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: . P. 0. BOX 660
f' ’ Y ROSWELL, NEW MEXICO
1" FeB 1
ﬁ 11954 ‘ﬁ; February 9, 1954
Uinaeton i irh”

New Mexico Q0il Conservation
Committee

P.0. Box 871

Santa Fe, New Mexico

Gentlemen:

We are enclosing for your records a photostatic

copy of our application for termination of the Cass

) Ranch Unit Agreement, approved by the U.S.G.S. as of
February 1, 1954. A copy of this approved application

has also been sent to the Commissioner of Public Lands.

Very truly yours,

MALCO REFINERIES,

>77 )7/7)4/7

Al M. Norton (Mrs.)




‘l;.m.h..uﬁtwu‘wauu;@rd;w
pow contam (100K) of the werking imtereet sigmetery te Ak Cass Ramsh Dast
" Agresmmms, T Ses. Be, 680, herely sgrees e the termimstion of \he seid
Cose Remsh Wnit Agresmsmt, purewant the previsions o':_u.u-' 18 thervef,
ant respestifully requests sprrewal of the Direeter of the Dnited States
Gselegionl Swrvey %o said termimtisn, ]

In suppert of this Applicatisn for Terminstion, the following is
respestifully submitteds )
(1) Pareuamt to Seetion 8 of said Umit Agreement, the Cass Ameh

Undt Well We. 1, lessted in SE/h W/l of Seetion 3}, Township 20 South,

‘Range 2k Fast, rddy Coumty, Wew Msxiece was drilled to a tstal depth of

m.. ; - . __/'/go"“" ‘:;fi‘i!:"?oﬁ ~
~ (2) Twe fellewing formstion tops wers recorded: / | )
' N A
Qeristts AL99% Ateln <k
Fullertea # 31k ' wississippian  =565) -
- Abve - - 276 woodford =5111
Fesse ~1506 Devonian =613

())” Ne eommercial oil or gas showings were engountered in any of the
sonse quﬁ‘, ) |

(L) The well was plugged and sbandomed Jetober 28, 1953,

‘;h. wndereigned vorking nturest owmer believes it is reascnably
deternined that the wnitised lami is inespsble of prodwotion of unitised

substanses in paying (wantities in the formations tested mnd therefore is
met W 1ling %o ineur the expsmse amd risk of drilling any additional test
-u.o—

Dated this /f};f"\ day of Decomber 1953,

FINPFI:5, INC.

STATE. OF WBN WIXCQ) - “' |
COWTY OF ONAVES ) o .

. Gn sists L2L0 sy ot A9, befere we sppeared T
22 o Anilihtn: B> = peditnslly k& e oTae by be & . asd
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- UEEREVERER L
Date approved

Termination of the lass Ranch unit agreement Eddy
New Mexicn, I-Sec. No. 070,
is hereby approved

A

L7 thereaf,

v County,
e~fective as ~f February 1, 1354,
rursua-t tc the last senterce of section

13




—= o D €2

Jaxary 20, 1954

Ret Appliestion for arywowal of
Termimation of the Cass Ramch
Rew

Uuit Ares, 34y Coumty,
Naxct oo

Gomtlemens

Vs have your letter dated Jemwary 7, 1954 tcogether vith a
protestatis eopy of the appliaation filed with the Tnited States
Geologieal Survey for approval of tersination of the Cass Ma- @b
Uit Azr-ameut in MQy Cowmty, New Nemiwn,

Fissse b sdvised that v approvwe yowr applieatien t0 tesmimste
this partisnlar wnit agresment rovided, hewever, like comsent is
mwﬂm tte United S:‘ates Geoalogiocal Survey ani (11 Coassrwtion

Yery truly yours,

E. 8. “ALXEER
Comignioney of Fublis ler's

ess United States Geologiel Survey
Roswell, Bev Mexies (3)

Mﬂnw/
mr.,lum 1)
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WxERD 01

P. O. Box 1249

We cnclose
accowting fgreement for ihe
May 1, 1533.

RMT

s

Enclosure

cc: The Comnl
Stete of
Sante re

" 1 MISSION

/

_ A AT 0 isen
8 - b} 1\\
June 10, 123 JUN 2 21953
- b diC IV I VI e |
CiLs RACH ULLT P
aagy Courty, bhew Msxico
for your Tile & coyxy of the Unit
Czzs Ranc deted

i

WU KT

H. E. Kusstsr, Menager
Lead end leas

e Division




Novecber 20, 1952 Olt. CONERVATION ronestiosion

SANTA T, NEW 7 v
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Malco helineri-a, Ine,
Y0y box 660
Roswell, New hexiocg

ASSention: H, E. liarrington
Dear Sir:

¥e Mave your letier in cod .ovesber 18, 1952 together
vith s 90;7 of your ap.liea:.on subslitted to the Unitad
3tates Geologieal Survey recussting that the term of the
'ghthamhMmmmn,
’. -

The underai nei hereyy conacata to thc extenzion of
Une of Welve months from and after Decerber 1, 1952,
within vhich to oom;ly with furinher dx41idne requirencnte
for Lhe Cess Unit Agreement;  rovided, however, ;. ilar
suthorisetion for ectemsicn iz  ranted 5y the Direct.r of
the Lnited States Gecicgloel DU Y,

O =S € o

s
JQ

=

o8 U, ., Ceo.u ienl ourvey (3)
(il C.aservaison Comdssion (1)

s

TUFGTIBLy




Decesber 27, 1951




October 1. 1951 / /

Malcce Refineries, Inc.
Box 66C
Roswall, New Mexico

Attention: Mr H. E. Harrington

Re: Cass Ranch Unit Area

Gentlemaen:

In acecordance with your regquest of August 24th ! am
plaased to inform yeu that I approve the extension of the above
eartioned Unit Agreement for a period of nine (9) menthe from
June 24, 1951.

I also approve the resiguation of Magnolis Petroleum
Company as Usit Operator and the proposal of Malce Refineries,
Inc., to be Successor Unit Oparator of the Cass Ranch Unit
Arves; provided, however, like approval is had and chtained by
the Malce Refineries, Inc., from the proper officials of the
Department of Intericr and this office provided with a duly

exscuted and federally approved copy of the Designation for
eur files. :

Yery truly yours,

ommissioner of Public Lands

-

ec: U. 8. Geoalogical Survey
Roswell, New Mexico

Oil Conservation Commissiona
Santa Fe, N. M.
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Nagnella Petroleum Coxpany
Reswell, Mew Hexice

Attemtion: Mr. S. i'¢ |
Degr Nr. Nammifiln:

I have csarefully ex
extensien of timm
further aun§
st q--u-n

County, New

plication feor an

comply with the
.r the develaspment
B Unit Areas, Zddy

State Raxiqé wouid be nrv-d such vo-
quastied wader the apprepriate provision
of the t. Therefere,

youwr appl or extemaion of time |

Juns 24, 1} .

This aporoval ls entirely cenditioned wpen approval
of this apylication for extension belug Lad {rem the
preper eillicials of the Departmenti of thue laterlor,

\’cry tnlly yours,

Sl L
e S

Cesml ssi oncr

TWEGTBLE
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MAGNOLIA PETROLEUM GOMPAN

A SOCONY-VACUUM COMPANY

o\

Roswell, New Mexico

0/0/0}/\/ January 23 1950 I:J"\""-,“ :

¥r. R. R, Spurrier
New Yexico 0il Conservation Commission
Santa Fe, New lMexico

Dear Dick:

I am enclosing two copies of the approwal of
the extension of time in which to start a well on our Cass
Ranch Unit in Townships 19 and 20 South, Range 2/ East,
Eddy County, New Mexico.

This is the unit agreement which I discussed with
Guy Shepherd on the telavhone while you and he were in Washing=-
ton and you and Guy wired Buck Yorrell approving the extension
for the Commission,

Thanks a lot to you and Guy for your friendly coop=
eration in getting this extension of time,

Yours very truly,

SPH:ms
Encls.

e




Form X-85--4-49

COPY

UNITED STATES
DEPAKTMERT GF THE INTERIR
GEOLOGICAL SURVEY

Washington 25, D. Co

Jamary 20, 1950

Nagaelia Petrelem Company
Reswell, New Nexiso
Centlemans

e Zowery 13, 1950, Acting Direetor of the United States
Gealegiesl Swrvey, Themes B, Molsn, sprroved the applisetien dated
Jumary 3, 19350, filed iy your cempeny as unit eperstor, reguesting




X-ense

MAGNOLIA PETROLEUM COMPANY

Roswell, Nev Mextoo

Jamary 3, 1950

R.a‘.’

Agreenent

Cass Ranch Unit
¥e Hudly ask thet you zive this faversble oconsideration,
Yours very truly,
MAGNCLIA PRTRGLEUM COMPANY

By /s/ S. P. Remifen



Form X-05-449

COPY

UNITED STATES

DRPARTMENT O THE IWMRRIGR

GECRAOGICAL SURVEY

Washingtca 25, D. C.

. Jumwry 20, 19%0

il

|

3

m.
1
§




Jamary 3, 199

Roswell, New Mexioo

MAGNOLIA PETROLEUM COMPANY

X-4339

.
Re 2% R,

Re: Cass Ranch Unit
TQ 19 and 20 Sep

We are at
o

tine 0o
best

By /./ 8, Pob HareAfin

Approved Jamwmry 13 1950
/8/ Thams B, Nolam
Survey




July 25, 1949

This i1 acknowledge Tecel™ of your letter o
a&n approved copy of the Unit Agreement for the

€ July 22nd, ong
oreration and

develomont of the Cass Ranch Unit Area, Sddy Coumty, New lexico,

Very truly Jyours,

R. R, Sourrier
SECRETARY-DIRC TOR
RRStbw

b_,)




" LAW OFfFICES
HeERVEY, DOW & HINKLE
J, M, HERVEY
HIRAM M. COW ROsWELL, NEwW MEXICO

CLARENCE £ HINKLE
W. E BONDURANT, JR.

— July 22, 1949

GEORGE M. HUNKER, JR

Mr. R. R, Spurrier
Secretary, New liexico 0il & Gas Ass'n
Santa Fe, New lMexico

Dear Mr. Spurrier:

We hand you herewith an approved copy of
the Unit Agreement for the operation and development
of the Cass Ranch Unit Area, Eddy County, New lMexico,
which was approved by the Director of the United
States Geological Survey as of July 8th.

Yours very truly,

HERVEZY, DOV & HINKLE

CEH:Th
Ene.




BEFORE THE OIL CONSERVATION CQMMISSION
OF THX STATE OF NEW MEXICO

IN THE MATTER OF THE HEARING CALLED

BY THE OIL CONSERVATICN COMMISSION

OF THe STATE OF NEW MEXICO FOR THE PURPOSE
OF CONSIDERING:

CASE NO. 161

ORDER XO. 796

THE APPLICATION OF MAGNOLIA PETROLEUM
COMPANY FOR AN ORDER APPROVING A PROPOSED

. UNIT AGREEMENT FOR THE DEVELOPMENT AND
~ OPERATION OF THE CASS RANCH UNIT AREA

- CONSISTING OF 10,230,27 ACRES SITUATED
¢ IN TOWNSHIPS 19 AND 20 SOUTH, RANGES 23

- AND 2/ EAST, N.M.P.M. EDDY COUNTY,
. NEW MEXICO

CRDER OF THE COMMISSION

BY THE COMMISSION:

This cause came on for hearing at 10:00 o'clock a.,m. October 28, 1348,
at Santa Fe, New Mexico, before the 0il Conservation Commission of
New Mexico, hereinafter referred to as the "Commigsion,®

NOW, on this 19th day of November, 1948, the Gmmission having before
it for consideration the testimony adduced at the hearing of said case and
being fully advised in the premises:

FINDS that the proposed unit plan will in principle tend to promote
the conservaticn of oil and gas and the prevention of waste;

IT IS THEREFORE ORDERED:

That the order herein shall be known as the:

WCASS RANCH UNIT AGREEMENT ORDER"

SECTION 1. (a) That the project herein shall be known as the Cass
Ranch Unit Agreement and shall hereafter be referred to as the Project.

(b) That the plan by which the Project shall be operated
shall be embraced in the form of unit agreement for the development and
operation of the Cass Ranch Unit Area referred to in the Petitioner's
petition and filed with said petition and such plan shall be known as the
Cass Ranch Unit Agreement Plan.

SECTION 2. That the Cass Ranch Unit Agreement Plan shall be and is
hereby approved in principle as 2 proper conservation measure; provided,
however, that notwithstanding any of the provisions contained in said unit
aegreement, this approval of sald agreement shall not be considered as waiving
or relinquishing in any manner any rights, duties, or obligatiomns which are
now or mey hereafter be vested in the New Mexico 0il Conservation Commission
by law relative to the supervision and control of operations for exploration
and development of any lands committed to said Cass Ranch Unit Agreement or
relative to the production of oil or gas therefrom.




ORDER NO, 796 - . 2

SECTION 3, (a) That the Unit Area shall be:
NEW MEXICO PRINCIPAL MERIDIAN
T.20 S, R.23 E - Section 13 - NE¢

T.19 S, R.24 E - Section 26 - S%
Sections 27 and 28 - All
Sections 31 to 34, incl, - All
Section 35 - N&, SWwi

T.20 S, R.24 E - Sections 3 to 9, incl., - All
Section 10 ~ W&
Section 17 - N4
Section 18 - Lots 1 and 2, NEf, EiNwi

Eddy County, New Mexicc, containing 10,230.27 acres, more or less.

(b) The Unit Area may be enlarged or diminished as pro-
vided in said Plan.

SECTION 4, That the unit operator shall file with the Commission an
executed original or executed counterpart thereof of the Cass Ranch Unit

Agreement not later than 30 days after the effective date hereof.

SECTION 5, That any party ouwning rights in the unitized substances
who does not commit such rights to said Unit Agreement before the effective
date thereof may thereafter become & party thereto by subscribing to such
agreement or a counterpart thereof. The Unit Operator shall file with the
Commission within 30 days an original or any such counterpart.

SECTION 6. That this order shall become effective on the first day
of the calender month next following the approval of the Commissioner of
Public Lands and the Secretary of the Interior and shall terminate ipso facto
on the termination of said Unit Agreement. The last Unit Operator shall
immediately notify the Commission in writing of such termination.

DONE 8t Santa Fe, New Mexico, on the day and year hereinabove
designated.

STATE OF NEW MEXIGO
OIL ‘GQNSERVATION COMMTISSTON

, ‘ / ‘ 7
- /h;
Thomas J. Mabzﬂz Chairman

R. R. Spurizﬁ%jfsecretary




BEFORE THE
OIL COWSERVATION COMMISSION
STATE OF NEW EXICO

The following proceedings before the 0il Conservation

Comnission, State of New iiexico, came on for hearing pur-

suant to legal notice of publication, and at the time and

place as set out below,

NOTICE OF rUBLICATION
STATE OF NEW MEXICO
OIL CONSERVATION COwISSION

The State of New Mexico by its 01l Conservation Commission
hereby gives notice, pursuant to law, of the following public
hearing to be held October 28, 1948, beginning at 10:00
o'clock A. M. on that dazy in the City of Santa Fe, New
Mexico, in the House of Hepresentatives.

7/

CASE 159

In the matter of the application of Magnolia Petroleum
Company, a corporation for approval of a proposed unit
agreement for the development and operation of the
Lindrith Unit Area described as follows: Covering
28,455,339 acres situated in townships 24 and 2% North,
Ranges 2 and 3 West, N.M.P.M., Rio Arriba County, New
Mexico,

CASE 160

In the matter of application of rhilliys retroleum Com-
pany, Bartlesville, Cklahoma for exception to Order No,
72, effective August 1, 1937, amending Crder No, 52

and for an order authorizing a central tank battery for
certain leases in Section 32, Township 12 South, Range

32 East, Lea County, New liexico.

CASE 161

In the matter of application of Magnolia Fetroleum
Company for an order approving a proposed unit agreement
for the development and operation of the Cass Ranch
Unit Area consisting of 10,230,27 acres situated in
Townships 19 and 2C South, rfanges 23 and 24 East,
N.M.r.M.y, in Eddy County, New Mexico,

CASE 162

In the matter of the zpplication cof the New iHexlco 0il
Conservation Commission upon its motion at the sugzestion
cf the Lea County Operators Committee that FParagrapyh "G"
of Section 2 of Commission Order 637 known a2s State %wide
Froration Order be smended so as to read as follows:




| (g) it the beginning of each calendar month,

the distribution or proration to the respec-
tive units in each pool shall be changed in
order to take into account 21l newwells which
have been completed and were not in the pro-
ration schedule Auring the previous calendar
uonth, Where any well is completed between
the first and last day of the calendar mcnth,
its unit shall be assigned an allowable in
accordance with whether such unit ig¢ marginal
or non-marginal, beginning at 7 4. 1. on the
date of completion and for the remainder of
that calendar monthe.

CASE 16

In the matter of the petition of Stanolind Cil and Gas
Company for the adoption of regulations establishing the
640 acre spacing in the Elanco Field in San Juan County,
New ¥exico; establishing the location of the initial well
on each 6403 fixing regulations as to the setting of
pipe; and for back pressure tests of the varicus stratsas,

CASE 164

In the matter of the appliczation of Grayburg 0il Corpany

of New llexico, and %estern Production Company, Inc.

for an order granting permission to unitize certzain

tracts within the boundaries of the Grayhurg Cooperative

and Unit Area, in Township 17 South, Ranges 29 and 30 et
Easty N.M.P.M., in the Grayburg-Jackson rool cf Eddy

County, New Mexico for proration and allowzble purposes,

CASE 169

In the matter of application of Jenkins and icQueen for
order granting permission to drill unorthodox location
designated as Well No, 1 on their Cassidy lease, des-~
cribed as NW;{NE;SEZ (2970 feet south of the north line
and 990 feet west of the east line) Section 19, Township
29 North, Range 11 West, N.i.F.M., in the Kutz Canyon-
Fulcher Basin Field of San Juan County, New Mexico.

Given under the seal of the (Gil Concservation Commission of
New Mexico at Santa Fe, New ilexico on October 13, 19u48.

STATE OF NEW MEXICO
(Seal) OIL CONSERVATION COIMMISSION

BY_ /s/ R. R, Spurrier
R. R. SPURRIER, Secretary

BEFORE: Hon. R. R. Syurrier, Secretary and Iiember

REGISTER:

Don McCormick, Carlsbad, N, ¥., George Graham, Santa Fe,
N. M., Frank C. Barnes, Santa Fe, N. M., Roy C. Yarbrough,
Hobbs, N. M., 41 _Creer, Aztec, N. M., for the 0il Con-
servation Commissiocne.




Hervey, Dow & Hinkle (By Mr. Clarence F, Hinkle), Roswell,
N. M.y S. P, Hannifin, Rosvwvell, N. M., R, R. licCormick,
hidland, Texas, for Magnolia ietroleum Company.

