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BEFORE THE
NEW MEXICO OI1L CONSERVATION COMMISSION
CONFLERENCE ROOM, STATE LAND OFFICE BUILDING
SANTA FE, NEW MEXICO .
July 25, 1973
EXAMINER HEARING
- ) )
"I’ IN THE MATTER OF: )
)
Application of Yates Drilliing )
Company for a unit agreement, ) Case No. 5030
Eddy County, Wew Mexico. )
——— ———— )
! » )
"IN THE MATTER GF: )
) e
Application of vates Drilling ) Case Nqg. 5031
Company “for a waterflood proiect, ) ‘ ‘ ya
“Eddy County, New Mexico. ) k\‘~’////
)
BEFORE: Richard L, Stamets,
Examiner, -
TRANSCRIPT OF'HEARING
;___________“ﬁ______*______~__~________“___________h___~__~_~__f_1
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1 MR. STAMETS: We will éall next Case 5030: 1
2 | Application of Yates prilling Coﬁpany for a unit agreement,
3| Eddy County, New Mexico. |

4 MR. LOSEE: A. J. Losee, of Losee and Carson,

g | Artesia, appearing on pehalf of the Applicant. We have one

6| witness we would like to be sworn.

. (7¢]
o - , : :
-~ s : e and
© 7 MR. STAMETS: Are there other appearances in this
&)
8 g | case?
@
68 $ - (No response)
> 10 -MR. LOSEE: Mr. Examiner, 1 would move to congolidate
o - : .
Y _
= 'ﬁf>forhearingpurposestﬂisgase, case 5030, and the waterflood
= . 12 project, Case 5031.
v o © N -
i: ;%é e 13 MR. STAMETS: without objection. case 5030 and .
SN - [T L . :
: » ' x 2 '
: ¥ 14| Cas® 5031 will be consolidated for testimony.
3 x i e
Jwuw
Z_ g 5 * * * *
3% ’ : ‘ L
53 16 - PEYTON YATES,
<o
o u :
53 was called as a witness, and after being duly sworn according
2 v » ’
- -‘ B
3 18 to law, testified as follows:
32 \
*% o DIRECT EXAMINATION
0 q T -
X5 . .
55 5 | BY MR LOSEE:
s % ; :
§Z 21 Q Wwould you state your name, please?
<&
ar I A peyton Yates.
t: 2 |
0 F ) : )
22 23 g - Where do you live, and what is your occupation?
wh
o .
éf 24 A I live in Artecia, New Mexico, and I'm a petroleun
engineer.
-
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13

15

16

what education and experience have you had in the field
of a petroleum enéineer?' ﬂ

I graduated in 1965 from the University of Tgxas with

a bachelor of science degree in petroleum eﬁgineering.
In 1966,‘1 recgiﬁed, from the same school, a masters
degree in petroléum engineering.

Since your‘gfaduation, what experience have you\had in
the field of petroleum engineering?

I was employed for a total of two years with Chevron
0il Company in Utah. -That two-year period was followed

by two years of service in the United States Army. In

Y want to work _for.Yates Drilling ...

Company in Artesia, and have been there ever‘since._
And since you have icined Yates,‘ﬁave'you been familiar
witﬁ the Artésia.field in Eddy Couﬁty,:New Mexico?
Yes.
MR.LOSEE; Are Mr. Yates's qualifications acceptable?
MR. STAMETS: They are.
(By Mr. Loéee) Would you state the purpose, first of
Application 50307
The purpose of Application 5050 is to secure éppfoval
of the Artesia Metex Unit agréement, which conéists of
2016.93 acres, more or leés, of State iand.
And would you state the pﬁrpose of the apﬁlication in

Case 50312
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A There are several purposes. First of all, we would

like appfoval of a waterflood project on the nnit‘land
that we have mentioned with 14 Grayburg‘injectién wells.
We aléo would like Ebproval_of a proceéure to éfgéct
chahges in the injection wells by administrative approval
" of the Commission without having to show response to
tﬁe waterflood.
Q Please refer t6 whaﬁ haé'been marked as Exhibit One,
and explain Qhat i£ portrays.
'TAMETS: Let me ask one gquestion at:'this point.
Do you,anticipatetthat any of these additional injection wells
might be at*non4standafd locations?
| THE WITNESS: Mr. Ex;ﬁiner, there is‘thé possibility
where we have two wells on a 40-acre tract where I cou}d
antiéipéte in the future}that_there might be some non-standard
locations. |
MR. STAMETS: So to allow you\additional injection
wells as standard and non-standard wells no closer than
330 feet from the boundary of the unit would be the sort of
thing you would be looking for?
THE WITNESS: Yes, sir.
Q (By Mr. Losee) Please refer to what has been marked
as Exhibit One, and explain what is pdftrajeq'by that
exhibit. ' |

A Exhibit One consists of a plat of the general area in
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 for the tracts that will

area.

be included within the unit

ﬁemei;o'have indicated the injeetionkweiisAwith S R
a triangle drawn around»each one of these proposed
injection wells,of which there are'fotrteen.
How many available logs are€ there<0n these fourteen
injection wells? |
There are six available logs.
Wwilli you turn to Exhibit Nﬁmber Three, and does this
exhibit contain the logs on those six injection wells?
Yes. withca possible exception of the San Andres not

being reached in some of the wells. You can sce on

the first log portrayed that we did pick a well that
would show the entire interval from the Qteen through
the San andres;, which is going to be the interval which
will be unitized. '

Would you poiht out-- I take it that well No. 127is a

typical log of a‘typicai injection well?

VThat‘s correct. The production is primarily from the

Metex zone, althoudhithereyhas peen production from the
Loco Hills zone. We anticipate most production to come

out of the Metex.

po you have any figures on the permeability and porosity
in the Loco Hills end the Metex?
We have ©

ne porosity log of a well drilled in section 25
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that was a deep well, and they ran the porosity across

_this interval, and it indicated a porosity of fifteen

percen£ for the Metex.

We do have permeability for the Metex in an
adjacent area, which indicates an average permeability
inséhe area of 20 miilidarcies.

Would you pleasé refer to what has been marked(as
Exhibit'?our, being diagramatic sketches on the 14
injection wells, and describe this exhibiZ? -
Yes. sir. There are two types of wells that we_havé

to deal with in this area, those that do not have

production string at the present, and only have surface . _.

casing in them; and those that do have production string

‘placed in them.

“We Have tried to indicate here which wells have
casing already in them ahd'which wells do not. By
casing, I am speaking of production casing. 1In thosé
wells tﬁat do not;‘we propose to do ﬁheﬁfollowing, and

the first sketch in Exhibit Four is one of those wells.

Phat is Well No. 40 on Tract One, is that correct?

Yes. We propose té run a 4 and a half inch casing

to the total depth. As you can see, the fotal depth is
ind@cated at the bottom of the sketch. We are going

to cement the 4-and a half inch casiné witﬁ 200 Sacks

of cement. We calculate the estimated top of the
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cement to be around 1300 feet. We will then perforate

the pay zones, the Loco Hills through the Metex, from

1810 through 2010 feet and perforate the various sand
intervals that are within that interval.
MR. STAMETS: I believe each Qf these exhibits

has a little block on the right-hand side that explains what

you prooose to do with each individual well, and that'wouid

lnc;ude any packing, 'is that right?

o THE-WfTNESS: That $ right, Mr. Examiner. You will
notlce on those wells that already have production casing
within the block,.we propose to set 3 2 rCu‘tement line
tubing, because that's all we need to do with the well.

Q (By Mr. Losee) In this example, your cement ig going
~to be an estimated 4 to 5 hundred feet above your
perforations?

A That's correct.

0  And you run the cement and tubing ahévéet‘it‘en a

tension packer?
A Yes. " Also on the sketch, we have listed when the well

was completed, the elevation, total depth, the pay

and the initial treatiient.,  Ag you will see, most of
these were shot with nltroglycerln, from 200 to 400
quarts. We have also indicated in each case the top

of the Loco Hills formation on the lower left ~hand side,

interval, when the well was completed in the perforations,
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our thought being‘that that would be the uppermost

zone that we will be injecting iato. e

We have also indicated on the drawings that we
will have in addition to the cement line tubing that we
will place on the casing a valve and gauge by which

7 L
we can ohserve any packer leaking.

Now, there is one of these wells, the Edie C.K. No. 1

where there was a question about production.

Yes. We wanted to point out to the Commission that it
has been reported to us by the operator of the well

s 3 . g ) 5 .
that there is 7 inch casing set in the well. We were

',"unable,to find a report of it in the Commission files,

but we have taken the operator's word, and have it on

the diagramatic sketch as being there.

_ Weédo'not know, and neither does the opérator; at
what depth this casing may be set, or the amount of
cement used to set it. Of course, once we re-enter the
well, if we find out that the casing is ﬁbt éétually

there, we intend to treat it as we would the other wells

. that do not have casing.

.Wﬁatwiswihé_pfbposed source of your water, Mr. Yates?

We are negotiating with two firms at this time for

- fresh water from caprock, the Double Eagle Corporation

and the Yucca Water Company.

And you would anticipate that one of those companies
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would furnish the water?

Yes.

Do you propose to re-inject your produced water?

Yes. .

Would this be through a pérticular well. or just any
of the wells?

We do nog have anf well in mind. It would probably be
through all of the wells.

At what pressure do you propese to inject this water?
The fhjection pressure Q&uld be 1500 pouhds. AnYthiﬁg
above that would possibly create unneédéd fractures.

s plan to inject initially somewhere in the

pat”

We a
neighborﬁood of 5000 to 5500 barrels a day in the 14
we;Ls, and anticipate-an average Bf 4200 barrels a day
after we have the pfessure for Ehe uhit.

Do you have an opinion as to whether the prqposed'éasing
ﬁethod and‘injecﬁign method will protect any fresh waterxr
in the area?

Yes.

_What is that opinion?

That it will. The methods we are taking to ogsgrﬁe the
annulur pressure will assure us that the well will not
be able -- that we will be able to determine if any

water is escaping our casing énd possibly‘contaminating

fresh water areas.
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'listed all of the walls in the unit area, first under

their old“lease_and‘Wéll number, then the tract number

(72
I . /
5] and new well number,
Q ,
A Besides that, we have accumulatjye 0il productiopn
m . -
:; for each well, and then besides that, we have listeg
‘ :§§ the April, 1972 through April, 1973 mbhthlyféil production, i
- m . . - B ) .
. B . VRS Tkt e s ]
- EE 11 The pupposgﬂqf_thismexhibit~iS“tC“§hcw tiie wells ara .. |
= . izl Presently in g4 Stripper state,
w2 _ .
8 03 . You will notice in some cases, thore are two wells
= ;18 |
x © . ) ) v .
59 ] listed g, the “zame tract. fThege wells, as T mentioned
T x 1" . -
T )
. ;g 15 . earlier, are wells where we have two wW&lls on the same
N 22 -
37 S .
55 40~acre tract. CThejip Production was reported together,
30 16 ,
D W B . . N
§§ T - and we were unable to Separate them,
L3 -l . .
,§E Isl.Q What wasg the maximum monthly production ip April of 1973
E:; 19 for any of these wellg?
IS i :
‘ 32 2o A The méximUm'mOnthly pProduction for any wellg within
sz
§; 21 this area was 7g barrels for the State 64 well yo 110
. 2
.00 -
“:5 22 As you hotice; there were twenty wells on pProduction
o "
[
> 23 in April of 1973, with an average pProductioh of 1 barrel
w L
2 o0 .
2z - .
a% 2 a day each.

. Do you have an opinion as to whether thege wells are .
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A

) < " s s ‘}\}
“exceph sfov-a waterflood project?

in an advanced stage of depletion?

Yes, I do.

And are they in such a condition?

Yes, sir,.

Your E#hibit Nuﬁbef Five shows that the accumulative
production was 1,203,000 barrels of oil. Do you have
an estimate as to the aﬁount of o0il that would be
fecoVered by your waterflood project?

Yes, we do. We estimate approximately 1,150,000 barrels
of oil would be recovered.’

And this-is oil that would nbt be otherwise”reCovered
The most that I could possibly assign as rémaiﬁihgan'
primary would be somewhere in the neiqhborhbéd of 15
to 20 thousand barrels of oil. |

Now, please refer to what hﬁs been marked-gs Exhibit
Six, and explain what is detailed on this exhibit.
Exhibit 8ix consists of a list of the traéts by’tract

number of the working interest ownership. We have

listed those parties within each tract, and those that

have signed up or that we nave received a verbal

commitment from or no commitment from.

As you can see, we have received something in the
neighborhood of 98.9 perééﬂtwcommitment. _The other

parties have not replied at this time to our inquiries
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as to whether or not they would participate.

And those two tracts upon which you have not either
received a sign-up or a verbal commitment are tract

8 and tract 22, is that correct?

That;;—;;;;;ét.

Is that represented on your Exhibit Number Two by the
two exterior tracts in which Kersey Company is the

operator?

That's correct.

Do you think the commi tments you have give you éubstaﬁtial

control of the unit ared?w

Yes, we do. And I might add also that we really do not

énticipate ahy problem_éith those parties that are
1i5te§ as not having commitﬁed thémsélveé.i We do
believe this will be resolved.

Now}'pieaserturn to what has been markéd as Exhibits
Seven and Eight, being the unit agreement and the unit
operatiné agreement for the Artesia Metex Unit Area,
and explain the prbbdéed allocation formula.

The proposed formula for participation is gased upon
eighty~-five percent of ac&umulative prbduction and
fifteen percent surface acreage of the traét.

Would you explain how the formula was arrived at?

The formula was arrived at by negotiations between the

working interest owners. The purpose of using the




pace 15
. -———__—_/
i o 1 gurface acres would be necessary in order to account 1
l 2 for the fact that there were in many cases two wells
3! " on one forty-acre tract.
4] Q Has this unit agreement peen approved by the conmissioner
5 of Public L.ands?
<0; 6| A We have received approval from the Commissioner of
ao . .
fa 7 _Public Lands as to form of the agreement.‘ The date of
‘S ‘
E% g o that letter we received was June 16th of this year--
A ,
. :; o paydon me, June 12th of this year.
3 > 0| @ ilave you jssued an jnvitation to all working and
-E ) ) ‘ :
o ﬁi ) overriding royalty owners to join the unit?
= 1 S ‘ .
3 %% 2| Yes, we have.
T % »
- gs 2 13 Q Were Exhibits One through Seven prepared by you Or under
- ¢% . |
[0}
(¢

14 yo?r direction?

15 A Yes, sir.

‘MR. LOSEE: We move for the jintroduction of Exhibits

BUQUERQUE, NEW MEXICO 87103

L BANK BLDG. EAST ¢ ALBUQUERQUE, NEW MEXI

One through Seven.

e
-y

18 MR. STAMETS: Without objection=- Let me ask you

i
one thing. I have here Exhibit Seven and Exhibit Seven;B.
and Seven-B. - g A
21 ‘

19

2 'MR. LOSEE: Let's call them One through Séﬁen-A

2 MR.STAMETS : Wiihout:objection, Exhibits One chrough

23 gseven-A and geven-B will be admitted in evidence.

siMMS BLDG.® PO, BOX wozoPHONE,z“-ooOnA!

1216 FIRST NATIONA

(whereupon the aforemenﬁi&hed exhibits were entered

209
; L)
: o

[ in avidence.)
25\ _
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MR.LOSEE: That concludes our direct examination.

* : ® * *

CROSS EXAMINATION.

BY MR. STAMETS:

Q Mr. Yates, do You know if there are any old holes
plugged and abandoned inside the unit area which might
‘not be pProperly plugged and abandoned under today's

pPiugging procedures?

the unit area, buf I cannot tell you whether they were.
~properly pl“gg“ﬁ”aﬁd"abéndGhéd“ﬁﬂééfuiaéAQ?;Méfocééﬁ;;.

0 Have you looked into it enough to see if these would
give you any trOuble.with water escaping ub hole into
the dry formations?

AVE Wekconsidered the possibility, but I have not gone
into all the producing wells. One of the wells was
re—éntered, and it is pluggead ahd abandoned. I do
feel this one wa§ properly plugged and abandoned, but
I have not looked into the wells, We have considered
the problem as to whether or not there will be treuble
with some bf the apandoned wells, and there is this
possibi}ity. |

What wéuld the operator intend to do if one of these

C

old abandoned wells should start flowing oil or water

or both?

\%\\\\J

A 8ir, I know there are plugged and abandoned wells within
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‘Hell, if it would flow oil, we would try to run a

production string down® and complete it. If it were
too wide, or if we saw any signsjof fluid coming from
one of these wells, we would take steps to either plug
and abandon the well properly or to cdmplete the well
properiy.

if'I understand you, at this time, you propose to

inject only into the Loco Hills and the Metex zones of

the Grayburg?

‘This is correct.

Do you antiéipate-~

May I expand on that?

Yes. ;

There is a possibility we might want to inject iﬁto
the Premier sand of the Grayburg, although we are not
very hopeful of the Premier, based on other parties'
egperiences. At’this time, I could not say we would

want to inject into the Queen sand intervals, but

‘there is a possibility that we may wish to come to you

in the future to do so.' But I do not see that at this
time.

On your series cf exhibits labeled Number Four, you

show packers, but you don't indicate where these will

be set. Have you made a determination as to where

these would be‘set? Would these all be within one
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hundred feet of the injection interval?
Yes, sir. I would like to point out on the right

center of the page on each sketch, we have stated where

~we intend to set the packer.

So as an example, on the first page, the packer would
be set at 1785 feet?

Yes, sir. I think we have stated that on every one of
them.

Lookingifurther down on this exhibit, I find that the
K Well No. 1 was set with 75 sacks of cement; Do you

think that is a sufficient amount of cement to protect

- the casing and the hole with 1500 pounds of pressure?

I remember seeing that 75 sacks, and I wondered myséif
at that time whethexr it' would be sufficient. I thihk
we will be abie to tell, and if we have any problem
with losing pressureabr with iosing water-- We will,

of course, monitor the wells with radio~actiye tracers,
and if there is any sign of communication-- This will

be one well we will watch carefully, and if there is

any sign of communication, we will take remedial measures

to get more cement down there.

If water were to escape vertiéally behind the pipe,
would it tend to come up the annulur space between the
5 and a half and 8 and five-eighths inch casing?

It would, yes. If it got above the calculated top of
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the cement or above the actual top of the cement, yes,
it would.
So if there was some method of monitoring that annulur

space, at least that type of leaking could be detected?

‘Right.

I have essentially the same set of queétions relative

to the Gulf State No. 1. There are eighty-five sacks

of cement. Would your answer be roughly ‘the same in

thét case?

Yes, it would.

And of course, thé Same_applies to thé C.K. State "wW"
without the 7 inch casing which,may or may not be there?
Yes, sir.

And the Edie"C" State with 40 sacks of “jement?

Yes.

Mr. Yates, do you get out in the field quite a bit?
Yes, sir.

Are you familiar with the injection wells of your
operations, yéur other operations?

Yes, sir.

Are those wells equipped with gauges that can be read

on the annulux space? I know almest every order we

write says there will be one, is this actually being done,

to yoﬁr knowledge?

Yas, to my knowledge, it is. We have requested field
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personnel to put them on. In fact, I think, if I
remember correctly, we have experienced pressure “increase,
and witnessed it with a gauge. |

Oon the annulur space betweep the injecticn tubing and

the casing? |

Yes, sir.

And this would indicate a repair was needed?

Yes, sir.

What happens to gauges in the o0il fields thatﬁare ieft
out‘in the open? | i
Well, obviously they aren't any good after a few years,
they rust. The best technique ;s to have‘ghem fixed
up,‘chd in a routine manner, your company will check
the gauges, use portable gauges to chcck‘the régular
gauges. |

Is. this a standard type of gauge that the Commission
could acqure and utilize over a wide area?

I don't see why not, sir. That would be up to the
Commission. I would think that the Commission could
find a standard type gauge, yes. Really, sir, the only
thing I would say is any sign of pressure, even a éauge
tihat might read a few pounds over, ptobably would be
adequate.

Is there a more foolproof, easy-to-see, attention-

" attracting device, gauge ox system, to determine leakage
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in injection wellg?

Yes, you can take the gauge off, and if You see water
coming out, it would certainly attract attention, 1
don't know of any other simple procedure.

So just having the annulus opén in your opinion isg
more effective than having 4 gauge opened?

Yes.

What about s well.taking water under vacuun?

If you had a leak behinad tﬁe casing?

Right.
You would not bhe able to witness it either with a gauge

Oor by other detection. The only way you could determine
this is by ro;tine‘measuféments, trying to determine \

it with some kind of survey.

But you are not anticipating this, you would expect .

the pressure to increase?

Right. 1f we did_not get pres§ure, we would go in

and find out why not.

Getting back to the C.K. No. 7, You would work with

the Commission’'s District Office in coming;up with

an appropriate program of completing this well which

would protect the fresh waters of the zones in the area?

We would be most happy to, yes.

I have one other question. ©On your Exhibit Number Two,

in Section 30 of 18, 28, in the Southwest quarter of

. _\\\
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.the Northwest quarter, Tract 22, you show an injection

well, and this is one of the parties that you have

somé indication may not join. Would this cause any
great problemn to the projecﬁ?
Nogfsir. T would anticipate, numbexr one. if the party
did not join, that we would obvio@sly not userthat
injection well, and would pfobably try to change the
injection well immediately to the west of the No. 108
in order to better protect the oil that would be
within the unit area.

, However, 1 would like to point out with respect
to Eﬁs‘tract and the uncommitted party that the party

has expressed. sSOme interest in possibly gelling his

inte:est. He just said that he really wasn't interested ¢
in a wétérflood pioject} put we do not think that
non«dommitment is nonfcboperation.

) MR. STAMETS: Are there any'questions Qf the
witness?

(No response)

MR. STAMETS: 1f not, the witness maf“be excused.
{(Witness excssed.)

MR. STAMETS: Is there anythingvfurther in‘Cases

” 5030 and 50312

24 (Mo response)

MP. LOSEE:. I have no statement in either of the
oshe: -~ _

/,_—_,___-,_.__/’—

25
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1| cases.
2 MR. STAMETS: In that case, Cases 5030 and 5031
3| will be taken undexr advisement. -
4 ‘ x ® ® , *
5
¢ | STATE OF- NEW MEXICO )
- ) ss
v COUNTY oF BERNALILLO )
8 _ ' ; ,
i, RIQHARD E. McCORMICK, & certified shorthand
9
Reporter, in and for the County of Bernalillo. gtate of New
10

Mexico. do hereby certify that the foregoing and attached
1nl. e . ,
Transcript of Hearing pefore the Hew Mexico Oil conscrvation

cormmission was reported by me; and that the sane ig a true
13 '

and correct recotd of the said proceedinqs to the best of

14 '
my knowledge. skill and ability-

15
16 gy
‘ gé&iéﬁéiéiwg?
17 C RTIFIED SHORTH D
18
19
20
21
§ do nevsby certify frah the Termerid
22 ) a C’:‘_.‘;‘f‘}c ceaor oo v ' o
23 SRR Eg’me EKLZ;Z; "";Lg;f'v'l“;‘ oz
L . - 2 = ""-';"""'“-’_ .-
24 ,‘7 )aowwé?/ e
ew Mosizo 11 Con cpra i . .
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OIL CONSERVATION COMMISSION

STATE OF NEW MEXICO
P. 0. BOX 2088 - SANTA FE
87501

- L R TRUJILLO

CHAIRMAN

LAND COMMISSIONER

ALEX J. ARMIJO
MEMBER

STATE GEOLOGIST
A.L.PORTER, JR.

SECRETARY - DIRECTOR

August 13, 1973

Re: CASE No. 3030 and

T

{563}/

Mr. A. J. Losee ORDER NO. R-4608 & R-4609
lLosee & Carson Aol .

Attorneys at Law Pplican

Post Office Box 239 Yates Drilling Company

Artesia, New Mexico 88210

Dear Sir:

Enclosed herew1th are two coples of the above-referenced

Commission order recently entered in the subject case.

