Unlt Pyea, ‘hodes-Yates = pool,
by the injecticn of water ianto the _Yates-Seven Rivers =~~~ formations
througr _ Seven

D isjection wells in SectionS 21, 27 and 28 .
Township_ 206 S®PXF South, Range 37

Sk WEEEY East,
NMPM, Lea

Cargitss
et € e e i

¥, New Mexlico,

"3 That tre ~2ii3z 5 tle project ares ore i an advanced
state cof depiet’ on s5:d stouald proper:y ke cizssifled as “stripper”
wells.

4> Irat tre propused weLerfiond proiest srouild result in
tre recover; cf otherw_ ;e "i1irecierakle o:l, tlcereby preventing
wasta,

e ol



(5) That the subject application should be approved and
the project should be governed by the provisions of Rules 701,

702, and 703 of the Commission Rules and Regulations.

IT IS THEREFORE ORDERED:

e (1) That the applicant, Texaco Inc.

is hereby authorized to institute a waterflood project in the

Rhodes Yates Unit Area, Rhodes-~Yates Pool,
by the injection of water into the rates-Sevem Rivers formatiorf
seven
through the following-described/wells in Township_ 26
Moaxtixx South, Range_ 37 Xwestxx East, NMPM, Lea
County, New Mexico:
LeAsE Weoo No. LoammonN
Smve “4D" Unee 2 Lo’ ENL + Lb0' FLiL, Stc. 27, minp e
svare "4D Unir | Lo FNL + 23107 Tl $8c. 27, Tkt M-
NM MADY <tave i LLoFNLE 180! F'I«Ji—."Ec 26 ,F=trr e
MowrRig 2 "‘o ralus 660 F"‘-,Sec a1, 3'““64 37 H
‘31 :
990’ FeL+a5m’rEL, SEC. ?
MD?&|$ 3 1480 FN- L0’ FEL 28
smhAﬂae ] W*‘ Sec ]
w.8. Momerie " (Nev-2) S 660! FSL+ LGO'FEL, ‘5“-:”/ '

e

Pl

(3) That the subject waterflood project is hereby designated
'5)4&0

g thgzs - 3&3& Waterflood Project and shall

be governed by the provisions of Rules 701, 702, and 703 of the

rd

sloos G loaded s o
e wit a PrESSit( flage &

well
equip

Commission Rules and Regulations,

\i,l; That monthly progress reports of the waterflood project

1 herein authorized shall be submitted to the Commission in accor-
3
va ( dance with Rules 704 and 1120 of the Commission Rules and Regula-

tions.

/
(5) That jurisdiction of this cause is retained for the

entry of such further orders as the Commission may deem necessary.

DONE at Santa Fe, New Mexico, on the day and year hereinabove
designated. imto each of saidwitlls

(2) Thkat eed ien S[-a” be *Hﬂr'o h ln"'g,r 51‘2‘&
plaslnc—doa.fz.;‘-{u—bm? setin ¢Fack1:qkftv;r-l\. shnall e locaded

aﬁ&

Aﬁ?

AS Wnear &g 1§ 'Phbc.'lucab/e ”D ‘l"u. . chmosw" Peﬁﬂoraw’—vou. of\ﬁ\
a Hha CcCase ap N n-)vtzl comple\‘caks S hepr @515 prec cablc.db‘x
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