B, N. Riddle, Albuquerque, N. I,

H. A. Kiker, Santa Fe, N. oy C. L. Jenkins, Blackwell,
Oklahoma, Sherman A, Wengard, Albuquerque, N. M., for
Jenkins & M cQueen and Jenkins Supplye.

Frank A. Schultz, Dallas, Texas, Alfred E. liclane,
Dallas, Texas, for the Delhi Gil Corporation.

L., C. Morgan, wWichita, Kansas, for the Vood River 0il
& Refining Co,

J. R. Modrall, Albuquerque, N. M., Thomas B. Scott, Jr.,
Albuquerque, N. M., for Broolkhaven 0il Co.

Frank J. Gardner, }idland, Texas, Cecil A. Darnall,
Albuquerque, N, M., for Sinclair Prairie 0il Co.

Jack G, Coates, liidland, Texas, for Cities Service Oil.
0. H. Beshell, lMidland, Texas, for iagnolia Pipe Line Co,
Sid W. Binian, i{idland, Texas, for Atlantic Pipe Line Co,

J. D. Boatman, Jr., Dallas, Texas, S. J. Henry, Jr.,
Dallas, Texas, for the ALl ntic Refining Co.

8. B. Christy, Jr., Roswell, N. M., for Sun 0il Co,

Cliff C. Mowry, Farmington, N. M., for Stzndard 0il
Company of Texas,

George E. Kendrick, Jal, N, M., for El Paso Natural Gas
Company.

Scott R. Brown, Midland, Texas, Koy C. Jeter, Durango,
Colorado, for Western Natural Gas Co.

Fred Feasel, Fostoria 4, Ohio,

Glenn Staley, Hobbs, N. M., for Lea County Operators
Committee,

Frank R. Lovering, Hobbs, N. M., L. B, Ber;y, Midland,
Texas, M. T. Smlth, Midland, Texas, for Shell 0il Company.

William E, Bates, tiidland, Texas, for The Texas Co,

Seth & Montgomery (By. Mr. J. O. Seth znd Mr, Oliver
Seth), Santa Fe, N. M., for Stanolind 0il and Gas Company.

Caswell Silver, Aztec, N. M., for M. J. Florance Drilliing
Company.

J. N. Dunleavy, Hobbs, N. M., For Skelly 0il Company.




Faul C. Evans, Hobbs, N. M., for Gulf 0il Company.

Carl Jones, liidland, Texas, HKussell Hayes, Midland, Texas,
for rhillips Fetroleum Company.

John E. Cochran, Jr., Artesia, N, M., for Grayburg 0il

Company.
CO“MISSIONZR SrUKRIER: Gentlemen, the Commission is in ses-
sion. First, we will let the record show that the minutes of
the meeting of the Commission will show that I was authorized
to sit for the purpose of taking the record only. There will
be no decisions made, no opinions given, and all cases will
be taken under advisement., Mr. Graham, will read the first
case, please?

(Reads the notice of publication in Case No, 159.)
MR. HINKILE: -May it please the Commission, I represent FHervey,
Dow & Hinkle. We are attorneys for the Magnolia Fetroleum
Company. This is the application of the Magnolla Petroleum
Company for the approval of the Lindrith Unit Area in Rio
Arriba County, New Mexico. The agreement covers-~the proposed
agreement covers a total of 28459.39 acres situatéd in Town-
sﬂips 24 and 25 North, Ranges 2 and 3 West, Rio Arriba County.
22,379.49 acres of the lands involved are lands of the United
States. 6,039.90 are fee or privately owned lands, and only
forty acres belong to the State of New Mexico, We have filed
with the application the proposed form of unit agreement, which
is in substantially the same form as unit agreements hereto-
fere approved by the Commission. Under thé terms of the pro-
posed unit agreement, the Magnolia Petroleum Company would be
the unit operator. Magnolia, in this case, holds substantially
all the acreage involved., This particular areaz has hereto-
fore been designated by the Director of the United States

L e e
Geclogical Survey as one suitable and proper for unitization.

) T




We have filed with the petition a geologiczl map and report,
which are the szme as filed with the United States Geological
Survey and used as the basis for the designation of the area.
It is proposed under the agreement to drill a test well to
the depth of approximately 6,500 feet to test the area for
the o0il and gas possibilities., I have here iir, S. P. Hannifin
of the Magnolia Petroleum Company whom I wculd like tc have
sworn, and I will ask him a few questions,

S. v¥. HANNIFIN, having been flrst duly sworn, testified
as follows:

DIRECT EXAMINATION BY iin. HINKLE:
Q. Your name is S, ., Hannifin?
A, Yes, sir, -
Q. Are you employed by lMagnolia Fetroleum Company?
A. Yes, sir, e
G, In What capacity?
A, Districet land man.
Q. Are you familiar with the proposed agreement for unitiza-
tion of the Lindrith Unit Area?
A, Yes, sir,
Q. Tell the Commission whether or not, in your opinion, the
agreement would be in the interests of the conservation of oil
and gas and the prevention of waste?
A. I do.
MR, HINKLE: That is all, unless you would have some guestions,
COMMISSIONFR SFURRIZR: Does anyone care to cross-examine the
- witness? If not, the witness is excused,
(Witness dismissed)

COMMISSICONZR SrURRIFR: Call the next case, lMr. Graham, please,

(Reads the notice of publication in Case 161,)




MK, HINKLE: If it .lease Lhe Commission, Let the record show
that Clarence E, Hinkle is ap;earing on behalf of the iagnolia
retrcleum Company. This is the matter of the application of the
Magnollia retroleum Company for the approval of the unit zgree-
ment for the Cass Ranch Unit Area, Eddy County, New Mexico.
This proposed agreement would cover 17,230,277 acres in Town-
ships 1¢ and 20 South, Ranges "3 and 24k Kast, Lddy County,
New Mexico. The total acreage involved is 9,270.27 in lands
of the United States, 640 acres belonging to the State of New
Mexico, and 320 privately owned or fee lands, The unit agree-
ment which has been filed vith the application is in substan-
tially the same form 2s unit agreements heretofore approved by
the Commission. Under the terms of the agreement, the llagnolia
Petroleum Company wouléd be designated as the unit operator.
The proposed.unit area has heretofore been apyproved by the
United States Geological Survey as one suitable and proper
for unitization. We have filed with the application the
geological map and report which were the basis for the desig-
nation of the area. It is proposed under the terms of the
unit agreement to commence a test well for oil and gas within
six months of the date of the aporoval of the agreement, and
to drill it to a depth of zpproximately 3,900 feet.

S. r. HANNIFIN, heving previously been sworn, testified
as follows:

DIRECT EXAMINATION BY M, HINKLE:
2. Your name is S. F., Hannifin®
A. Yes, sir,
Q. You are employed by lagnolla Petroleunm Company?
A, Yes, sir,

G. In what capacity?




A, District land man,

Q. Are you familiar with the ap.lication of the !'zgnolia
Fetrcleum Company for designation of the Cnass hanch Unit areat
Aes T am.

G+ You agre also famliliar with the proposed unit zgreement¥

Ls T am,

Q. State whether or not, in your ovinion, the agreement would

be in the interests of the conservation of olil and gas an

jo)

the prevention of waste?

A, I believe it would.

Mz, HINKLI: That is all,

i

I

+

1, MCCORICK: I have no guestious.
COMMISSIONYR SFURRILR: Does anyone care to examine the witness?
If not, the witness is excused. MNr. Graham, will you call the
next case?

(Reads the notice of publication in Case 160,)
MR. JONES: Let the record show that the z2pslicant is repre-
sented by Carl V/. Jones, zttorney for rhillips Fetroleum

Company at Midland, Texas. Case No. 160 is the application

of rhillips Petroleum Company for exception to Order No. 72,
effective August 1, 1937, amending Order No. 52, and for an
order authorizing rhillips Fetroleum Company to set a central
tank battery for certain of its leases in Section 32, Township
12 Soutk, Range 32 East, Lea County, New }exico, The parti-
culzr units within Section 32 will be brought out later by
teStimony and by exnibit, I will ask that lr.Russell Hayes be
called ané sworn to testify.

(The witness is sworn)
mlie JONES: rrior to the testimony of Mr. EHayes, I would likse

to read Order No, 72, to which the ap_.licent requests an




exception, (reads the order) iiow, the order statcs thot
exceptions may be made at the discretion of the Commission.
The exception that the applicant asks 1s that their four basic
leases--they are ctate leases, the ownership of the royalties
being all in the common school fund. The fact is that the
applicant asks that the central tank battery be autnorized
for nine units instead of the five described in the order.
RUSSELL HAY¥S, hoving been first duly sworn, testified
as follows:
DIRECT FXANINATION BY MR, JONES:
Qe Your name is Russell Hayes?
A. Yes, sir.
Q. Where do you recside?
A. HMidland, Texas,
Q. Are you employed by rhillips Petroleum Company?
A. XYes,
Q¢ In what capacity?
A. Assistant division superintendent.
Q. Have you ever previously guzlified as a witness before
this Commission?
A, Yo,

Q. Will you state your profession, please?

A. Petroleum engineer,

Q. And you have a degree in petroleum engineering?

A. Yes,

Q. Vhere and when did you receive that degree?

A. A, 2nd M. College of Texas in 1932,

Q. Will you state your experience in the field of petroleum

engineering since receiving your degree?

A, Four years employed by Sheil in the refinery department in



lLiouston; for a;grvoximately [ive ycars by tne Gulf Gil Cor-
poraticn in west Texas., T1he last six ano a nzll years by
1'nillips in west Texas 2rd New Mexlco,

Q. In your position with the rhillips retroleum Company,

are you familliar with the operstions of rhillips in Lea ard
Chaves County, and in particular in the Caprock rFool 1in Lea
and “haves County, New Hexico¥?

A, Yes.

MR, JONES: 1Is the Commission satisfied as to the gqualifications
of the witness?

COrMISSICNER SrURRIER: Yes,

Q. Mr., Hayes, I will ask you to take this map and glance at
it and state whether or not 1t accurately represents the
leasehold ownership and the operations of the rhillips rPetro-
leum Company in Sectlon 32, Township 12 South, Range 32 East?
A, Yes,

Q. Was that map prepared under your supervision with refer-
ence to the ownership and operations of the rhillips Fetroleum
Company in Section 327%

A, Yes.

Q. I will ask the reporter to mark thls Applicant's Exhibit
4, clease. Mr, Hayes, will you take that map which has been
marked Appslicant®s Exhibit A and indicate to the Commission
the leases owned by the rhillips 0il Company in Section 3279
A, There are four basic leases, B-10,213, comprised of two
4O-acre units in the SWiNWi of Section 32, in the SE{Nw3 of
Section 32, and also in the same basic lease, B-10,213, the
NEiNE] of Section 32, the SEZNE} of Section 32, and the NEZ
SE; of Section 32, The second basic lease is B-10,283, the

WE;NWi, a W4O-acre tract (Reporter's note: This probably is




by the witness. 7This tract bears the number B-10,839 on the
exibit,) B-11,330, the NWiNE{, and the SEi{NE4 of Section 22,
And the fourth basic lease, B-10,357, the SEJSE] of Section
32.

. Thcse are the four basic leases, Now, is it a fact that
those leases that you enumerate are outlined in this exhibit
A in red?

A. Thati's right.

Q. I notice that this (indicating on map) 40-acre unit is
outlined in yellow. Will you explain that?

A, It is outlined in yellow becéuse this 4O-acre tract is
not a part of this application for consolidation. It is not
continguous to the other leases at all,

Q. Going back to your testimony a moment ago, this lease
B~104213 1s divided into two units which are not continguous
with each other, is that correct?

A. That is correct,

Q. The reason that noc consolidation of tank batteries for
this 40-acre unit outlined in yellow is reguested is for the
reason that it is not contliguous to the other units?

A. That's right.

Q. The nine units which\are the subject of this application
for which a consolidated tank battery is requested are those
nine 40-zcre units centinguous.

A. They are contiguous to each othen.

Q. Now, in your experience with these leases do you know the
royalty owners of the foﬁr basic leases which you have out-
lined?

A, Yes,

Q. What is that royalty ownership?
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A. The common scheool fund of the State of New Mexico,

Q. 4nd the common school fund owns the royalty under zall four
basic leases?

A. That is correct.

Q. Is it a fact that these four basic leases in so far as
they cover land in Section 32 also cover units which are

not in Section 32%

A. That's right.

Q. But no consolidation is requested for those particular
units?

A, That's right,

Q. It is only the units in Section 32 for which consolidation
1s sought?

A, That is correct.

Q. Now, will you explain of the nine units which you have
described and for which this application is made, what wells
have been completed and what wells zre now being drilled by
rhillips Petroleum on the nine-forty-acre units?

A. In the S#NWi, comprising two Y40-acre tracts, which is
commonly referred to as the Rock lease. Rock No., 1 and No., 2
haye been completed., And in the NE{iWi, the 4O-acre tract
known as the Ostia, this well has been completed., And in the
SVNE4 well Alden No, 1 is in the process of being completed.
Q. But not yet completed?

A. That's right, And in the quarter section tract outlined
in yellow ...

Qe eeve let's don't get the record involved with that because
it 1s not the subject of this application. Now, lir. Hayes,

in the event there were nc consolidated tank battery on these

nine units and under the four leases which you have described,
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how many tank batteries would it be neces:sary to set, assuming
that producticn is obtained in the future from all units?

A. Necessary to set Tive of these tank batteries.

Q. Explain why.

A. It will be necessary to set a tank battery on eacli basic
lease, excepting the basic lease known as B-10,213. It con-
tains twe tracts in the same section which are not contiguous
to each other. Therefore, it would require two tank batteries
for that basic lease. & total of five,

Q. In other words, according to Exhibit A, the two portions
for the B-10,213 are segparated by vhat is known as the Alden
lease?

4., Thatts right.

Qe And 1t will be necessary to set ....

COMYISSIONER SFURRIER: eees €XCuse me, Mr., Jones, Gentlemen,
I think you should direct your attention to the witness, If
you care to have a conference, I suggest that you go outside.
Hearing is bad enough at best., Those who care to hear what
the witness has to say will apprreciate your being as qulet as
possibla,

Q. You statec that there would be required five separate

tank batteries. How many different tanks would there have

to be set in these five separate tank batteries in the event
there were no consolidated tank battery, and assuming all
units drilled and found to be productive? How many individual
tanks in the five batteries would be regulred?

4, It would require thirteen tanks.

Y. Thirteen tanks. 4and what size?

L, 210-barrel tanks.

Q. Can you give a cliose gctimate of wnat the cost would be?




A. ap, roximately %113,000,00,

. In the event the Commisslion seecs fit to <rant this agpli-
cation, then now many individual ianks woculd he required to
care for production, again asswring thet the units are all
drilied and found to be productive?

A. FEight tanks,

G« Can you give the Commission an estimate of the cost of
those eight tanks?

A. Approximately %8,000,00,

Q. They also would be 210-barrel tanks?

A. Yes,

G%. In other words, the difference in the initial cost of

the tanks would be 5,000,007

A. That is correct,

. Now, in the event the consolidated tank battery were
allowed by this Commission, would there also be a saving in
the pipe required to bring the production to the batiery?

A. Yes, there would be a2 substantial one,

Q. As between the five separate tank batteries and one single
consolidated battery?

A, There would be a substantial saving in the pipe,.

Q. Would there be any other saving in the initial cost of

a consolidated battery over the five separate tank hztteries?
A, I didn't get the guestion,

Q. Would there be any other saving in the initial cost of

a consolidated battery over the five separate tank batteries?
Instead of five separate tank batieries as would otherwise
be required, according to your testimony?

A. In acurtion to the saving of the gipe, of course, the

required amount of ceparation . equipment would be reduced in




in the ccnaclidated tank bat.ery over five., ‘The eslimated
cost 2s already civen includes the tank battery.

C. Over a period of years, is it your opinion, in the event
a consolidated tank battery is allowed, that there would be

a saving in the operztion of these leases?

A. Yes,

Qe Is it your opinion that the operation would be more
efficiently performed by the use of the consolidated tank
battery?

A. That's right.

Q. Assuming that is true, that there there would be a saving
over the years in the operation of the leases, is it your
opinion that tne economic life of these wells would be pro-
longed by the use of a consolidated tank battery?

A. Yes,

Q. Explain how their life would be prolonged?

A. by a saving in the initial cost of equipment and more
efficient utilization of field personnel to operate the con-
solidated tank battery over the five tank batteries recguired
unless conscolidation is allowed. It would extend the economic
life of the properties, thereby allowing a greater recovery
and extending the producing period of the life of the pro-
perties,

Q. In other words, with dedreased cost of operation, it is
your opinion that the wells could be produced longer, and be
commercial wells longer, than if you had five separate tank
batteries?

‘A. They could be operated at a profit longer.

Q. Getting back to the initial installation, can you give an
estimate of the amount of steel which would be required to

construct the thirteen separate 210-barrel tanks, which you
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testified woulé e necessary in thc event you were not permit-
ted tc set a consolidated tank battery?

A. The average weight of a 210-barrel tank is three tons., If
consollidated were allowed, there would be an apgroximate
saving of fifteen tons of steel in the installation of tanks
alone.

Q. Five tons of steel.

A. Fifteen tons,

Q. That doesn't include the saving in steel in the connect~
ing system and the pipe that would be necessary otherwise?

A. No,

Q. Then to briefly summarize your testimony, is it your
opinion that in the event this application is granted and a
consolidated tank battery authorized, that there would be a
savings in initial cost, conservation of steel, more efficient
operation, and as a result a longer economical life per well?
A. That's right.

mR. JONES: That is all I have,

MR, McCORMICK: How about overiding royalties? Is there any
out on these leases?

MR, JONES: No, sir, Mr. Hayes, you understand, I believe,
that even though this application be granted by the 0il Con-
servation Commission, these being state leases, this matter

of the tank batteries is also subject to approval by the Com-
missioner of Fublic Lands?

A, That's right,

Q. 1In the event this application 1s granted and the Commis-
sioner of Public Lands apuroves the use of a consolidated

tank battery, where, with reference to Exhiblt A, would the

consoclidated tank battery be located?




A. As near as practical in the SWiof the NE{, as near to the
center of the lease as possible, on what is presently known
as the flden lease,

Q. Is tbhat as near the center of the 40-zcre tract as pos-
sible?

A, Yes,

MR. i{cCORIICK: How will you gauge each well to see how much
each well willl produce?

A. Facilities will be provided to teke individuzl well tests
at any tinme.

¥R. MeCORMICK: Do you plan to keep an accurate record of
what each well will produce as distinguished from the nine
wells?

A, They will be produced into a consolidated tank battery,
but perlodic tests of the ability of each well would be deter-
mined.