Very truly yours,

. R, Q

A. L. PORTER, Jr.
Secretary-Director

ALP/ir

Copy of order also sent to:

Hobbs oOcCcC x
Axrtesia OCC x
Aztec OCC '

F-4608 -Unit Division -~ State Land Office
R=4609 - Stnto Enginaor Office

Other
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BEFORE THE OIL CONSERVATION COMMISSION
OF THE STATE OF NEW MEXICO

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

CASE NO, 5031
Oxrder No, R+~4609

APPLICATION OF YATES DRILLING

COMPANY FOR A WATERFLOOD PROJECT,
EDDY COUNTY, NEW MEXICO.

ORDER OF THE COMMISSION

BY THE COMMISSION:

This cause came on for hearing at 9 a.m. on July 25, 1973,
at Santa Fe, New Mexico, before Examiner Richard L. Stamets.

‘NOW, on this 13th Qday of August, 1973, the Commissiou, a
quoxum being present, having considered the testimony,” the racoxd,

and the recommendations of the Examiner, and being fully advised

4"2 """ Eré‘uutnnni -

FINDS

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

. {2) That the applicant, Yates Drilling Company, seeks
authority to institute a waterflood project in the Artesia Metex
Unit Area, Artesia Pool, by the injection of water into the
Grayburg formation through 14 injection wells in Sections 24, 25,
26, 35, and 36, Township 18 South, Range 27 East, NMPM, and
Sections 19 and 30 of Township 18 South, Range 28 East, NMPM,
Eddy County, New Mexico. :

(3) That the wells in the project area are in an advanced
state of depletion and should properly be classified as "strippex®
wells,

(4) That the proposed waterflood project should result in
the recovery of otherwise unrecoverable oil, thereby preventing
waste,

(5) That the operator should take all steps necessary to
ensure that the injected water enters only the proposed injection
interval and is not permitted to escape to other formations or
onto the surface from 1njection, production, or plugged and
abanhdoned wells.




Case No, 5031 -
Ordex No, R+4609

{6) That an administrative procedure should be established
whereby additional injection and producing wells at orthodox
and unorthodox locations in the project area may be approved
without notice and hearing.

(7) 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$

(1) That the applicant, Yates Drilling Company, is hereby
authorized to institute a waterflood project in the Artesia Metex
Unit Area, Artesia Pool, by the injection of water into the Gray-
burg formation through the following—described wells:

et e e ol i N oy s A AT -]

NEW TRACT -

OLD LEASE & WELL RO, TOWNSHIP RANGE
& WELL NO, TR, NO.-WELL N0 UNIT SECTION © SCUTH BAST T
State 648 :

Well #108 1 40 H 25 - 18 27
Btate 64R.. - )

{ Well #116 1 45 L 25 18 27 ;
tate 648 : _ X
Well #1111 1 54 9] 25 18 27
Gurt K" ’

Wall #1 3 6 K 24 18 27
tate D" : ‘
Well #1 6 20 P 24 18 27
tate BW" :

Well #12 7 8 I - 24 18 27
Bulf State - ,

Well £1 10 12 K 19 18 28
de‘y neg! | .

Well #1 13 26 A 26 18 27
ddy HCLH ‘

Well #1 16 56 A 35 18 27
tate "B"

Well #3 : 17 28 c 25 138 27
Hester St.

Vell #2 19 58 C 36 18 27
Btate 647 |
Well #96 20 32 C 30 18 28
btate 647

Well #97 20 49 )& 30 18 28
MRY Well ' "

24 30 18 28

#2 22 41
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Oxrder No. R—~4609

(2) That prior to initial injection of water into any of
sald injection wells, the operator shall obtain the approval of
upervisor. of the Commission's Artesia district office as to

9 casing and cementing of said well.

(3) That injection into each of sald wells shall be through
rement~lined tubing, set in a packer which shall be located as
hear as practicable to the uppermost perforation, or in the case
bf open-hole completions, as near as practicable to the casing-
hoe; that the casing-tubing annulus of each injection well shall
@ loaded with an inert £fluid and equipped with an approved
ressure gauge or attention-attracting leak detection device.

(4) That the operator shall immediately notify the super-
isor of the Commission's Artesia district office of the failure
f the tubing or packer in any of said injection wells, the
eakage of water or oil from around any producing well, or the
eakage of water or oil from any plugged and abandoned well within
e project area and shall take such timely steps as may be neces-
ary or required to correct such failure or leakage.

{5) That the subject waterflood project is hereby designated
e Yates Arteslia Metex Unit Waterflood Proiect and. shall be

jHioverned by the provisions of RBules 701, 702; and 703 of the

Comuission Ruies and Regulations.

(6) The Secretary~Diréctor of the Commission is hereby

{Ruthorized to approve such additional producing wells and injection |

pells at orthodox and unorthodox locations within the boundaries
bf the Artasia Metex Unit Area as may be necessary to complete an
fficient ‘production and injection pattern, provided said wells
re drilled no closer than 660 feet to the outer boundary of said
pnit nor closer than 10 feet to any quarter~quarter section or
ubdiVision inner boundary. To obtain such approval, the project
perator shall file proper application with the Commission, which
pplication, if it seeks authorization to convert additional wells
o injection or to drill additional production or injection wells
hall include the following: .

{a} A plat showing the location of proposed well, all
ells within the project area, and offset operators, locating wells
hich offset the project area.

(b) A schematic drawing of the proposed well which fully
escribes the casing, tubing, perforated interval, and depth.

| {(c}) A letter stating that all offset operators to the
broposed well have been furnished a complete copy of the appli-~
~at10n and the date of notification.

The Secretary-Director may approve the proposed well if,
within 20 days after receiving the application, no objection to
the proposal is received. The Secretary-Director may grant
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Case No. 5021
Order No. R-45609

immediate approval,'provided walvers of objection are received
from all offaet operators. B

Expansibn’gf the projaect area may be approved by the
Secretary~Director of the Commission administratively when good
cause 1is shown therefor. _

(7) That monthly progress xreports of the waterflood project
herein authorized shall be submitted to the Commission in accor-
dance with Rules 704 and 1120 of the Commission Rules and Regula-
tions. ‘ ' :

(8) That jurisdiction of this cause is retained for the
entry of such further orders as the Commission may deem necaessary.

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

STATE OF NEW MEXICO
OIL CONSERVATION COMMISSION

_ S P B
« RJ TRUJILLO, Chairman
£ . /, ‘

- - / < e
s /W;/%
ixzfg “Membex

A. L. PORTER, Jr., Membgl & Secretary

dr/




‘Dockets Nos. 20-73 and 21-73 , Docket N, 20-73

DOCKET:  UXKAMINER HEARING -~ WEDNESDAY - JULY 25, 1973

9 A.M. = OlL CONSERVATION COMMISSION CONFERENCE ROOM,
STATE LAND OFFICE BUILDING - SANTA FE, NEW MEXICO

The following cases will be heard before Richard L. Stamets, Examiner, or Elvis A.
UJtz, Alternate Fxamlner:

CASE 502H: " Application of CGreat Basins Petroleum for a unit agreement, Lea County,
Mew Mexico. Applicant, irn the above-styled cause, secks approval of
the Antebellum Unit Area comprising 3840 acres, more or less, of State
and Federal lands in Township 23 South, Range 34 East, Lea County,

New Mexico.

gﬁggkgggg Application of Amoco Production Company for a unit agreement, Eddy
County, New Mexico. Applicart, in the above-styled cause, seeks
approval of the 0ld Indian Draw Unit Area comprising 3,128 acres, mnore
or less, of Federal dnd fee lands in Township 22 South, Range 28 East,
Eddy County, New Mexico. :
CASE 5030: Application of Yates Drilling Company for a unlt agreement; Eddy County, =~
New Mexico. Applicant, in the above-styled cause, 'seeks approval of
the Artesia Metex Unit Area comprising 2,000 acres, more or less, of
..State lands in Township 18 South, Rangesr27 and 28 East, Eddy County,
New Mexico.

CASE_5031: Application of Yates Drilling Company for a waterflood project, Eddy
County, New Mexico. Applicant, in the above~sty19d’cause, seeks .
authority’ te. institute a waterflood project in its Artesia Metex Uait
Area by the injection of water into the Grayhurg fcrmation through 14

-+ wells located in Sections 24, 25, 26, 35, and 36 of Township 18 SouLh
Range 27 Fast, and Sections 19 and 30 of Township 18 South, Range 28
East, Eddy County, New Mexico.

Applicant further geeks an administrative procedure whereby the loca-
tions of sald wells can be changed without further notice and hearing.

CASE 5032: Application of Anadarko Production Company for a waterflood project, =
Eddy County, New Mexico. Applicant, in the above-styled cause, seeks
authority to institute a waterflood project in its Burnham GSA Unit
Area by the injection of water into the Grayburg-San Andres formation
rhrough six wells in Section 2, ‘Township 17 South, Range 30 East, Square
l.ake Pool, Eddy County, New Mexico.

CASE 5033: Application of Continental 01l Comparly for a special gas-oil ratio
‘limit or in the alternative, a*lease casinghead gas allowable, Lea
County, New Mexico. Applicant, in the above-styled cause, seeks the
amendment of the special pool rules for the Bell Lake-Bone Spring Pocl
to provide a gas-oll ratio limit of 5000 to 1 or Iln the alternaiive
to provide for lease casinghead gas allowable in said pool.
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-2 :
; ‘ CASE _5034: Application of Mark Production Companylfor specilal pool rules, Eddy

e e e e il Tye 3

T

CASE 5035:

CASE 5036:

CASE 5037:

CASE _5038:

County, New Mexico. Applicant, in the above-styled cause, seeks the
promulgation of special pool rules for the Red Lake-Pennsylvanian
Pool, Fddy County, New Mexico, including a provision for 320-acre.
drilliag and proration units. In the absence of objection, this pool
will be placed on 320-acre spacing rather tham the present 160-acre
spacing.

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

_Mexlico. Applicant, in the above-styled cause, secks authority to

dispose of prodiuced salt water Into the Yates-Seven Rivers formation

“in the open-hole interval from 3373 feet to 3731 feet in"its B. V.

Lynch "A"™ Fed Well No. 1 and from 3712 fe€t to 3734 feet in its Well
No..10 located in Units .J and C, respectively, Section 34, Yownship 20
Gouth Range 34 East, Lynch Yates-Seven Rivers Tool, Lea Lounty, New
Mexico.

Application of The Wil-Mc 0il Corporation fer salt water disposal,
Chaves County, New Mexico. Applicant, in the above-styled cause, seeks
authority to dispose p[ produced galt water in the San Andres formation
in the perforated interval from 4208 feet to 4282 feet in its Champlin
State Well No. 1 located in Unit M of Section 3, Township 8 South,
Range 33 Fast, Chaveroo-San Andres Pool, Chavées County, New Mexico.

Application of Davic Fasken for compulsory pooling, Eddy County, New
Mexico. Applicant, in the above-styled cause, seeks an order pooling
all mineral interests underlying Section 31, Township 20 South; Range 25
East, Indilan Basin-Morrow Gas Pool, Eddy County, New Mexico, to be
dedicated to a well to be drilled in Unit J of said Section 31. Also

to be considered will be the cost of drilling and completing said well
and the allocation of such costs, as well as actual operating costs and
charpges for supervision. Also to be considered is the design-tion of
applicant as operator of the well and up to 200 percent charge for risk
involved 1in drilling said well.

Application of Twinlakés 011 Company for a dual completion and-salt
water disposal exception, Chaves County, New Mexico.. Applicant, in the
above-styled cause, seeks authority to dually complete its O'Brien 'C"
Vell MNo. 3 located. in Unit K of Section 1, Township 9 South, Range 28

"Fast, Chaves County, New Mexico, as a dual completion (tubingless) to

produce 0il from the Twin Lakes—-San Andres Pool and gas from an undesig-
nated Cisco gas pool through parallel strings of 2 7/8" casing cemented
in i common wellbore. Said well was formerly diaally cowpleted for San
Arndres production and Devonian salt water disposal pursuant to Order

No. R—4497 Applicant further seeks the amendment of Order No. R-3636
which authorized, as an exception to Order K-3221, the disposal of
Devonian and San Andres water production in unlined surface pits; appli-
cant seeks authority to also dispose of water produced fron the aforesaid
Cisco gas pool in said pits.
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CASGE 50739 Southeantern nomenclature case calling for an order for the abolishment

and cxtensfon of certain pooln in Lea (ounty, New Mexlco.

{a) Abolish the East Brunaon Cranite Wash Pool in Lea county, New
Mexico, described as:

TOWNSHIP 22 SOUTH, RANGE 37 EAST, NMPM
Section 13: W/2

Section 24: W/2 and SE/4

Seetion 25: NW/4

TOWNSHIP 22 SOUTH, RANGE 38 EAST, NMPM
Section 19: SW/4

(b) Extend the Wantz-Granite Wash Pool in Lea County, New Mexico, to
include therein:

TOWNSHIP 22 SOUTH, RANGE 37_EAST, NMPH
Section 13: W/2

Section 24: W/2 and Sh/h

Section 25: NW/4

TOWNSHIP 22 SOUTH, RANGE 38 EAST, NMPM
Section 19: SW/4

{c) Abolish the Nor'th Lynch Ydtes-Seven Rivers Pool in Lea County,
New Mexico, described as: ,

TOWNSHIP 20:-SCUTH, RANGE 34 EAST, NMPM
Section 17: SW/4
Section 18: E/2
Section 19: NE/4
Section 20: NW/4

(d) Extend the Teas Yates-Seven Rivers Pool in Lea County, New Mexico,
to include therein:

TOWNSHIP 20 SOUTH, RANGE 34 EAST, NMPM
Section 17:. SW/4

Section 18: E/2, SW/4, and C/2 NW/ 4
Section 19: NE/4

Section 20: NW/4

(e) Extend the Antelope Ridge~Atoka Gas Pool in Lea County, New Mexico,
to include therein:

TOWNSHIP 24 SOUTH. RANGE 34 EAST, NMPM
Section 2: N/f2
Section 3: N/2

(f) Extend the Eunice~Monument Pool in Lea County, New Mexico, to
include therein: -

TOWNQHIP 21 SOUTH RANGE 37 EAST, NMPM
Section 7: NW/4 ¥
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() Extend the Justis-
include therein:

TOWNSHIP_25 SOUTH, ;
N/2 ]

gection 12:

(h) Extend ihe Malja

mar Grayburg-San And
Mexico, to {nclude thetein:

pocket No; 20~-73
. N

95, 1973
-

Blinebry pool in Lea County, New Mexico, to

RANGE 37 EAST, NMPM

—

rés Pool in Lea County, New

COWNSHIP_ 17 SOUTH, RANGE_33 EAST, NMPM
gection 35: NW/4

) Extend,;he West S
to include therein:

awyer-San Andres Pool in Lea County, New MexicoO,

TOWNSHIP 9 SOUTH,_ RANGE 37 EAST, NMPM
72 sul4

Section 23: E

TGWNSHIR. 10_SOUTH, RANGE 37 EAST, WPM
. Gection 5: N/ 4 '
. gection 6% N/2 and SE/4

(j)~rExtend the Tripl
iné&lude therein:

e X-Delaware Pool in Lea County, New Mexico, to

TOWNSHIE 24 SOUTH, RANGE 32 EAST, NMPM

Section 1: SE/4

(k) Extend the No
include therein:

rth Vacuum~Abo Pool in Lea County,

‘New MexicoO, to

TOWNSHIP_ 17 OUTH, RANGE 35 EAST, M

SectiQEVIY: - sW/4
Section, 18: SEf4
gection 21: NW/ 4
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DIAGRAMMATIC SKETCH OF INJECTION WELL
YATES DRILLING COMPANY
ARTESIA - METEX UNIT
TRACT |  WELL NO. 40
2310' FNL 990“FEL Sec. 25-18 S.-27 E.
STATE "648" NO. 108

___._._.@ Welthead Fittings

63 Surfoce ¢asing Valve & Gouge

Elevotion: 3560 GL 5 —

' . - Surface casing cemented 1o surfocé
Completion: 7/17/50 9

Total Depth: 2i23"
Pay: 1885-2010

Perf's: .Open hole

LAY,
7,

Initial Treotment: shot w/400 qts. - 1. L )
‘ lsgs-2010 & | "] | AL 85" csg. set ot 500" w/50 sx, cement

IP: 50 BOPD

Other Treatment:

PROPOSE TO

Presently TA propose to re- enler cleen out

ond set 4 1/2"(9.5% ) ¢sqg. at 2123" w/200°

sx. cement —

“Esiimaied” fop™oi “"Cemani ot~ l.s T

,,Perforuie pay zones 1810 - 20!0

Set 2" cmi. tined tbg. aof 1785' on tension pkr.
- .

Top of Loco Hills Formotion at I810°

ARTESIA METEX UNIT PAY ZONES

MOMIMIO,Oa,RahOrrrrrrrrks
TR

1810 - 2010
——————
Totol Depth Dritied élap'
I BEFORE FXAMle"R STAMFTS N ‘
' ‘ OIL CONSERVATION COMMIFSIO
EXHIBIT 1V paTien

E,?J{?;f;_x\?o-; Soao 4 50|

Y.¥¢ s -

Syt oo DY _
. 473
\ Hcanng Date 7 35; A

o nr

‘—— T ——

tﬁw




z ey < T oA PSRRI v

Elevolion: 3552 Gl

DIAGRAMMATIC SKETCH OF INJECTION WELL
YATES DRILLING COMPANY
ARTESIA METEX UNIT

| " TRACT
1980' FSL 660' FWL

Completion: 10 /15 /51

Total Depth: 2010'
Poy: 1872 - 2010

Perf's: Open hole; ran csq. Jan. 1958
4 SPF/1873-79, 1884-90, 1922-40,
1954 -60, 1969 ~-74, 1995 -~2005

~inifiel Treofment: shol w/40Q qts.

1925 - 2010
IP: 55 “aopo

Other Treatment: SOF perf'd -zones

Top of Loco Hills Formolion ot 1810

///////////////////

!

WELL NO. 45
Sec. 25~ 18 §.-27 E,
STATE "648" NO. U6

ARTESIA METEX UNIT PAY ZONES
1810 - 2005

N e

_._._~.® Wellhead Filtings

ey BN

.:J‘-

]

/" _surfoce cosing Valve & Gouga.

YA,

Surface cosing cemented to surface

8 98" csg. set ot 500" w/50 sx. cement

PROPOSE TO
set 2" cmt. lined tbg.-at 1760’ on tension pkr.

T TS

NN

calculated lop of cement of approx. 1510

4 1/2" ¢sqg. set at 2010' w/175 sx. cement

Totol Depth Drillad 2010'




DIAGRAMMATIC SKETCH OF INJECTION WELL
YATES DRILLING . COMPANY
ARTESIA METEX UNIT
TRACT |  WELL NO. 54
990' FSL 2310 FEL Sec. 25-18 S.- 27 E.
- STATE "648" NO. Il o

(X weltheod Firtings

I

Elcvalion: 3548 g Surfoce cosing Volve'& Gauqe

. : Surfoce cosinb cemented to surfoce
t¢ Completion: 2/7/5l v v

Yotal Depth: 2014"
Poy: 1910 - 2000

Pert's: Open hole

Al

R0 77
YA, Qi

lnitic! Treotment: shot w/225 qis.
1910 - 2000

8 %" ¢sq. set ot 509" w/50 sx. cement

{Pr 25 BOPD

PO A NG et N -

PROPOSE TO

Presently T.A. propose 1o fe-enter, clean out

| ond set 41/2"(9.5"} ¢sq. ot 2014" w/200 :

sx: cement ST —
Estimated top of cement ot 1300°,

Perforate poy zones 1785~ 2000

Sel 2" cmt. lined tbg. ot 1735' on tension “pke

Other Treotment:

Jop of Loco Hills Formotion ot 1785’

ARTESIA METEX UNIT PAY ZONES
: 1785 ~ 2600

o

A Y
RN NN

Totol Depth Drilled 2014 ~°




' DIAGRAMMATIC SKETCH OF INJECTION WELL
YATES DRILLING COMPANY '
| ARTESIA METEX UNIT
TRACT 3  WELL NO. 6
1650' FSL 2310"' FWL Sec. 24 ~18 S.-27 E.
- McGURT "K" NO. |

__.__..® Wellkead Fittings _

- 6@ _Surfoce casing Volve & Gaige

' Surface cosing cemented 1o surfoce

|

: * Elevotion: 3557 6L ]
} Completion : 8/20/49

Totol Depth: [990°
. v
Pay: 1868-73"
. 1961 -82
Pert's: Open hole
. 1868 -73

LA,
)

Initiol Treotment: shot w/100 qis. A ; ) )
1869 - 82 ; -shot w/100 aqts. » 8 96" csg. set ot 498" w/50 sx. cemont
1965 - 85 - ‘ : e

IP: 8 BOPD. ./
35 BOPD after treotment

Y S TR A

Other Treolment: 1961-1982
" w/10,000 gals. oif & 2000% sd. PROPOSE  TO

set 2" cmt. lined tbg. at 1810 on tension pkr.

.. - ]
Top of Loco 'Hills Formotion at 1868 cole. Yop of cement at opprox. 1475

T EEETITTTTTT

“Bife" csg; set ot 1958 w/75 sx. cmt.
———— ‘

ARTESIA METEX UNIT PAY ZGNES
1868 ~ 1962

SRR X NN

S

" Totol Depth Drilled (990"




DIAGRAMMATIC SKETCH OF INJECTION WELL
YATES DRILLING COMPANY |
ARTESIA METEX UNIT
| TRACT 6  WELL NO. 20 |
330" FSL. 330' FEL Sec. 24 - I8 S.-27 E.
: STATE "D" NO. | - | ;

_________QQ Wellhead Fittings

-

® Surface cosing Valve & Gouge

~ Surfoce cosing -cemented _to surfaco

_Elevotion: 3566 6L
Completion: 11/13/48

. Tolol Depth: 2097

Poy: 1990 - 2020

Perf's: Open hole

Initiol T'r‘e_o‘tment: shot w/200 qts.
|983-2020, CO to 2025
April 1967 CO to 2097

.. 1 1Pt 50 BOPD; 5 BOPD April 1967

K727 77777
RN,

g &" csg. set at 503" w/50 sx. cement

2 Other Treatmant:

PROPOSE TO

Clean out ond set 4 / “(9.5%) csg. ot

2097' w/ 300 sx. cement. ]
Eslimated top of cement af 1300°".

Perforate pay rones 1869 - 2093

Set 2" cmi. lined tbg. at 1820 on tension pkr.

AMMINININIRIRN

Top of Loco Hills Formotion at 1869’

 ARTESIA METEX UNIT PAY ZONES
1869 - 2093

ZQLMERIITNINININRRNRRRNRNN

TR TTETTTETTITITTS
X

Totol Depth Drilled 2097' - °




DIAGRAMMATIC SKETCH OF INJECTION WELL
YATES DRILLING COMPANY
ARTESIA METEX UNIT
TRACT .7 WELL NO. 8
2970' FNL 960' FEL Sec. 24-18 S.-27 E.

- ~ STATE "BW" NO. 12

.._____._® Wellhead Fittings : ,
GD Surfoce cosing Valve & Gouge

Surface c¢osing cemented Yo surfoce

Elevation: 3576 W

-Completiont ~4/23/49 .
Totol Depth: 2045'
Poy: 2026-2035

Perf's : Open hole

IR,
AL I,

Initial “Treotment: shot w/250 qfs. . .
1995 ~ 2040 3 8 " csg. set ot 480' w/50 sx. cement

. . 1P+ 50 BOPD:

Other Treotment: 2 BOPD fncr. to 412
BOPD after Frac w/10,000 gol. leass - oil
& 18,000" sd. inru formation pki. & 2" iby.

" PROPOSE TO

X \c“o*ﬂr,."wwn BT R i ™

Presently ® 8 A propose te.re-enfler, clean out
oend set 4 /2 "(9.5“) ¢sg. ~at 2045' w/300
sx. cement. .

Estimated top of cemeni of opprox. 1300
Perforafe producing zores 895 - 2035
Szt 2" cml. lined tbg, ot (850" on tension pkr.

Top of Loco Hills Formotion ot 1895

ARTESIA METEX UNIT PAY ZONES
: 1895 - 2035

?‘k\\\\\\\\\\\\\\\\\\\\\%\\\\\\\\\\\\\\\\\\\\‘
I I TR RN

. . Tolol Depth Drilled 2645'




RS S

TR T

© ARTESIA METEX UNIT -PAY ZONES

DIAGRAMMATIC SKETCH OF INJECTION WELL
YATES DRILLING COMPANY
ARTESIA METEX UNIT
| TRACT 10  WELL NO. |2 .
~1650' FSL 2310" FWL Sec. 19-18 S.-28 E.
. GULF STATE  NO. | '

X wenneod Fittings

R P |
Surfoce cosing Velve & Gouge

l

Elevation:t 3586 GL.

o . Surface cosing cemented to surface
Completion: 10/15/56 :0sing n

Total Depth: 2363
Pay: 2098~ 217"

Perf's: 40/2298-2308;
20/2098-2103; 20/212 -217
Initiol Treotment: 2098™-2103,
2112 -217 w/250 ‘gals. ocid ; Frac
w/10,000 gals. wir. & 15,000” sd.
\P: 87 BOPD B

ALY,
AN,

'8 %" -csq. set of 499" w/50 -sx. cement

C PROPOSE  TO
Other Treotment: P ST ATA L4

set 2" cmi. lined 1bg. et 1830' on ltension pkr.

Upon initlal completion, "perforoted
ond froc "lower zone 2298 -'2308,
then set bridge plug ot 213",
Perforated ond fraced upper zones. .

‘ Top of Loco MHills Formotion ot 1878" colc. top of cement at ogprox. 1950

5 1/2" csq. set ot 2351' w/85 sx. cement
I878 - 2117 >

Bridge plug @ 2131

R I T Y

T T

-
i

“
I~

© Totol Depth Drilled 2363




DIAGRAMMATIC SKETCH OF INJECTION WELL
YATES DRILLING COMPANY
ARTESIA METEX UNIT
TRACT 13  WELL NO. 26
330' FNL 330'FEL Sec. 26-18 S.-27 E.

- ~EDDY STATE "CK" NO. |

m Wellhead Fittings . .
- 63 - Surfoce casing Volve 8 Gougs

Elevation: 3536 | "‘"
Compleii;h 1 4/11/50
Totol Depth: 1991
'é’oyr 1885 ~'1956
Perf's: Open khole

Initisl Treotment: shot w/350 qis.

A,

i885 ~ 1956 .

Pt 50 BOPD °

Other Treotment :'

Top of Loco Hills Formation at 1816" est.

Surfoce casing cemented to surfoce

8 96" csg. set ot 494" w/50 sx. cemont

PROPOSE YO

sat 2" cmtb. lined tbg. ol 750" on tension pkr.

cale. top of cmt. at unknown

ZNINRINRIRNNNNNNRNNN

N

}

-

ARTESIA METEX UNIT PAY ZONES
1816 - 1956

S

-
!

IR TERTTTSS

7" csg. sef of unknown depth w/unknown sx. cmt.

Total Depth Drillid 1991 -

-



DIAGRAMMATIC SKETCH OF INJECTION WELL
" YATES DRILLING COMPANY
ARTESIA METEX UNIT
| | TRACT 16 WELL NO. 586
P 330' FNL 330' FEL Sec. 35-18 S.-27 E.
| o - EDDY STATE "CL" NO. 1

___..___@ Welthead Fitlings

: ~ ® Surfoce casing Velve 8 Gauge

Surfoce cosing cemented o surface

Elevation: 3548 DF

Completion? ‘7/15/52"
Total Depth: 2020'
" Pay: 1940-2020

Perf's: Open hole

A 744,

Initiol Treatment: shot w/ 330 qts,

8 506" csqg. set of 490' w/50 -sx. cement

§ ?: 20 BOPD -
b L
’ ' - Other TYreotment: sd. froc 15000% sd. \ )
' & 10,000 gals. oil PROPOSE TO
i , —_—

set 2" cmt. lined tbg. ‘ot ~i750" on fension pkr.

;

. ) L3&
Top of Loco Hills Formafion of 1820 esi. cole. top of cement af approx. 1650

TR
Z AN

51/," csq. set at i875' w/40 sx. cement
RN, i

ARTESIA METEX UNIT PAY ZONES
‘ 1820 - 2020

[ ——————

{
!

N S

" Totol Depth Drilied 2020'
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DIAGRAMMATIC SKETCH OF INJECTION WELL
YATES DRILLING COMPANY
ARTESIA METEX UNIT
TRACT 17  WELL NO. 28
990' FNL 2970' FEL Sec. 25-18 S. - 27 E.
STATE "E" NO. 3

_______.® Wellhead Fitlings

63 Surfoce cosing Volve & Gaugo

. Surfoce casing cemenied fo surface

|

Elevotion: 35686 Gl

= Completions 1/18/50
Tolo! Depth: 2033'
Pay: 1940 -2026

Perf's: Open hoie; ran csg. Jon. 1958
4 SPF/1940-47, 1951-56, 2016-26

A,
A

Inifiol Treatment: shot w/360 ‘ats. : :
1940 - 2015 : . 8 86" csg. set ot 502" w/50 sx. cement

IP: 25 BOPD flowing
{00 BOPD ofter treatment

Other Treotment: 2016-26 w/17,640
gols. teose oiir 8 1866 % sd.
'1940-56 w/11,550 gals. leass oil &
1,815% sd. (Jon. 1958) ’

T Y S vy Py -

1 PROPOSE _ TO
sel 2" cmt lined 1bg. af 1775' on tenson pkr.

Top of Loco Hills Formation ot 1828

IR RR RN

Z:SHNNNEN NN

=T ARTESIA—~ METEX-UNIT PAY ZONES
1828 - 2026

Y

colc. top of cement of dpprox. 1740"

i1}

ANV RN RR NIRRT

t

4.1, " ¢sqg. set ot 2033' w/IO sx. cemant

Totol Depth Drilled 2033




DIAGRAMMATIC ~SKETCH OF INJECTION WELL
YATES DRILLING COMPANY
ARTESIA - METEX UNIT

| 19 WELL NO. 58

330' FNL 2310 FWL Sec. 36-18 S. - 27 E.
HESTER NO. 2

TRACT

‘Elevation: 3552 GL-

~Complelién: 10/6,/52

Total Depth: 2020'
éoy: 1912 - 48

Perf's:  Open hole

Initial Treotment: Rydro - Frac

w/1500 gols. 1912 - 48
iP: 60 BOPD

NDther Treotment s .

Top of Loco Hills Formotion o1 1785

F

%

I

Veilhead Fittings

Surfoce co:s;ing Yolve & Gouge

)

ARTESIA. METEX UNIT PAY ZONES

1785 -1948

;\\\\\\\\\\\\\\\5\\\%\\\\\\\\\\\\\\\&\\\\‘

Surface cosing cemenied 1o surface

8 %" csg. set of 435" w/50 sx. cement

PROPOSE TO .

NO RECORD OF HAVING BEEN SHOT
Presently T A, propose lo re-enter, clean out
ond set 41/2"(9.5%) ¢sq. of 2020' w/i150
sx. cement. -
Estimated top of cement af 1300"

Perforate poy zones (785 -13948

Sel 2" cmt. lined tbg. 1735" on tension pkr.. .

B o '
R T T R

.

Total Depth Drilled 2020' "




: . Completignt 7/21/48

DIAORAMMATIC SKETCH

OF INJECTION WELL

YATES DRILLING COMPANY
ARTESIA METEX UNIT

TRACT 20 WELL NO. 32
380 FNL 2110 FWL Sewcw 30 - 18 s - 28 E
: _ STATE '647" NO. 96

Elevoliont 3565 Gl

_::® Wellhead Fittings

z 53 Surface cosing Volve & Gougs

Total Depth: 2200'

Pay: 1955 -2050
Perf's: Open hole

shet w/440 qts.
1955 - 2050

Initiol Treatment:

" IPt 60 BOPD

Other TYreolment:

Top of Loco Hills Formation ot 1850"

777777777

Surfoce cosing cemented 1o surfoce

'8 %" csg. set ot 550" w/100 sx. cement

b

PROPOSE _TO

Presently - T.
ond set 4 '/2
sx. ceménl
Perforate pay zones I850 2050

Esllmoted top of cement "ot 1300

Set 2" cmt. lined tbg. at I800' on tension pkr.

T A
1 ,')G

te to re-enter, cleon out
)csq of 2200' w/200
ﬁ

S

NN

ARTESIA METEX UNIT PAY ZONES
I850 - 2050

Ty

AR EEAER R .-.

Tote! Depth Drilled 2200' "~




DIAGRAMMATIC SKETCH OF INJECTION WELL
YATES DRILLING COMPANY
ARTESIA METEX UNIT
TRACT 20 WELL NO. 49
2310' FSL 2310' FWL.  Sec. 30-18 S.-28 E.
o . STATE "647" NO. 97

I

Vielihead -Fittings

I

Elevotion: 3552 6L oo 1 Surfoce cosing Volve 8 Gouge

Surfoce casing cemented to surfoce
Completion: 7/28/48 u 9 m

Totol Depth: 2200

Poy: 1930-70

Perf's: Open hole

LA,
ALY, @r
-O

Initial Treotment: shot w/220 qis. : ) :
' 1930-70 _ o 8 45" csg. set ot 550" w/100 sx. cement

IP: 20 BOPD

PROPOSE TO

Presently T.A. propose to re-enter, clean out

ond sel 4'/2"(9.5%) csg. ot 2200' w/200

sx. cemenl. ———
Estimated top of cemen! ot 1300

Perforote pay zones 1830 thru—i970.

Set 2" cmt. lined 1bg. at 1800" on fension pkr.

Other Treatment: A

Top of loco Hills Formotion ot 1830’

ARTESIA METEX UNIT PAY ZONES
1830 - 1970

5\\\\\\_\\\\\\\\\\\\\\%\\\\\\\\\\_\\\\\\\\\\‘
‘ N
LI IINRRNNOR

Total Depth Drilled 2200'




T T e e b e T

DIAGRAMMATIC SKETCH OF INJECTION WELL
YATES DRILLING COMPANY
ARTESIA METEX UNIT

1650' FNL 330' FWL Sec.

TRACT 22

WELL NO. 4|

30-18 S.-28 E.

MRY NO. 2

Eleyation: 3571 GL
Completiont 1/28/50
Totol Depth: 2020' .

Pay: 1934 - 2005

Perf's : Orlg. opén hole; ron csq.

perf'd. 1940-50, 1970-80

Initial Treatment: shot w/320 gts.

1834 - 2005

B TR 1v) - 7

Othér Treatment* ran c¢sqg. - froc

" w/40,000 gol. wir. 54,000% sd.

.Top of Loco Hills Formation a1 1852' osi.

7777

ARTESIA- METEX UNIT PAY ZONES
1852 - 1980

3

1
g

i
!
!

r—-—“—“® Wellheod Fittings

Surface cosing Valve & Gougs.

Surfece casing cemented to surfoce

8 %" csq. set ot 480" w/55 sx. cement

PROPOSE _TO

set 2° ¢mi. iined tbg. ot 1880' on tension pkr.

(I

NN
;' . w : M . : :
- EQONRTHERNNIIINIHIIININININNINNNIRNNN

-

‘est. fop of cml. ot approx. 1300’

515" cs§. set ot 2015" w/250 sx. cemenf.
- w
Total Depth Drilled 2020
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EXHIBIT VII A

UNIT AGREEMENT
foa THE DEVELOPMENT AND OPERATION
OF THE
ARTESTA METEX UNIT: AREA

COUNTY OF EDDY

STATE OF NEW MEXICO

Ihdéx

Unit Agreement Proper

Unit ALea e.eeseecsscsacsss Exhibit "A"

Tract Ownership and

Participation ..eceees Exhibit “B"

pDated - June 21, 1973

S RE FXAMINER STAMETS
Ol CONETRYAT10 N COMMISSION
. T 7A

Cepno. 50RO 4 godl

CSubiies o €T
Hearing Dale, ,__,,Z_'Z ;‘fz.’ :

e —————

T T RIS 2

e s B TA S eI
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UNIT AGREEMENT
ARTESTA METEX UNTY AREA

EAdy County, New Mexico

N INDEX
SECTION‘ .
1. Definitiong
2. Unit Area and Exhibits
3. Expansion of Unit Area
4. Unitized Lands-
5. Unit Operator
6. Reéignation or Removal of Unit Operator
7. Successor Unit Operator
8. Aécountiﬁg Provisions
9. Rights éhdvbbligationSHOf Unit- Operator
10. Plan of Operations
1l. Tract Pérticipation
12. Tracts Qualified for Participation
13, AllocationMQf Unitized Substances
14; 0Oil in Lease Ténkage on Effective Date
15. Payment of Rentals, Royalties and Overriding
16. Leases and Contracts Conformed and Extended
Insofar as They Apply to Lands Within the
Unitized Area
17. Cdnsefvaﬁion
8. bPrainage
19. Covenants Run With Land
20. Effective Date and Term
21, Rate of Production
22. Appéarances
23, Notices
24. Unavoidable Delay
25. Loss of Title
26. Easements or Use of Surface
27. No Waiver of Certain Rights
28. Subsequent Joinder
29; No Paftnership
30. Counterparts
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N

UNIT AGREEMENT
FOR TIlIF¥ DEVELOPMENT AND OPERATION
OF THE
ARTESIA METEX UNIT AREA

' No.

THIS AGREEMENT, entered into as of the _21st day of__ June
1973, by and between the parties subscribing, ratifying or consenting
hereto, and herein referred to as the "parties hereto":

WITNESSETH:

WHEREAS, the parties hereto are the owner of working, royalty or
other o0il or gas interests in the Unit Area subject to this agreement;
and -

WHEREAS, the Commissioner of Public Lands of the State of New
Mexico is authorized by an Act of the lLegislature (Sec. 1, Ch. 88,
Laws 1943, ‘as amended by Sec. 1, Ch. 176, Laws of 1961) (Sec. 7-11-39
N.M.S.A., 1953 Comp.}, to consent to and approve the development or
operation of State lands under agreements made by lessees of State land
jointly or severally with other lessees where such agreements provide
for the unit operation oxr development of part of or all of any oil or
gas pool, field or area; and..

WHEREAS, tﬁe Commissioner of Public Lands of the State of New
Mexico is authorized‘by»an act of the Legislatu:e (Sec. 3, Ch. 88,‘Laws

1943 as amended by Sec. 1, Ch. 162, Laws 1951} (Sec. 7-1i-41 N.M,S.A.,

l953iComp.), to amend with the approval of lessee, evidenced by the
lessee's execution of such agreement or otherwise, any oil and gas lease
embracing State lands so that the length of the term of said lease may
coincide with the term of such agreements for the unit operation and
development of part or all of any oil or gas pool, field or area; and

WHEREAS, the 0il Conservation Commission of the State of New

- Mexico (hereinafter referred to as the "Commission") is authorized by

an Act of the Legislature (Sec. 12, Ch. 72, Laws 1935, as amended, Sec.
65-3-14 N.M.S.A., 1953 Comp.) to approve this agreement and the conser-
vation provisions hereof; and :

WHEREAS, the parties hereto hold sufficient interest in the Artesia
Metex Unit Area covering the land hereinafter described to give reason-
ably effective control of operations therein; and

WHEREAS, it is the purpose of the parties hereto to enable institu-
tion and consumination of secondary recovery operations, to conserve
natural resources, prevent waste and secure other benefits obtainable
through development and operation of the Unitized Formation subject to
this agreement under the terxrms, conditions and limitations herein set
forth;

NOW, THEREFORE, in consideration of the pfemises and the promises

“herein containéd, the parties hereto commit to this agreement their

xespective interests in the Unitized Formation in the below defined
Unit Area, and agree severally among themselves as follows:

1. DEFINITIONS: For the purpose of this agrecement, the follow-
ing terms and expressions as used herecin shall mean: o T




R

~ (a) "Commission" means the 0il Conservation Commission of
the State of New Mexico,

(b) “"Commissioner" means the Commissioner_of Public Lands
of the State of New Mexico.

"(¢) “Royalty Interest"” or "Royalty" means an'interest other
than a Working Interest in or right to receive a pOrtion of the
Unitized Substances or the proceeds thereof and includes the royalty
interest reserved by the lessor by an oil and gas lease and any over-
riding royalty interest, oil payment interest, net profits contract,
or any other payment or burden which does not carry with it the
right to search for and produce Unitized Substances.

(d) "Royalty Owner" means the owner of a Royalty Interest.

(e) "Tract" means each parcel of land descrzbed as such and
given a Tract numker in Exhibit "B".

(f) *“Tract Participation" means the percentage of Unitized
Substances allocated to a Tract under this agreement as shown in
Exhibit "B".

(g) “Unit Area" means the land shown on Exhibit "A", and
described by Tracts in Exhibit "B", containing 2,016.93 acres,
more or less.

(h) "Unit Operating Agreement® means any agreement or agree- ~
ments, whether one or more, entered into_either separately or
collectively by and ‘between the Unit Operator and the Worklng
Interest Owners, as prov1ded in Section 8, ACCQUNTING PROVISIONS
and shall be styled “Unit Operating Agreement for the Development
and Operation of the Artesia Metex Unit Area, County of Eddy,

State of New Mexico."

. (i) "Unit Participation" means the sum of the Tract Parti-
cwpatwon as shown by tracts for each Working Interest Owner in
Exhibit "B". )

(3) "Unitized Formation" means that inclusive ‘subsurface por-
tion throughout the Unit Area of the interval between the top of
the Queen formation and the top of the San Andres formation as such
formation tops occur between the depth interval measured from the
kelly busbing, of 1376 feet and 2116 feet, respectively, in the
Gulf 0il Corporation State uer” Well No. 1 as shown on the Sonic
Log of said well which is located in the NEY4%SWY% of Section 25,
Township 18 South, Range 27 East, Eddy County, New Mexico.

(k) "Unitized Substances" means all oil, gas, gaseous sub-~
stances, sulphur contained in gas, condensate, distillate and all
associated and constituent llquld or liquefiable hydfocarbons
within or produced from the Unitized Formation.

(1) "Working Interest" means an interest in Unitized Sub-
stances by virtue of a lease, operating agreement, fee title,
carried interest or otherwise, which interest is chargeable with
and obligated to pay or bear, either in cash or out of production

~@i otherwise, all or a portion of the cost of drilling, developing,

producing and operating the Unitized Formation. any interest in
Unitized Substances which is a Worklng Intcrest as of the date the
owner thereof executes or ratifies this agreement shall thereafter
be treated as a Working Interest for all purposes of this agreement.




(m) "Working Interest Owner" mcans a party hereto who owns
a Working Interest.

(n) "Voting Interest.'" Bach Working Interest Owner shall
have a voting interest equal to its Unit Participation which is
in effect at the time the vote is taken. :

(o) "Unit Operator" means the Working Interest Owner desig-
nated by Working Interest Owners under the Unit OperaLlng Agree-
ment to develop and operate the Unitized Formation, acting as
operator and not as a Working Interest Owner.

{(p) "Unit Operations" means all operations conducted by
Working Interest Owners or Unit Operator pursuant to the agfée-
~ment and the Unit Operating Agreement for or on account of the

development and operation of the Unitized Formation for the pro-
duction of Unitized Substances. -

ZQ) "Outside Substances" means all substances obtained from
any source other than the Unitized Formation and which are injected
into the Unitized Formation.

(r) "0il and Gas Rights" means the right to explore, develop,
and operate lands within the Unit Area for the production of ‘
Unitized Substances, or to share in the production so obtained or
" the proceeds therefrom.

(s) "Unit Equipment" means all personal property, lease and
well equlpment plants,'and other facilities and equipment taken
over or otherw1se ‘acquired for the joint account for use in Unit
Operatlons.

(t) "Unit Expense" means all cost, expense, or indebtedness
incurred by Working Interest Owners or Unit Operator pursuant to
this “agreement and the Unit Operating Agreement for or on account
‘of Unit Operations.

2. UNIT AREA AND EXHIBITS.

2.1 The following described land is herebY‘designéted and
recognized as constituting the Unit Area:

Township 18 South, Range 27 East, N.M.P.M.
Section 24: NY4%NEY%, :S4NEY, Sk

Section 25: N, swk, N4SEY, SW4SEY
Section 26: E4%FE%, SW4%SEX

Section 35: N%NEY

Section 36: N3N

Township 18 South, Range 28 East, N.M.P.M. ‘
Section 19: ILots 2, 3, 4, E&%SWY, W;SE%, NE4SEX%
Section 30: 1Iots 1, 2,E:Nwk, WsNEY%, NEX%SW

Containing 2016.93 acres, more or less,

Eddy County, New Mexico.

2.2 Exhibit "A" attached hereto is a man showing the Unit
Area and the boundaries and identity of trac~::; and ieases in said.
Area to the extent known to the Unit Operatc: . Exhibit "B" attached
hereto is a schedule showing to the extent known to thé“Operator the
acreage, percentage and kind of ownership of oil and gas interests
in all lands in the Unit Area. However, nothing herein or in said
schedule ox map shall be construed as a representation by any party .
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hereto as to the ownership of any interest other than such interest
or interests as are shown on said map or schedule as owned by such
party. lIxhibits "A" and "B" shall be revised by the Unit Operator
whenever changes in ownership in the Unit Area render such revisions
necessary or when requested by the Commissioner. An exhibit shall
be considered to be correcct until revised as herein provided.

. 2.3 The shapes and descriptions of the respective Tracts

have been established by using the best information available. If
it subsequently appears that any Tract, because of diverse royalty
or working interest ownership on the effective date hereof, should

_be divided into more than one Tract, or that any mechanical mis-

calculation has been made, Unit Operator, with the approval of

‘Working--Interest Owners and the Commissioner, may correct the mis-

take by revising the exhibits to conform to the facts. Each such
revision of an exhibit shall be effective at 7:00 a.m. on the first
day of the calendar month next following the filing for record of
the revised exhibit or on' such other date as may be determined by
Working Interest Owners set forth in the revised exhibit.

3. EXPANSION OF UNIT AREA.

3.1 The above described Unit Area may, when practicable, be
expanded to include therein-any additional tract or tracts re-
garded as reasonably necéésary or advisable for the purposes of
this agreement to conform with the purposes of this agreement.
Such expansion shall be effected in the following manner:

Unit Operator. shall. circulate a notice of the proposed
expan51on to each Worklng interest Uwner in the Unit and ih the

Tract proposed to be included in the Unit, setting out the basis
for admission, the Unit Participation to be assigned to each Tract

"in the enlarged Unit and other pertinent data. After negotiation

(at Working Interest Owners' meeting or otherwisge) if Working
Interest(Owners having in the aggregate eighty percent (80%) Unit
Partlclp4uxon have agreed to such Tract or Tracts being brought
into the Unit, then Unit Operator shall, after preliminary con-
currence by the Commissioner: :

(a) Prepare a notice of proposed expansion describing
the comtemplated changes in the boundaries of the Unit Area, the
reason therefor, the basis for admission of the ‘additional Tract
or Tracts, the Unit Participation to be ass1gned thereto and the.
effective date thereof; and

(b) Deliver copies of said notice to the Commissioner,
each Working Interest Owner and to the lessee and lessoxr whose

“interests are affected, advising such parties that thirty (30)

days will be allowed for submission to the Unit Operator of any
objection to such proposed expansion; and

(¢} File, upon the expiration of said thirty (30)
day period as set out in (b) immediately above, with the Commiss-~
ioner and Commission the following: (1) »Evidence of mailing ox
delivering copies of such notice of expansion; (2) An application
for such expansion; (3) An instrument containing the appropriate
joinders in compliance with the participation requirements of
Section 12 (Tracts Qualified for Participation); and (4) Copy of
any objections received. :
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(1} There shall be no retroactive allocation or ad-
justment of unit expense or of interests in the Unitized Sub-
stances produced, or proceceds thexcof prior to the effective date
of cxpansion and qualification under Section 12; however, this
limitation shall not prevent an adjustment of investment by rea-
son of the enlargement.