MR. McCORI.ICK: Will you be able to determine just exactly
how much each well 1s producing for purposes of unit pro-
ration?

A, Ve will be able to file the forms presently filed on the
consolidated tank battery showing each well.

MR. MeCORMICK: Ané it will be accurate as to the production
for each well?

A, As accurate as possible.

MR. McCORMICK: How accurate do you mean?

A, As determined by individual well tests,

¥R. McCORMICK: How often will the individuzl well tests be
taken?

A, I don't know that I can state a period cof time. we will

be able to take the tests upon request, and at periodic




intervals for our own information.

iRe McCORMICK: If each vwell were z2llowed to produce forty
barrels a day, say, you had nine wells, that would be 360
barrels a day, if they all made their maximum. You woulid be
able to determine and report exactly what each well produced
each month?

L., Every attempt--] say every attempt--the wells will be
produced in such a manner as to take the daily allowable from
each well.

}Re MeCORIMICK: That will be accurate?

A. As accurate as thay can get.

MR. MeCORMICK: I have no more questions.

Q. In other words, in the event--in the absence of this
exception, you have the same situation on this lease on the
NE{NE}, the SEilE{, and NE4SE{. You would determine then, in
the event that the application is granted, from the nine wells
as accurately as you ®uld determine the production from the
three wells without the exception znd without the consoll-
dated tank battery. Is that the case?

A, That's right,

Q. In the event this application is granted, is it contem~
plated that these four basic leases, insofar as they cover
these units in Section 32, will be recily carried as x section
lease?

A. Yes,

. Do you have a1 suggested name for that lease?

A. Ve suggest the name Caprock,

Qe That would cover the nine units and not cover any other
unit under these basic lzases which are not in Section 32%

A That 1s correct. U




e In the event that lease B is vedesi.natod asg the Caprock
lease, would you then rename the wells which have been com-
pleted and are now drililing?

4, Yes.,

Je. How would they be rensmed?

Ae All necessary correcting forms would be filed to identify
them as being in the consolidated Caprock lease. What is
presently known as our Rock No., 1 in the SWiINW: would be known
as Caprock No, 1. Vhat is presertly known as Rock No. 2 in
the SEllW: would be Caprqck No. 2. And what is presently
known as Ostia No. 1 in the NENW] would be Caprock No. 3.
And the present 4lden No. 1 in the SWiNE} will be known as
Caprock No, 4. Subsequent ¢rillins would follow along that
line.

Q. Up to Caprock No, 9 if all wvere drilled?

A. That's right.

Q. You understand,ir. kayes, that threse leases are not unitized
ard insofar as drilling operations and perpetuating the life
in particular of ¢rilling they will still be drilled as four
separate leases?

A, Yes,

Q. Mr., Hayes, do you have anrny other information that you
think should be btrought to the attention of the Commission
vith respect to this application?

Ao NO.

,,,.
)

. JCNZZ: Does the Commission have zny questions to address
to the witness?
COM IESICWER SrUFTICZR: Tne Commission has none, Does anyone

care to cross-examine the witness? In connecticn with C

o
9]
0]
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No. 184, whnich is a Groyburg zpplication feor sometring not
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the came “nd dpvoelviu, <3fferenl basiec lezces, I wonder if
anyone has any corrent te make cn the siwilaritly of these
two cosest 'r. Morrell, do you have any comrent?
v ke MCRRELL: The ornly comment I could offer is that the oppli-
cations speak for themecelves to irdicate z éirect similarity.
COX1ISSICN. K SvUXRIER: lir. Staley, dc you have any comment?
ki, STALEY: No, I co not,
COM: ISSIONFR SrUsRIZR: If no one else has anytning, the wit-
ness 1s excused, and Mr. Grzham will call the next czse.
(Reads the notice of publicztion in Case 162.)
COMHISSIONZR SPUHRITE: Now this case, gentlemen, if someone
cares to appear, that is all right, but I thought I would
explain expdaein to everyone present that the intention of
this is to gut a well on proration schedule the day it is com-
pleted, and thereby gain that much production,rather than
waiting until the first of the mcenth or 16th of the same month,
whichever the czse may be. In our allowable system the fact
that we have completed wells off the proration schedule until
the 1€th or first of the month has been responsible for cer-
tain losses of production which we need very badly these days.
lMr. Staley, if you have anything to add, we will be giad to
hear it.
:ite STALEY: The only thing that I have to add is that the
fact 1s there Jjust doesn't seem to be any Justification for
a well completed on the first or second of the month having tc
walt until the 16th to get an allowable. Due to the system
used in allocating and running oil, if we have one well that
is down curing the month, the state 1s short that amount of
oil., 4ind by giving an allowzble to all newly completed wells,

it glves us zn opportunity to make up the amount of snortage
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that i¢ now occurring each month in the Stete ol Vew cxico,
which amounts on an zverage to 2hout ceven per cent,
COMMILIICNIR Sith&iIBK:  Thank you,

e MCCURMICK: How Jid liLe old sgyslem happren to get started?
To be worked out that way?

Vite STALEY: At the time the system was inaugurated we really
had pige line proration. The pipe lines could only take a
certain amount of o0il during the month., 1herefore, there was
no--what you would call slack of such allowable. And all of
the o0il allocated to the State of New lMexico was allocated on
the first and fifteenth of each month and each pipe line took
that portion they cculd handle. That ccndition doesn't exist
at this time, and we have plenty of pipe line room and plenty
of market, and the nation needs the oil,

}R. MORRELL: Nr,Suwrier, I was wcndering if Mr., Staley might
not add to his remarks that granting of this additional oil
immediately upon completion of the well would not be caarged
against the state zllowable by reason of the fact that you
haye a cshortage, and that, therefore, it could not be charged.
By that I meanit wouldn't reduce the daily allowable to all

presently procucing oil wells,

K. STALEY: At the present time, the system of allocating,

the 0il wells capable of producing it are given a top allow-

able; and so-called marginal wells, the wells incapable of

producing top allowable, they have been added to the total of

the top allowable wells, and that is the outlet for the State

of New Mexico., This allocation to the newly comgleted wells

on the day that they come in will be in addition to that

allowvable, so that the amount run short by overestimating of

the operators of their marginal wells, and allocating top




allowabhle to wells capahle of ;urducing it, will allow the
state to cut down materially that seven per cent of shortage
we have each month, DLoes that cover it?

MR, MORRELL: I think so,

MR. GRAHAM: 1Is that an actual or statistical shortage?

PR, STALEY: Actual,

MR. LOVERING: Mr,., Lovering, representing Shell 0il Company.
It seems in this case the order as written requires a definition.
I think in the minds of many of us the guestion arises when is
a well completed? In our old Case 146 we had that definition
which stated that for the purpose of this order the well shall
be considered completed on the day that the first oil is run
into the lease and/or tanks. I think this should be included
for clarity.

COMMISSTONER SFURAIER: Mr. Staley, would you care to add
anything to that?

ViR, STAIEY: That, it seems to me, is an administrative order
on the part of the Commission, and the Commission can deter-
mine what, in thelr opinion, constitutes a completed well,

And the original definition given by the Commission of a well
was completed when tubed--total depth reached--znd tubed and
the 01l turned into the tank ....

¥R. LOVERING: Where is that definition?

MR, STALEY: I couldn't tell you. That was the definition that
was originally set out by the Commission in 1935,

MR. McCORMICK: Wwhat hapyuens to 0il that is recovered on a
drill stem test so far as prorztion is concerned?

MR, STALEY: If the oil is saved that is produced on a drill
stem test, the oil is charged against the allowable of the

vell when 1t goes on production--proration--schedule.
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~R. 1 ¢cCORMICK: That is not really a very big factor, is 1t7
M. STALEY: No.
COISSIOLTR SrUr=I’R: Dons anyone have anything further?
MR, MORRELL: ¥r. Spurrier, I would merely like to add that
whatever the final order the Commission might issue, I do
second the thought by Mr. Lovering that some definition of
the word "completion" should be incorporated. Ve have found
that for years to be a source of argument as to when a well
is completed, As long as it is very specifically written in
the order, everyone can proceed accordingly.
COMMISSIOWFR SFPUKRIEZR: If no one has anything further, Mr.
Graham will call the next case.

(Reads the notice of publication in Case 16%.)
MR, COCHRAN: If the Commission pleace, some three and a half
months ago during the early part of July Grayburg Gil Company
of New Mexico and Western Production Company filed with the
Commission an application to drill 28 unorthodox 5-spot loca-
tions on leases owned by these two companies within the boun-~
daries of the Grayhurg Cooperative and Unit Area. This appli-
cation was assigned case number 152, and a hearing was had on
that application before the Commission on the 2%th of July,
1948, At that time the Commission granted permits for the
drilling of the 23 unorthodox locations, but no action was
taken on the request that basic leases be unitized for proration
and allowable purposes, And at the request of the Lea County
Operators Committee action was withheld on that pending
receipt by Lea County COperztors Committee of the transcript
of testimony at that hearing. A4 few weeks following the
hearing, after the transcript was received by Lea County

Gperators Committee, representatives of Grayburg Cil Company
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2nd VYectern rrveduction Ceompany nand o meceting with represen-
tatives of Lea County JUpcrators Committee in order to try to
work out a proration arrangement that would not be zdverse to
any o0il interests in the site ond something that would be
practical for Grayburg and western rroduction to operate
uncer. As a result of that meeting the application in the
rresent case was filed, 4nd in that ap,.lication certein areas
were marked off, which are shown on the maps which have been
before you, as units for proration and allowable purposes,
Now, the units are designated as C-1, C-2, W-1, W-5, and so
on, designating the ownership of the particular unit. Now,
the units vary in size, but in each instence, the areas
includad in any specific unit contain one cr more of the pro-
posed 5-spot locations. Now, at the hearing on July 2¢ rather
extensive testimony was offered, and unless it is the Com-
mission's desire or someone present that additional testimony
be given, the unitization of the described tracts 2s set up

in the application and shown on the map will be based solely
on the application, The way these units will be produced is
not new in that the Commission has on many occasions granted
the S5-spot locations anc¢ permitted proration units around that
to be unitized. In the case of 160 acres, the allowable

for the four 4O-acre units woulé be produced from five wells.
In this case that is what Grayburg and estern ask; that from
each unitized area they be permitted to produce the allowable
as assigred by the Commission for the totzl number of develoged
LO0-acre units in the proration unit from all of the wells
located on that unit. It is not ocur intention to produce

any well in excess of teop allowable as set by the 0il Con-

servation Commission, But they will simply take the total
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2llowable for the numher of 40-zcre wunits in that ziven unit,

and that will be produced from tre total number of wells on
the unit. Aind in no event would azny wvell exceed top allowable,
Now, I have a letter which I would 1like to introduce in evi-
dence, which is addressed to me from Mr. Foster Morrell,
supervisor of the United States Geological Survey, and in
which it is stated that his office has no objectioﬁ to this
proposal, I also have a copy of a2 letter dated October 23,
148, addéressed to lir,., Spurrier of the Commission from iir.

Ge He. Card, Chairman of Ley County--the Ixecutive Coumittee

of the Lea County Operators Committee--in which it is stated
that the Executive Comnittee, after reviewing this application
and the proposed order that was submitted on behalf of
Grayburg and VWestern, voted six to one that they had no objec-
tion. Now, I believe the one who did not vote favorably was
Shell 0il Company. 4Lnd if Shell would like to ask some gues-
tions or have some additional testimony on the matter, I

would be happy to have iir. Krauskop testify.

MR, LOVERING: If the Commission please, the Shell company in
no way questions the intent or purpose of this application.

we do wish to point out that that there are what we consider

a few objectionable features of the application and order as
written as setting a precedent if apuylied in like manner to
other fields in the state wrnere we have comzunication between
the wells and between the leases and as 2 matter of fact
throughout a poocl. The first request is the authorizing of
what was comparable lease allowsable, which we consider un-
desirable, especially in highly competitive fields, more com-
petitive than these. 4nd the feature which permits the shift

of allowables from one section of a large tract to another;




which also in highly competitive fields 1s undesirable.

fhere is nothing in this order that confines the proauction
under that 5-spot well to be allocated to the adjacent wells
in that area. You can conceive of a special case where you
might have four top allowables--not in this particular tract,
perhaps--and you want to put a 9-spot on. They could then
produce 200 barrels of allowable instead of 160. This is

not znalogous to the 160-acre tracts on which we already have
5-spots because in those cases the production is, has to be,
allocated to the adjacent wells, which we understand was the
original intent of the Grayburg 0il Company and Western Fro-
duction Company in asking for their 5-spot locations. Again

I want to reiterate we do not wish to question this parti-
cular case but are wondering about the complications that would
be set up in analogous cases in more productive fields where
we do have intercommunication and more competitive smaller
leases and the malpractices that generally go with this sort
of thing. I know in talking with any number of men who come
here who were under the impression that these S5-spot loca-
tions-~the production therefrom--would be allocated only to
those adjacent wells in the 160-acre parcel, but there is
nothing in the order to so state. As a matter of fact, in
this particular case, or any similar case, allowable could be
made up for wells that were incapable of making their pro-
duction as far as a mile or a mile and a half away. In highly
competitive fields where we have intercommunication that
could happen for wells that weren't even on the structure.
So, what we a2 re wondering zbout 1s the precedent that would
be set if the order is written as submitted,

#E, McCORMICK: Mr, Lovering, have you read the next to last




paragragh off the proposed order?

¥Re. 1LOVERING: 1 have,

MY, McCORMICK: Well, don't you Interpgret that to mean that
the allowzble is limited to the monthly allowable, or daily
allowable muitiplied by the number of 40-acre subdivisions?
MR. LOVERING: No, If the a;ulied factor whereby the top
allowable per well would be reduced in relztion to the ine-
creased number of wells, that would lessen the objeétions that
we have to that sort of thing,

COMMISSIONER SPURRIER: Mr. Cochran, would you care to state
what the intent of your order as it is written shows?

MR, COCHRANI: Yes, sir.

COMMISSICNTR SPUREFIER: With particular reference to this
paragraph Mr, MNcCormick just mentioned.

MR.COCHEAN: May I read this please? It is further ordered,
and the applicants are hereby authorized, to procduce from each
unitized tract herein above described the total allowable
production, as fixed by the Commission for the total number

of developed 4O-acre proration units comprising such unitized
tract, and that the applicants are hereby authorized to
produce the total allowable so fixed by the Commission for
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that hereafter may be drilled upon, such unitized tract pro-
ducing from the Grayburg-Jackson pay. Now, the intent is
exactly what that says., For instance, the west half of 26,
which 1s a 320-acre unit, and which at the present time has
eight producing wells and three porposed 5-spot wellsj; and 1
believe all of those wells are top allowzable wells; and when
these three porposed wells zre drilled, then we would simily

produce the allowable set for the number of UifD-acre units in
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tne 320 acres or eight uanits, U2 woulid jprocduce the allowable
for eigi L units from eleven vells, zll beir, top allowable
vwells, which mezns that euch well will _roduce 2t 2 rate less
than top azllowable. 1lhere are two units tiat are 186D acres.

There zre some that are 320, Then in Section 19, and in the

S$iS: of Section 18, there is & é4D-acre unit., 7The wells on

,_I

that tract, I helieve, a

—*

~e 311 marginal wells. The wells
that they yropose to drill, the 5-spots on that tract, will
not be a2llowable wells. And in wost instances in that 6L0-
acre tract the two wells--the well now on the L0 and the
vroposed S-spot, which would ccnstitute the second vell--the
two wells together would not meke top allowable. 4And spezking
about putting the alloviable on a lease basis, what Grayburg
011 Company and Western roduction Company, as the Cormission
knows, asked fcr at their first hezaring, that was the purpose
of the meeting with the Lea County Operators, znd that was
vhat we tirelescly worked for, In other words, to set it up
in such a way that it wovld be con a basis that the Commission
had granted before and the word or term '"lease allowable"
would not exist at all. A4nd the units are outlined in such a
way that there will be no transfer of any allowable from a
top allowable well to @ marginal allowable well, In other
words, these lines were drawn as to area, This part of thne

" acreage in the S3S% of Section 18 (referring to map); Section
19. That is the whole area which was ¢rilled a number of
years ago, z2nd all cf those wells are marginal wells. and
that is the way the units are outlined =nd the wells defined.
No allowable czn bhe transferred from z low pressure area to

2 high pressure zrea, or vice versa. It simply means tnat tre

alloweble for the <ight wells cf a 320-zcre unit which are all




top 23lowable vells will he Lloken vt of eleven wells, wnd each
well will produce at a2 rate less than the teop allouzable,
Crayburg thinks that by doing that the wells will produce at

a more efficient rate of recovery of the o0il than otherwise,

It is not thelr idea to have more allowable than at the

present time without drilling the wells. DBut they would like
to recover some oil that isn't recoverable without 5-spots.

And incidentally, since the last hearing for the permits to
drill the wells, one well has beenrn completed, one is 1in the
proress of completion, ard another well is drilling. One
completed well is shut in at the present time waiting for

some sort of allowable, The well thét has been completed

is on a unit on which 211 the wells are top allowable wells,
and this well appears to be capable of prcducing 250 barrels

a day. And the fact of the matter is that when they start

to produce that well they won't produce top =llowable. It

will be cut back., They will take the total allowable.

MR+ McCORMICK: lr. Cochran, do you intend to make this map a
part of the order so as to definitely fix the locztion of the
5~spot wells?

R, COCHRAN: The groposed order that I ha;e for Mr, Graham
describes the 5-spot locations, shows the distances from the
lines, a2nd the numbers of the leases on which the well is
located. And the proposed order that we have offered describes
the acreazge in each unitized tract. There will be nine units,
It identifies the tracts. So, you have tne well information

as to location and description of these units, which conforms
to what is shown on the map.

1iH, McCORMICK: I would like to ésk ¥r. Lovering if he bheli=sves

that there will be any danger of drairage from adjacent leases




as long as the 5-spot locations are interior locations.

K. LOVERING: I don't believe so. Wwe dcn't believe there is
much communication in thls case. As pointed out in the past
testimony, we have never cuestioned the intention of the
cperations. It is in the intérests of conservation., The
only thing we guestion is the lease allowable in the present
setup, Wehther you call it that or not. It is still that,
in effect. 4nd another feature I pointed out is setting up

a precedent., That is all we would like to have considered,
Ve don't question the unitization in this particular tract.
i‘Re McCORMICK: If this same system were inaugurated or some-
one proposed a system like this in Momument, would there be

a much different situation?

MR, LOVERING: Yes, I would szay there would,

MR. McCORMICK: If the 5-spots were all interior locations,
do you think that would be objectionable in Momument?

MR, LOVERING: It could be., For instance, if I ha,e a 160-
acre block and you permit ine to drill a 5-spot, I am getting
the advantage in drainage over a man who has an adjacent 80
who can't have a2 5-spot without setting up some sort of offset
obligation,

MR. COCHRAN: Is that because of the communication between
wells in the particular area?