3.2 After due consideration of all pertinent information
and approval by the Commissioner and Commission, the expansion
shall become effective as of the date prescribed in the notice
therecof, preferably the first day of a month subsequent to the
date of notice.

3.3 In any approved expansion of the Unit Area the revised
Tract Participations of those Tracts which were committed prior to
each such expansion shall remain in the same ratio one to another.

4, UNITIZED LANDS. The Unitized Substances and the surface
rights incident to the ownership thereof, are unitized uiider the terms
of this agreement. All lands committed to this agreement as to the-
Unitized Formation shall constitute land referred to herein as "Unit-
l?ed Land® or "“land subject to this agreement"

5. UNIT OPERATOR. Yates Drllllng Company, a New Mexico corpor-— -
ation, whose address is 207 South 4th Street, Artesia, New Mexico, is
hereby designated as Unit Operator and by signature hereto commits to,
this agreement all its vested interest in the Unitized Substances as
set forth in Exhibit “B", and agrees and consents to accept the duties
and obligations of Operator as herein provided. Whenever reference is
made herein to the Unit Operator, such reference means the Unit Operator
acting in that capa01ty and not as an owner of interests in Unitized
Substancos; and the term "WorKing Interest Owner" when used herein
. shall include or refer to Unit Operator as the owner of a working
fg" “Interest when such an interest is owned by it.

6. RESIGNATION OR REMOVAL OﬁiUNIT OPERATOR.

6.1 Unit Operator shall have the .right to6 resign at any _
time, but such re51gnat10n shall not become effective as to re- :
lease Unit Operator from the duties and obligations of Unit Oper- B
ator and terminate Unit Operator's rights as such for a period of
three (3) months after written notice of intention to resign has

- been given by Unit Operator to all Working Interest Owners and
the Commissioner, cand until all unit wells are placed in a cond-
ition satisfactory to the Commissioner for'suspension, abandonment,
or operations, whichever is intended by the Unit Manager, unless
a new Unit Operator shall have taken over and assumed the duties
and obligations of Unit Operator prior to the expiration of said
period.

6.2 The Unit Operator shall, -upon default or failure in the
pcrformance of its 'duties or obligations hereundexr, be subject to
removal by Working Interest Owners having in the aggregate seventy-
five percent (75%) or more Unit Participation, after excluding any
Unit Participation of the Unit Operator. Such removal shall be
effective upon notice therscf to the Commissionerx.

6.3 1In all such instances of effective resignation or removal,
untll a successor to Unit Opecrator is selected and approved as
hereinafter provided, the Working Interest Owners shall be jointly
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 hercunder.




6.4 The resignation or removal of the Unit Operator under
this agrecment 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
becomiing effective, such Unit Operator shall deliver possession
of all equipment, materials and appurtenances used in conducting
the unit operations and owned by the Working Interest Owners to
the new duly qualified successor Unit Operator, or to the owners
thereof if no such new Unit Operator is elected, to be used for
the purpose of conducting unit operations hereunder. Nothing
herein shall be construed as authorizing removal of any material,
equlpment and appurtenances needed for the préeservation cf any
‘wells.

7. SUCCESSOR UNIT OPERATOR. Whenever the Unit Operator shall
resign as Unit Operator or shall be removed as hereinabove provided,
the Working Interest Owners shall, by a majority Voting Interest,
select a successor Unit Operator; provided ‘that, if a majority but
Jess tHan seventy-five percent (75%) of the Voting Interest is owned
by one party to this agreement, a concurring vote of sufficient additional
parties, so as to constitute in the aggregate not less than seventy-five
percent (75%) of the total Voting Interests, shall be required to select
a new Operator. Such selection shall not become effective until (a) a
Unit Operator so selected shall accept in writing the duties and respon-
sibilities of Unit Operator, and (b) the selection shall have been
approved by the Commissioner. If no successor Unit Operator is selected
and qualified as herein provided, the Commissioner at his election may
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“declaré this Unit Agrsemant tarminaied,

8. ACCOUNTING PROVISIONS. The Unit Operator shall pay in the
first instance all costs and expenses incurred in conducting unit
operatlons hereunder, and such costs and expenses and the working
_ interest benefits accruing hereunder shall be apportioned, among the
* - : _owners of the unitized Working Intexests in accordance with an Operating
: Agreement entered into by and between the Unit Operator.and the owners
of such interests, whether one or more, separately or collectively. No
such agreement shall be deemed either to modify any of the terms and
conditions of this Unit Agreement or to relieve the Unit Operator of
any right or obligation established under this Unit Agreement and in
case of any inconsistencies or conflict between this Unit Agreement and
the Operating Agreement, this Unit Agreement shall prevail. One true
copy of any Unit Operating Agreement shall be filed with the Commissioner.

9. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR. Except as otherwise
specifically provided herein, the exclusive right, privilege and duty
of exercising any and all rights of the parties hereto which are nec-
essary or convenient for prospecting for, producing, storing, allocat-
ing and distributing the Unitized Substanc"s are hereby delegated to
and shall be exercised by the Unit Operatcr as herein provided. Accept-
able evidence of title tc said rights shall be deposited with said Unit
Operator and, together with this agreement, shall constitute and define
the rights, privileges and obligations of Unit Operator. Nothing herein,
however, shall be construed to transfer title to any land or to any
lease or operating agreement, it being understood that under this agree-
ment the Unit Operator, in its capacity as Unit Operator, shall exer-
cise the rights of possession and use vested in the parties hereto only
fer the purposes hercin specified.




10. PLAN OF OPERATIONS. The initial plan of operation shall be
filed with the Commissioner and the Commission concurrently with the
filing of this Unit Agrecment for final approval. Said initial plan
of operation and all revisions thereof shall be as complete and adequate
as the Commissioner and Commission may determine to be necessary for
timely operation consistent herewith. Reasonable diligence shall be
exercised in complying with the obllgatlons of the approved plan of
operation. -

It is recognized and agreed by the parties hereto that all of the

land subject to this agreement is reasonably proved to be productive

of Unitized Substafices in paying quantities 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 additional recovery of
Unitized Substances, prevent waste and conserve natural resources.

The parties hereto agree that the Unit Operator may, subject to the
consent and approval of a plan of operation by the Working -Interest

" Owners, the Commissioner and the Commission, inject into the unitized
formation, through any well or wells completed therein, brine, water,
air, gas, liquefied petroleum'gases and any one or more other substances
or comblnatlon of substances whether produced from the Unit Area or not,
and that the location of input wells, the Yates of injection therein

" and the rate of production shall be governed by standarxds of good
geologic and petroleum engineering practices and conserVation methods.
Subject to like approval the plan of operation may be revised as con-

. ditions may warrant. : :

11. TRACT PARTICIPATION.

._:_lA]»-_;A l N “ﬂ-:[,n - __E;gﬁ .

e 1 Lt "B" attached hereto, there are llsted “Ar

numbered the various tracts within the Unit Area and set forth

( , oprosite each tract is a figure which reprevents the percentage
; of participation allocated to such tract calculated on one

' hundred percent tract commitment.

11.2 The Tract Participation of each tract was determined
in accordance with the following formula:

Percentage Participation of each Tract
EQUALS

Sur face Acres in Tract
Total Surface Acres in Unit Area
PLUS

15% of

~

<Cumu1ativekoilvProduétion from Tract to January 1, 1973
Cuinulative 0il Production from Unit Area to January 1, 1973

85% of

12, TRACTS QUALIFIED FOR PARTICiPATION.

12.1 On and after the effective date hereof and until
the enlargement or reduction thereof, the Unit Area shall be
composed of the Tracts listed in Exhibit "B" that corner or have
a common boundary (Tracts separated only by a public highway of
a railroad right of way shall be considered to have a common
boundary) and that otherwise qualify as follows:

{a) Each Tract as to which Working Interest Owners
owning one hundred percent (100%) of the Working Interest have
become parties to this agreement and as to which Royalty Owners .
owning scventy-five percent (75%) or more of the Royalty Interest
have become parties to this agreement. '




(b) FEach Tract as to which Working -Intcrest Owners
owning one hundred percent (100%) of the Working Interest have
become parties to this agrecement and as to which Royalty Owners
owning less than seventy-five porcent (75%) of the Royalty Interest
have become parties to this agreement, and as to which (i) all
Working Intexest Owners in such Tract have joined in a request
for the inclusion of such Tract in the Unit Area, as to which (ii)
seventy-five percent (75%) of the combined voting interests of
Working Interest Owners in all Tracts that meet the reguirements
of Section 12 (a) have voted in -favor of the inclusion of such
Tract.

(c) Each Tract as to which’ horklng Interest Owners
own:ng less than one hundred percent (100%) of the Working
Inﬁfrest having become parties to this agreement regardless of

thc percentage of Royalty Interest therein that is committed hereto; .

ani as to which (1) the Working ‘Interest Owner who operates the
Tract and all of the other Working Interest Owners in such Tract
w:o have become parties to this agreement have joined in a request
for inclusion of such Tract in the Unit Area, and have tendered or
uxecuted and delivered an indemnity agreement indemnifying and
Fgreelng to hold harmless the other Working Interest Owners in
fthe Unit Area, their successors and assigns, against all claims
‘and demands that may be made by the owners of Working Interests

in such Tract who are not parties to this agreement and which
arise out of the inclusion of the Tract in the Unit Area; and as
to which (ii) seventy-~five percent (75%) of the combined voting
interest of Working Interest Owners ‘in all Tracts that meet the
uredu1rements of Sectlons lZ(a) and 12(b) have voted in favor of

Y

the inclusion of such Tract and £o aciéébt the-indemnifying agree- oo

ment. Upon the inclusion of such a Tract in the Unit Area, the
Unit Part1c1patlon that would have been attributed to the non-

subscribing owners of the Working Interest in such Tract, had they
become parties to this agreement and the Unit Operating Adgreement,
shall be attributed to ‘the Working Interest. Owners in Such Tract
who have become partles to such agreements in pxoportlon to their
respective Working Interests in- the Tract.

12.2 If any 0of the Tracts described in original Exhibit "B"
fail to qualify for inclusion in the Unit Area, Unit Operator shall
recompute, using the original basis of computation, the Tract
Participation of each of the qualifying Tracts and shall revise
Exhibits "A" and "“B" accoérdingly. The revised exhibits shall be
effective as of the effective date hereof and upon approval by the
Coramissioner.

13. ALLOCATION OF UNITIZED SUBSTANCES.

©13.1 All Unitized Substances produced and saved from the
Unit Area (except any part of such Unitized Substances used in
conformity with good operating practices on Unitized Land for
drilling, operating, camp and othexr production or development
purposes and for pré§sure maintenance or unavoidable loss) shall be
apportioned among and allocated to the committed tracts within the
Unit Area in accordance with the respective tract participation,
as set forth in the schedule of participation in Exhibit "B" or
any revision thereof. The amount of Unitized Substances so allo-
cated to each tract, and only that amount (regardless of whether
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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 and purposes be decned to have been pro-
duced from such tract.

13.2 The Unitized Substanccsia110cated to each tract shall
be distributed among, or accounted for to, the parties executing,
consenting to ox ratifying this agreement entitled to share in
the production from such tract in the same manner, in the same
proportions and upon the same c¢onditions as they would have parti-
cipated and shared in the production from such tract, or the pro-
ceeds thereof, had this agreement not been entered into and with
the same legal force and effect.

13.3 No tract committed to this agreement shall be subsequently
excluded from participation herecunder on account of depletion of
Unitized Substances, and nothing-herein contained shall be con-
strued as requiring any retroactive adjustment for production ob-
tained prior to the effective date of the joinder of any tract.

13.4 If the Royalty or Working ‘Interest in any tract are
divided with respect to separate parcels or portions of such tract
and owned severally by different persons, the percentage parti-
cipation assigned to such tract shall, in the absence of a record-

able instrument executed by all owners and furnished to Unit Operator

fixing the divisions of ownership, be divided among such parcels
or portions in proportions to the number of surface acres in each.

~13.5 The Unitized Substances allocated to each tract shall be
dellvernd in Kind ©o the- wcrk*ng Interest Owners and oLher parties
entitled thereto by virtue of the ownership of the oil and gas
leasehold rights therein or by purchase from such owners. Each
Working Interest Owner and other parties entitled thereto shall,
at its own expense, take in kind of separately dispose of its pro-
portlonate part of all of the Unitized Substances produced and
saved from the Unitized land. Delivery of such Unitized bubstances
shall be made by the Unit Operator at a common point within the
Unit Area. In the event any party hereto shall fail or refuse to
take in kind or otherwise separately dispose of its proportionate
part of said production, as and when produced, Unit Operator
shall have the authority, revocable at will by such Working Interest
Owner, to sell or otherwise dispose of all or part of such pro-
duction to others, or to purchase same for its own account, at a
pr:ce not less than the prevalllng market price in the area for
like products. The account of such party shall be charged there-
with as having received such production and the net proceeds, if
any, from the sale or other dispostion of Unitized Substances by
Unit Operator shall be paid to the party entitled thereto. All
such sales or purchases by Unit Operator shall be only for such
reasonable periods of time as are consistent with the minimum needs
of the industry, under the circumstances, but in no event shall any

‘such sale be for a period in excess of one (1) year. Notwith-

standing the foregoing, the Unit Operator shall not make a sale

" into intersiate commerce of any Working Interest Owner's share of

gas production without first giving such Working Interest Owner
sixty (60) :days notice of such intended sale.

13.6 Any party receiving in kind or separately disposing of
all or any part of the Unitized Substances allocated to any tract,
shall be responsible for the payment of all rayalty on the lease
or leases and tracts contributed by it and received into the Unit,
and each such party shall indemnify and hold each other party hercto
harmless against any liability for all Royalty, Overriding Royalty,
Production Payments, and all other payments chargeable against, or
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payable out of such Unitized Substances, or the proceeds therefrom.

13.7 If therc are any tracts or tract within the Unit Area
not commilted herecto as of the effective date hereof but which are
subsequently committed hereto, as provided in Section 3 (Expansion
of Unit Area) or under the provisions of Section 26 (Subsequent
Joinder), or if any tract is excluded from the Unit Area as pro-
vided for in Sectich 25 (loss of Title), the schedule of participation
as shown in Exhibit "B" shall be revised by the Unit Operator and
distributed to the Working Interest owners and the Commissioner
to show the new percentage participation of all the then effectively
committed tracts; and the revised Exhibit "B", upon approval by the
commissioner shall govern all the allocation of production from
and after the effective date thereof until a new revised Exhibit
"B" is filed and approved as hereinabove provided.

14. OIL IN LFASE TANKAGE ON EFFECTIVE DATE. Unit Operator shall
make a proper and timely gauge of all lease and other tanks on Unitized
Iand in order to ascertain the amount of merchantable oil or other
liquid hydrocarbons above the pipeline connection in such tanks as of
7:00 a.m. on the effective date hereof. Any of such production which
has” been produced legally as part of the prior allowable of the well
or wells from which produced shall be and remain the property of Work-
ing Interest Owner entitled thereto the same as if the Unit had not
been formed; and such Working Interest Owner shall promptly remove said
oil from Unitized YLand. Any such 0il not promptly removed shall be

'sold by Unit Operator for the account of such Working Interest Owner

_who shall pay all royalty, overrldlng royaltles, production payments,
and-all other payments undeér the terms-—and pvnv*nwnnc of. the applicable
lease or leases and other contracts. All such oil as is in excess of
the prior allowable of the well or wells from which the same was pro-

‘duced shall be regarded and treated the same as Unitized Substances

produced 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 included as a part of the Unitized Substances produced after the
effective date hereof and the amount thereof shall be charged to such
tradt as having been delivered to the parties entitled to Unitized
Substances allocated to such Tract.

15. PAYMENT OF RENTALS, ROYALTIES AND’OVERRID’ING ROYALTIES. All
rentals due the State of New Mexico siiall be pald by the respectlve
lease owners in accordance with the termns of Lhﬁlr leases.

All royalties due the State of New Mexido under the terms of the
leases committed to this agreement shall be computed and paid on the
basis of all Unitized Substances allocated to the respective tracts
by the formula established by Section 11 hereof; provided, however, the
State shall be entitled to take in kind its share of the Unitized Sub-
stances allocated to the réspective leases, ‘and in such case the Unit
Operator shal) make deliveries of such royalty 0il in accordance with
the terms of the rospectlve leases.

If the Unit Operator introduces gas obtained from sources other
than the Unitized Substances into the Unitized Formation for the purpose
of repressuring, stimulating or increasing the ultimate recovery of
Unitized Substances thorefrom, a like amount of gas, if available, with
due allowance for loss or depletion from any cause may be thhdrawn
from the Unitized Formation royalty free as to ary gas but not as’to
the products extracted therefrom: provided, that such withdrawal shall
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be at such time as may be provided in a plan of operation consented to
by the Commissioner and approved by the Commission as conforming to
good petroleum engineering practice; and provided, further, that such
right of withdrawal shall terminate on the termination of this Unit
Agreement. .

If any lease committed hereto is burdened with an overriding
royalty, payment out of production or other charge in addition to the
usual royalty, the Owner of each such lease shall bear and assume the
same out of the Unitized Substances allocated to the lands embraced in
each such lease as provided herein.

Each Royalty Owner who ratifies this agreement represents and
warrants that he is the owner of the 1nterest in - a tract or tracts
within the Unit Area as his interest appears in Exhibit "B" attached
hereto. If any such interxest in a tract or tracts should be lost by
title failure or otherwise in whole or in part during the term of this
agreement then the Rovalty Interest of the party. representlng himself
to be the -owner thereof shall be reduced proportionately and the lnter-
est of all parties shall be adjusted accordingly.

l6. LEASES.AND CONTRACTS CONFORMED AND EXTENDED INSOFAR AS THEY
APPLY TO LANDS WITHIN THE UNITIZED AREA. The terms, conditions and
provisions of all leases, subleases, operating agreements and other
contracts relating to the exploration, drilling, development or opera-
tion for oil or gas of the lands committed to this agreement, shall as

of -the effective date hereof, be and the ‘same are hereby expressly modl-
fled and ampndpd 1h<=nf"'n* ag fhov nhr\'ln i-n 1ands i +hin +thao Thadl Adan .
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to the extent necessary to make the same conform to the provisions hereof
and so that the respectlve terms of said leases and agreements will be
extended insofar as necessary to c01nc16e with the terms of this agree-
ment and the approval of thls agreement by the Commissioner and the
respective lessees shall be effective to conform the 'provisicns and
exténd the terms of each such lease as to lands within the Unit Area

to the provisions and terms of this agreement; but otherwise to remain

in full force and effect. Each lease, sublease or contract relating

to the development and opeération for oil and gas of the lands within

the Unit Area, shall continue in force beyond the térxm provided therein
as long as this agreement refiains in effect. Termination of this agree-
ment shall not affect any lease which pursuant to the terms thereof

Oox any applicable ‘laws would continue in full force and effect thereafter.
Drllllng,produc1ng or secondary recovery operations performed hereunder
upon any tract of the Unitized Lands shall be accepted and deemed to be
performed on each of the tracts committed to this agreement and opera-
tions or production pursuant to this agrcement shall be deemed to be
operations upon and production from each tract committed hereto. The
development and operation of ‘the Unitized Lands under the terms hereof
shall be deemed full performance of all obligations for development and
operatlon '‘with reéspect to each and every part or separately owned tract
within the Unit Area, regardless of whether there is any development of
any part of tract of the Unit Area.

The leases embracing land of the State of New Maxico having only
a portion of the land committed hereto, shall he segregated as to that
‘portion committed and that portion not committed, and the terms of such
leases shall apply separately to such scygregated portions commencing as
of the effective date hercof. Notwithstanding any of the provisions of
this agreemont to the contrary, any lecase cmbracing lands of the State
of HNew Mexico having only a'“ortxon of its land committed hereto shall
continue in full force and afyect beyond the term provided therein as
to all lands cmbraced in such lcase {whether within or without the Unit
Area), (1) if, and for so long as oil or gas are capable of being pro-
duced in paying quantitics from some part of the lands embraced in such
lease cormitted to this agreement; ox (2) if, and for so long as some

part of the lands ombraced in such lease commi.tted to this agreement
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are allocated Unitized Substances; or (3) if, at the expiration of the
secondary term the lessee or the Unit Operator is then engaged in bona
fide drilling or reworking operations on some part of the lands embraced
therein and for so long as such operations are being diligently prose-
cuted, and if they result in the production of oil or gas said lease
shall continue in full force and effect as to all the lands embraced ]
therain so long thereafter as oil or gas in paylnq guantities is being
produced from any portion of said lands.

) 17. CONSERVATION. Operations hercunder &nd production of Unitized
Substances shall be conducted to provide for the most economical and
efficient recovery of said substances without waste, as defined by or
pursuant to state laws or regulations.

18. DRAINAGE. 1In the event a well or wells producing oil or gas
in paying guantities’ should 'be brought in on land adjacent to the Unit
Area draining Unitized Substances from the lands embraced therein, Unit
Operator shall drill such offset well or wells as a reasonably prudent
operator would drill under the same or similar circumstances.

19. ~COVENANTS RUN WITH IAND. The covenants herein shall be con-
strued to be covenants_;unning with the land with respect to the inter-
est of the parties hereto and their successors in interest until this
agreement terminates, and any grant, transfer or conveyance of an inter-
est in land or leases subject hereto shallibe and hereby is conditioned
upon the assumption of all privileges and obligations hereunder by the
grantee, transferee or other successor in interest. No assignment or
transfer of any working, royalty or other interest subject hereto shall

- be binding! upon ‘Unit Operator unt‘I‘the first day.of the .calendar month

after the Unit Operator is furnished with the original, photostatic or -
certified copy of the instrument of transfer.

20. EFFECTIVE DATE AND TERM.

20.1 -This agreement shall become effective at 7:00 a.m. on
“the first day of the month following approval by the Commissioner
and shall remain in effect so long as Unitized Substances are
capable of being produced in guantities sufficient to pay the costs
of operation and should production cease, so long thereafter as
diligent drilling, reworking or other operations.(inéluding second-
ary recovery operations) are in progress on the Unitized Land and
so long thereafter as Unitized Substances so established or re=
stored can be produced as aforesaid. This agreement may also be
terminated at any time by not less than seventy-five percent (75%)
of the total participating working interests signatory Lereto with
the approval of the Commissioner.

20.2 If,this agreement is not effective on or before July 1,

1974, this agreement shall ipso facto terminate on that date (herein-

~after called "termination date") and thereafter be of no further
effect, Unless prior therceto Working Interest Owners owning a com-
bined Unit Participation of at least seventy-five percent (75%)
“have become parties to this agreement and Working Interest Owners
owning sixty-five percent (65%) or more of that percent have de-
cided to extend the termination date for a period not to exceed

six (6) months. 1If the termination date is so extended and the
requirements of Section 20.1 are not accomplished on or before the -
extended termination date, this agreement shall ipso facto terminate
on the extended termindtion date and thereafter be of no further
effect. For the purﬁose of this section, Unit Participation shall
be as calculated on the basis of Tract Pa rt1c1patlons shown on the
original Exhibit "RB".
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21. RATE OF PRODUCTION. ~All production and the disposal thereof
shall be in conformity with allocations, allotments and quotas made or
fixed by the Commission and in conformity with all applicable laws and

1awful regulations.

22. APPEARANCES. Unit Operator shall, aftor notice to other
parties affected, have the right to appear for and on behalf of any
and all interests affected hereby before the Commissionor of bublic
Lands and the New Mexico 0Oil Conservation Cowmisgion, and to appceal
from orders issued under the regulations of the Commigsioncr or
Commission ox.to apply for relief from any of said regulations or in
any procecedings on its own behalf relative to operations pending hefore
the Commissioner or Commission; provided, however, that any othoy inter-

“ested party shall also have the right at his own expensc to appoear and

to participate in any such proceeding.

23. NOTICES. All notices, demands or statements required here-
under to be given or rendered to the parties horeto shall be decmed
fully given, if given in writing and sent by postpaid registered maisl,
addressed to such party or.parties at their respective addresses set

- forth in connection with the signatures hercto-oxr to the ratification

ox consent hereof or to such other address as any such party may have
furnished in writing to party sending the notice, demand cor statement.

24. UNAVOIDABLE DELAY. All obligations under this agreement
requiring the Unit Operator to commence or continue secondary recovery’
cperations or to operate on or produce Unitized Substances from any of

_the lands covered by this agrement shall be suspended while, but only

3 A R T e e £~
SO J.Ullg as, th UUJ.L V}_J\,LQLUJ u&.-at).l.bb !.-axv \.»r\ur\,.a..)cvc.a. ﬁuc Tare “"A

diligence, is prévented from complying with such obligations, in whole
or in part, by strikes, war, acts of God, federal, ‘state or municipal
law or agencies, unavoidable accidents, uncontrollable delays in trans-
portation, inability to obtain necessary materials in open market, or
other matters beyond the reasonable control of the Unit Operator whether
similar to matters herein enumerated or not.

25. ' LOSS OF TITLE. 1In the event title to any tract of Unitized
Land or substantial interest therein shall fail and the true' owner

“cannot be induced to join the Unit Agreement so that such tract is not

committed to this agreement or the operation thereof hereunder ‘becomes
impracticable as a result therecof, such tract may be eliminated from
the Unitized Area, and the interest of the parties readjusted as a
result of such tract being eliminated from the Unitized Area. 1In the
event of a dispute as to the title to any royalty,~workiﬁgvox other
interest subject hereto, the Unit' Operatoxr may withhold‘paYment or
delivery of the allocated portion of the Unitized Substances involved
on account thercof without lialBility for interest until the dispute -is
finally settled, provided that no payments of funds due the State of
New Mexico shall be withheld. Unit Operator as such is relieved from
any responsibility forx any” “defect or failure of any title hereunder.

26. BASEMENTS OR USE_OF SURFACE. The parties hereto, to the ex-
tent of their rights and interest, hereby grant to Working Interest
Owners the right to use as much of the surface of the land within the
Unit Arca as may rcasonably be necessary for Unit Operations, including

“the free use of water from the Unit Areca for Unit Operations, except

water from any well, lake, pond ox irrigation ditch of Royalty Owners,
provided that nothing hexein shall be constrved as leasing or otherwise
conveying to Working Interest Owners a site for a water, gas injection,
processing or other plant or camp site.

27. NO WAIVER OF CERTAIN RIGHTS. MNothing in this agreement con-
tained shall be construed as a walver of any party hereto of the right

~13~- , .
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to assert any legal or constitutional right or defense as to the valid-
ity or invalidity of any law of the State of New Mexico or of the
United States or the 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 duthorlty to waive.

28. SUBSEQUENT JOINDER. Joinder of any overriding royalty or
other similar nonoperating Interest Owner, at any time, must be accom-
panied by joinder and consent of the corresponding Working Interest
Owner in order for such overriding royalty or other similar nonoperating
interest to be regarded as effectively committed hereto. Joinder of
any Working Interest Owner, at any time, must be accompanied by his
appropriate joinder to the Operating Agreement in oxder for such'intere
est to be regarded as effectively committed -hereto. A subsequent joinder
shall be effective as of the first day of the month following the approval
by the Commissioner and the filing with the ‘Commission of duly executed
counterparts of the instrument or instruments committing the interest
of such owner to this agreement.

29. NO_PARTNERSHIP.  The duties, obligations and liabilities of
the parties hereto are intended to he several and not joint or collect-
ive. This agreement is not intended to create, and shall not be con-
strued to create, an association 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 responsxble
for its own obligations as herein prov1ded

30. COUNTERPERTS This agreement: may be executed in any number-

of counterparts, no one of which needs to be executaed by all parties —« — -~ —

and may bhe ratified or consented to by a separate instrument in writing
specifically referring hereto, and shall be binding upon all those ,
parties who have ‘executed such a counterpart, ratification or consent
hereto with the same force and effect as if all such parties had signed
the same document and regardless of whether or not it is executed by
all other parties owning or claiming an interest in the lands within
the Unit Area.

IN WITNESS WHEREOF, the undersigned parties hereto have caused
this agreement to be executed as of the respective dates set forth

opposite their signatures.

ATTEST: v YATES DRILLING COMPANY

istant Secretary Vice- President

pPate: __ June 21, 1973 ' 207 S. 4th Street
Artesia, New Mexico 88210

~ UNIT- OPERATOR

STATE OF NEW MEXICO )
SS

The foregoing instrument was acknowledged before me this 21st
day of June , 1973, by Peyton Yates , Vice-
President of YATES DRILLING COMPANY, a New Mexico corporatlon.

My Commission expires: Zg?f .
| Zelesd! 22

11-30--75 ‘ Notary public

~14-
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ARTESIA METEX UNIT, wcu&:noczﬁ? NEW MEXTICO
Schedule of Tract Numbers, Ownership and Participation

EXHIBIT "B" u

AT

Page 1 of 2 - " o , « Dated - 6/1/73
TRACT LEASE NO. & LESSEE OF : OVEPRIDE OR PRODUCTXON WORKING INTEREST PARTICIPATION
20, ESCRIPTION ACRES . EXPIRATION DATE RECORD PAYMENT & PERCENTAGY QWNER - PERCENT FACTOR
ALL STATE LAND: 12 ROYALTY .
1. T-18+S, R-27~E 560.00 1648-131 Depco, Inc. Atlantic Rich. 3.1250%(0P) Depeco, Inc. ©32.986110% .073870
Sec. 24: kyek, sknek \HBP Yates Brcthers - 4.253472%  Husky Oil 32.986110% .073870
Sec. 25: SELNgk,Skiak, ' Yates Pot. Corp. 34.027780% 076203
Nakyak,sd% , ) -
whsek, NEXSER
2. T=18~S, R=27-E 80.00  648-131. Uoﬂno.. Inc. ‘Depco, Inc. 5.12153% Yates Drlg. Co. 100% 026740
Sec. 24:  WkSWi HBP “Rusky Oil Co. 5.12)53% .
Yates Brothers 2.25694%
3. T-18-S, R-27-E 40.00 B~10568-2 " Prank H. mmuwow Nona " - Baxold Kersey L00% .008857
Sec. 24: NEXSWi HRP . ‘ '
$. T-18-5, R-27-E _40.00 648-132 V. S. Welch Nona - Yates DPrlg. Co. 100% ' .022075
Sec. 24: SEYSWE ' HBP .
5. T-18-S, R=-27-E 40.00 B-5603-17 Yates Drilling Co. None - Yates .Drlg. Co. 75.00% .G08C52
See. 24: MwWhSEY HBP , Vilas' P. Sheldon 25.00% 002688
6. T-18-S, R-27-E 80.00, B~10453~7 vilas P. Sheldon Estate of Lillian = '3.125% Yates Drlg. Co. 75.00% .038553
Sec. 24: SkSEX HBP ' : ” V. Browne Vilas P. Shelden 25.00% .01C287
7. T-18-S, R-27-E 40.00 L-3757-1 Yates Drilling Co. Nohe - Yates Drlg. Co. 100% .013730
Sec¢. 24: NZXSEK HBP ) : :
8. T-18-5, R=28-E 43.48 3-7966~13 R.D. Colliex & Jimmy E. collier 10.9375% Harold Kersey 33.334% 008139
Sec., 19: Iot 2(swhknwk) + HBP ‘ " C.A. Denton , Walter Granberr 23.333% .00E138
. Leland Wittkopp i+ 33.333% .cogLz8
3. T-18-5, R-28-E : 126,81 B-11595 Gulf 0il Corp. 'None - Yates Drlg. Co. 100% .045804
Sec 19: Lots 3,4 (whkswk), HBP
' SEXswk
10. T=18-5, P-28~E 40.00 B-11595 i.ﬁwym 0il Cozy. Gulf Oil Corp. 8.203125%  Yates Drlg. Co. 10C% .«023980
Sec 19: NEXSWk HBP ‘L :
‘11. 7-18-5, R-28-F '80.00  B-11339-9 Cities Service Oil Co. Tern Oil Co. 76.125C% Cities Serv. 100% .053068
Sec. 19: WwWhSEj HBP 4 . ,
12. T-18-5, R-28-E 40.00 E-828 ' Gulf Oil Corp. Gulf Oil Corp. 5.46875%  Yates Drlg. Co. 100% .0288%7
Sec. “19: NEYSEY HEP _ , _
13, 1-18-S, R-27=-F 80.00  B-11083~19 Umvn..u. Inc. & ClarenceL.Nozth,Jr, 12,500% Depco, Inc. 50.00% -018832
‘Sec. 28: E4NEk HBP _ Husky Oil Co. . Wastern Oil Fields 5.000% Husky Qil Co. 50.00% .0lC332
14. T-18-S, R-27-E 40.00 E-2123 Guif 0il Corp. Gulf Oil Corp. 12.560% Yates Drlg. Co. 100% .032254
‘Sec. 26z SWXSER : HBP _ .
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EXHIBIT "B"

Page 2 of 2

LESSEE OF

Dated - 6/1/73

TARALCT : LFASE NO. & ) OVERRIDE OR PRODUCTION WORKING., INTEREST PARTICIPATION
XO0. DESCRIPTION ACRES EXPIRATION DATE _ HECORD . PAYMENT & PERCENTAGE OWNER = PERUENT FACTOR
STATEZ LAXND:
1s5. T-13~S, R-27-E 80.00 B-11083-6 Mary E. Yates Yates Brothers ww.woox Yates Drlg. 'Co. 87.50% .021974
Sec. 26: E4SEX ‘HBP John A. Yates 12.50% .003139
6. Z=18~8, R=27~E" 80.00 E-5071-5 Depco, Iac. & W.N. & D. Price 2.50000% Cepco, Inc. 37.96C85% .00%580
Sec. 35: NENER HBP Husky Oil Co.’ Bertie N. Price’ 2.50000% Husky Oil Co. 37.56065% .-00953C
! G. Kelly Stout 2.50000% Yates Pet. Corp. 19.912035% .0Cs025
“ Yates Brothers 1.41421% Yates Drlg. Co.. - 3.125000% .0CC78¢
: " vilas P. Sheldoa 1.041665% .000283
17. T-18-S, R=27-E ’ 120.00 648-131 _ Depco, Inc. Depco, Inc. 3.05989% Yates Drlg. Co. 8L.9445% 076345
Sec. 25: NkNzk, NEXNWY HBP : ‘ Iusky 0il Co. 3.05989%  Yates Pot. Cozp. 18.0555% .018822
Hondo Oil & Gas 3.12500% .
Y Yates Erothers 2,25694%
i3. T-18-5, R=27-E 40.00  E-2123 ' Gulf 0il Corp. None i - yates Drlg. Co. 100% .055455
Sec. 25: SWLNER HBP .
15. Z-28-S, R-27-E £0.00 B-10371 B. M. Hester Atlantic Rich. 1.56250%  Depco, Inc. 16.423055% .0L3000
Sec. 36: Nk . BBP Yates Brothers 2.12676%  Husky Oil Co. 16.492055% .063060
Yates Fet. Corp. 17.013890% -003835
Mary H. Hester 50.000000% 009054
Jdm. of CZstate
. ‘of B.M. Hester
20. o-18-S, R-28-E 163.34 .mnqrumm Depco, Xac. Atlantic Rich. 3.12505%(0P) Depco, Inc. 32.986220% .025611
Sec. 30: lot 1 (xwhnwig), : HBP _ Yates Brothers 4.253472%  Husky Oil Co. 32.936110%, .025611
ExNWl, NERSWY _ Yates Pet. Corp. 34.027780% .026418
21, T=18~5, wuwwim , 80.00 - 647-339 Leonard Nichols Yates Brothers 1.1284725% Yates Drlg. Co. 90.97222% .067784
Sec. 20: wWhNEk -HBP . o ' Yates Pet. Corp. 9.02778% .006727
22. I-18-S, R-28-E 43,30 647-368 ‘Depco, Inc. Depco, Inc. 3.759910%  Harold Kersey +40.000% 007366
Sec. 30: Lot 2(swhkiwk) HBP Hondo Oil & Gas I 125000% Ralph E.lLinck, Jr.  25.000% .0CasCs
i Rasky Qil Co. 3,05591C% Frank Hanley 10.008% ’ .00%Ew
Yates Brothers 3.255190%  Leonard Vandiver 5.C00% .000%21
, ' . Lucille Gilkert '5.000% .000921
: - ! Thelna Methvin 5.00C% .000921
; * Maxgarei Holcombd 5.000% .000521
< L i ' Retty Jane Peltola 1.875% .000345
) “ . Sandra Ximmey . 1.875% .000345
, Margaret McIntyre 1.250% .608230
. W 2016.93 | 1. 000000
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UNIT OPERATING AGREEMENT

ARTESIA METEX UNIT

EDDY COUNTY, NEW MEXICO

THIS AGREEMENT entered into as of __June 2lst . 1973, by the
parties who have signed the original of this instrument, a counterpart
thereof, or other instrument agreeing to be bound by the provisions
herecof;

WITNESSETH:

WHEREAS, the parties hereté as Working Interest Owners have exe-
cuted as of the date hereof, an agreement entitled "Unit Agreement,
Artesia Metex Unit, Eddy County, New Mexico", herein referred to as
"Unit Agreement", which, among other things, provides for a separate
agreement to be entered into by Working Interest Owners to provide for
the development and opéeration of the Unit Area as therein defined;

NOW THEREFORE, in consideration of the,mutuél agreements herein
set forth, it is agreed as follows:

ARTICLE 1
CONFIRMATION OF UNIT AGREEMENT

1.1 Conflrmatlon of Unit Aqreement, The Unit Agreement is hereby.
confirmed and by reference made a part of thlS agreement.. . The defini-
tions in the Unit Agreement are adopted for all purposes of this agree-
ment. If there is any conflict between the Unit Agreement and this

agreement, the Unit Agreement shall govern.

ARTICLE 2
EXHIBITS

2.1 Exhibits. The following exhibits are incorporateé’herein
by reference:

2.1.1 Exhibits A and B of the Unit Agreement.

, 2.1.2 Exhibit C, attached hereto, whi¢h is a schedule show-
ing the Working Interest of each Working Interest Ownerrih each Tract,
the percentage of total Unit Participation attributable to each such
interest, and the total Unit Part1c1pat10n of ‘each Working Interest
Owner. EXhlblg'C¢;0r a revision thereof shall not be conclusive as
to the information thereln,‘except it may be used as showing the Unit
Participations of the Working Interest Owners for purposes of this agree-
ment until shown to be in error or is revised as hereln authorized.

2.1.3 Exhibit D, attached hereto, which is the Accounting
Procedure applicable to Unit Operations. If there is any conflict
between this agreement and Exhibit D, this agreement shall govern.

2.1.4 . Exhibit E, attached hereto, which contains insurance
provisions applicable to Unit Operations.




2.2 Revision of Exhibits. Whenever LExhibits A and B are reviseqd,
Exhibit C shall be revised accordingly and be effective as of the same
~date. Unit Operator shall also revise Exhibit C from time to time as
required tc conform to changes in ownership of which Unit Operator has
been notifiecd as provided in the Unit Agreement.

| ARTICLE 3
SUPERVISION OF OPERATIONS BY WORKING INTEREST OWNERS

3.1 Overall Supervision. Working Interest Owners shall exercise
overall supervision and control of all matters pertaining to Unit Opera-
tions pursuant to this agreement and the Unit Agreement, in the exer-
cise of such authority, each Working Interest Owner shall act solely
in its own behalf in the capacity of an individual owner and not on
behalf of the owners as an entirety.

3:2 Specific Authorities and Duties. The matters with respect to
which the Working Interest Owners shall decide and take action shall
include, but not be limited to, the following:

3.2.1 Method of Operation. The method of operation, includ-
ing any type of pressure maintenance, secondary recovery, or other re-
covery program to be employed.

3.2.2 Diilling of Wells. The drilling of any well whether
for production of Unitized Substances, for use as an injection well,
or for other purposes.

sw..o... . .3.2.3 - Well Recompletions and Change of Status. The recom-
pletion, abandonment, or change of status of any well in the Unit Area,’
or the use of any well for injection or other purposes, except for well
servicing or stimulation work ‘on the existing completion interval not
exceeding Unit Operator's authority for single expenditures.

TS

+ ; : 3.2.4 Expenditurés. The making of any single expenditure in

’ excess of ten thousand dollars ($10,000.00C); provided that approval- by
Working Interest Owners of the drilling, reworking, deepening, oxr plug-
ging back of any well shall include approval of all necessary expendi-
tures required therefor, and for .completing, testing, and equipping
the same, including necessary flow lines, separators, and lease tankage.

3.2.5 Dispositioh of Unit Equipmént. The selling or otherwise
disposing of any major item of surplus Unit Equipmeht if the current list
price of new equipment similar thereto is three thousand five hundred
dollars ($3,500.00) or more.

. 3.2.6 DBppearance Before a Court or Regulatory Agency. The
designating of a representative to appear before any court or regulatory
agency in matters pertaining to Unit Operations; provided that such
designation shall not prevent any Working Interest Owner from appearing
in person or from designating another representative in its own‘béhalf,
and at its 6wn expense,

'3.2.7 Mudits. The auditing of the accounts of Unit Operator
pertaining to Unit Opérations hereunder; provided that the audits shall:

(a) not be conducted more than once each year except upon
the resignation or removal of Unit Operator,

(b} be made at the expense of all Working Interest Owners
other than the Working Interest Owner designated as
Unit Operator,




(¢) be made upon ‘not less than thirty (30) days' written
notice to Unit Operatox, and

{d) be conducted in accordance with the Accounting Proce-
dure, BExhibit D, attached hereto.

. . 3.2.8 Inventories. The taking of periodic inventories
under the terms of Exhibit D,

3.2.9 Technical Services. The authorizing of charges to
the joint account for services by consultants or Unit Operator's tech-
nical personnel not covered by the overhead charges provided by Exhibit
p. - e : ,

3.2.10 Assignments to Committees. The app01ntment of commxt—
tees to study any problems in connection with Unit Operations.

3.2.11 The removal of Unit Operator and the selection of a
successor,

3.2.X2 The enlargement of the Unit>Area.
3.2.13 The adjustment and readjustment of investments.
3.2.14 The terxrmination of the Unit Agreement.

ARTICLE 4
MANNER OF EXERCISING SUPERVISION

4.1 Designation of Representatives. Each Wbrkiﬁ@miﬁtéﬁest ownex
shall in writing inform Unit Operadc

{or of the names and addresses of
the representative and alternate who are ?dihorized to represent and
bind such Working Interest Ownexr with respect to Unit Operations. The
representatlve or alternate may be changed from time to time by wrltten
notlce to"Unit Operator.

4,2 ﬁeetingsi ‘All meetings of Working Interest Owners shall be

- called by Unit Operator upon its own motion or at the request of one
‘or more Working Interest Owners having a total Unit PartiCipation then

in effect of not less than ten percent (10%). -No meeting shall be
called on less than fourteen (14) days' advance written notice with
agenda for the meeting attached. Working Interest Owners who attend
the meeting shill not be prevented from amending items included in
the agenda or from deciding the amended item or other items presented
at the meeting. The representative of Unit Operator shall be chairman
of each meeting.

4.3 Voting Procedure. Working Interest Owners shall decide all
matters coming bhefore them as follows-

4.3.1 Voting Interest. EBEach Working Interest Owner shall
have a voting interest equal to its Unit ParL1C1patlon which is in
effect at the time the vote is taken.

4.3.2 Vote Required - Generally. Unless otherwise provided

‘herein or in the Unit Agreement, all matters shall be decided by an
affirmative vote of sixty percent (60%) or more votlng interest; pro-
vided that should any one Working interest Owner have more than- sixty
perxcent (60%) voting interest, ils vote must be supported by the vote
of one or more Working Interest Owners having a combined voting interest
of at least ten percent (10%); provided, however, that if any Working
Interest Owner has a voting interest of forty percent (40%) or more,




its negative vote, or failure to vote, shall not serve to disapprove
any motion unless such vote is supported by the vote of one or more
Working Interest Owners having-a combined voting interest of at least

ten percent (10%), and such affirmative vote shall be blnding upon

all parties,

4,3.3 Vote at Meeting by Nonattending Working Interest Owner.
Any Working Interest Ownexr who is not represented at a meeting may vote
by letter or telegram addressed to the representative of the Unit Opera-
tor if its vote is received prior to the vote on the item.

4.3.4 Poll Votes. Working Interest Owners may vote on and

'“deCluc —by -letter-or-telegram; -any matter-submitted-in-writing to
¢ X o ’

wOrklng Interest Owners lf nho meeting is requested as provrded in
Section 4.2, within seven (7) days after the proposal is sent to Work-
ing Interest Owners. Unit Operator will give prompt notice of the
results of the voting to all Working Interest Owners.

ARTICLE 5 S
" INDIVIDUAL RIGHTS OF WORKING INTEREST OWNERS

5.1 Reservation of Rights. Wbrking Interest Owners severally
reserve to themselves all their rights except as otherwise provided in
this agreement and the Unit Agreement,

5.2 Specffic Rights. Each Working Interest Ownexr shall have,
among others, the following specific rights:

5.2.1 Access to Unit Area. Access to the Unit Area at. all

reasonable times to inspect Unit Operations, all wells, and the records

and data pertaining thereto.

5.2.2'”Regorts. The xight to receive from Unit Operator,
upon written request, coples of all reports to any governmental agency,
reports of crude oil runs and stocks, inventory reports; and all other
information pertaining to Unit Operaticns. The cost of gathering and
furnishing information not ordinarily furnished by Unit Operator to all

.Working Interest Owners shall be charged to the Working Interest Owner

who requests the information.

ARTICLE 6
UNIT OPERATOR

6.1 Initial Unit Operator.h Yates Drllllng Company is hereby
designated as initial Unit Operato:r.

6.2  Resignation or Removal -~ Selection of Successor. The resigna-
tion or removal of Unit Operator, and the selection of a successor shall
ke governed by the provisions of the Unit Agreement.

ARTICLE 7
AUTHORITIES AND DUTIES OF UNIT OPERATOR

7.1 Exclu51ve'Riqht to Operate Unlt Subject to the provisions

of this agreement and to instructions from Working Interest Owners,

Unit Operator shall have the exclus1ve rlght and be obligated to con-
duct Unit Operations,

7.2 Workmanlike Conduct. Unit Operator shall conduct Unit
Operations in a good and workmanlike manner as would a prudent opera-~
tor under the same or similar circumstances. Unit Operator shall




__conducting Unit Operations, their selection, houxs of labor, and compen-

~the log and other engineering and geological data pertalnlnq to wells

o

freely consult with Working Interest Owners and keep them informed of
all matters which Unit Operator, in the exercise of its best judgment,
considers important. Unit Operator shall not be liable to Working
Interest Owners for damages unless such damages result from its gross
negligence or willful misconduct.

7.3 Liens and Encumbrances. Unit Operator shall endeavor to keep
the lands and leases in the Unit Area free from all liens and encumbrances
occasioned by Unit Operations except the lien of Unit Operator granted
hereunder,

7.4 Emglozees. The number of employees used by Unit Operator in

sation shall be determined by Unit Operator. Such employees shall be
the employees of Unit Operator. -

7.5 Records. Unit Operator shall keep correct booké, accounts,
and records cf Unit Operations.

7.6 Reports to Working Interest Owners. Unit Operator shall
furnish to Working ‘Interest Owners periodic reports of Unit Operations
as prescribed by Working Interest Owners.

7.7 Reports to Governmental Authorities. Unit Operator shall
make all *eports to governmental authorities that it has the duty to
make as Unit Operator.