MR. LOVERING: That's right.

MR. CCCHRAN: Does Shell have a lease or leases that have
been farmed out within in such an area ?

MR, LOVERNG: Ve have one in daljamar that is not the center
of a 160=-acre tract. And as long as the production is allo-
cated Yo the adjoining wells, we have no objsction., e have

no objection here or anywhere else, I don't belleve.
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+Ile COCihAN:  You underctand, iMr. Lovering, that is exactly
what we tried to do in our nceting with the iLea County
Operators, 1TIried to define--

#Re LOVERING: ... we don't question you here at all,

ME. MCCORMICK: On this 320-acre unit there is a third S-spot.
And if the 320 acres were considered as two separate 160-acre
tracts, the 5-spot on each end would be all right as there is
no 160 acres in the middle separate and apart from these two,
}R. LOVERING: That puts it on a 320 zcre basis, that's right.
So, on that 320 acres it simply would be producing in this
manner. The allowable for eight 4O-acre units would be taken
from eleven wells. Just like you are talking about a state
lease in Maljamar to take the allowable from four units from
five wells,

MR. GRAHANK: There 1s no other case exactly like this? 1In
other words, is that an experiment, this deal?

©R. COCERAN: No, sir, it is not an experiment. Talking about
the way this case differs from the usual practice of the Com-
mission is that heretofore unitlzation has been for some rea-
son unknown to me on perhaps only 160 acres in the tracte.

MR. GRAHAM: Smalier tracts?

FMR. COCHRAN: That'!s right, In this proposal, there are

some tracts larger than 160 zcres. But the principle is
identically the same as on the lease that Shell farmed out to
Barney Cochran, and last July he drilled a 5-spot unorthodox
location in the center of 160 acres and unitized the 40 in
the center of the 160, 1In some of these units there is more
than 160 acres.

YR. McCORMICK: EHow azbout this 13-D in Section 2€, which

apyears to be a S5-spot? Vwhen was thnzt drilled?
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MK. COCHLAN: As I recall, it was a deep test and wac drilled

by Grayburz 0il Company. How deep did that well go, nr.
Keard?

+R. HEARD: 5,170, and it was dry at that depth and plugged
back, and they were pericitted to groduce that well as a part
of the allowable for the four wells around it,

ME. Gralav: iMr. Lovering's objectlon possibly will be met

if no precedent is set by this proposal.

MR, COCHRAIN: That's right.

MRo. LOVIRING: If the Commission please, I merely want to
leave that thought with the Commission and with the operzators.
I am sure that in future cases regarding unorthodox location
or distribution of allowable they will be heard on the merits,
and that we don't anticigste uysetting the ap_.le cart here.

I just wanted to bring those thoughts to your attention.
COMMISSICNER SrURRIER: IKr. Lovering 1s exactly right in the
statement that the cases are decided upon their merits.
Precedent 1s one thing and merit is znother. I wonder if
there is anyone ..... I a2am a 1ittle bit confused at this
point eese Would care to comment on the practice of the trans-
fer of allowable from one well to another on the same basic
lease? 1In a case where one well has a high gas-o0il ratio, is
there any similarity between these two cases, or am I as con-
fused as T said I was?

MA, LOVERING: The only similarity is that both are in the
interests of economy and conservation. You are conserving
energy vwhich ultimstely is o¢il. ©Here they don't have any
energy. There is a drainage Jroblem, 3By so doing, they sre
zgettinz more ©il in the interests of conservztion, Thzt is

about the sivilzrity of that,




COMLILCTIONTR & Uk iy Thork you, In tire intereste ¢ infor-
mation for the Commission, snd I don't care whether the witness
is sworn or not, I would like to have one ¢f Grayburg's men
rive us a few fects about this well that they have recently
completed. 1r. Krauskop, I presume you would 1ike to answer
the guestions., Vhat was the initial jressure, rock pressure?
. IKRAUEKCP: The well is shut in right nowfor a bottom hole
pressure buildupg, and at the erd of seventy-two hours pressure
vlus 800 datum wes 783 jounds.

COIMIBSIVI | 8:Un:TR:  These four surrcurdin: wells, whet
are the ap.roximate bottom hole uressures?

»T. KUAUSKOP: The averace would be less than 700 pounds.

We figured the initial static pressure was in the neighbhor-

hood of 1,050 to 1,100 pounds. In the last twenty-four hours

of this buildup we have had guite a rzpid buildup. er
CO:IISSIONER SrURRIFR: Still building up?

Mh. KRAUSKOr: That's right, and our experience in this area

is that it will take two or three weeks to recch static., So,
it will be another week or two before we have the final buildup
pressure., 8o far as gas-oil ratio is concerned, we found that
the original pressure has been in the neighborhood of 500 feet
of gas per barrel produced. The ratio on this well in the two
different tests has averaged right at 600 feet of gas per
barrell, which would indicate we haven't reached the--at

least the bubble point hasn't been reached in this well.

The area hasn't been sui jected to sufficient drainage to reach
the bubtle point.

::Rs MORRELL: vhat 1s the nare and number of the well?

IMR. KRAUSKOF: Keeley No. 1€-B, located 1,295 feet from the

south line and 1,295 feet from the east line of Section 26,




-
-

Townsinip 17 Souith, cange =9 Zasi,
COMMISEIONER S: ULkILkn: What was the estimated initial ypro-
duction for twenty-four hours?
1ilte KRAUSKOF: Lased on tube tests, about 250 barrels per day.
COMMMISSIONER SFURRIER: Do you have any record of what these
four surrounding wells will actuzlly make per day? Top pro-
duction?
MR, KRAUSKCP: Three of them--one vell, Keeley 9-B, is an
input well; and the two offsets are top allowzble. Keeley
10-B and 12-B, we have had no potential on those since they
were completed. Keeley 11-B is a marginal well., It is about
a 25-barrel well,
COIRMISSIONYR SrURRIER: Any questions?
MR. »e¢CORMICK: I have none,
COMMISSIONTR.SPURRIER: dr, Cochran, do you have any further
statement?
¥R, COCHRAN: I have nothing further.
MR. HcCORMICK: Do you have a copy of your proposed order?
MR, COCHRAN: Yes, sir.,
ke McCORMICK: Could I have it, please?
MR. COCHRAN: Yes, sir,
COMMISSIONER SrURFIER: Does anyone have anything further in
this case? Gentlemen, the case will be taken under advise-
ment along with the others. Mr. Graham, call the next case,
(Reads‘the notice c. publication in Case 165,.)
S. A. WENGARD, having been first duly sworn, testified
as follows:
DIRECT EXAMINATION BY iR. KIKER:
MR, KIKER: This application is controlled by the term order

No. 748 made in Case No., 126 on June 22, 1948, Fermission is
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sought to drill on 160 acres in the rictured Cliffs pool in the
Kutz Canyon-Fulcher Basin area, San Juan County. The appli-
cation ccnforms in every respect to the order mentiohed, ex-
cept that the 160 acres is not in the form or shape of a
square, Lr, wengard is czlled to substantiate the assigned
reasons why permission is sought. Frermission 1s sought under
the powers reserved to the Coumission in Section 2 of the order,
whi<h reserve powers are based upon the finding lettered "H"

in the findings of fact contained in that order Ne. 748.

Q. Dr. Wengard, you gave the reporter your initials?

A, Yes, sir.

Q. Wwhat is your profession?

A, T am a petroleum geologist,

Q. And you live where?

A, In Albuquergque. _

Q. Will you please tell the Commission about your qualifi-
cations as a pterocluem geologist?

A. I have worked for ten years with the Shell 0il Company

as petroleum geologlist, and I am now a consultant as well as
professor at the University of New Mexico,

Q. Will you tell the Commission about the location of the
proposed well, and the territory where it is to be and the
adjoining territory without detalled questioning?

A. The block is an 1rregular, L-shaped block in accordance
with Exhibit &, and -has three--has wells on the northwest and
west sides owned by Southern Union. This proposed block being
irregular fulfills several of the requirements for drilling,
but it is impossible to drill in the middle of the block
because it is L-shaped. It is proposed that, first, the well
offsets no other well directly, and is 990 feet from every unit

line excepting the west, that Jenkins-i{ciueen be given per~
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mission to drill the location on the basis of thelr desire to

produce a block of acreage wnose initial shape was controlled
by irregular acreage ,urchase in tne region. And as such, the
gas would be lost in part to the operztor and the hlock could
not be drilled unless the apglication is 0, K. 'd. The other
wells were drilled on an c¢ld order, and we believe that iir,
Jenkins should he permitted to develcp the acreage which he owns.
Q. Those other wells vere completed prior to June 22, 1948%
A, Yes, sir,

Q. The effective date of the order under exce;tions to which
we ask permission?

A. Yes, sir.

Q. Is there any likelihood of wzste on account of this dril-
ling operation, or injury to others?

A. On the contrary, the waste is highest to the operator now
owning the land. It 1s now being withdrawn from at least the
west side, if not the northwest side, of the block, It is
imperative that he drill for that reason, Southern Union
owning all the surrounding acreage.

Q. Do you have any communication from Southern Union with-
respect to this matter?

A, Yes, sir. 1In a wire received yesterday was the following:
"New Mexico 01l Conservation Commission. In regard to Case
number 165 we recommend that the unorthodox drilling unit be
approved., Southern Union Gas Co. Van Thompson,"

Q. May I have that, please, sir? This actually belongs to
the Commission.,

¥R, McCORMICK: Let the record show that it is marked as an
exhibit,

¥R. KIKER: Yes,




i e MeCO.1Ck: Call it I'xhibit B,
A. Yes, sir,
Q. Do you know, ir, VWengard, whether Jenkins-Mciueen are ready
to begin immediately to operate if permission is granted®
A. Yes, I understand that they are,
Q. Do you have anything further that you want to add as to
why this permission should be granted?
A, Cnly this. I believe it wculd work &« hardship on a not
too irregular block if the operator were not allowed to pro-
duce the gas underlying the block from the Plctured Cliffs,
MR. KIKER: That is all.
MR, McCORMICK: 1Is this Federal land?
A. This is fee land. |
Q. It is on the Cassicdy lease,
’'R. McCORMICK: How is the royalty owned?
A, That I do not know.
Q. May I call Mr. Jenkins?
COMMISSIONER SrURRIFR: Does anyone have any further cquestions
of this witness?
bk, NKORRELL: I hag,e of lir. Jenkins,
MR, KIKER: lMr. Jenkins, please stand, please. You haven't
been sworn,

C. L, JERKINS, haging been first duly sworn, testified
as follows:

DIRECT EXAMINATICON ZY ME, XIKZR:

J. Your name is C, L. Jenkins?

L., Y&, sir,

Q. You are a member of the partnership of Jernlirs&Mciueen?
A. That's right.

&+ Your headguartercs sre in Slackwell, Cklahoma?
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L. Yco, sir.

Q. Ana you are doing business in the State of lew Mexlco?
A. Tes, sir.
Qe You huve drilled seversl vells in the State of New Mexico?
A, Yes, sirv,
Q. Inls Cussidy lexzse. The partnership holds that
lease?
A. Yes, sir.
%. What about the royalty?
A, Al owned Dby lr. Cas:idy.
Q. He is the owner of the feet
A. No, he is not the owner ol the scurface., He is the owner
of all the royalty.
Qe And all the minerals?
A. Yes, sir.
Q. Are you ready to begin drilling ogerations on this tract
immediately, lr. Jerkins? If granted permission to do so?%
A, Yes, sir.
MR McCORMICE: How large ic the bzsic lease? Does it
cover anything other than 160°?
A. No, sir, just the 160,
Q. Have you veen able to sccure any sdjoining land, Mr.
Jenkins, so as to make a square?
A, No, sir.
Mo, KIKFR: I think that is all,
YAe MORRELL: I would like to zsk !'r. Jenkins a question. A4is
a representative of the Geologiczl Survey we are directly
interested in this location, inasmuch as the lands to the ezst

and vest are public lands cf the United States on which we

heve productive gas wells,  To the viest we have a well com-




:leted by it Southern Union :roduction Comgany., Cousins
well Noo % located ¢SO0 feet from the lease boundary line
adjoining lir, Jenkir's lease, .o the ezst the Southern Union
iroduction Company has the Cousins Well Uee. 5, 2lso locnted
€80 feet fror the cuter leuxse boundzry 2djceiring v, Jenkin's
lease. Those two vwells are located 1In acceptable square--
acceptable rectangular 160-zcre drilling units. They follow
the outstanding order of the Commission for well spacing

in the Fulcher Zasin field. The locztion of ir, Jenkin's
160-zcre L-shaped tract, as already testified to before the
Commission, is of such shape and loceztion that the Survey
would hzave no objection +vhatsoever to z2 well drilled on that
160-acre unit, I think they sre entitled to it., The only
point I wish to make is that the location, as included in

the application, is stated to be 990 feet from the east

line of the section, which puts the location 330 feet from
the adjoining Federal acreage. V“hereas our offset wells are
990 feet. The equitable thing in that case would be to allow
Jenkins-McQueen to make their location anyvwhere they desire
in a north-south line, but the location should be 660 feet
from their east-west lease boundary line. In other words,

in the center of their tier of 4O-acre tracts. Wwith that
slight amendment, we have no objection %to the lccation at
all.

M, McCORMIC:: Iir,., Morrell, the glace where it is located
would be substantially in the center of the four 40's, would
it not?

1iH. MOERELL: TIf the Commission please, I will spct for you
where the location of the Southern Union well is for this

1€60; which is the northwest coner of the SE' of that sec-
? <
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ticn. Then there ic another ¢U70 feet loecntion to the east.

In otherwords, the Federal wells are equicdistant from the
Jenkin-~McQueen lease, z2nd we vere merely asking that the
Jenkin-McQueen well bhe eguidistant within its own proper line.
MR, WENGARD: 1If that location is made in the middle instead
of where it now is, and the blocks will be developed in the
future on a nmore densely spaced pattern, that well of Jenkins-
Mciueen, as suggested by the Geological Survey, would be
totally out of spacing, snd give vs some ditficulty and
require petitions for each well drilled in the entire block,
MB. MORRELL: I question the merits of that statement as to
vhat might be drilled on a proper spacing basis. WwWe have a
state order for 160 acre wells at the present time. That order
was prepared on tests submitted and the tests proved that
wells could not be drilled economically on a lesser spacing,

I say any further spacing would be a mathematical ....

MK, KIKFR: ... would you please consider what would be a
central location?

¥R, MORRELL: Merely moving it back 330 feet sothat it would
be 660 feet from each side of the lease, raher than $90 feet
from one side and 230 feet from the other,

MR, JENKINS: This would throw you right in this creek here,
To move it where he say move it, it would be impossible to
drill it there. Ve could move it about 130 feet and still be
all right, '

COMMISSIONZR SrURRIER: 130 feet?

A. To the east and keep it out of the creek bed,

ME. MCERELL:; My point wzs any place on the north-south line,
A, That's right,

.iR. MORRELL: It could be made any place on the north-south




line,

e KIKER: Just lock at tnis please, Mr. Jenkins.

A, Yes, sir.

Q. How far does that creek bed extend?

A. Through those three 40's, clear through them. EKuns clear
up--this creek comes right down to here (indicating on
Exhibit A), like this,

Q. In a practically north-csouth direction?

A, That's right., Isn't that right, Mr. Morrell?

¥K. MORRELL: I don't recall.

Q. If you move the well as far as is suggested it would throw
you in the creek bed? -

A. I could move it 100 odd feet farther and be all right.

To center 1t--I don't think you would have any objection 1f
I just moved out of that creek bed,

MR. MORRELL: That reascn would be on account of the local
topography and there would be no objection. The thing is
moving 330 feet from one line wvhere the offset operator
already has a well,

%+ Then, you concede, Mr. Morrell, that if he moved 330 feet
he would be in a improper location?

MR. MOFRELL: The state as well as the Survey always allows

a tolerance on a location for physical reasons.

¥R. KIKER: If he moved it eastward as far as 130 feet, would
that be satisfactory to you?

I‘'R. MORKELL: I think the exact location on that should be
checked in the field, I can't say as to what it could be.
MR. KIKZR: Would that be satisfactory, »r. Jenkins?

A. Yes, sir.

R, KIXEK: I believe that is =211i.




CUlil ISSIONTR SPFURNITA: I have 2 nuestion. Mr. iorrell, are
all these Southern Union wells on Federal acreage about 330
out of the center,

MR. MORRELL: 330 out of the centcr of the 160, The Cassidy
lease mgkes the remainder of that particular section. And we
have worked out in the past with Southern Union to locate
their wells in described 160-acre units. It so happens that
the Cassidy lease doesn't fit., However, they are entitled to
a well and we have no objection, It 1s just to stay as nearly
as possible within the center,

COMMISSIONER SPURRIER: Come up a moment, please, HOw fare=
according to the map the 1location is here (indicating).

MR. MORRELL: The location to the west is 2,31C feet from the
south and east lines of Section 19,

COIMISSIONER SPURRIZR: All right., How far is this west offset
of Southern Union's from Jenkin-McQueen's propocsed location?
MR. MORRELL: 1,320 feet,

COMMISSIONER S+URRIER: Then how far would it be from the
proposed location of Jenkins-McQueen to the east offset?

MR. MORRELL: 1,980 feet.

COMMISSIONER SrURRIIR: And if this well, barring topographical
difficulties, were moved easterly 330 feet east of the pro-
posed location, then it would be half way between these east
and west offsets?

MR. MOERRELL: That is exactly right, It would be equidistant
between existing wells 660 feet apart.

COMMISSIONTR SFUNRIER: 411 right.- I think you have in the
record, Mr. Morrell, that anywhere up and down these 40's

would be satisfactory. Are you or Mr., Jenkins familiar with

where a south offset might come?




'fi. MORRELL: There is no south ofiset to that at the precent
time., This being somewhat rouvghly the west edge of porosity.
LRe JVNKINEG: That's right,

#P. [OREELL: We have 2 well on a 160-zcre block in the Wi of
Section 20, %We have a vell ...,

COMMISSIOWFR SHUKRITK: +... vhich 1s how far from this east
offset?

MR. MCRRELL: The east offset is located 2,310 feet from the
north and G690 feet from the west of Zection 20, There is an
additional well in the SW2 of Section 20, which is a communi-
tized block taking eight acres of the S) of SW of section 20
and the N of KW of Section 29, All wells to the south and to
the north zre drilled on 160-zcre spacing with the well
essentially 330 cut of the center of the 160,

COiLISSIONTR SrURRIER: Wwell, dr, Morrell, let me ask this
question, When the Commission--if and when--writes =2n order
approving this proposed location--or one close to it--if

they take into concsiders
'l

ct+

ion the topographical situation

and the distance tc the offset vells znc get this well within
100 feet of the center, for example, say 150 feet of the
center, would that be satisfactory?