X
7.8 Engineering and Geologlcal Informatlon. Un1t Operator sha;\
furnish to a wOrklng Inferest Owner, upon ertten request, a_copy of \{

drilled for Unit Operators.

7.9 Expenditures. Unit Operator is authorized to make single
expenditures not in excess of Ten Thousand Dollars (10,000.00Q) with-
out prior approval of Working Interest Owners. If an emergené& occurs,
Unit Operator may immediately miake or incur such expenditures as in
its opinion are required to deal with the emergency. Unit Operator
shall report to Working Interest Owners as promptly as possible the
nature of the emergency and the action taken. |

7.10 Wells Drilled by Unit Operator. All wells drilled by Unit
Operator shall be at the usual rates prevailing in the area. Unit
Operator may employ its own tools and eéquipment under terms and
conditions approved by Working Interest Owners.

ARTICLE 8
TAXES

8.1 Ad Valorem Taxes. Beginﬁinq with the first calendar year.
after the effective date hereof, Unit Operator shall make and file all
necessary ad valorem tax renditions and returns with the proper taxing
avthorities covering all real and personal property of each Working
Interest Owner used or held by Unit Operator in Unit Operations. Unit
Operator shall settle assessments arising therefrom. All such ad

. valorem taxes shall bhe paid by Unit Operator and charges to the joint

account; provided that if the interest of a Worklng Interest Owner is
subject to a separately assessed overriding royalty interest, produc—
tion payment, or other interest in excess of a one-eighth (1/8) royalty,
such Working Interest Owner shall be given credit for the reduction in
taxes paid resulting therefrom. Any Working Interest Owner dissatisfied
with any assessment of its interest shall have the right, at its own
expense, to protest and resist the same.
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8.2 Other Taxes. PEach Working Interest Ownexr shall pay, or
cause to be paid, all productioii, severance, gathering, and other
taxes imposcd upon or in respect to the production or handling of
its share of Unitized Substances. :

ARTICLE 9
INSURANCE

9.1 Insurance. Unit Operator, with respect to Unit Operations,
shall do the following: '

9 l.l Carry ‘Workmen's Compensatlon Insurance in compliance
with the Workmen's Compensation ‘Law of the State of New Mexico.

" 9,1.2 Carry Employers' Liability and other insurance as
required by the laws of the State of New Mexico.

9.1.3 Carry other insurance as set forth in Exhibit E.
ARTICLE 10
ADJUSTMENTS OF INVESTMENTS

10.1 Pexrsonal Property Taken Over. Upon the effective date
hereof, Working Interest Owners shall deliver to Unit Operat01 the
following:

10.1.1 Wells. All wells completed in the Unitized Formation.

10.1.2 Well and Leaoe Equrpment. The’casing and tubing in
each such well, the wellhead connections thereon, and all other lease
and operating equlpment that is used in the operation of such wells
which Working Interest ‘Owners determine is necessary or desirable for
conducting Unit Operations. Working Interest Owners shall make such
determination as soon as practicable after the effective date hereof
and all of such property that is determined to be surplus shall be
returned to the Working Interest Owners who delivered same to Unit
Operator, provided, however, ‘that Unit Operator shall have the right
to retain and use free of charge in conducting Unit Operations any of
such surplus property for a period not to exceed one (1) year afterx
the effective date hereof. Property determined by Working Interest
Owners to be surplus shall not be considered to have been taken over
under this agreement. '

10.1.3 Recoxds. A copy of all production and well records
that pertain to such wells,

10.2  Inventorv and Evaluation of Personal Property. Working Inter-
est Owners shall, as-soon as feasible after the effective date, at Unit
Expense, inventory and evaluate, in accordance with the provisions of
Exhibit D, the pexrsonal property taken over under Section 10.1l.2, except
that casing shall be given no value. Such inventories shall include '

“"and be limited to those items of equipment indicated to be cohtrOllable
in the COPAS Bulletin No. 6 Material Classification Manual - 1967, except -

that sucker rods, Kobe tubing of sizes less than two inches (2"), and
other items as agreed upon by the Working Interest Owners may be included
on the jinventories in order to insure a more equitable adjustment of
investments. All other non-controllable items of lease and well equip-~
ment installed within the Unit Area that are requlred in Unit Operations,
although excluded from the inventories, shall nevertheless be taken over
by the Unit Operator. Immediately following completion of such inven-
tory, the material'and equipment taken over under Section 10.l.2 shall

be priced in accordance with the 'provisions of Section IV, paragraph 2

e




-of Bxhibit D, AccountingAProcedure, or at an appraised value as deter-
‘mined by the Working Interest Owners, which pricing shall be performed
. undexr the supervision of, by the personnel of, and in the offices of

the Unit Operator, with othexr Working Interest Owners furnishing such

~additional pricing help as may be available and necessary.

10.3 Investment Adjustment. Upon approval by Working Interest
Owners of the inventory and evaluation, each Working Interest Owner
shall be credited with the value of its interest in all personal prop-
erty taken over under Section 10.1.2, and shall be charged with an
amount equal to that obtained by multlplylng the total value of all
personal property taken over under Section 10.1.2 by such Working Inter-
est Owner's Unit PFaiticipation. Of the charge against any Working Inter-
est Owner is greater than the amount credited to such Working Interest . ..
Owner, the resulting net charge shall be an item of Unit Expense charge-

~able against such Working Intexest Owner. If the credit to any Working

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

, 10 4 General Facilities., The Acqulsltlon of warehouses, ware-
house stocks, lease houses, camps, facility systems, and office build-
ings necessary for Unit Operations shall be by negotiation by the
Owners thereof and Unit Operator, subject to the approval of Working
Interest Owners. There shall be no adjustment for ledse roads or
appurtenances thereto.

10.5 Exchange of Interest’ 'in and Ownership of Personal Property
and Facilities. Each Working Interest Owner, individually, shall by

\n r’rnnmhprnnf own ‘an nndnnded 1nteresf equal to its Unit Part1c1pa—

, in all personal property and rfacilities taken over or othnerwise -
cguired by Unit Operator pursuant to this agreement.

ARTICLE 11
UNIT EXPENSE

11.1 Basis of Charge to Working Interest Owners. Unit Operator
Lnltlally shall pay all Unit Expense Each Working Interest Owner
shall reimburse Unit Operator for 1ts share of Unit Expense. Each

‘Working Interest Owner's share shdll be the same as its Unit Partici-

pation ‘at the time the expense was incurred. All charges, credits,
and accounting for Unit Expense shall be in accordance with Exhibit D.

11.2 Budgets. Before or as soon as practical after the effectiveé
date hereof, Unit Operator shall prepare a budget of estimated Unit
Expense for the remainder of the calendar year, and on or before the
first day of each August thereafter shall prepare such a budget for:
the ensuing calendar year. A budget shall set forth the estimated Unit

'Expense by quarterly periods. Budgets shall be estimated only and shall
be adjusted or:corrected by Working Interest Owners and 'Unit Operator

whenever an adjustment or correction is proper. A copy of each budget
and adjusted budget shall promptly be .furnished to each Worklng Inter-
est Owner.

11.3 Aadvance Billings. Unit Operator shall have the rlght to
require Working Interest Owners to advance their respectlve shares of
estimated Unit hxpense by submitting to Working Interest Owners, on or
before the 1l5th'day of any month, an itemized estimate thereof for the
succeeding month with a request for payment in advance. Within fifteen
(15) days thercafter, each WOrklng Interest Owner shall pay to Unit

‘Uperator its share of such estimate. Adjustments between estimated

and actual Unit Expense shall ‘be made by Unit Operator at the close
of each calendar month and the accounts of Working Interest Owners
shall be adjusted accordingly.




11..4 Commingling of'Phnd< No funds received by Unit Operator
under this agreement necd be soglcgated or maintained by it as a sepa-
rate fund, but may be commingled with its own funds.

11.5 Lien of Unit Overator. Each Working Interest Owner grants
to Unit Operator a lien upon its Oil and Gas Right in cach Tract, its
share of Unitized Substances when produced, and its interest in all
Unit Equipment as security for payment of its share of Unit Expense
together with interest thereon at the rate of ten percent (l0%) per
annum. Unit Operator shall have the right to bring suit to enforce
collection of such indebtedness with or without seeking foreclosure
of the lien. 1In addition, upon default by any Working Interest Owner
in the payment of its share of Unit Expense, Unit Operator shall have
the right to collect from the purchaser the proceeds from the sale of
such Working Interest Owner's share of Unitized Substances until the
amount owed by such Working Interest Owner, plus interest as aforesaid,
has been paid. Each purdéhaser shall be entitled to rely upon Unit ,
Operator's written statement concernlng the amount of any default. Pro-
vided further, Operator hereby grants to the Non-operating parties a like
lien as hereinabove described with the same right and privileges.

11.6 Unpald Un1t Expense. If any WOrklng Interest Owner fails to
pay its share of Unit Expense within §ixXty "(60) days after rendition
of a statement therefor by Unit Operator, each Working Interest. Owner
agrees, upon the request by Unit Operator, to pay its proportionate part
of the unpaid share of Unit Expense of the defaulting Working Interest
Owner. The Working Interest Owners that pay the share of Unit Expense
of a defaulting Working Interest Owner shall be reimbursed by the Unit
Operator for the amount so paid, plus any interest collected thereon,
upon receipt by Unit Operator of any pase due amount-collected from the

“defavlting Working “Intcrest Qwner .  Any. Working . Interest Owner so pay-

ing a defaulting Working Interest Owner's share of Unit Expenses shall
be subrogated to the lien and right herein granted Unit Operator.
.

11.7 Uncommitted Royalty. Should an owner of a Royalty Interest
in any Tract fail to become a party to the Unit Agreement and, as a
result thereof, the actual Royalty Interest- ‘payments with respect to
such Tract are more or less than the Royalty Interest payments computed
on ineé basis of the 'Unitized Substances that are allocated to such Tract
under the Unit Agreement, the difference shall be-borne by or inure to
the benefit of Working Interest Owners in proportion to their respec-
tive Unit Participations then in effect; however, the difference to be
borne by or inure to the benefit of Working Interest Owners shall not
exceed an amount computed on the basis on one-eighth (1/8) of the dif-
erence between the Unitized Substances allocated to the Tract and the
Unitized Substances produced from the Pract. Such adjustments shall
be made by charges and credits to the joint account.

. ARTICLE 12
NON-UNITIZED FORMATIONS

12,1 Right to Operate. Any Worﬁfhg Interest Owner that now has
or hereaftér acquires the right to drill for and produce oil, gas, or
other minerals from other than the Unitized Formation shall have the
right to do so notwithstanding this agreement or the Unit Agreement.

In exercising the right however, the Working Interest Owner shall exer-
cise reasonable precaution to prevent unreasonable interference with

Unit Operations. No Working Interest Owner shall produce Unitized

Substances through any well drilled or operated by it. If any Working
Interest Owner drills any well into or through the Unitized Formation,
the Unitized Formation shall be protected in a manner satisfactory to

Viorking Interest Owners so that the production of Unitized Substances

will no be adversely be affected.




ARTICLE 13
TITLES

13.1 Warranty and Indemnity. Each Working Interest Owner repre-
sents and warrants that it is the owner of the respective working inter-
est- set forth opposite its name in Exhibit C and hereby agrees to indem-
nify and hold harmless the other Working Interest Owners from any loss
due to ‘failure, in whole or in part, of its title to any such interest
except failure of title arising out of Unu“,0perat10ns, provided that

such indemnity shall be limited to an amour:l equal to the net value

that has been received from the sale or r'celpt of Unitized Substances
attributed to the interest as to which title failed, Each failure of
title will be deemed to be effective, insofar as this agreement-is con-
cerned, as of the first day of the calendar month in which such failure
if finally determined; and there shall be no retroactive adjustment of
Unit Expense, or retroactive allocation of Unitized Substances or the
proceeds therefrom, as a result of title failure.

13.2° Failuxe Because'of Unit Operations. The failure of title -
to any Working Interest in any Tract by reason of Unit Operations, in-—
cluding non-production from such Tract, shall not change the Unit Par- -
ticipation of the Working Interest Owner whose title failed in relation
to the Unit Participations of the other Working Interest Owners at the °
‘time of the title failure.

~ ARTICLE 14
LIABILITY, CLAIMS AND SUITS

_ 14.1 Individual Liability. The duties, obligations, and liabil-
“ities of %orking Interest Owners shall be several and not- joint or
collective; and nothing herein ¢ontained shall ever be construed as
creating a partnership of any kind, joint venture, association, or trust
among Working Interest Owners. o

14.2 Settlements. Unit Operator may settle any single damage
claim or suit invelving Unit Operations but not involving an expendl-
ture in excess of two thousand five hundred deliars ($2,500,00) pro-
vided the payment is in complete settlement of such claim or suit. If.
the amount requlred for settlement exceeds the above specified amount,
Worxking Interest Owners shall assume and take over the further handling
of the claim or suit unless such authority is eixpressly deleg@ted to
Unit Operator. All costs and expense of handling, settling, or other-
wise discharging such claim or suit shall be an item of Unit Expense.
if a claim is made against any Working Interest Owner or if any Working:
Interest Owner is sued on account of any matter arising from Unit Opera-
tions and over which such Werking Interest Owner individually has no
control because of the rights given Working Intérest Owners and Unit
Operator by this agreement and the Unit Agreement, the Working Interest
Owner shall immediately notify the Unit Operator and the claim or suit
shall be treated as any other claim or suit involving Unit Operations.

ARTICLE 15
INTERNAL REVENUE PROVISION

15.1 Internal Revenue Provision. _Notwithstanding any provisions
herein that the rights and liabilities of the parties hereunder are
several and not joint or collective or that this agreement and the.
operations hereunder shall not constitute a partnership, if for Federal
income tax purposes this-agreement and the operations hereunder are
regarded as a partnership, then cach of the parties hereto hereby elects
to be excluded from the application of all of the provisions-of Sub-
chapter K, Chaotcr 1, Subtitle A of the Internal Revenue Code of 1954
as permitted and authorized by Sootlon 761 of said Code and’ the regu-
lation promulgatced thereunder, OneraLor is hiereby authorized and




directed to execute on behalf of each of the parties hereto such evi-
dence of this election as may be required by the Secretary of the
Treasury of the United States or the Federal Internal Revenue Service
including specifically, but not by way of limitation, all of the retuxns,
statements, and the data required by Federal Regulations 1.761-1 (a).
Should there be any reguirement that each party hereto further evidence
this election, each party hereto agrees to execute such documents and
furnish such other evidence as may be required by the Federal Internal
Revenue Service or as may be hecessary to evidence this election. Each
party hereto further agrees not to give any notice or take any other
action inconsistent-with the election made hereby. If any present ox
future income tax laws of the state or- bLabca"Au‘Whlch the-property
covered by this agreement is located, or any future income tax law of
the United States, contain, or shall hereafter contain, provisions
similar to those contained in Subchapter K, Chapter 1, Subtitle A of
the Internal. Revenue Code of 1954, under which an election similar to
that provided by Section 761 of said Subchapter K is permitted, each

of the parties hereto hereby makes such election or agrees to make such
election as may be permitted by such laws. In making this election,
each of the parties hereto hereby states that the income derived by him
from the operations under this agreement can be adequately determined
without the computation of partnership taxable income.

ARTICLE 16
NOTICES

16.1 Notices. All notices required hereunder shall be in writing
and shall be deemed to have been properly served when sent by mail or
+n]param to the adress-of the representative of each Working Interest
Owner as furnished to Unit Operator in accordance with Articié 4,

ARTICLE 17
WITHDRAWAL OF WORKING INTEREST OWNER

17.1 Withdrawal. A Working- Interest Owner may withdraw from this
agreement by transferring, without warranty of title, either express or
implied, to the other Working Interest Owners who do not desire to with-'
draw, all its 0il and Gas Rights together with its interest in all Unit
Equipment and in all wells used in Unit Operations. Such transfer shall
not relieve said Working Interest Owner from any obligation or liability
incurred prior to the date of the delivery of the transfer, which de-
livery may be made to Unit Operator as Agent for the transferees in
proportion to their respective Unit Participations then in effect.  The
transferees, in proportion to the respective interests as acquired, shall
pay transferor for its interest -in Unit Equipment the fair salvage value
thereof as estimated and fixed by Working Interest Owners. After the
date of delivery of the transfer, the withdrawing Working Interest
Oowner shall be relieved-from all further obligations and liability here-
under and under the Unit Agreement and the rights of such Working Inter-
est Owner hereunder and undey the Unit Agreement shall cease insofar as
they existed by virtue of the intcrest transferred. . Notwithstanding
anything hereinabove set forth in this section, a Working Interest
Owner may not withdraw from this agreement by conveying, assigning,
and transferrlng its interest if said Working Interest Owner's interest
is burdened by any royaltles, overriding royalties, or other burdens
in excess of the presently existing burdens, unless the other Working
Interest Owners willing to accept the assignment agree to accept said
interest subject to the then existing overriding royalties, or other
burdens in excess of the presently existing burdens. Nothing in this
Article is intended in any way to restrict a Working Interest Owners
right to convey its property to any third party; such conveyance,
however, to be subject to the terms, convenants, and conditions of the
Unit Agreement and Unit Operating Agreement,

~10~



ARTICLE 18 :
INTEREST CARVED OUT BY WORKING INTEREST OWNER

18.1 carved-Out Interest Subject to This Agreement. In the event
any Working Interest Owner shall, after executing this agreement, create
any overriding royalty, production payment, net profits, carried inter-
est, or any other interxest out of its Working Interest then subject to
this agreement, such -carved-out interest shall be subject to the terms
and provisions of this agreement specifically including, but without

‘limitation, Section 11.5 hereof entitled "Lien of Unit Operator". In

the event the Working Interest Owner creating such carved-out interest
(a) fails to pay any costs-or. expenses chargeable to such Working Inter-
est Owner under this Apreement and the production of Unitized Substances
accruing to the credit of such Working Interest is 1nsuff1c1ent for

that purpose or (b) withdraws from this agreement under the terms and
provisions of Article 17 hereof, the carved-out interest shall be
chargeable with a pro rata portion of all costs and expenses incurred
hereunder the same as though such carved-out interest were a Working
Interest and Unit Operator shall have the right to enforce against
such carved-out interest the lien and all other rights granted in said
Section 11l.5 for the purpose of collecting the costs and expenses
chargeable to sald carved-out interest. :

ARTICLE 19
ABANDONMENT OF WELLS

19.1 Rights of Former Owne¥s. If Working Interest Owners decide
to abandon permanently any well within the Unit Area prior to termina-
tion of the Unit Agreement, Unit Operator shall give written notice
thereof to_the Working Interest Owners of the Tract on which the well
is located and they shall have the option for a period of u;upux'(QQ)W
days after the sending of such notice to notify Unit Operator in
writing of their election to take over and own the well. Within ten
(10) days after the Working Interesi Owners of the Tract have notified
Unit Operator of their election to take over the well, they shall pay
Unit Operator, for credit to the joint account, the amount estimated
by Working Interest Owners to be the net salvage value of the casing
and equipment in and on the well. The Working Interest Owners of the
Tract, by taking over the well, agree to seal off effectively and pro-
tect the Unitized Formation and upon abandonment to plug the well in
compliance with applicable laws and regulations.

19.2 Plugging. If the Working Interest Owners of a Tract do not
elect to take over a well located thereon which is proposed for aban-
donment, Unit Operator shall plug and abandon the well in ‘compliance

with applicable laws and regulations.

 ARTICLE 20
EFFECTIVE DATE AND TERM

- 20,1 Efféctive.Date. This agreement shall become effective on
the date and at the time that the Unit Agreement becomes effective.

~20.2 Term. This agreement shall continue in effect so long as
the Unit Agreement remains in effect and thereafter until (a) all unit

" wells have been abandoned and plugged or turned over to Working Inter-

est Owners in accordance with Article 19, (b) all Unlt Equ1pment ard
real property acquired for the joint account have been disposed of by
Unit Operator in accordance with instructions of Working Interest
Owners, and (c) there has been a final accounting.

-11-




~ ARTICLE 21
- ABANDONMENT -OF OPERATIONS

2l.1 Termination. Upon termination of the Unit Agreement the
following will occur:

21.1.1 0il and Gas Rights. 0il and Gas Rights in and to
each separate Tract shall no longer be affected by this agreement and
thereafter the parties shall be governed by the terms and provisions
of the leasés, contracts, and other instruments affecting the separate
Tracts.

21.1.2 Right to Operate. Working Interest Owners of any

“Tract that desire to take over and continue to operate wells located

thereon may do so by paying Unit Operator, for credit to the 301nt
account, the new salvage value of the casing and equipment in and oh.
the wells taken over, as estimated by Working Interest Owners, and by
agreeing to plug properly each well at such time as it is -abandoned.

21.1.3 Salvaging Wells. Unit Operator shall salvage as much
of the c¢asing and equipment in or on wells not taken over by ‘Working
Interest Owners of separate Tracts as can economically and reasonably
be salvaged, and shall cause the wells to be plugged and abandoned
properly.

21.1.4 cost of Salvaging. Working Interest Owners shall
share the cost of salvaging, ligquidation, or _other distribution of
assets and properties used in Unit Operation in proportion to their
respective Unit Participations during the Phase in which such salvag—
:mq. llouadatlon.,,, or. other distribution . oceurs. : S .

ARTICLE 22
EXECUTION

22,1 Original, Counterpart, or Other Instrument. A party may
become a party to this agreement by signing the original of this’
instrument, a counterpart thereof, or other instrument agreeing to be
bound by the provisions hereof. The signing of any such instrument -
shall have the same effect as if all the parties had signed the same
instrument.

ARTICLE 23
SUCCESSORS AND ASSIGNS

23.1 Successors and Assigns. The provisions hereof shall be

~covenants running with the lands, leases, and interests covered here-

by, and shall be binding uvpon and inure to the benefit of the respec-
tive heirs, devisees, legal represéntatives, successors, and assigns
of the\parties hereto. : ”
IN WITNESS WHEREOF, the parties hereto have executed thls agree-
ment on the dates opp051te their respective signatures.
WORKING INTEREST OWNERS
ATTESP: YATES DRILLING COMPANY

e St

stant Secretary o <J < YJice-President

4{h Street

L]
. .
ia, New Mexico ag2

N
|...J

Date: June 21, 1973 Ay




STATE OF NEW MEXICO )

¢ 88
COUNTY OF EDDY )

The foregoing instrument was acknowledged before me this
2igt day of June » 197 3, by _Peyton Yates
Vice-President of YATES DRILLING COMPANY, a New Mexico
corporation.

My conmission expires: éﬂ/@f\%mm

11-30-75 . Notary Public
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.Dated - June 21, 1973

EXHIBIT "C" | ‘
l ATTACHED TO UNIT OPERATING AGREEMENT
‘ ' ARTESIA METEX UNIT, EDDY COUNTY,
. NEW MEXICO
- TRACT WORKING INTEREST WORKING INTEREST UNIT PARTICIPATION
NO. OWNER ' IN TRACT (%) FACTOR
1 Depco, 1inc. , . 32,986110% .073870
; ‘Husky 0il Co. ‘ 32.986110% .073870
Yates Petroleunt Corp. 34.027780% o .076203
Li 2 Yates Drilling Co. 100.000000% .029740.
R . . B
o3 Harold Kersey =~ 100.000000% . 008657
4 Yates Drilling Co.. - 100.000000% .022075
5 Yates Drilling Co. 75 .000000% | . 008062
Vilas P, Sheldog 25.,000000% .002688
;L 6 " Yates Drilling Co. 75 .000000% .030858
: R vilas P. Sheldon - 25.000000% - .010287
g? 7 vates Drilling Co. : 100 . 000000% . .016730
3 | 8 ' Harold Kersey 33.334000% .006139
B i Walter Granberry 33.333000% .006138
$p» ’ - Leland Wittkopp 33.333000% .006138
: 9 Yates Drilling Co. . 100.000000% : .040804
.10 Yates Drilling Co. ' 100.000000% . 025980
(11l . cities Service 0il Co. 1100.000000% | .093068
f12 Yates Drilling Co. s 100.000000% , . 028647
13 Depcod, Inc. 50.000000% .010032
Husky 0il Co. - 50.000000% S .010032
14 ' yates Drilling Co. 100.000000% .032254
i5 Yates Drilling Co. 87.500000% . .021974
John A Yates 12.500000% .003139
16 Depco, Inc. 37.960650% ~.009580
Husky Oil Co. 37.960650% 009580
Yates Petroleum Corp. 19.912035% ©.005025
Yates Drilling Co. 3.125000% .000789
Vilas P. Sheldon 1.041665% 000263
17 Yates Drilling Co. 81.944500% .076345
Yates Petroleum Corp. . 18.055500% _ .016822
18 . Yates Drilling Co. 100.000000% . .055455
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Dated - June él, 1973

Exhibit "¢"

bPage -2-
TRACT WORKING INTEREST - WORKING INTEREST UNIT PARTICIPATION
NO. OWNER IN TRACT (%) FACTOR
19 Depco, Inc. 16.,493055% . 003000
Husky 0il Co. 16.493055% .003000
Yates Petroleum Corp. 17.013890% .003095
Mary Hester, Adm. of 50.000000% .009094
Estate of B.M. Hester
20 Depco; Inc. 32.986110% .025611
’ Husky 0Oil Co. 132.986110% .025611
Yates Petroleum Corp. 34.027780% .026418
21 Yates Drilling Co. 90.972220% .067784
Yates Petroleum Corp. 9.027780% .006727
22 Harold Kersey 40, 000000% .007366
Ralph 'E. Linck, Jr. 25.000000% .004604
Frank Hanley 10.0GC000% .001842
Leonard Vandiver 5.000000% .000921 /
Lucille Gilbert 5.000000% .000921
Thelma Methvin '3.000000% .000921
Margaret Holcomb 5.000000% .000921
Betty Jane Peltola 1.875000% .000345
Sandra Kimmey 1.875000% - .000345
Margaret Mclrtyre 1.250000% A .000230
§ SUMMARY
! Yates Drilling Company .457497
: Yates Petroleum Corporation .134290
! Depco, -Inc. .122093
: Husky 0il Company .122093
i “Cities Service-Qil Company .093068
; Harold Kersey .022162
Vilas P. Sheldon .013238
Mary Hester, Adm. Est. of B.M. Hester . 009094
Walter Granberry .006138
Leland Wittkopp .006138
Ralph E. Linck, Jr. .004604
John A. Yates .003139
Frank Hanley .001842
Leonard Vandivex .000921
Lucille K. Gilbert .000921
Thelma Methvin ‘ .000921
Margaret Holcomb .000921
Betty Jane Peltola .000345
Sandra Kimmey .000345
_.000230

Margaret McIntyre

1.000000
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Dated - June 21, 1973
EXHIBIT “p"

| ‘ e N EAAY...COUNEY oorriirereecereieesrecmmmrereess e —
! ' I ' ~New Mexico

B | ACCOUNTING PROCEDURE
" JOINT OPERATIONS

Y. GENERAL PROVISIONS
1. Definitions . ,

“Joint Account” shall mean the account showmg the charges angd credits accruing because of the Jomt Opera'nons
and which are to be shared by the Parties,

“Joint- Property" shall mean the real and personal proputy subject to the agreement fo whxch this Accounting .
- Procedure is attached.

“Joint Operations” shall mean all operations necessary or proper for the development, operation, protection and
maintenance of the Joint Property.

“QOperator” shall mean the party designated to conduct the Joint Operations. , o
‘ “Non-Operators” shall mean the parties to this agreement other than the Operator.

; “Parties” shall miean Operator ‘and Non-Operators.

‘ “Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.
i “Controllable Materxal” shall be defined as set forth under the subparagraph selected below: - : o

A, DO Material »wh:ch at-ihe time is so classified in “the Material Classification Manual as most recently rec-
ommended by the Council of Petroleum Accountants Societies of North America.

B. [} Material whuh is ordinarily so classified and controlled by Operator in the conduct of its operations. :
List shall be furnished Non-Operators upon request. : -

‘ ' ; 2. Statements and Blllmgs

T Operator shall bill Non- Operators on or before the last day of each month for their proportlonate share of costs
. : : and expenses for the preceding month. Such’bills will be accompanied by statements reflecting the total charges
F- - : and credits as set forth under the subparagraph selected below: .

_ALIX] Statémeni in detail of all cihiarges and credits to the Joint Account:

b e

B. [ ] Statement of all charges and credits to the Joint Account, summarized by appropriate classifications
indicative of the nature thercof. . ‘ .

e o C. [ ] Statement of oll charges and credlts to the Joint . Account, summarized by appropriate classification
: indicative of the nature thereof, éxcept that items of Confrollable Material and unusual charges and
credits shall be detailed.

3. Advances and Payments by Non-Operators

* Unless otherwise provided for in the ‘agreement, the Operator may require the Non "Ope'rators to advance their
share of estimated cash outlay for the succeeding month’s operation. Operator shall adjust each monthly billing to
reflect advances received from the Non-Operators

Each Non Operator shall pay its proporfion of all bllls within fifteen (15) days after receipt. If payment is not
made within such time, the unpaid balance shall bear interest inonthly at the raie of ten per cent (10%) per anrum

- or the maximum contraet rate permilted by the applicable usury laws in the state in which the Joint Property is
located, whichever is the lesser.

4. Adjustmcnts

Payment ‘of any such bills shall not prejudlce the right of any Non—Operator to protest or questioni the correctness
thereof; provided however, all bills and statements rendered 1o Non-Operators by Operator during any calendar
year shall conclusively be presumed to be true and correct after twenty-four (24) months following the end of
any such calendar year, unless within the said twenty-four {24) month period a Non—Operator takes written
exception therelo and makes claim on Operator for adjustment. No ad;usf.mcnt favorablé to Operator shall be
made unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent
ad;ustments 1c“ultmg from a physncal inventory of the Joint Property as provided for in Section VII.

5. Audits

A Non- Opentor, upon notice. in wntmg {o Operator and all olher Non-Operators, shall have the right to. audit
Opcrator’s accounts and records xe]atmg to the accounting hercunder for any calendar year within the twenty-four
(24) month périod following the end of such calendar year; provided however, the making of an audit shall not
extend the time for.the taking of wrilten exception to and the adjustments of accounts as pr ovided for in Paragraph
4 of this Section I, Where there are two or more Non-Operators, the Non- Opex ators shall make every reasonable
effort to conduel joint or simultancous audils in a manner which w:!l result in a minimum of inconvenience {fo the
QOperalor. Operator shall bear no portion of the Non-Operators’ audit cost incurred under this paragr '\ph unless
agreed fo by the Cperator.

6. Approsval by Non-Operators . o o -

Where an appraval or other agrecment of Non< Opcrators is expmssly 1cquncd under Paragraphs 54, SB GA and
"8 of Section 11, Scction I11, Scction V, Scction VI, and Par agraph 4 of Section VII, of this Accountmg Pxoccdure anad
if“the agr ccmcnt to which this Accounting Pracedure is attached contains no contrary pxowsxons in regard therelo,
i the Operator shall notify ail Non-Operstors and the agreement or approval of a majority in interest of the ]\on-

Operalors shall be confrolling on all Non- Opcrators !
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II. DIRECT CHARGES

Operator shall chol‘ge the Joint Account with the following items:

1.

2.

_CD

Rentals and Royaltics
L.case rentals and toyalties paid by Operator for the J omt Operations.
Labor

A. (1), Salaries and wages of Operatox s employecs dnect!y employed on the Joint Property in the conduct of
Joint Operations.

(2) Salaries of first-level supervisors in the field if such charges are excluded from overhead rates in Option
A of Section 11I

(3) Salaries and wages of technical employees temporarily asmgned to and’ dlrectly employed on the Joint
Property if such charges are excluded from overhead rates in Option B of Section III.

(4) Salaries and wages of technical employees either temporarily or permanently assigned to and directly
employed in the operation of the Joint- Property if such charges are excluded from overhead rates in
Option C of Section III.-

B. Operator’s cost of holiday, vacation, sickness and dlsablhty benefits and other customary allowances paid to
the employees whose salaries and wages are chargeable to the Joint Account under Paragraph 24 of this
Section II'and Paragraph 1A of Section III; except that in the case of those® employees only a pro rata portion
of whose salaries and wages are chargeable to the Joint Account urider Paragraph 1A of Section III, not more
than the same pro rata portion of the benefits and allowances herein provided for shall be charged to the Joint
Account. Cost under this Paragraph 2B may be charged on a “when and as paid basis” or by “pelcentage
assessment” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this
Section 1I and Par agraph 1A of Secticn III. If percentage assessment is used the rate shall be based on the
Operator’s cost experience.

C. Expenditures or contributions made- pursuant to assessments imposed by governmental authontv which are

applicable to Operator’s labor cost of salaries and wages chargesble to the Joint Account under Paragraphs .

- 2A and 2B of this Section II and Paragraph 1A of Section IIL

D. Reasonable personal expenses of those employees whose salaries and wages are chargeable to the Joint Ac-
count under Paragraph 2A of this Section II and for which expenses the employees are reimbursed uader
Operator s usual practice.

-M“‘l\ oo Ra l’.lm PR
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Operator’s current cost of established plans for employees’ group life insurance, hospiialization, pension, retire-

ment, stock purchase, thrift, bonus, and other benefit plans of a like nature, apphcable to Operator’s labor cost
chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II and Paragraph 1A of Section III
shall be chargeable as -indicated in the subparagraph selected below:

A. [ 1. Operator’s actual cost.
B. K1 Operator’s actual cost not to exceed fifteen per cent (15%).
Material

Material purchased or furnished by Operator for use on the Joint Propelty as provided under ‘Section IV. So far

as it is reasonably practical and consistent with efficient and economical operation, only such Material shall be
purchased for or transferred to the Joint Property as may be required for immediate use; and the accumulation of
surplus stocks shall be avoided.

Transportatlon

Transportation of employees and Material necessary for the Joint Operatlons but subject to the followmg limita-

{ions:

A. I Matcnal is moved ito the Joint Property from tihe Operator’s warehouse or other properties, no charge shall
be made to the Jomt Account for a distance greater than the distance from the nearest reliable supply store,
recognized barge tcrmmal or railway receiving point where Jike material is normally available, unless
agreed to by Opelator and Non-Tperators.

B. If surplus Material is moved to Opexators warehouse or other storage point, no charge shall be made to the
Joint Aecount for a distance greater thin the distance to the necarest reliable supply store; recognized barge
terminal, or railway receiving point unless agreed to by Operators and Non-Operators. No chargc shall be made
to the Jomt Account for moving Material to other properties belonging to Operator, unless agreed to by Operator
and Non-Operators.

C. In the application of Subparagraphs A and B above, there shall be no equalization of actual gross trucking
costs of $100 or less.

Services

A. The cost of contract services and utilitics procured from outside sources other than services covered by Para-
graph 8 of this Section II and Paragraph 1B of Section III. The cost of professional consultant services shall
not be charged to the Joint Account unless agreed to by Operator and Non-Operators.

B. Usec and service of equipment and facilities furnished by Operator as provided ifi Paragraph 5 of Section IV.
Damages and Losscs to Joint Property .
All'cosls or expenses necessar ¥ for the vepair or replacement of Joint’ Pxopertv made necessary because of damages

or losses incurred by fire, flood, storm, theft, accident, or other cause, except to the extent that the damage or loss -

could have been avoided through the exercise of reasonable diligence on the part of Operalor. Operator shall
furnish Non-Operators writtén notice of damages or losses incurred as soon as practicable after a report thereof
has been received by Operator.

Icgal Expense : .
All cosis and expenses of handling; mvcsup'llmg, and settling lll:gatlon or claims arising by reason of the Joint
Operalions or necessaty o protect or recover the Joinit Properly, indluding, but not limited to, attorney’s fees,

- court costs, cost of investigation or procuring evidence ainid amounts p'nd in settlement or s ﬁllsfacllon of any such

litigation orclaims; provided, (a) no charge shall be ‘made for the services of Operalors legal staff or other reg-
ularly empldyed personnel (such services being considered to be Administrative Overhead under Section III),
unless agreed’io by Operator and Non-Operators, and (b) no charge shall be made for the fees and expenses of
ouiside aitorneys uniess the employmeni-of such~ailorneys is agrecd 1o by Operalor -and Non-Operaiors.

. Taxes
TAIl h\(*s of ovexy Kind’ and’ naune ”msesscd or levxed upon or in connechon with the Jomt Proporty, the, operahon

Pmtlew
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10. Insurance
Net premiums paid for insurance required to be carried on the Joml Property for the protection of the Partics.
' ] In the event Joint Operations are conducted in a state in which Opcmtox may act as self-insurer for Workmen’s
. Compensation and/or Employers Liability under the respective state’s laws, Operator may, at ils election, include

the risk under its self-insurance program and in that cvent, Operalor shall include a charge therefor on the follow-
ing basis: .

s vt

11. Other Expenditures

Any other expendxture not covered or deall” thh in the foregoing provisions of this Section I, or in Section III,
and which is incurred by the Operator for the nccessary and proper conduct of the Joint Operatiions.

III. INDIRECT CHARGES

Operator may charge the Joint Account for indirect costs either by use of an allocation of district expense items plus
the rate for administrative overhead, and plus the warehousihg charges; ail as provided for in Paragraph 1 of this Sec-
tion III'or by combining all thlee of said items under the rates prov1ded for in Paragraph 2 or 3 of this Section III,
as indicated next below:
OPERATOR SHALL CHARGE INDIRECT COSTS TO THE JOINT ACCOUNT UNDER THE TERMS OF:

[ 1 Paragraphl. (District Expense, Administrative Overhead and “Warehousing)

K 3 Paragraph 2. (Combined Rates - Well Basis)

[ 1 . Paragraph 3. (Combined Rates - Per centage Basis)

L The cost and expense of services from outsnde sources in connection with matters of taxahon trafflc, uccountmg or :
matters before or inVolving governmental agencies shall be considered as included in the overhead rates provided for !
in the above selected Paragraph of this Section III unless such cost and expense are agreed to by Operator and Non- :
Operators as a direct charge to the Joint Account.

THE OVERHEAD RATES PROVIDED FOR IN ANY OF THE PARAGRAPIN SELECTED ABOVE

shall [ ] s\hall nof mclu_de <a1arm< and nelsonal expenses of first-level supervisors in the field.

shall 133 chall n tinclnds salavies, wages and nersonal expenses of technical empioyees temporarily as-
signed to and dnectly employed on the Joint Property

C. [X1 shall [ ] shall not include salaries, wages and personal expenses of technical employces either tempo-

rarily or permanently assigned to and directly employed in the operation of the Joint
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o Property.
: 1. District Expense, Administrative Overhead and Warebousing
u . A. District Expense S " 8
T : , . Operator shall ‘charge the Jomt Account with a pro. rata portion of the. salarjes, waées and expenses of
Operator’s: production oupermtenaent and other employees. serving ‘the Joint Ploperty and .other properties

of the Operator in the sime operatmg area, whose time is not a]located directly 1o the prouertles and a pro
i , rata portion of the cost of mamtamng “and operatmg a productlon ‘office known'as Uperators .
................................................................ office located at or near ...
(or a comparable office. if location changed)}; and necessary sub- offxce< Gf any) mamtamed for the conven-
: ience of the above-described office, .and all necessary camps, including housing facilities for employees if
; required, used in connection with the operations of the Joint Pxopcrty and other propeltles in the same
. operating area. The expense of, less any revenue from, such facilities may, at the optlon of Operator, include
depreciation of investment or a fair monthly rental in licu of depreciation. Such char ges shall be apportioned
to all properties served on some equitable basis consistent with Opel ator’s accounting practice.

SR

B. Administrative Overhead

Operafox shall charge administrative overhead {o the Joint Account at tne following rates, which charge shall
be in Heu of the cost and expense of all offices of the Operator not covered by Paragraph 1A of this Section
111, including salaries, wages and expenses of personnel assigned to such offices. Such charge shaii be in addi-
tion to'the salalies, wages and expenses of employces of Operator autiiorized to be charged direct as provided
in Paragraphs 2-and-8 of Scetion-IL. Such charge shall be made on the basis indicated below, either (1) well
basis or (2) percentage basis, at the rates shown thereunder.

(1) [ ] Well Basis

RATE PER WELL PER MONTH

DRILLING WELL RATE FRODUCING WELL RATE
{Use Tgl_al Depth) {Use Current Producing Depth)

Well Depth Each Well - First Five . Next Five All Yells Over Ten

(2) [ ] Percentage Basis
PERCENTAGE BASIS

Development:

wew-. Percent (1 %) of the cost of devc]opment of the Joint Proper ly exclusive of cosls pro-
vndcd undcr Paragraph 8 of Section II and all salvage credits.

Operating:

N Pclcent ( %) of thc cost of operafing the Joint Propelty exclusive of costs plovuded
undc) Palag) aphs 1 and 8 of Scction II, all salvage credits, the value of injected substances purchased for
secondary: recovery and all taxes and assessments which are levied, assessed and paid upon the mineral
mtermt in and o the Joint Property.

—3
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C. Opcrator’s Warchouse Operating and Maintenance Expense
[ 1 TYncluded in district expense
[ 1 Nochargecither direct or indirect .
[ 1 Porcentage basis (describe fully) ... eeeeeeesnieaseeseesteessessassamoeeseesteesdeeisteesaseesssesessnsresmanmsmmmeasesesssaeaannnnsseresanen

2. Combined Rates - Well Basis

Operator shall charge the Joint Account for the services covered by Palagraph l of this Section IIl on the basis
indicated below:

RATE PER WELL PER MONTH.

| DRILLING WELL RATE PRODUCING WELL RATE
! {Usc Totat Depth) (Use Curtent Peoducing Depth)
i Well Depth Eoch Well First Five Next Five All Wells Over Ten

e ALL

3. Combined Ralcs - Percentage Basis

Operator shall charge the Joint Account for the services coveled by Paragraph 1 of this Section III on the basis
md1cated below:
PERCENTAGE BASIS

A. Development:

............................ Percent ( %) of ‘the cost of deve]opment of the Joint Property exclusive of costs pro-
vided under Paragl aph 8 of Section II and “all salvage credits.

B. Operating:

ISR A o <) o+ : ¢ A | %) of the cost of operaling the Joint Property exclusive of costs provided
under Paragraphs 1 and 8 of Section II, all stlvage credits, the value of injected substances purchased for
secondary ‘refovery “and all taxes and assessments which are lev1ed assessed and paid upon the mineral
interest in and to the Joint Property.

4. Application of Administrative Overhead or Combined Rates ~ Well Basis

The following limitations, instructions and charges ‘shall apply in the application of the rates as provided under
either Paragraph 1B (1) or Pmagraph 2 of this Section 1II.

A. Charges for dn]lmg wells shall begm on the date each well is spudded end terminate on the date the drilling or
-. completion ¥ig i§ released, whichever is later, except that no charge shall be made during the suspension of
drilling operations for fifteen (15) or more consecutivé days. - :

B. The status of wells shall be as follows: :

‘ (1) Producing gas wells, injection wells for recovery operatlons water supply wells utlhzed for watelﬂood—

{ . ’ P _ing operations and salt water disposal wells shall be considered the same as producing oil wells.

) : (2) Wells permanently shut’ down but on which plugging operaticns are deferred shall be dropped from the

: well schedule at the time the shutdown is effected. Any_ well being plugged or produced during any

; ‘ , 0 portiion of the month shall be ¢onsidered as a pr oducing well for the entire month.

L‘ (3) Wells being plugged back, drilled deeper, converted tc a source or input well, or which are undergoing

any type of workover that requires the use of a drilling rig or workover rlg capable of drilling shall
be considered the same as drilling wells.

(4) Tempeorarily shut-down wells, which are not ploduced o worked upon for a perxod of a full calendal :
month, shall not be included in the well schedule,: provided however, wells” shut in by governmental
regulaiory body shall be included in the well schedule only in the event the allowable production is
transferred to some othen well or wells on’the Joint Property. In the event of a unit allowable shut-in

i wells shall be counted in determining the charge hereunder for such month if said wells contribute allow-

. able production that is actually produced during such month from one or more unit wells as a result of

’ allowable transfer, inclusion in the unit allowable or other circumstances, but the total shut-in well count

shall be limited to the minimum number of shut-in wells necessary to provide the contributed allowable
actually produced during the month. -
(5) Gas wells shall be included in the well schedule if directly connected to a permanent sales outlet even
tl}01lgh temporarily shut. in due to overproduction or failure of purchaser to take the allowed production.
(6) Wells completed in mlxl(lplc horizons, shall be considered as a producing well for each separately pro-
ducing harizon, providing each completion is considered a separate well by govcrnmental or olher state-
wide regulatory authority.

" C. The well rates for’ producing wells shall be applied to !he individual leases; provided that,, whenever lecases
covered by this agreement are operated as a unitized project, 1he well rates shall be apphed to the total
nuinber of producing wells, irrespective of individual leases.

D. The well rates shall be adjusted as of the first day of April each year followmg the .effective date of the
agreement to which this Accountn{w Procedure is allached. The adjustment shall be computed by multiplying
the rate currently in use by the perceitage increase or decrease in the average weekly earnings of Crude
Petroleunt and Gas Praduction Workers for the last calendar year compared to the preceding 'calendar year
as shown by “The Index of Average Weekly Earnings of Crude Petroleum and Gas Preduction Workers”
as published by the United Stales Departiment-of Labor, Burecau of Labor Statistics, or the equivalent Canadian
Index as published by the Pominion Burcau of St'lllqtlcs, as applicable. The adiusted rates shall be the

rates currenlly in use;, plus or minus the computed adjuslment '

5. Application of Administraiive: Overhiead or Combined Rates - Percentage Basis '
For the purpose of delermining charges on a Pelcentag,e Basis under Paragraph 1B (2) or Pamgmph 3 of this
Section 111, Development shall include all costs in connection with drilling, redrilling, deepening or any remedial
operations on any or all wells involving the use of drilling erew and equipment; also, prc]munaly expenditires
necessary in preparation for drilling and expenditures incurred n abandoning when well is not completed as 2
producer; and. original cost of construction or installation of fixed assets, the expansion of fixed assets and any
other. projeet clearly discernible as .a fixed assct, except Major Construction as defined in Paragraph 6 of this
Scction HI All other costs shall be CO”bIdC‘lC(l as Opcmtmp‘

G. Major Consfruction Overhead ) o
¥or the construction‘of compressor plants, water slations, sccondary rccovery systems, drilling and prodiaction
vlalforms, salt water disposal facilitics, and other such projeets, as distinguished from the more usual drilling
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and producing operations, Operator in addition to the Administrative Overhead or Combined Rates provided for in
Paragraph 1, 2 or 3 of this Secton 1T shall either negotiate a vale prior to beginning of construction or shall charge
the Joint Account wilh-an additional overhead charge as follows:

A. 'Total cost loss than $25,000, no charge.
B. Total cost more than $25,000, but less than $100,000, .......... 3o 9% of total cost.

C. Total cost of $100,000 or more, .............. 3. %% of the first $100,000 plus ... 2 % of all over $100,000
of total cost.

Tolal cost shall mean the total gross cost of any one project, For the purpose of this paragraph the component parts
of a single project shall not be treated separately and the cost of drilling wells shall be excluded.

Amendment of Rates

The speeific rates provided for in this Section III may be amended from time to time by mutual agreement between
the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

IV. BASIS OF CHARGES TO JOINT ACCOUNT

Subj ¢t o the further provisions o1 this Scclion IV, Operator will procure all Material and services for the Jomt
Propérty. At the Operator’s option, Non-Operators may supply Material or services for the Joint Property.

Purchases

. Material purchased and service procured shall be charged at the price paid by Operator after deduchon of all

2.

<

3.

discounts actually received.