R, MOERELL: There would be essentially no objection.
Inasmuch as the application is for an unorthodox location,
and this is a8 single basic lease, I would see no cbjection if
drilied closer than 330 to s Y40-zcre line. So that zsives you
considerable leeway. Sc-there woiilld bz no suestion so long
2s you keep in SENT an¢ YESE of Section 19, There would be
no sericus csuestion as o its prchable production inasmﬁch

as it is between two existing g=s wells,

PRe WEFGLRD: day I ask a question, lr. ilorrell? Thils well

oA



s equldistont Trow this ore over heres  thet fs,y if
. + N . Ly, L e e SernC
far from hore to Mirre &8 the iresent time?

e MOMAERLL: I cantt spesk at to hot offhand.

r-’

I NGAED: vy reference receded an imucrtant one, and that

is the matter of eguipment., I ¢o not krow fthe stotus of lir.

Jenkins' ¢rilling or the location of his eguiyment. 32ut if

k)

he should have it on hls loez=tion

Iz

lre=dy, snd it is a matter
of 150 feet off, is thzt = concideration for the operstor?

I do not know, as I say, what Mr. Jenkins' cituation is there,
MR, !OrnELL: I won't speak for the Commission, but so far

as the Geological Survey is concerned, we have had them

flug wells 2,000 feet deey because they were off location.

MR. KIKER: Would 150 feet throw you in that creek bed, }Mr.
Jenkins?

A. This location could be moved 150 feet, which would be

all right.

MK, KIKER: That is all,

COMISSIONTR StUR

iy

ILR: As lir. Morrell stated, both the U. S.
Geological Survey and the Commiscicon allow a tolerance of
150 feet in any direction for wells which are, that is an
0il field, in 01l pools, which are supposed to be located in

the center of the 40-azcre tract. Thzt is why I posed the gues-

tion to Mr. Morrell, If you have a tolerance of 150 feet there,

possibly you can avoid the topographical trouble, and, at
the same time, very nearly fulfillmr. Morrell's request.

MR, JENKINS: Yes, sir,

COMMISSIONFR SFUIRIER: Does znyone have anything further in
this case? If not, gentlemen, we will recess for lunch. Ve
will return for the remainder of the heazring at tuc ofclock.

{licon hour recess)




OIL CONSERVATION COMMISSICY,

SANTA FE, NEW MEXiICO

Carlsbad Daily Current Argus
Carlsbad, New lexico

R¥3  Cases 161,162, % 164 -
Notice of Publication

Jentlemen;

Flesase publish the enclosed notice once, inmdiately. Ploase
Proof-read the notice carefully and send 3 ¢opy of the paper
Ca&rrying such notice, _

UPON COMPLETION OF THR PUBLICATIOR, PL7ASZ sSTNr: PUBLISHERYS
AFFIDAVIT Iy DUPLICATE,

For payment Please submit Statenent 1n duplicate, accompaniad
by voucher executed in duplicate. The Decessary blanks are

Very truly yours,

RRS:bep




BOTICHE D¢ PRI TI X
STATS OF NEW M¥XICO
“IL TOKN FRVATY R TUIYMILLUH

The state of lew "exico by its ‘il Conservatin Comnmi. ion heredby -ives
notice, pursuant to law, »f the followiny publie hraring to be held “otober
28, 1948, beginninyg at 10:00 o'clock A.Me on that day in the City of ‘ania
Fe, New ’gxica,

UTATE TF Ko MUXIC) TOs

All nemed parties in the followin:
cases, snd notics to the pudlict

CASE 161

'n the matier ol applicstion of :arnolia V'etroloum
Company for an order approving a proposed unit a:reemsnt
for the developmant and opcration of the Cass Ranch mit
Area consistine of 10,230,27 acrus situated in Townships
19 and 20, flanges 23 and 24 Tast, NMGFeMe in Fddy County,
New Mexicoa.

CASE 162

In the matter of the applicaticn of the hew Mexieo M1
Conservation Comaisaion upon its motion at the suggestisn
of the Lsa Comty Operators Committes that Paragraph **
of Section 2 of Commission Order 637 known as the State
Wide Proration Crdsr be amended 80 as o read as follows:

(g) At the begimning of sach calandar mom$h, tie
distribation or proratisn to the respective
wnits in ecash pool shall be changed in order
to take fnto ascomnt all new wells which heve
besn completed and were not iz the proraticn
schedules during the previows calendar month.

the matter of the application of Graybury Jil Company
em Hexisco, and Western Production Compsny, Inc. for
order granting permission to unitise certain tracts
thin the boundaries of the Crayburg Cooperstive and
it area, in Townahip 17 South, hanges 29 and 3C Fast,
He¥oPolle, in the Grayburg—Jaskson Pocl of 7ddy County,
New Haxino for proration and allowsbhle purposss.

HAven upnder the seal of the 11l Conssrvation Commission of lew “axico at
Santa Fe, New Fexico, on Gctober 13, 1948.

STATE OF HBY MEXTICO
CIL CONCERVATIOH COMMI 210




Law OFFICES
Hervey, Dow & HINKLE
J. M, MERVEY

HIRAM %4. DOW RosweLL, NEw MExico i FasSmma Ty
CLARENCE E HINKLE N vy

WwW. €, BONDURANT, JR. septemb er 22’ 191+8

j] g [ b Vai st

RERERS
GEORGE H. HUNKER, UR. Oty oy - "(‘(’C\
farit)

} L’ sy il

Mr. B. R. Spurrier, Secretary )
New iiexico 0Oil Conservation Commigsion
State Canlitol

Santa Fe, New lexico

B
Ll s

Dear Dick:

e hand you herewith, in trinlicate, apnli-
cation of the Magnolla Petroleum Commany for apnroval of
the Cass Ranch Unit Area, Eddy County, New lexico, to-
gether with %Yhree conles of the proposed unit agreement.

Ve would apvoreciate your setting this matter
cdown for hearing at your earllest convenlence and would
suggest that the hearing be held, 1f possible, some time
during the weeks of the 1lth or 1€th of October.

We are also filing similar annlication of
the Magnolia Petroleum Company for a hearing on the
Lindrith Unit Area, which can be heard at the same time.

It would be anvreciated i1f you would let
me ¥now as soon as nossible the date of the hearing so
that I may make my plans accordingly.

Yours sincerely

HERVEY, DOV & HINKLE

ceh:sg
encls.




UNIT AGREEYENT

FOR THE DEVELOFMINT AND OFERATION OF THE (.SS R.UCH UNIT 4XEa
-\ Eppy counTy STATE OF NEW MEXICO

ST N : é WVITIDN -
R . Il SECQ Z\‘O. XO - "‘l“TIpN O/'//
A A A ty %‘x

Yol ROy WA A
R This sgreement, eantered into as of the /7 ~day WAR 281949

-

/ . . .
o Af A 1948, by and between tac parties subscriw :Agsuﬂ¢¢

4

rétifying, or consenting hereto, ard aercin referred to as the
"parties hereto",

w-I1-T-¥-E-S-S~E~-T-E:

WHEREAS, the parties hereto are tiae owners of working,
royalty, or otiner oil or gas interests in the unit area subject
to this agreement; and

WHEREAS, the Act of February 28, 1920, 41 Stat.. 437,
30 U.S.C. secs. 131, et. seq., as amended dy the Act of August 8,
1946, 60 Stat. 9E0, authorized Federal lessees and their repre-
sentatives to unite with each other, or jointly or separately with
othere, in collectively adopting and operating under a cooperative
or unit plan of development or operation of any 0il or gas pool,
field, or like area, or any part therecof, for the purpose of more
properly conserving the natural resources tnereof whenever de-
termined and certified by the Secretary cf the Intericr to be
necessary oT advisable in the public interest; angd

WHEREAS, the Commissioner of Fublic Lands of the State
of New Mexico is autnorized by an Act of the Legislature (Chap. 88,
Laws 1943) to consent to or approve this agreeaent on behalf of
the‘State of Xew Kexico, insofar as it covers and includes lands
and mineral interests of the State of New Uexico; and

WEEREAS, the 0il Conservation Commission of the State
of New Mexico is authorized by an act of tre Legislature (Chap.
72, Laws 1323%£) to approve this agreement and the conservation

provisions hereof; and




WHEREAS, the parties hereto hold sufficient interests
in the Cass Ranch Unit Area to give reasonably effective control
of operations therein; and

WHEREAS, it is the purpose of the parties hereto to con-
serve natural resources, prevent waste, and secure other benefits
obtainable through develonrent and operation of the area subject
to this agreement under the terms, conditions, and limitations
herein set forth,;

NOW, THEREFCORE, in consideration of the premises and the
promises herein contained, the parties hereto commit to this agree-

ment their respective interests in the unit area and agree severally
among themselves as follows:

ENAEBLING ACT AKD REGULATIONS

1. The Act of February 25, 1920, as amended, supra, and
all valid pertinent regulations, including operating and unit plan
regulations, heretofore issued thereunder or valid pertinent and
reasonable regulations hereafter issued thereunder are accepted
and made a part of this agreement, and as to non—-Federal land ap-
plicable State laws are accepted and made part of this agreement.
UNIT AREA
2. The following described land is hereby designated and
recognized as constituting the unit area:
NEW MEXICO FRINCIFAL MERIDIAN

T. 20 S., R. 23 E. - Section 13 - NEi
T. 19 8., R. 24 E. - Section 26 - S}

Sections 27 and 28 - All

Sections 31 to 34, incl. - All

Section 35 - NLI, sSw
T. 20 S., R. 24 E. - Sectiors 3 to 9, incl. - All

Section 10 - W%

Section 17 - N5

Section 18 - Lots 1 and 2, ¥EX, Eirnwh

Eddy County, Hew Mexico, containing 10,230.27 acres, more or less




Exuibit 4 attacued hereto is 8 aap showins the unit
area and the known ownership of all land 2nd leceses in said area.
Exhibit B attached hereto is 2 schedule showing tue percentage
and xind of ownership of 01l 2anc gas interests in all larnd in the
unit area. Extiovits A and 5 shall cve revised oy the Unit Opera-
tor whenever caanges in toe uait ares or other changes render
such revision necessary, nd not lese than six copies of the
revised exuibits shall be filed withk the Cil and Gas Supervisor.

The above-described unit area sball be expanied or
contracted, whenever such action is necessary or desiraple to
conform with the purposes of tais asreenent, in the following
manner

(a) Unit Cperator, on its own motion or on demand of
the Director of the U. 3. Geolngical Survey, hereinafter referred
to as Director, or on desmand of the Commnissioner of Fublic Lands
of tne State of New iMexico, tereinafter referred to z2s Cozmis-
sioner, shall prepare a notice of rroposed expansion or contrac-
tion describing the contenplated changes in tre béundaries of
the unit srea, the reasons tuerefor, anc the proposed effective
date thereof.

(v) Said notice shsll be delivered to the 0il and Gas
Supervisor, nereinefter referred to =zs Supervisor, and Com-
missioner, znd copies thereof mziled to the last known address
of eaéh workxing interest owner, lessee, znd lessor whose inter-
ests are affected, advieing that 30 days will te allowed for
suomission to thkxe ‘Unit Operator of any ovjections.

(¢) Uron expiration of the 3J-dav period provided in
the preceding item (o) hereof, Unit-Operator shall file with th

Supervisor and Commissioner evidence of mailing of the notice of




expansion or contraction and a cooy of any odjections thereto
which hsve ceen filed with the Unit Crerator.

(d) After cue consideration of 21l pertinent informa-
tion, the expansion or contraction siall, upon anprovsl by the
Director zid Commissioner, ocecome effective as of the date pre-

scriped in the nctice tinereof.

411 land committed to this aszreenent shall constitute
land referred to nerein as "unitized larnd" or "lzrd subject to
this agree:uent®.

UNITIZED SUBSTAXCES

3. 411 oil, gas, natural zasoline, and associsted
fluid aydrocarcons in any and 211 formations of the unitized
land are unitized uacder tae terms of this agreesent and herein

are called "unitized substonces”. .

;XIT CFERATCH

o

4, The Kagnolia Fetroleum Jompraany, & cornoration, with
offices at Dallas, Texas, 1s herec: cesignated as Unit Operator
and by signature hereto vommits to tais agreecrent all interests
in unitized substances vested in it as set fortha irn Exkiblt 3,
and agrees and consents to accept the cduties and obligations of
Unit Cperator for the discovery, development, and production of
unitized substances as herein provided. Whenever reference is
made aerein to the Unit Cperator, suci reference neants the Unit
Operator acting in that capacity and not as an owner of interests
in unitized substances.

The Unit Operator wmay resisn as Unit Operator whenever
not in defzult under this agreezent, cut no Unit Operator shall

be relieved freom t-e duties and ocligations of Unit Operator for




a period of € months after it pas servec notice of intention to
resisn on all owners of working interests suoject nereto and the
Directof end Cozriissioner, unless 3 new Unit Cperator shall have
been selected z2nd approved znc snall have assuned the duties

ané oblivations of Unit Cperator prior to the expiration of said
E-nmonth period. Uron defsult or failure in the nerformance of
its duties or ocligations under this aireemsent tae Unit Cperator
may oe re.ioved Oy a majority vote of owners of workin: interests
determined in like manner as herein provided for tie selection
of a successor Unit Cperator. TFfrior to tihe effective date of
relincuisament oy or witiin 3 months after reroval of Unit
Cperator, the duly cuelified successor Unit Operator shall heove
an opticn to rurchase on reasonsanle teras a2ll or azny psrt of

the wulprent, material, and arpurtenances in or upon the land

suvject to tais a.reexent, ovied oy trhe retiring Unit Operator narstE

andé used in ite capacity 2s suci. opcrator, or if no oualified
successor operator hes Ceen desivneted, the working interest
owners may yurchase such eculiprent, zaterial, and aprurtenances.
At any time witinin the next ensuians 3 months zny eoulpment,
material, aad appurtenances not purciased an¢ uot necessary

for the preservation of wells zay ve reioved cy the retiring
Unit Operstor, out if not removed sirall Lecome tre joint
property of the owners of unitized workinz interests in the
participatin; area or, if no perticipatin: area has ceen estac-
lished, in the entire unit area. The terzinstion of the rignts
28 Unit Orerator under this azreement s22ll not terainate the

right, title, or interest of suca Unit Operator in its separate

capacitr as owner of interests in unitized substances.




SUCCESSOR UNIT CFERATOR

8. Whenever the Unit Cperator shall relinouish the
right as Unit Operator or shall vbe rezoved, the owners »f the
unitized workin: interests in the participating 2rea on an
acresge vasis, or in tae unit crea on an acreage vesis until a
participatin; area szall have oveen estaoclished, shall select a
new Unit Operator. A majority vote of the workin:y interests
qualified to vote shall te reouired to select a new Unit Opera-
tor; FROVIDED, That, if e majority otut less than 75 percent of
the working interests cualified to vote are owned by oue party
to this agreenent, a concurring vote of at least one adcitional
working interest owner shall te required to select a new operator.
Such.selection shall not become effective until (a) a Unit
Operator so selected snall accept in writin: the duties and
resronsivilities of Unit Operator, and (o) the selection saall
have been approved by the Director ernd Comuissiorner. If no
successor Unit Cperator is selected and oualified as nerein
provided, the Director and Comnissioner at their election .iay

declsre this unit gyreement terzinated.

UNIT ACCCUNTIKG AGREEMEIT

6; If the Unit Operator is not the sole omner of
working interests, all costs =nd expenses incurred in conducting
unit operations hereunder and tae working interest benefits accru-
ing hereynder 8%-all e spportioned amon: the owners of unitized
working interests in sccordence with a uait accounting ayreenent
oy and between the Unit Operator anc the other owners of such
interests, whether one or more, separately or collectively. dny
agreerent or agreements entered into between tie working interest

owners and the Unit Operator as provided in this section, whether




onc or morc, are nercin referred te os the "unit zccounting agree-
ment", No such agrecment shall be decmed either to nodify zny of
tiic terms and condliticns of this unit agrcoient or to relicve the
Unit Opcrator of any right or obligation cstablished under this
unit agrcecment, and in casc of any inconsistoncy or conflict be-
tween this unit agroeement ¢nd the unit accounting agrcement this
unit agrcement shall preveil, Torcce true copics of any unit account-
ing agrcoment exccuted pursuant to this scetion shall be filed with
the Supervisor.
RIGHTS AID ORLIGATIONS OF UHIT OPTRALOR

7. Ixcept as otherwise specifieclly provided hercin, the
cxclusive right, privilege, and duty of excfcising any and all rights
of the parties hereto which arc necessary or convenient for prospect-
ing for, producing ané storing thc unitized substancces arc hcreby
vested in and shall be excrciscd by the Unit Opcrator as herein pro-
videds but not vithstanding anything contazincd in this Agrcement to
the contrary, all workingz intcrest owners of unitized lends hercby
rcserve the right to take their proportionatc sharcs of the unitizced
substancces in 1.iné or to provide for the sale of their respective in-
tcrests therein for their individuwal accounts, as such unitizced sub-
stanccs arc allocated to the respective working interest owvncrs in
accordance with thc provisions of this Agrcement, Acceptable cvi-
dence of title to said rights shall be depositcé with saia Unit
Operator and, together with this agrcement, shall constitute and
dzfine the rights, privilcges, and obligations of Unit Opcrator,
llothing herein, however, shall be construcd to transfcr titlce to
any land or to any leasc or opcrating agreccment, it being under-
stood thet under this agrcement the Unit Operator, in its capacity
as Unit Opcrator, shall cxercisc the rights of posscssion and usc
vested in the parties hereto only for the purposcs hercin specified,

Thc Unit Opcrator shall pay cll costs and cxpenscs of
opcration with respect to the unitized lend. If and when the

Unit Opcrator is not the sole owner of all woriking intcrests,

-




suca costs shall be charged to the account of thc owncer or owners
of workins interests, and the Unit Operator shall be reinbursed
therefor oy such owners aand stall account to the worlking interest
owvners for their respective shares of the revenue and benefits
derived from operations hereunder, 2ll in the mznrer and to the
extent previded in the unit accounting agreemént. The Unit Opera-
tor shall render each month to tie owners of unitized interests
entitled thereto an accounting of the operations on unitized

land cdurins tae previous calendar month, and snall pay in value

or deliver in kind to each party entitled taereto a rroportionate
and allocated share of tine benefits accruing hereunder in conform-
ity with operating agreerents, leascs, or other independent con-
tracts between the Unit Qoverator ané¢ the perties nereto either
collectively or individually.

The developzent and operation of land subject to thie
agreenent under the teras hereof snall be ceened full performance
by the Unit Orerator of all ocligations for such developaent and
operation with respect to each and every part or separately owned
tract of land subject to this agreecient, resgardless of whether
there is anyv developsent of any particular cart or tract of the
unit area, notwitinstandin: anvthing to tiie contrary in any lease,
operating agreeaent, or cther contract by and between the parties

nereto or any of then.