Material furnished from Operator’s Warchouse or Other Propertles -
A. New Material (Condition “A”)

(1) Tubular goods, except line pipe, shall be ‘priced on a maximum can‘f ad and/or barge load weight ba51s
regardless ¢f quantity transferred and equalized to the lowest prevailing price f.o.b. railway receiving
point or recognized barge terminal nearest the Joint Property where such Matemal is normally avail-
able effective at date of transfer. ;

(2) Line pipe shall be priced at the current replacement cost effective at.date of transfer from a reliable
supply store ncarest the Joint Property where such Material is normally -available if the moveiment is
less than 30,000 pounds If the movement is 30,000 pounds or more, it shall be priced on the same
bas:s as casmg and tubing under Subparagraph (1) of this paragraph

(3) When the Ojerator has equahzed actuai® hauling costs as provided for in Paragraph 5 of Section I,
Operator is permxtted to include ten cents (10¢) per hundred welght on all tubular goods furmshed
from his stocks in lieu of leading and unloading costs sustaired.

- {4) Otiter hiaieriai shail be prxced at thé current réplacement cost of the same kind of Materla) effectwe
at date of movement aiid f.o.b. ihe Supply siore or railway Teceiving point nearest the Joint Property
where Material of the same kind is normally available.

(5) The Joint Account shall not be credited with cash discounts applicable to prices prov1ded for in this,
Paragraph 2 of Section IV.

B. Used Material  {Condition “B’” and “C”)

(1) Material in sound and  serviceable condition and suitable for reuse without recondl‘xomng, shall be
classified as Condition “B” and priced ai seventy-five per cent (75%) of the current price of new
Material.

(2) Material which is not suitable for its original function until after reconditioning shall be furnished to
the Joint Accolint under one of the two methods defined below:

() Classified as Condition “B” ‘and priced-at seventy-five per cent (75%) of the current price of new
~Material. The cost of reconditioning shall be absorbed by the Opecrator of the transferrmg propertiy.

(b} Classified as Condition “C"” and priced at fifty per cent (50%) of current price of “ew Material.
The cost of reconditioning also shall be charged to the receiving property, provided Condition
“C” value, plus cost of recondilioning, does not exceed Condition “B* value.

(3) Obsolete Material or Material which cannot’ be classified as Condition “B” or Condition “C” shall be
priced at a value commensurate with its use. Material no longer suitable for ifs original purpose but
usable for some other purpose, shall be priced on a basis comparable with that of itemis normally used
for such other purpose.

(4} Malerial involving erection costs shall be charged at applicable percentage of the current knocked-down
" price of new Material.

Premiuim Prices

Whenever Matérial is hot readily obtamabl‘, at prices spccmed in Paragraphs 1 and 2 of this Section IV because
of national emergencies, strikes or other unusual causes over which the Operator has no’control, the Operator
may charge the Joint Account for the 1equned Material at the Operator’s actual cost incurréd in procurmg such
Matnrnl, in making it suitable for use, and in moving it {o the Joint Property, provided, that notice in writing
is furnished to Non-Oper ators of the pxoposed charge priof ‘to billing Non-Operaioérs for such Material. Each
Non- Opmalor shall have the right, -by so electing and notifving Operator within 10 days after receiving notice
from Operator, to furnis} in kind all or part of his share of such Material suitable for use and acceplable to
Operator. :

Warranty of Maferial Furnished by Operafor

Operator does not warrant the Malerial’ furnished. ‘In case of defective Materlal credit shall’ not be passed
to the Joint Account until qd]ustmcnt has been received by Operator from the manuhcturels or their agents.

5. Equipment and Facilities Furnished by Operator

A. Operalor shall charge the Joint Acccunt for use of equipment and facilities. at rates.commensurate with
cost of ownership and operation, Such rates shall include cost of maintenance, repairs, other operaling
expense, insurance, taxes, depreciation, and interest on investment not to exceed six per cent (6%) per
annum, provided such rates shall not exceed those currently prevailing in:the immediate area within which
the Joint Property is focated. In licu of rates based on costs of ownership and operation of equipment, other
than automotive, Operalor may elect to use commercial rates prevailing in the area“of the Joint Property
less 209 ; for anlomotive cquipment, rates as published by the Petrolecum Motor Transport Association
may be used. Rales for laboratory scrvices shall not exceed those currently prevailing if performed by
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! : outside service laboratorics.. Rates for trucks, {raclovs and well service units may include wages and ex-
A penses of operator. ' . -

“Whenever requested, Operator shall inform Non-Operators in advance of the rates it proposes to charge.
Rates shall be revised and adjusted from time to time when found” to be either excessive or insufficient.

\ ‘ V. DISPOSAL OF MATERIAL

( .
The Operaior niay purchase, but shall be under o obligalion te purchase, interest of Non-Operators in surplus
Condition “A” or “B" Material. The disposilion of surplus Controllable Material, not purchased by Operator, shall
be agﬁéed to by Opcrator and Non-Operators, provided Operator shall dispose of normal accumulations of junk and
scrap-Material cither by transfer or sale from Joint Property.
1. Material Purchased by the Operator or Noi-Operators.
Maler:al punchased by either the Operatm or Non-Operatoers shall be credited by the Operator to the Joint Account
for the month in which the Material is remioved by the purchaser,
- 2. Division in Kind

Division of Material in kind, if made bctween Operator and Non-Operatois, shall be in proportion to the reépective
interests in such Material. The Parties will thereupon be charged individually with the value of the Material
received or receivable. P.roper Cl‘Cdli° shall be made by the Operator to the Joint Account.

3. Sales to Qutsiders

Sales to outsiders of M*xtenal from the Joint Property shall be credited by Operator to the Joint Account at the
“ - ~net ameunt collected by Operator from vendee. Any claim by vendee 1e1ated to such sale shall be charged back :
i to the Joint Account if and when paid by Operator. !

VI. BASIS OF PRICING »MATERIAL TRANSFERRED FROM JOINT ACCOUNT

Material purchased by either Operator or Non-Operators or divided in kind, unless agreed to by Operator and Non-
Operators shall be priced on the following basis:

1. New Price Defined .

New pnce as used in th\s Sechon VI shall be the prlce specified for new Material in Section 1V.

2, New Materiai ~ = . S —_— o
: New Material (Condition “A”), bemg new Matenal procured “for the Joiii “ricporty - but never uséd. at_one
; hundred per cent (100%) of current new prlce (plus sales tax if any).
; 3. Good Used Material

f : Good used Material (Condmon “B"), being used Matemal in sound and servicrable. ¢andition, suitable for reuse
i o “without rccondmonmg
P A. At seventy “five per cent (75%) "of current new price if Material was charged to Joint Account as new, or

i : ’ B. At sixtyZfive per cent (65%) of current new price if Material was originally chaxgec {o the Joint Account
: as secondhand at seventy-five per cent (75%) of new price.

4. Other Used Material
Used Material (Condition “C"), at fifty per cent (50%) of current new price, being used Material which: :
A. Is not in sound and serviceable condition but suitable for reuse after reconditioning, or . ‘
. B. 1Is serviceable for original function but not suitable for reéénditioning. ' '
5. Bad-Order Material
Material“(Condition “D"), no longer suitable for its ongmal purpose without excessive repair cost but usable for
some’ other purpose at a price comparable with thatl of items normally used for such other purpose.
6. Junk Matcrial 5
Junk Material (Condition “E”), being obsolete and scrap Matenal at prevallmg prices.
7. Temporarily Used Material
- When the use of Malerial is iemporary and its service to the Joint Ploaerly does not justify the* reductlon in

price as provided for in Paragraph 3B of this Section VI, such Material shall be priced on a basis that will leave ’
a net charge to the Joint Account consistent with the value of the service/r:endered.

VII. INVENTORIES

The Operator shall maintain detailed records  of Controllable Material.
1. Periodic Invenfories, Notice and Represenfation

At reasonable intervals, inventories shall ‘be faken by Operator of the Joint Accéunt Conirollable Mafterial.
Wrilten notice of intention to take inventory shall:be given by Operator at least thirty (30) days before any b
inventory is to begin so that Non-Opcralors may bke represenled when any inventory is taken. Failure of =
Non-Operators fo be vepresenied at an inventory shall bind Non-Operators to accept the inventory taken by 34 '
Oper atox .

2. Reconciliation and Adjustment of Inveniories

Reconciliation of inventory with the Joint Account shall be made and a list of overages and shortages shall be
furnished to the Ngn-Opcnlomb Inventory adjustments shall be made by Operator with the Joint Account for
overages and shortages, bui Operator shall be held accountable (o Non-Operators only for shortages due to lack
of rcasonabic diligence. .

3. ‘Special Invenlories

_ Special Inventories may be taken ‘whenever there is any sale or change of inlerest in the Joint Property. It shall
be the dutly of the party selling (o ratify all other Parties as quickly as possible after the transfer of inferest
takes place. In such cases, both the seller and the purchaser shall be poverned by such inventory.

4. Expense of Conducting Periodic Invenlories

The expense of conducting periodic inventories shall not be charged to (hc Joint Account unless agreed to by
Operator and Non-Operators.

—_ —




‘Dgted.~ June 21, 1973

EXHIBIT "G
Attached to and wmade a part of the Unit Operating Agfeement

ARTESIA METEX UNIT
s EDDY COUNTY, NEW MEXICO

‘Operator shall, at the joint expense of the parties hereto,
rat all times whilé 6perati§$srére éonducted hereunder, provide
with responéible‘insurance conmpanies, insurance as follows: |

a. Workmen's Compensation Insurance in accbfdance Qith
\ the laws 6f-ihe‘state irn which the operating area is

located, and Employers' Liability Insurance with limits

of not less than $100,000;

b. Public Liaﬁility Insurance with respegt‘to bodily

I's

injuries with liniits of not less than $100,000 as to

. , - any one person and $300,000 as to any-one accident; and

Property Damage Liability Insurance with limits of not

less tﬁé; $100, 000 as to any one accident; and

c. Automobile Public Liability Insurance with;respect

%fhr o t o o to;bodily injuries with limits of not less thanqsldé;bﬁd'

| as to any one person and $360,000 as to any one accident;
also, Automobile Public Liability Insurance with respect
to Property Damage with limits of not less than $100, 000
as to any one accident.

Operator shall not provide, for the jdinﬁ account oéxthe
pa?ties hereto, insuranée against the hazards of fire, wind—"
storm, explosion, blowout, cratering, reservoir damage, Or
'insﬁrance other ‘than that specified above.

Operator shall require all coht:aCtors engadged in work
on or fdrrthe ﬂnit Area to comply with the Workmen's Compen-
satign Law of the State where the operations are béing-éon-

ducted and to maintain such other insurance as Operator may

require.
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Senta Fo
BEFORE THE OIL CONSERVATION COMMISSION
OF THE STATE OF NEW MEXICO

| y 3
IN THE MATTER OF THE APPLICATION C/é%zﬁ—uf;475i//

OF YATES DRILLING COMPANY FOR A
WATERFLOOD PROJECT, ‘ARTESTA FIELD,
EDDY COUNTY, NEW MEXICO.

APPLICATION

COMES YATES DRILLING CCOMPANY by its attorneys, LOSEE
& CARSON, P.A., and states:

1. Appiicanf, pursuant to the terms.  of the Artesia
Init Agreement and Unit Orerating Agreement, is desig-
nated és operaforuséithétGra;Su?g forﬁééiéﬁAcoﬁprisingMEhe
project area covered by this application anq”querlying the
following 1ahds in Eddy County, New Mexico: |

Township 18 South, Rangs 27 Easi, N.M.P/M,

Section 24: S/2 NE/4, NW/4 NE/4, S/2
Section 25: N/2, SW/4, N/2 SE/4, SW/4 SE/4
Section 26: E/2 NE/4, E/2 SE/4, SW/4 SE/4
Section 35: N/2 NE/4

Section 36: N/2 .NW/4

Township 18 South, Range 28 East, N.M.P. M,

Section 19: Lots 2, 3 and 4, E/2 SW/4,
: W/2 SE/4, NE/4 SE/4
Section 30: ILots 1 and 2, E/2 NW/4, W/2 NE/4,
NE/4 SwW/4
containing 2,016.93 acres, more Or less.

“2. There 'is attached hereto and by reference made

a part hereof a plat showing Eﬁe location of the proposed,““

'4injection wells ‘and the location of all other’wells and

lessees adjoining ‘the proposed project area.

3. . Applicant proposés to inject water into the

‘Grayburg  formation through 14 injéction wells described as

" follows:

DOCKET MAILED

ol 327
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Township 18<FdhEhL,Range'27 East, N.M.P.M.

Depco Eddy “CL" No. 1, Unit A, Section 35

Depco Hester No. 2, Unit C, Section 36

Depco State 648-No. 116, Unit L, Section 25

Depco State 648 No. 111, Unit O, Section 25

Depco State 648 No. 108, Unit H, Section 25

Depco Eddy "CK" No. 1, Unit A, Section 26

Kersey-McGurt "K" No. . l, Unit K, Section 24

Yates Drilling Company "BW" No. 12, Unit I,.
Section 24 o

Yates Drilling Cofipany State "D" No. 1,

~ Unit P, Section 24

Yates Drilling Company State "E" No. 3,

Unit C, Section 25 o

Township 18 South, Range 28 East, N.M.P.M.

Kersey "MRY" No. 2, Unit E, Section 30
Depco State 647 No. 96, Unit C, Section 30
Depco State 647 No. 97, Unit K, Section 30
Yates Drilling Company Gulf State No. 1,
Unit K, Section 19

4. That all of the wells in the project area are
in advanced state of depletion and should be classified as
"stripper" Qells.

5. There is attached hereto and by reference made
a part hereof a diagraﬁmatic sketch of a typical proposed
completed igaection well. \

6. Therxe is-attached’hereto and by reference made
a pért hereof a copy ofha typicai electric log on 6ne of £he
proposed injection wells.

7. Apﬁlicaﬁt proposes to conduct this waterflood

project under the allowable provfsions of Rule 701 of the

Commission.

8. Applicant may need to place additional wells

in the project area on injection and a procedure should be

-authorized for administrative approval of ény such wells.




9. The. proposed waterflood project will prevent
waste in that it will result in the recovery of oil that
would not otherwise be recovered iﬁ thérproject area and
correlative rights will be protected.

WHEREFORE, applicant prays:

A. That this matter be set for hearing before an

examiner duly appointed by the Commission and that due public

notice be given as required by law.

B. That an order be entered authorizing the ihsti—
tution of thg aforesaid waterflood broject in the Artesia pool,
9stablishing a procedure for administrative appfoval for the
éonversion to injectionYOf:additiOnal we11§ within the project

area.

o+

[¥)

o

ct
-

n

L Y

C. For such other relief as may be
premises.,
- DATED this g; day of July, 1973. .

YATES DRILLING COMPANY

LOSEE & CARSON, P.A.
P. O. Drawer 239 ..
Artesia, New Mexico 88210

Attorneys for Applicant




‘ | 2150 NOIIIIN]  €3IS0d0¥d \V4 -
001X3aW M3N "ALNNOD AQQ3 o .
S,ON 10VHL 03S0d404d FA
: LINN X3L3WN VISILYV Q3S0d0odd -
i | S,0N 1134 iINN  @3S0dOoNd 29®
| ANVJWOD ONITIMA S3ILVA TG L asDioNg ;. o
aN3937
‘ o - ! o
) - —-——‘,-'—"‘"“I ( |€ . . glg "'"”'} f———1 - ng’——”
: I ) R | 1 : i ‘
; 1+ l ! - i,
- : ) gm -‘.3—.3-;’;:‘5» == p;;-n—cé.
», ' ‘6l
. . I . g
:'A i PY an ' ‘ . ? Py G&QW 03:’36‘;. gv 034389. ) f
. | 3 ' oS sitts oA IS |92, 75 Itk
. ! ' _ | ' — et 20* * } 14 ! :
. i ! W ps :
; I e g Gl gl
a j L | _ - o © op® (2% . P '
b § : | W + sv? QW ‘ :
i : e B " -
L 1 i
? ) ’ {" T T T Tl m/o.yolg ASH Wl rz .,mga’ . . 3—}:!59' s%:?; —_—— —9'3 ———
| . I ' ) ss 'ee N . P
1 o byt :_ iz%\'{ v._:_ewo snvx_j'_ e se? : =
1 N T | AT e M __ —-——t -
| Ie | 02 pe® sz:J. e 8 -}l-z‘ £l | T _87
I ! ! | a ! : oL
: . $‘§1 83w, zWODdBCI e _'9H0 $31VA ; 09430 " ‘ : |
o A8, 24045 |2, Oiseidy Ny 0isaldy o uols Y owowor03] - gnofs ' i
‘ + ' [ “ea ‘ :la; DW :al‘ a® |e® : t
-j :.za’ W 91uagszu;x Lwofuvx: : " ' N
y-ll-ls Mugysams! 6 ~#g, siois T '7/3)709——""137"9'577{ < T ~d
; : Tra : u' |av ¢ l.* ‘S? Foo | ;
| ! Lo | !
1 . {
2 zsl vx' uasﬂ:w : Ol l o | %‘ S I £, . ' :
. ‘9IH0 S31 9140 SIUAVA ;] 9
| -l e Moo perepeael L L
+ | d ! + i ' 8&‘ e’ z“ | | .
I )
. | | i
"__:____.,_..._--—:———-——:——-—--——Lﬂ:u-p-. l - -—-——-i-—--en--_...l..._.__._;
:, A O T A A A
; IR I S Lo 1 |- < -
3824 - 3,24
g \fw“yﬁ o tmoaciliatbiidib] ‘;'-;.__._. -
13 G
Ay




Elevation: 3557 GL

E G N YO

DIAGRAMMATIC SKETCH OF INJECTION WELL
YATES DRILLING COMPANY
ARTESIA METEX UNIT

TRACT 3

WELL NO. 6

" TYPICAL INJECTION WELL

Coinpletion: 8-20-49
Total Depth: 1990°
Pay: 1961-82

Pert's: Open hole
{868 -73

lnitial Treatmen®: shot w/100 qts.

1882 -1869; 1965 -1985

tP: 8 8O0PD
35 BOPD ofter treotment

_Other Treotment: 1961- 1982

trooted w/10,000 gols. oil &

2,000% sd.

" Top of. Liuco Hills Formation at

1860

A

—::E Wellhead Fittings

W22

&

ﬁ —_—_—_@ Surface cosing Valve & - Gauge ‘

Surface casing cemented to surface

8 98" ¢sg. set ot 498" w/50 sx. cemeni

PROPOSE TO -
set 2" cmt. lined tbg. ot 1860' on tension 318

calculated top of cement ot approx. 1740’

AN

ARTESIA METEX UNIT PAY ZONE

EONNMNINNNNNNNNNNWWNE

— el

5 /2" csg. set at 1958' w/75 sx. cmt,

Toto! Depth Dritled 1990"
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STATE "E" # -
ARTESIA FIELD

S. P. YATES DRILLING CO.

EDDY COUNTY, NEW MEXICO

T.D. LOGGED 2030
T.D. DRILLER 2033
T.D. REACHED 2030

PROPOSED ARTESIA METEX UNIT
TYPICAL INJECTION WELL LOG

DETATL, LOG

(1500°-2G30")

GAMMA
COUNTS PER SECOND

Depth
&

Casing
Collars

NEUTRON - GAMMA
'\ COUNTS PER SECOND

G0 7777777777777777 180

0 | 90|

1300

o
o
2

TIME CONSTANT 2 SEC.

~TIME CONSTANT 2 SEC. o




DRAFT .
. ’ -
E OIL CONSERVATION COMMISSION

dx/ BEFORE TH
OF THE STATE OF NEW MEXICO ////

/

IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION

»
}
|
\

GOMMISSION OF NEW MEXICO FOR
THE PURPOSE OF CONSIDERING: //;/
: 7  CASE NO. 5031
//" .
o 7 Order NO. R-_/ﬁgé
oA APPLICATION OF YATES DRILLING COMPANY Wy
LA FOR A~ RATERFLOOD PROJECT, EDDY COUNTY., :
Eas NEW MEXICO. o
o , 'ﬁb/’ , -=:§l
i " ORDER OF THE COMMISSION | :
, ,
. BY THE COMMISSION: y ;
P h This cause came on for hearing at 9 a.m. on July 25 , 1973,
pefora Examiner_g}chard I, dtamets -

at santa Fe, New Mexico,
i -, 1973, the Commission,

NOW, on this day of 73
a quorum pbeing present, having cOnsIEereH The testimony. the record,
and the recommendations of the Examiner, and being fully advised

in the premises,

E FINDS:
: (1) That due public noticq,having been given as required by
law, the Ccommission has juriadiction of this cause and the. subject

matter thereof.
seeks authority

11ing Company:
‘ Unit Area,

plicant, vates Dri
he Artesia Metex

(2) That the ap
flood project in t

to institute a waterx
#/qr ﬁa,b . pool, by the injection of water into the. B
s in Sections 24, 25,

Grayburg formation through 14 injection well
26, 35, and 36, Township 18 south, Range 28,E§st, NMPM, and
Sections 19 and 30 of rownship 18 Soﬁth,:Range 28 East, NMPM,

Eddy County, New Mexico.
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i case No. 5031 \
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1
(3) That the wells in the project area are in an advanced

state of depletion and should properly be clgssified as “stripper"

\ wells.

(4) That the proposed waterflood project should result in
| ’ \ the recovery ©of otherwise unrecoverable 0il, thereby preventing

1
|| waste.
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‘(2) That prior to initial injection of water into any of said

injection wells, the operator shall obtain the approval of
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gupervisor of the Commrssxonl‘ Artesia district office as to the \
casing and cenenting of said well. %

(3) That injection into each of said wells shall be through

cement~1ined tubing, set in a packer which shall be located as neaxr

as . racticable to the uppermost perforatlo or in the case of

open—hole completlons, as ‘near as pract +icable-to the casing-shoe;

that the casing—tubing annulus of each injection well shall be

loaded with an inert £luid and equiggd with an approved pressure

gauge OY atLentwon-attracting leak detection device.

(4) That the operator shall 1mmed1ately notify the supervisoxr

f the conmission's Artesia district office of the fallure of the
iﬁb&hQ"0r~?acker in any of said injection wells, the leakage of
water oY oil fremnm around any producing well, or the ieakage of wate
or oil from any plugged and abendoned well within the project area
and shall take such timely steps _as may be necessary ©OXf required

to correct such failure or leakage.
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u That the subject waterflood prOJect is hereby designated

the@’%”% sré, 777@#;( }/m Waterflood

Project and shall be governed by the provisions of Rules 701, 702,

nd 703 of the Commiss§ion Rules and Regulations.
~ e
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herein:authorized shall be submitted to the Commission in accor~

Qﬂ» That jurisdiction of thlS cause is retalnea 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.

N cause is shown therefor.

and injection wells at orthodox and unorthodox 1o¢‘atlon3 within
the boundaries of the Ar
necessary’ to- complete an efficient production and Injection
- pattérn, provided said wells are drilled.no- closes than 660
{eet to ‘the outer boundary of said unit nor closer than 10 feet
to any quarter-quarter section or subdivision inner boundary.
To obtain 'such approval, the project operator shall file proper
application with the Commlssion which application; if it seeks
authorization  to convert additional wells to injection or to
drill additional production or m]ecﬂon wells shall include the
following: ;

e
The Secretary-Director of the Comtmsslon is . 07
hereby authorlzed to zpprove such additional producing wells ﬁ ¢9 ,ﬁ'

(4

@ A plat showing the focation of proposed well, alt wells
within the project area, and offset operators, localing wells
which offset the project area. .

(“ A schematic drawing of the proposed wéll which fully
describes the casing, tubing, perforated interval, and depth.

@© A letter statmg that all offset operators to the pro-
posed “well Lhave been furnished a complete copy of the appli-
cation and the date of notification.

The Secretary-Director may approve the proposed well if,
within 20 days after receiving the application, nc objection
to the proposal is received. The Secretary-~Director may grant
immediate approval provided waivers o[ objection arve received
from all offset operators. .

Expansion of the project area may be approved by the Sec-
retary-Director of the Commission administratively when good
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