DRILLITG TC DISCJCVERY
8. Within & monthe after the effective date nereof,
the Unit Cperator shall bezin to drill an adecuate test well at
a location to be approved by the Supervisor, if suca location is

upon lands of the United States, and if uron 3tate lznds or




patented lands, such location sihell oe approved oy the Oil Conserva-
tion Commission of tihe State of ¥ew Mexico, nereinafter referred to
a8 tae Commission, and thereafter continue suca drilling dilirently
until a well not less than 3goo feet in depth aas veen arilled, un-
less at a lesser derth unitized substances shall ce discovered waich
can oe produced in vayin= ocuantities or tze Unit Overator shall at
any time establish to the satisfaction of the Supervisor as to wells
on Federal lznd, or the Commission as to wells on State land or
patented land, that further drilling of said well would not be
warranted. If the first or any subsecuent test well fails to result
in the discovery of a derosit of unitized sutstances capavle of
veing prroduced in paving guantities, the Unit Orerator shall con-
tinue 4arilling diligently one well at a time, allowing not more tuan
& months between the coupletion of one well ancd tiae Dbeginning of tne
next well, until a2 well capadle of rroducing unitized substances in
raying cuantities is comnleted to the satisfaction of said Surer-
viscr if on Federal lanc or tte Comuissioner if on State land or
patented lanc, or urtil it is reasozacly proved that tae unitized
land is incaracle of producing unitized suostences in paying ouanti-
ties. Hofhing in this section shall ce deemed to limit the rizht

of the Unit Operator to resign, as provided in Section 4 Lereof,
after any well drilled under this section is placed in a satis-
factory condition for suspension or is plugged ana sdbandoned pur-
susnt to applicacle regulations. Tae Director, and the Commissioner
may modify the drillin< reouirewents of this section vy grenting
reasonsble erxtensions of time when in their opinion, such action

is warranted. Upon fzilure %o comply with the drilling provisioms
of this section, the Director and Commissioner sy, 2fter rezson-
aple notice to the Unit Cperator and each working interest owner,
lessee, and lessor at their lest known addresses, declare tiis

unit agreement terminatec.




The drilling of an initial test well to the depth and in
the manner hereinzdbove specified oy tne :lzznoliz Fetroleun Ccmpany
shall satisfy the reouirenent set forta hereinabove for the drilling
nf suca well, notwithstanding that such well mav have been counmenced
or completed prior to the effective date of tais agreenent,

FLAY CF FURTLZER DEVELOFXERT AND OFERATICY

G. Within € months after completion of a well capable
of producinzy unitized suvstences in parins cuantities, the Unit
Cperator shall esubnit for tie aporoval of tie Supervisor, the
Comaissioner, and the Comuission, an acceptasle plan of develop-
ment and operation for the unitized land wiich, waen approved by
trhe Supervisor, the Commissiorner, and Comnission, shall constitute
the furtter drilling a=d operating obligations of the Unit Operator
under this avreement for the period specified therein. Thaereafter,
from time to time before the expir=ztion of any existing prlan, the
Unit Cperator shell submit feor the aprproval of the 3upervisor,
the Comnissioner, and tae Commission, a plan for an additional
gpecified perioc for tue develop:ent snd operation of the unitized
land. Any vclan submitted cursuarnt to this section siall provide
for exploration of the unitized zrea zrnd for the deterzination
of the commercislly procuctive area tiereof in eack and every
productive formation znd ehall ce as cozplete aud adecuvate as the
Supervisor, tike Commisesioner, and the Commission may cetermine to
be necessary for timely cdevelomient and proper comservation of the
0il and ges resources of tae unitized area =nd shall (a) specify
the auncer and locstiomeof any wells to te drilled and the pro-
poseG order and tiume for sucz Grillinz; and (o) to tie extent
practicaole srecify tae cperating gractices regarced as lecessary
and advisacle for proper conservation of naturs1i resources. Sep-

arate plans :ar be suonittec for separate nrocuctive zores, subject




to the aprroval of thc Surervisor, Commissioner, and the Com-

mission. Ssid rlan or prlens shall te modified or supplemented
when necesgary to meet changed conditions or to rrotect the
interests of sll parties to this agreement. Reasonable diligence
shall be exercised in conplyins with the ooligations of the ap-
proved plan of developaeat. The Supervisor and Commissioner

are sutitorized to srant a reasonaole extension of the £-month
periocd derein prescribed for suvmission of an initial plan of
developaent where such action is justified because of unusual
concitions or circuustonces. All parties hereto agree taat after
completion of one comrerclally productive well no further wells,
except such as may oe necesszary to afford protection azszianst op-
erations not under tuis a;reezent, shall ve drilled except in

accordsnce with a8 plan of developneat approved as aerein provided.

FARTICIFATICN AFTZR DISCCVERY

i1C. Urpon completion of a well cepavle of rroducing
unitized substainces in pavine ouontities or as soon thereafter
as repuired ov the 3upervisor or the Coamissinaier, the Unit
Operetor stall sutmit for specroval by the Director, the Com-
missioner, anc¢ the Commission a schedule, ocased on subdivision
of the public lend survey or aliquot prarts thereof, of sll uni-
tized land then regsarded as reasonadly proved to ve productive of
unitized¢ substarces in raving cuantities; all land in eaild scaed-
ule on approval of the Director,the Jommiscioner and tne Comaission
to constitute a rparticipating area, effective as of the dste of
first production. 8zid schedule siall also set forth the per-
centage of unitized sucstances to be allocatec as ierein rro-
vided to each uritized tract in the participeting area so esteo-

lished, and szall govern the allocation of procduction from

~-11~



and after tne date the participeting arca Tecomes effective. A
separate nerticipating ares shall de estaolished in lille manner
for each separatc pcol or deposit of unitized sudbstances or for
any group thereof procuced as a sin;lc cool or zone. The parti-
cipating area or sreas s0 estoolisted sinall Te revised from tine
to time, subject to lile approval, wheucver such action appears
proper as & result of further drillin; operations or otaervise,
to include sdditionel iand t-en regsraed =s reasonavly proved to
be productive ir paying cuantities, arc the percentane of zlloca~
tion shall also ve revised accorcdingly. The effective date of any
revision shall oe tne first of the month following the date of
first authentic knowlecze or information on which such revision
is predicated, unless a sore approprriate effective date is speci-
fied in the schecdule. o land shall be excluded from a partici-
patins area on account of ceplction of te unitized substaaces.
It is the inteat of tais section that a rerticipating
aree siall represent tae area inown or reasconably estimsted to
be productive in poring cuentities; cut, rexardless of any revi-

8ion of the participatins erea, nothin: nerein contained shall de

construed es reoulring any retroactive apportiommeat of any suzs
accrued or raid for procuction octained ~rior to the effective
date of revision of the participeting area.

In the avsence of agreeaent at any time cetweern tae
Unit Cperator, the Director, the Commissicner, znd the Commission
as to the rroper definition or redefinition of a rerticipating
area, or until a r-rticirzting area hss, or srecas nave, been

estzolisiied ss provided nerein, the portiorn of all payruents

affectec therescy mavy bz impounded in a manner wutually scceptable

-12-




to the owners of worling interests, excert rovslities due the
Unitec States anc the State of Tew lexico, wuich shall oe deter-
swined oy the Supervisor ~nd the lommissioner and tie amnount there-
of deposited with the District Land Cffice cof the Sureau of Lend
Maragement and the Comnissioaner of Fublic Lands, respectively, to
be held as unearned money until the perticirvatiny crea is finally
approved and then anplied 2s earned or returned in accordznce with
a determination of the sus due as Federzl and State rovslty on the
oasis of such cpproved perticipating aree.

Whenever it is cdeteruined, subject to the 2pproval of
the Supervisor 2s to wells on Fecderal land aand tae Jowrmissioner
as to wells on 3tate laud, anl tie Commission as to pstented land,
that a3 well drillied under this asreexent is not cspavle of procduc-
tion iu payins cusntities zwd inclusion of the lend on wiaich it is
situated in = parficipating area is uaxwerranted
such well shall oe allocated to tize loid on which the well is
located so lon: ss that well is not witkin a3 perticipating srea
estavlisned for the vool or cdeposit from wiich cuca production is
ovtained.
ALLOCATICX OF FRODUCTICH
11. A1l unitized suvostances crrocuced from each rarti-

cipatine sTea established under this agreerent, except any part
thereof used for procuction or cdevelopaent purposes nereunder,
or unavoidabdly lost, shall be deenec to dbe vroduced ecuslly on
an acreazve casis froa the several trects of unitized land of
the participatinz »res estzolisnhed for such production and, for
the purpose of determi:ing any vcenefits trat accrue on a&n acrea;e
ocasls, eazch sucn tract suall nove alloceted to it such percen-~
tage of said production s its srea bears to tae said participa-

2Tea. It is heredby a:sTeed that production of unitized

AS T

tins
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gsubstances from a participating area shall be allocated as pro-
vided herein regardless of whether any wells are drilled on any

particular part or tract of sald participatins ~rea.

DEVELCFMENT OR OFEZRATION OF ROW-FARTICIFATING LAND

12. Any party nereto, other tihan tne Unit Cverator,
owning or controliins 2 majority of tae working interests in any
unitized land not included in a participating area and having

thereon a regular well location in accordance with a well-spacing

pattern established uader an approved plan of development and
operation may drill s well at such locetion 2t his own expense,
unless witain 390 cdays of receipt of notice from said varty of
als iatention to drill thne well toe Unit Operator elects ard
comuiences to ¢rill such well in like nanner as other wells are
drilled by the Unit Operator under ihis agreexent.

If such well is not arilled by tne Unit Operator and
results in oroduction such thet the land upon which it is situated
may properly be included in a participatiny area, tne party ray-
ing the cost of drilling such well shall De reizubursed as orovided
in tie unit accounting agreeaent for the cost of drillings similar
welles in the unit area, and the well shall be operated pursuant to
the teras of this agfeenent as thouzh the well had been arilled
oy the Unit Cperator.

If any well drilled oy the Unit COperator or by an
owner of working interests, as provided in this section, obtains
production insufficient to justify imclusion of the land on waich
8aid well is situated in a participating area, said owner of
working interests at his election, within 30 days after deteruina-
tion of such insufficiency, saall e waolly responsible for and

14—




may operate and produce the well at his sole expense and for his
sole benefit., If suvcn well wes drilled by the Unit Opevator and
saild owner of working interests elects to operate said well, he

shall pay the Unit Cperator a fair salvaze velue for the casing

and other necessgary ecuipment'left in tne well,

wells drilled or prroduced at t.e sole expence and for
the sole venefit of an owner of workia: isterest other than the
Unit Operator shall bpe operated pursuant to tane terus =214 pro-
visions of this agreeuent. Royalties ian amount or vslue of
production from any such well shall be pzicd as specified in the
lease effected.

TCYALTIES AID RENTALS

13. The Unit Operator, on ovehelf of the rarties zere-
to, shall par in veslue or celiver in kind, according to the rizats
of the parties establisned by underlyin:y leases or aszreexents, all
royalties due upon production allocated to unitized land and siaall
pay all reatels or winimum royalties due on unitized land. All
such paynents or deliveries in kxind siall be charged oy the Unit
Cperator to the appropriate workins interest orners ss provided
in the unit accounting agreenent. “othing Lerein contained shall
operate to relieve the lessees of Federzl or 3tate 1lszud from thelr
obligetions under tie terms of treir respective leases to payr
rentale and rovalties.

Royeltr due thae United Stetes siall de coaputed es
provided in the operstinz regulations and paid in value or de-~
livered in kind 2s to éll unitized suostances on tae basis of
the amounte thereof allocated to unitized Federal land as rro-
vided nerein at tae rates specified in tte respective Federal

leases, or at such lower rate or rates 2s rnay se authorized oy

~15-




law or regulation: FROVIDED, That for leases on which the royalty
rate depends on the daily average production per well, said average
production shall be determined in sccordance with the operating
regulations as though each participating area were a single con-
eolidated lease,.

Rental or minimum royalty for land of the United States
subject to this agreenent shall be paid at the rates specified
in the respective Federal leases, or such rental or minimum royalty
may be waived, suspended, or reduced to the extent authorized by law
and applicable regulations.

CONSERVATION

14. Operations hereunder and production of unitized
substances shall be conducted to provide for the most economicel
and efficient recovery of sald substances, to the end that the
maximum efficient yield may be obtained without waste, as defined
by or pursuant to State or Federal law or regulation; and pro-
duction of unitized substances shall be limited to such production
as can be put to beneficial use with adeaquate realization of fuel

and other values.
DRAINAGE

15. The Unit Operator shall take appropriate and ade-
quate measures to prevent drainage of unitized substances from
unitized land by wells on land not subject to this agreement, or
pursuant to applicable regulations pay a fair and reasonable com-
pengatory royalty as determined by the Supervisor for Federal land
or as approved by the Commissioner as to State land.

LEASES AND CONTRACTS CONFORMZID TO AGREEMENT

16. The parties hereto holding interests 1in leases
embracing unitized land of the United States or of the State of
New Mexico congent that the Secretary and Commissioner, respec-
tively, may, and said Secretary and Commissioner, by their approval

of this agreement do hereby establish, alter, change or revoke the
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drilling, producing, rental, minimum royalty, and royalty require-
ments of such leases and the regulations in respect thereto, to
conform said reouirements to the provisions of this agreement,

but otherwise the terms and conditions of sald leases shall remain
in full force and effect.

Said parties further consent and agree, and the Secret-ry
and Commissioner by their approval herecf determine, that during
the effective life of this agreement, drilling and producing
operations performed by the Unit Operator upon any unitized land
will be accepted and deemed to be operations under and for the
benefit of all unitized leases embracing land of the United States
and the State of New Mexico; and that no such lease shall be deemed
to expire by reason of failure to produce wells situated on land
therein emdbraced. Any Federal lease for a term of 20 years or
ahy renewal thereof or any part of such lease which is made sub-
ject to this agreement shall continue in force until the termination
hereof. Any other Federal lease or state lease committed hereto
shall continue in force as to the committed land so long as the
lease remains committed hereto, provided a valuable deposit of
unitized substances is ciscovered prior to the expiration date
of the primary term of such lease. Authorized suspension of all
operations and rroduction on the unitized land shall be deemed to
constitute authorized suspension with respect to each unitized
lease.

BEach of the parties hereto holding any unitized interest,
including royalty and working interest, in, to and under an oill and
gas lease of privately owned land subject to this agreement hereby
agrees that such lease is hereby modified, as between such of the
parties hereto as are interested therein, effective as of the effec-
tive date of this agreement, to the extent necessary that (1) such
lease shzll remain in full force and effect for tre primary term

therein stated, subject only to the payment of any and all delay
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rentale and the compliance with any other reguirements therein pro-
vided, and for so long thereafter as one or more of the substances
so leased 1s producible from lands embraced by such lease in ouanti-
ties sufficlent to justify the cost of production, and (2) in the
event any of the land emoraced by such lease is before expiration
or termination thereof included within a participating area, or
extension thereof, effective pursuant to this agreement, so that
the holders of such interests become entitled to share in the
production, or proceeds from sale thereof, from such participating
area, payable at the rate or rates provided in such lease on the
production allocated nereunder to the land so included, then the
term of such lease is extended {free of subseguently accruing delay
rentals, if any) as to all thé land embraced by it, for and during
the entire term of this agreement.
COVENARTS RUN WITH LAND

17. The covenants herein shall be construed to be cov-
enants running with the land with respect to the interests of the
parties hereto and their successors in interest until this agree-
ment terminates, and any grant, transfer, or conveyance of interest
in land or leases subject hereto shall be and hereby is conditioned
upon the assumption of all privileges and obligations hereunder
by the grantee, trensferee, or other successor in interest, and
as to Federal land shall be subject to approval by the Secretary
and as to State land shall be subject to approval by the Commissioner

EFFECTIVE DATE AYD TERM

18. This agreement shall become effective upon appro-
val by thé Commissioner and Secretary and shall terminate on
Decemper 31, 1951, unless (a) such date of expiration is extenced
by the Director and Commissioner, or (b) it is reasonably deter-
mined prior to the expiration of the fixed term or any extension
thereof that the unitized land is incapable of production of

unitized substances in paying ocuantities and after notice of




intention to terminate the agreement on such ground is given by
the Unit Operator to sll parties in iaterest at their last %nown
addresses, the agreezent is termineted witi the aprrovel of the
Director anc tune Commissioner, or (o) = vsluadvle discovery of
unitized suostsnces has veen rade on ualtized land curing said
initial ter: or any exteasion trercof, in wiich cese¢ the agree-
ment saall renzin in effect so lonig 2s unitized substances can
be produced from the’unitized laad in paring ouantities; or (4d)
1t is terminated as provided ir section S or section £ hereof.
This agree:cnt may be terainated at acy tire oy not less than
75 percentum, on an acreage pasis, of the owaers of working
interests signatory hereto with the approval of the Director

and tine Comumissioner.

RATE CF FROSFECTING, DEVELCFKERT, AXD FRCDUGCTION
1¢. All production r7nd the disposal thzereof shall be
in conformity witnh allocatione, allotmeats, and quotas made or
fixed oy any duly authorized person or regulatory tody under any

Federal or State statute. The Director is 1ereby vested with

autnority to alter or modify from tiane to time, in his discre-
tion, the rate of rrospecting and developuent aﬁd within the

limits made or fixed ov the CJonmission to alter or modify the
guantity and rate of procduction uncer tis agreenznt, such autsori-
ty oeins hereoy limited to alteration or modification in the puoclic
interest, the purpose thereof zad tne puvtlic interest to be served
thereby to be stated in the order of alteration or nodification;
provided further thzt no such alteration or wodification sihall bve
effective as to any land of the State of Few Eexico ss to the rate
of prospectin: znd development in tne acsence of the scecific
written zpproval thereof oy the Commiseioner and as to aany lends

of the State of New Mexico or privately-cwned lends sudbject to
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this agreement as to the guantity and rate of production in the
absence of specific written approval thereof by the Commission.
CCINFLICT OF SUPERVISION

30. Keither the Unit Operator nor the working interest
owners nor any of them shall be subject to any forfeiture, termina-
tion, or expiration of any rights hereunder or under any leases or
contracts subject hereto, or to any penalty or liability on account
of delay or failure in vhole or in part to comply with any applicable
provision thereof to the extent that the said Unit Operafor, working
interest owners or any of them sre hindered, delayed, or prevented
from coaplying therewith by feason of failure of the Unit Operator
to obtain, in the ¢xercise of due diligence, the concurrence of
proper representatives of the United States and proper representa-
tives of the State of New ilexico in and about any natters or thing
concerning whicn it is recguired herein that such concurrence be
obtained. The parties hereto, including the Commission, agree that
all powers ond authority vested in the Commission in and by any
provisions of this contract are vested in the Commission and shall
be exercised oy it pursuant to the provisions of the lews of the
State of [lew Lexico and subject in any case to appeal or judicial
Teview as may novw or uereafter be provided by the laws of the State

of New Mexico.
UNAVOIDABLE DELAY

21. All obligations under this agreement Tecuiring the
Unit Operator to commence or continue drilling or to operate on
or produce unitized substznces from any of the lands covered by
this agreement shall be suspended while, but only so long as, the
Unit Operator despite the exercise of due care and diligence, is

prevented from complying with such obligations, in whole or in

part, by strikes, lockouts, acts of God, Federal, State, or muai-

cipal laws or agencies, unavoidable accidents, uacontrollable

deleys in transportation, inability to obtain necessary materials




in open warket, or other matters beyond tie reasonaole control of
the Unit Cperator whether eimiler to zattere herein ernumerated or
not.
COUTFTERTARTS

32, This agreenent may Dde eXecutcd in any nunber of
counterparts with the same force and effect as if all psrties had
signed the sare document, or this agreezent nay be ratified with
like force and effect oy 3 separate instrunent in writing speci-
fically referrins hereto. any separate counterpart, consent, or
ratification duly executed after approval hereof oy the Seeretary
and the Commissioner shali be effective on the first day of the
sonth next following tre filing thereof with tihe Supervisor and
the Commissioner; unless oojection tiuereto is wmade cy the Director
or Comzissioner and notice of suca objection ie served upon the
appropriate parties witiin EC d2ys after such filing.

FalR ZLFLCYAART

23. The Unit Operator shzll not discriminate against
any eaployee or apnlicant for euployacat becsuse of race, creed,
color, or national origin, and an identical crovision shall be

incorporated in s1l1 subcontracts.

LOSS Cf TITLE

4., In the event title to anry tract of unitized land
or substantial interest tnerein shall feil ana the true ovner
cannot be induced to join tris unit agreerent, so that such tract
is not committed to this unit ajreesent, tiaere shall pe such re-
adjustnent of rarticipation as nay te recuired on accouat of such
failure of title. In the event of a dispute 25 to title or as tq
any interest in unitized land, tie Unit Operator mey withitold

payaent or delivery on account t:ierecf without liacility for
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interest unti} the dispute is finally settled; FROVIDED: That
as to Federal and State land or leases, no rayments of funds due
the United States or the State of New Mexico shall be withheld
but such funds shall be deposited with the District Land Office
of the Bureau of Land ¥anagement and Commissioner of Fublic Lands
of the State of Kew ¥exico, respectively, to be held asg unearned
money pending final settlement of the title dispute ang tnén
applied as earned or returned in accordance with such final
settlement.

IN WITNESS THEREQOF, the parties hereto have caused
this agreement to be executed and have set oprosite their

respective names the date of execution.

ATTEST: MAGNOLJA PETR
4 3. /‘f»&é By .g/,,/// - \. Thompson
n. . xa,ntszn‘zzfp,/é? /,571\ v1ce-Preaident///

7/ Date Jorling interest éimer Tracts 1 to 10
‘nclus’ve, lessee Tracts 12, 13 ang 1l,
ATTEST: CCRTIZENTAL OIL CCMFANY
By
Date
ATTEST: GULF 0QIL CORFCRATIOR
By
Bate
ATTEST: BUFFALO OIL COKPANY
By
Date
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STATE CF e 0 o o
P SS
COUETY OF < ¢ ¢ w nc

On tais ZQV*‘éay of Sl Koo 191“@} before
me personally anpcared S. A. Thompson ,
to me personally known who being by e duly sworn, did sey
taat he is the Vice- Fresident of
MAGNOLIA PETROLEUNM COMPANY
and tant the seal effixed t2 szid instrument is the corporate
sezl of said corroration, an at saicd instrucent was signed
annd sealed in oehalf of szid corporation “y sutherity of its

Lo

Board of Directors, =znd soiad S. A. Thompson
acknowladred s2id i1astrunent to ve tae free sct and deed of
said corvoration.

IX wITZESS WHESECF, 1 asve aereunto set my 1and
and affixed my offici ezl ox
acove vritten.

v
ot
)]

Jotary Public
iy Cozmiselon Exvires JOAN STPPIHTNE, Xotary Public

) in aud for tiuies County, Tesas
=

///

s
2
0

39}

On this ¢a2y of 1
me gersonsily anpesred ,
to me personally known wio beins by e duly sworrn, did say
that ae is the rresident of

, oefore

anc tihet the seal 2ffixed to z2id instruvent is the cornorste
seal of s21id enrooretion, sné tuhet ssid instrunent was sirned
and sealec in behzalf of said corroration by authority of its
3oard of Directors, =z2nd said
acknowlecged said instrument to ve the free act and de=d of
gaid corporatiou.

7 Ix FITVESS WHERSOF, I hzve .ereuanto set Iy hand
© anc affixed ny official seal on tais, the day end year last
so0Ve written. .

otary Fublic

ily Cowmission Zxpirss
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STATE QF Zwan .7 er )

s

[
.

&y
COUATY CF Ad -7t s ) ,
: ~ ¢
On this /?téday of %zélf/,/rﬂa ., 1249 = vefore me

personaliy, &€

ATEQ </£J/(»(/ Z%M&ﬂ(/{/ ztjmﬁl_

! ~millgg¢ —/Ac e Tacvu to ve tie nerson g
deéccrioed in/anc v.o erccutec tne foregoing ;hkurxwe“t, and
acrnowled,red taet A ie, erecuted the sane as p&ian

free act and decd 2

IN WITIESS w=iREIOF, I have 2ereuvnto sct m hand and
affixed wy officiel secl the Cay ¢nd ey in tiils cert-.ficate
gbecve written.

/‘/t;——’ (& %—c{' L o

-

v oeconistion exoires ’ ‘ ”ﬂ+3ry Puullc ¢
HY GOMUISSION EXPIRES MAY 1414, 1§88

ey
STATZ CF% by onr )
corety or Cdd ) 5

4

on tris 20 ey o
?2£§ Uall“l;““e rea.;i¢4/xd>¢4g
Lm ., to me Ineown to oe the nérson_ s

aes oflﬂec i% 2nd ¥00 éxecuted tune forewocins instrumsnt, and
]

acrxnovlec.;e¢ that _#ne g4 executed tre saue a Zheir
fres act and de=zd. /

, 124 % before me
oo KL

I¥ WITFNEIS3 TZ:RECF. I sove hereunto set wy hand and
affixed ay official =¢cal the dar ond vear in this certificate

acove wvritten.

N R 3 ERETar . KN + - ~
LY COoUMigsion eXnives: w0Tary Puy

CCUITY CF

2

/ W
On tiis éé'y’ v of 124 8, vefore me
personaliy arpesred 76. Wit

- : ., to me Trovn Ao e the perscans
(deschibed in and wo o exceuted the foresolns instruzent, and
acxnowledsed thet ~€;L sxecuted the sane as Lhesr

free act znd deed.

¥ set a7 nand and
T in t-ig certificste

IF¥ FITTESS " ZERECF, I rave hereunto
alexed'lv official seal % ot a
azcve nrltten.

¥ com~ission expires:
//0‘34" kj—d
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ST!\TE CF it VoY 2 SRR N

COURTY CF _C Al oy

LN Y

On t’ls/ fﬁa ) 4 ., 19458 | vefore me
personally °o €48 / dz 'Z gy Mgl ool _
f‘z¢“¢ch@b . aovnl to e the nerson,s
‘8scribed 1n ant .0 ech*te~ tne forescins instruneat, and

acznowledrea toet é neg executed tlhe sane “as _ghesr
free act and decd, /

IN WITFESS §HeRZOF, I 2ave 2ereuvnto set =y hand and
affixed wy officisi seel tne dgaw ornd rery in tris cert-ficate
above written,

v ocoaiistion excires 3otar§’§%2%%€i

/o - §7f7»wsrb.

A .
STaTZi CF /Qéxw/;akbzvo )
s
CovTY €F__ CoAd Lty
, 184 £, vefore me

)
On trisg2o %day of
nercpnall" ar~esTeq ZwaAAp,)7. o g gD
hear 7 A, Rlrsee £ 7 or. . to me unowa to ce ¥he person g
des cmmeu % 203 voo execited thae forewciny instrurent, and
acrnovlec-ed that #ae executed tre saze as  FZhe,r
fres act anc Qe,d ff

I¥ WITFZSS ¥ZEARE

RECF. I aave hereunto set my hand and
affixed 2y cfficial ssal the cGa» znd year in this certificate
acove written,

STaT3 OF Vooirs e me i
/“
COULTY CF A ALy

/ x
N 4 .
On tﬂlsfs?/‘:%ay af \i;fﬁzzgaszd 154 £ | before me

\BfZSUPBlL;§§Cpesred Gttt S DAl o 44»«2&/ a7,
oty 5 Ll ] . Tt/ Ge “nbuwn to/ce the perscn
descrizgd in 3hAd w.o exzcu = Tes0inT in

ackuowledsed thet Shne

‘ ne__ = it el E _ er
free act znd deed.

o . I¥ WITTESS " JERECLF, 1 rave hereunto set xn7 nand and
effixed ny Of’lClal seal Tne day axd year in t-is certificste
azove urltten.

¥ com~iarion expires;
Ll - 2 - SO
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On thi's 2 ?4.

GI‘ (o} al" QT

before me

L \30 gc’av of
ATEQ /Zl-'/LéC/

4

A A A , to 2e macv to ve tae OG{SOHL
6uscriuea 1a ano Voo ervcuate. tae foregoins instruzesnt, and
dérnowled,req taet ¢‘3ef¥ erecuted tie sane as Erm

ree act and ceecd.

IN uITT:SS I 2ave nereuvnto set ny “and and
affixed uy officlei sev éar «nd rerr in tris cert:ficate
sbove written,
¥y comiisticn exsires yZtary Puolic

- - &
S-%¥ -y

STATZ CF %W%M)

covirt or Caldey )

On ttis %éiéggii/ii/iz/62§%ioo , 1944 | vefore me

pepsonally ansesred & el : ol
if /. to 3£ inows to ce the persch
ai criced 1n %ﬂd 20 executdd tue fOrevcineg instryment, and
tnowleced that __ne_ executed tne sate as s

free act sné deed.

I WITYESS YZERECF. I aave hereunto set wy hand and
affixed ay official =eal the dav and year in this certificate

avove vritten.

.y comnsission expirves:
LO-2F - 378

,/ .
(i 154 &, wefore me

, to me rowvn t£ e the perscn ¢
descrived in and w0 exccunted the frresoniny ilstrh'zuu and __
uc,—.'--owleu.;;eo. thet Fne g oxecuted the szne as 24,
free act z2nd deed. 7

I¥ ®¥ITTES3 LIERECF, I rave hercsuntc set =y hand and
2fiixed may official seel the day and year ian t-is certificete

azove vritten.

%y/c wmission expires:
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STATE OF {Zgﬂ P )
A . :

CXUSTY COF :Z%ZﬁtA/e/fka/’)

On this Zé{ day of, ( ('(7‘;%"‘-/
i e oy

, 124 before me
/lchﬂAA/ J derat

gfrsonulﬁ54:ZQZ£;/d(;AQAq#A/

?escriaeo in and v.o &xecutec

| to 1o dovm to e the nerson,s

tne fore; oing instrusent, and

acrinowledgeda trhet Z 187L executed the sate as lpe s

free act and c¢eed.,

IN WITIESS WLzRIOF, I have 2ereuvnteo sst = hand and

affixed auy official sezl the da
above urltten.

N\
v coaiission exnires
) Jy)L’{J ‘/) /]\f&

P s

¢

STATZ CF )

COULTY OF )
On ttis day of

v oand verr in tiils céri - ficate

)1/
/ /Aduv . .
Yﬂtary Puolic

, 1€4__ | before me

b

personally an~esreq

de€acrived 1
acrnowlecred Qhat ne execut
fres act ard deed.

I¥ WITEESS WZrRECEF. I
affixed ay official seal ta
avove rritten.

a0, o

Cn %this gay o

)
2nc wvoo éxecutec t:

to me znown to Se tine person
e foregmcims instrument, and
ed tre saie as

dave hereunto set wy hand and

1€ dav aad vear in this certiiicate

~otary Pudslic

, 194 cefore me

perscnalliy acrcesred

_ , Yo me zZrown tc te the perscn
descriced in 3ud wuo exacuted the foregolins iastrument, and
acknowledged the __ne cxecuteld the sane as

free act and dced.

I¥ EITTVESS “TERIECF, I
Xed my official seal %74

effi
aZcve written.

¥y commiseion expires

——

rave hereuntc set =mr nand and
17 and year in this certificate
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UNIT ACCOUNTING AGREEMENT URDER
UNIT AGREEMENT FOR THE DEVELOPMENT AND OPERATION
OF THE CASS RANCH UNIT AREA, COUNTY OF EDDY,
STATE OF NEW MEXICO

THIS AGREEMENT, made and entered into, &s of the 1st day of May, 1953,
by and between STAIDARD OIL COMPANY OF TEXAS, a Delaware corporation, hereinafter
designated as "Unit Operator", and the undersigned as owners of working interests
in the unitized substances within the Unit Area subject to the Unit Agreement
herein below described, as may subscribe this agreement and become parties hereto,
which owners are hereinafter sometimes referred to individually as "Working
Interest Owner" and collectively as "Working Interest Owners";

WITNESSETH: TBHAT,

WHEREAS, the parties hereto have heretofore executed a certain Unit
Agreement for the Development and Operation of the Cass Ranch Unit Area, County
of Eddy, State of New Mexico, dated September 18, 1948, hereinafter sometimes
referred to as "Unit Agreement"; and

WHEREAS, Section 6 of the Unit Agreement provides for a separate
Unit Accounting Agreement to be executed by the parties hereto, wherein and
whereby such parties shall agree amoug themselves with respect to certain
matters and things relating to the development and operation of the sald area.

NOW, THEREFCRE, in consideration of the premises and the ccvenants
and agreements herein contained, it is mutually agreed by and between the
parties as follows:

1. UNIT PLAN CONFIERMED: The Unit Agreement for the Development

and Operation of the Cass Ranch Unit Area and all exhibits attached thereto

are hereby confirmed and made a part of this agreement and, in the event

of any conflict between the provisions of the Unit Agreement and the

provisions of this agreemeni, the provisions of the Unit Agreement shali prevail.
2. UNIT OPERATOR: STANDARD OIL COMPANY OF TEXAS, the party herefo

named as successor Unit Operator of the Unit Area under the provisions of the

Unit Agreement, or ite duly appointed successor Unit Operator, shall have the

exclusive right to develop and operate the Unit Area subject to the provisions
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of this agreement and of the Unit Agreemeni. The Unit Operstor shall not sus-
tain any liability to the Working Interest Owners for any acts done or omitted,
in good faith performance of any of the provisiors of this agreement, and in the
exercise of its Judgment and discretion.

The number of employees used by Unit Operator in conducting unit
operations, the selection of such employees, the hours of labor and the com-
pensaticn for services to be paid any and all such employees shall be determined
by Unit Operator. Such employees shall be the employees of Unit Operator.

3. TITLES: Each Working Interest Owner hereto represents that it
is now the owner of an interest in one or more of the tracts of land in the
Unit Area. Within ten (10) days after the effective date of this agreemsut,
each Working Interest Owner shall furnish the Unit Operator with up-to-dmte
abstracts of title covering and affecting its intereat together with such ori-
ginal and supplemental title opinions as may be available, and in addition for
lands of the United States, acceptable up-to-date reports as to the status of
the lands as appears from the records of the Bureau of Land Management of the
Department of Interior. The Unit Operator shall thereupon examine all title
opinions, abstracts and status reports. All expenses incurred in connection
with such examination of titles shall be borne by each Working Interest Owner
as to his own lease or leases. Each Working Interest Owner shall severally pay
the cost of curative work on its own titles. The Unit Operator shall pass upon
all titlee and shall approve or reject, in whole or in part, such titles. All
tracts of land or parts thereof as to which title is disapproved by the Unit
Operator, and alsc by & controlling vote of the Working Interest Owners as pro-
vided in Section 5 hereof, shall be eliminated from the Unit Agreement and from
this agreement.

Notwithstanding approval and acceptance of titles as provided above,
each party hereto shall sustain the entire loss occasioned by any defect in
or failure of its titles and Unit Operator is hereby relieved from any and all
liability in connection therewith; and upon any loss of title to any land or
interest committed to this agreement and the Unit Agreement there shall be an
appropriate adjustment of the percentages of participation of the parties hereto,
and if the interest is substantial and the true owner of such title fails or
refuses to commit its interest to the said agreements, the acreage so affected
shall be eliminated from this agreement and the Unit Agreement.
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The Unit Operator in its capacity as Unit Operator shall sustain no
liability to sny party hereto for and on account of loss occasioned by reason
of any erronecus payment caused by defect of title, but such loss shall be the
loss of all the parties hereto owning working interesis, excluding the owner
whose title failed, in the affected participating area proportionate to their
respective interests without prejudice to pursue any rights in law or in equity
againat the defaulting party for recovery of such loss. Any future recovery
of any sums 8o erroneously paid shall be paid or credited to sald parties imn
like proportion.

4. DUTIES OF UNIT OPERATOR: Unit Operator shall in the conduct of

operations hereunder:

(a) conduct the same in a good and workmanlike manner, and have the
right and duty to conduct such operations in accordance with its best judgment
of what a prudent Operator would dc under the same or similar circumstences;

(b) consult freely with Working Interest Owners concerning unit
operations, and keep Working Interest Owners advised of all matters arising
during the operation of the Unit Area which Unit Operator, in the exercise of
its best judgment, considers important;

(c) keep true and correct books, accounts and records of its opera-
tions hereunder, and permit at all reasonable times the inspection, examination
and auditing of same by any party hereto;

(4) permit any party hereto to have access to the lands and premises
bereunder for inspection at all reasconable times;

(e) upon written request, furnish each affected Working Interest
Owner with copies of all run tickets, and likewise upon request furnish each
such party hereto, on or before the 20th day of each calendar month, with a
statement of the production, and the kinds thereof taken from the premises
during the preceding calendar month; provided, that settlement for gas sold
will be made by the 25th day of the second month following the month in which
sales were made;

(£) on request furnish any Working Interest Owner & copy of the log
of any well and other engineering data pertaining to unit operations and samples
from the cores and cuttings encountered in drilling wells, provided that such
Working Interest Owner gives Unit Operator written notice of its desire to have

such sampies prior to the ccamencement of the well;

-3 -




(g) comply with all valid applicable Federal and State laws and
regulations; and

(h) keep the land in the unit area free from liens and encumbrances
occasioned by its operations, save only the lien granted the Unit Operator
under this agreement.

S. ADVISCRY COMMITTEE CREATED: An "Advisory Committee" is hereby

created consisting of one representative of each Working Interest Owner sigam-
tory hereto, and its assigns, to be designated in writing by each party. The
representative of the Unit Cperator shall be chairman of the Committee. BREach
member shall have a vote equal to the proportionate or fractionsl acreage
interest owned by his principal in the participating area involved in any
determination to be made by the Committee, or in the Unit Area where the
determination concerns any matter affecting the Unit Area as a whole. Except
ag otherwise specified herein or in the Unit Agreement, an affirmative vote
of 65% of the voting power of the Committee, taken in the manner to be deter-
mined by the Comittee, referred to hereinafter, upon any matters upon which
such Committee is authorized to act shall constitute the decision of the Com-
mittee and be binding on the Committee and upon each of the parties hereto;
provided, however, that stould any party own as much as 65%, but less than
100%, voting interest in the Unit Area or in a participating area, as the case
may be, its vote must be supported by the affirmative vote of at least one addi-
tional party to bind all the parties hereto and provided further that if one
party owns 30% or more voting interest, but less than 100%, the vote of such
party shall not serve to defeat or disapprove any matter approved by the major-
ity (over 50%) uuless supported by at least one additional voting interest but
in case of conflict the last proviso shall yield to the preceding proviso.
The Committee is authorized to adopt & rule providing tbhat where any action is
agreed to in writing by all members of the Comnittee, it shall be part of the
Committee's records and shail have the same force and effect as if adopted at
a regular meeting at which & quorum was present.

It is agreed by the parties hereto that the place of meeting of the
Advisory Comaittee shall not be over seventy-five (75) miles distant from the
properties herein covered unless agreed upon by the Advisory Committee.

6. POWERS AND DUTIES OF ADVISORY COMMITTEE: The Advisory Committee

shall be charged, subject to the provisions of this agreement, with compliance
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with the terms and conditions of the Unit Agreement and the leases and neces-
sary contracts affecting the development and operation of the lands covered
hereby as long as the same shall be owned and held by the parties hereto, and
shall have, among other powers, the power and suthority:

(a) to exercise the powers of the Working Interest Owners set forth
in the Unit Agreement and this agreenmert;

(b) to adopt such rules and regulations as it may deem advisable
for its proper functioning including the selection of the time and place for
holding regular meetings, calling of special meetings, and the manner of taking
votes on any guestion;

(c¢) to approve or disapprove the location, drilling, and letting
of contracts for drilling or recompletion of any and all wells. The approval of
the drilling or recomplecion of any well ghall be construed to mean and include
the approval of any necessary expenditures for the drilling, completing and
equipping of such well, including the necessary lines, separators, snd necessary
tankage if a producer, and if a dry hole the plugging and abandonment thereof,
except as otherwige provided in Sections 9 and 17 herecf;

(a) to approve or disapprove any expenditure in excess of $5,000.00
other than normal operating expenses;

(e) to approve or disapprove the use of facilities owned by one par-
ticipating area for purposes of operation and development outside of said area,
and to determine the amount of any charges therefor, unless otherwise provided
for in this agreement or in the Unit Agreement;

(f) to approve or disapprove any expenditure for expert technical
advice including any extra services rendered by Unit Operator's technical staff
not contemplated by the provisions of the Accounting Procedure, hereto attached,
marked Exhibit "1", and not covered by the overhead and camp expenses therein
authorized, which overhead in said Accounting Procedure is intended to only
cover normal development and operations;

(g) to approve or disapprove any partial relinquishment of thé rights
of the Unit Operator;

(n) to approve or disapprove the abandonment of any well or wells
or the disposal of any major items of surplus material or equipment other than
Jjunk, having an original cost of $1,000.00 or more (any such item or items of

less cost may be disposed of without such approval), except as otherwise pro-

vided in Section 17 hereof;




(1) to approve or disapprove any proposed plan for development of

the Unit Area or any participating area or amendment thereof, or any proposed
expansion or contraction of the Unit Area or any designation or enlargement of
a participating area unless otherwise required by Public Authority;

(J) +to determine the basis of investment adjustment and the adjusted
basis of prorated future development and operating costs and to readjust per-
centages of participation upon enlargement or reduction of the Unit Area or
enlargement of any participating aree or upon elimination of acreage for fail-
ure of title;

(k) to approve or disapprove any arrangements for repressuring or
cycling and to approve or disapprove any change in the existing method of
operation.

In case of blow-out, explosion, fire, flood, or other sudden emer-
gency, Unit Operator may take such steps, and incur such expense, as in its
opinion are required to deal with the emergency and to safeguard life and prop-
erty; provided that Unit COperator shall, as promptly as possible, report the
emergency to the other parties and shall endeavor to secure any sanction which
might otherwise have been required.

SubJject to the provisions hereof, Unit Operator shall have full con-
trol of the premises subjected hereto and shall conduct and manage the develop-
ment and operation of unitized lands for the producticn of unitized substances
therefrom for the account of the parties hereto.

It is specifically understood, that if the Working Interest in the
initial participating area or any subsequent participating area or areas, or
of any separate lease situated cutside any participating area, is owned by one
party, such party shall alone control the action of the Unit Operator in all
matters referred to in subsections (a), (c¢), (a), (e), (£), (n), (J), and {Xx)
above in respect thereto until such area or areas may be enlarged to include
an additional Working Interest Owner or Owners therein.

T. INSURANCE: Unit Operator agrees that Contractors or Subcon-
tractors will carry insurance as follows, to cover drilling and development
operations on all lands subject to this agreement:

{a) Workmen's Compensation Iusurance as required by the laws of
the State of New Mexico.

(b} Contractor's Public Liability Insurance in amounts of $100,000.00
for injuries for one person and $300,000.00 for injuries in one accident.

{c) Automobile Public Liability and Property Damage Insurance in
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amounts of $100,000.00 for injuries to one person, $300,000.00 for injuries in
one accident and $10,000.00 for property damage.

With respect to production operations on all lands subject to this
agreement, Unit Operator shall carry with a reputable insurance carrier, Work-
men's Compensation Iasurance, Contraqtor's Public Liability Insurance with
limits of $100,000.00 for one person and $300,000.00 for cne accident, and
Automobile Public Liability Insurance with limits of $100,000.00 for one per-
son, $300,000.C0 for one accident and $10,000.00 for property damage.

Unit Operator shall carry insurance required under this agreement
at the expense of the parties hereto and for the benefit of Working Interest
Owners hereunder; however, premiums for Automobile Public Liebility and Prop-
erty Damage Insurance on Unit QOperator's fully-owned equipment shall not be
charged directly to the joint account, but will be covered by the flat rate
charges assessed for use of such equipment. Unit Operator will not carry fire,
windstorm and explosion insurance covering operations hereunder.

8. COST OF OPERATIONS: The actual cost to the Unit Qperator of

performing its obligations as Unit Operator hereunder shall be kept separately
for eack participating area, and in each area such cost shall be apportioned
to each tract in the same ratio a&s that defined in the Unit Agreement for the
allocation of production in that area, and among the Working Interest Owners
in each tract in proportion to their comparative interest thberein, and as so
allocated shall be paid as hereinafter provided by the several Working Interest
Owners, and as nearly as may be done all costs shall be charged directly to
each participating area and the operations served. All such costs, expenses,
credits, and related matters and the method of handling the accounting with
respect thereto shall be in accordance with the provisions of the Accounting
Procedure attached bereto, mede a part hereof, and marked for identification
as Exhibit "1", except that:

(a) Anything contained in the Accounting Procedure attached hereto
to the contrary notwithstanding, if Operator is unable to obtain pipe or other
materiale in the open market and/or through regular channels, or if Operator
wishes to move pipe or materiale to the Jjoint property from its warehouse in
the district or from other properties of Operator, the transportation charges
for which would be in excess of that which would be incurred if moved from the

nearest reliable supply store or railway receiving point, then Operator may
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give each Working Interest Owner written notice or by telegraph setting cut the
estizmated prices to be paid or the transportation charges it proposes to incur

and each Working Interest Owner shall, in a similar manner, advise Operator within
five (5) days after the date of such notice that it either agrees to pay its pro-
poitionnte part of such costs or excess transportation charges, or elects to furnish
ita proportionate share of such pipe or other materials in kind at the location
vhere they are to be used and by %the time they are required to be on location and
Operator shall be governed by and charges shall be made or not made to the joint
account accordingly. If Non-Operator fails or refuses to so notify Operator
within the period as aforesaid, or fails to furnish the pipe or other materials at
the location within the time required, then Operator may proceed with the purchase
and/or trangportation of such pipe and materials as set out in its notice toc each
Working Interest Owner and the costs thereof shall be charged to the Joint Account
and each Working Interest Owner shall pay its proportionate share of such charges.

(b) In the event.of any conflict between the provisions contained
in the body of this instrument or in the Unit Agreement and those contained in
said Accounting Procedure, the provisions of the former shall govern to the extent
of such conflict. The term "Operator" as used in Exhibit "1" shall be deemed to
refer to the Unit Operator, and the term "Non-Operators” as used in Exhibit "1"
shall be deemed to refer to the Working Interest Owners herein.

Unit Operator is hereby granted a prior lien upon the rights and
interest of each Working Interest Owner in the Unit Area and the unitized sub-
stances allocated to each such Working Interest Owner, and the material and
equipment thereon, to secure the payment of its proportionate part of the said
costs and expenses. Should any Working Interest Owner fail to pay ite propor-
tionate part of said costs and expenses within thirty (30) days after being
billed therefor as provided for in the referred-to Accounting Procedure, Exhi-
bit "1", Unit Operator shall heve the right at its option at any tims thereafter,
such default continuing, to foreclose said lien upon the respective interest of
such Working Interest Owner.

Unit Operator, at its election, may request each Working Interest
Owner hereto to advance its respective proportion of the development and operat-
ing costs hereunder in accordance with an estimate by Unit Operator to be made
not less than ten (10) days in advance of the month in which the costs and

expenses are to be incurred. Adjustment between estimates and actual costs
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shall be made by the Unit Operator at the close of each calendar monih and the
accounts of the Working Interest Owners adjusted accordingly.
9. TEST WELLS: In the event any test wells are drilled on the Unit Area
by Operator pricr to establishing a participating area, or prior to establishment
t of an additional participating area, or any additional test wells to test heretofore
untested formations, the Working Interest Owners subscribing hereto shall only be
responsible for such portion of the cost thereof as they may have expressly agreed

to in writing.

10. ESTABLISHEMENT OF NEW PARTICIPATING AREAS OR ENLARGEMENT OF EXIST-

ING PARTICIPATING AREAS: In the event any test well drilled shall encourter the

unitized substances in quantity sufficient to Justify the establishment of a new
and separate participating area or the enlargement of an existing participating
area for the formation encountered, such participating area or enlargement shall
be formed as provided in Section 10 of the said Unit Agreement. Upon the estab-
lishment of any participating area, there shall be a retroactive adjustment

of the coat of drilling, completing, equipping for production and operating

the said test well from the commencement of operations on said well until the
effective date of the establishment to the end that the owners of working int-
erests in the participating area newly established shall reimburse without
interest the party or parties who paid for the cost and expense of drilling,
completing, equipping for production, and operating the well, less any income
derived by the last named party or parties up to the date of settlement, and
thereafter the costs incurred and benefits derived from the operation of the
well shall be borne by and inure to the benefit of the Working Interest Owners
in the participating area or areas, and the working ianterests attributable to

the nonparticipating portion of the Unit Area shall thereafter be liable for

no part of the costs and entitled to no part of the benefits derived therefrom.

11. FUTURE WELLS DRILLED BY UNIT OPERATOR: All wells drilled in the

Unit Area by Unit Operator after the effective date of this agreement shall be
drilled on a competitive coatract basis at the usual rates prevailing in the
region of the Unit Area. Unit Operator, if it so desires, may employ its own
tools and equipment in the drilling of such wells, but in such event the charge
therefor shall not exceed the competitive prevailing rate charged by independent
contracters doing work of a similar nature. Before the commencement of the
drilling of any well by the Unit Operator, the Unit Operator and the other
affected Working Interest Owners shall agree upon the then competitive prevail-
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ing rate and upon the contract under which Unit Operator will drill such well.

12. WELLS DRILLED QUTSIDE PARTICIPATING AREA: The Unit Operator,

upon obtaining the approval, where necessary, of Federal or State authority,
may dril) any test well within the Unit Area but outside the boundaries of any
established participating area, for the account, and at the sole cost, risk
and expense of the Working Interest Owmers within the participating area, only
after obtaining the consent of the parties as provided in Sections 5 and 6
hereof. In the alternative such wells may be drilled as provided in Section
12 of the Unit Agreement.

13. CHANGE OF PARTICIPATING AREA - INVESTMENT ADJUSTMENT: Separ-

ate participating areas for different formations may be established and any
participating area may be diminished on account of failure of title or may be
ehlsrged, all as provided by the said Unit Agreement and this agreement. On
the enlargement of any participating area there shall be an investment adjust-
went between the owners of working interest in the enlarged participating area
who are parties hereto and the Working Interest Owners in the former pa: tici-
pating area who are parties hereto, to the end that the investment ip wells,
well equipment, facilities, and all other property within the enlarged parti-
cipating area shall be paid for by the affected Working Interest Owners ia the
enlarged participating area proportionate to the interest of each in the cost
of operation and revenue derived from the enlarged participating area, and also
to the end that the parties who have previously paid said costs shall be reimbursed
on the basis hereinafter set forth. The affected Working Interest Owners in
the participating area before its enlargement shall receive credit for the
intangible cost of drilling, completing, and equipping for production all
wells capable of producing unitized substances situated within said participat-
ing area. The costs to be so credited shall be measured by the average csst

of drilling, completing and equipping for production wells of like character
and depth in that region in a good and workmanlike manner at the time when

said wells were drilled. Credit shall also be givca for the casing and other
tangible property and facilities installed in the wells and for any structures,
facilities or other property at a percentage of original cost, such percentage
t; be separately agreed upon by the Working Interest Owners in the enlarged
participating area. The affecied Working Interest Owners on any tract outside

of the participating area that is to be admitted to the enlarged participating
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area shall likewise receive credit for the intangible cost of driiling, -~omplet
ing, and equipping any wells on their respective leases, together with Lhe value
of the tangible equipment, facilities, and structures located thereon and used
in connection therewith on the bagis as last hereinabove set out. The sum total
of all credit shall be the investment cost ampportionahle to the enlarged parti-
cipating area. The investment adjustment shall be made by cash settlement
among the Working Interest Owners through the Unit Operator. No credit shall
be given for the previous cost of operating any weils or repairing or maivtain-
ing other property, nor shall there be any debit for and on account of produc-
tion taken from wells prior to the effective date of the enlargement of the
participating area.

14k, MARGINAL WELL - SEPARATE OPERATION: In the event that any well

drilled under the provisions of Section 16 hereof or uunder Section 12 of the
Unit Agreement shall encounter the unitized substances in producible but not
in paying quantities, so that the well is not admitted to any participating
area, it may be separately operated by the parties who financed the drilling
therecf for their own account as provided by Section 12 of the Unit Agreement.
If the drilling of the well was financed by parties other than the Working Int-
erest Owners on the well tract, such Working Interest Owners may at any time
take over the well by reimbursing the parties financing the same for the unrecov-
ered portion of the drilling and operating costs thereof; but if the parties
who financed any such well desire to abandon the same, the Working Interest
Owners on the well tract may then take over and operate the well by payment of
the fair salvage value of the casing and other necessary equipment left in the
well, provided also that if the Working Interest Owners on the well tract do
not elect to take over and operate such well, the same shall be plugged and
abandoned at the cost of the parties who financed such well.

15. TAXES: All ad valorem taxes assessed on privately owned land
within the Unit Area shall be paid by the owner of the land unless otherwise
provided in any contract or agreement between such owner and a Working Interest
Owner hereunder. Each Working Interest Owner, however, shall ascertain that
the land contributed by it to the Unit Area shall not be sold for nonpayment of
any ad valorem taxes constituting a lien thereon and in the event of sugh sale,
such Working Interest Owner shall, at its expense, elfect the redemption of

such land or take any other measures permitted by law or the terms of its lease
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to prevent the loss of the land as a result of the tax sale.

Unit Operator, subject to the provisions of the Unit Agreement, shall
render and pay all taxes on tangible personal property owned by the Working
Interest Owners in all participating areas and all other taxes of any natire
or xind whatever (except the Federal and State income taxes in any state,
licenses, franchises, or other similar tax necessary to be paid by the parties
hereto to maintain their corporate existence) and shall charge to and collect
such taxes from the respective Working Interest Owners in the same proportion
as other costs are distributed and collected.

In the event any taxable valuation is assessed on or against said
property or any portion thereof, which the Unit Operator deems to be unreason-
able, it shall be the duty of Unit Operator to protest said taxable valuation
within the time and manner as prescribed by law, and prosecute such protest to
final determination. When any such protested valumtion of such property shall
have heen determined, Unit Operator shall pay, for the joint account, the taxes
therean, together with any interest or penalty accrued by reason of such pro-
test, and bill each party for ite proportionate share of such payments in
accordance with the Accounting Procedure, Exhibit "1", hereto attached.

16. DRILLING OF ADDITIONAL WELLS: Any Working Interest Owner who

desires to be relieved of the obligation to contribute to the cost and the
obligation to share in the risk of drilling any well at a location cutside the
boundaries of an existing participating area, or to test any untested formation,
may be go relieved by notifying the Unit Operator in writing, prior to the com-
mencement of operations for said well.

Certain further provisions are made in Section 12 of the Unit Agree-
ment as to the drilling of such outside well by the party or parties owning or
controlling a majority of the working interests under such well lccation. The
basis of contribution to the cost of such well and the final adjustment or dis-
position of such costs shall be made the subject of a special agreement between
the parties financing said well. Said cost in either event shall include, if
a producer, the cost of completing and equipping the well for production, and
if a nonproducer, the cost of plugging and abandoning the well.

In either case, if the well produces unitized substances in produciblie
but not in paying quantities, the said well shall be handled as provided in the

third paragraph in Section 12 of the Unit Agreement and, if operated by the
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Unit Operator, shall be operated for the account of the Working Interest Owners
who participated in the cost and risk of drilling the well,

ILikewise in either case, if said well is completed as & preducer of
unitized substances in paying quantities, the well shall be operated by the
Unit Operator in the appropriate participating area as enlarged or to be estab-
lished as a result of the drilling of this well as the case may be, and there
shall be an investuent adjustment among the Working Interest Owners as provided
in Section 10 or Section 13 hereof as the case may be, Separate accounts shsall
be maintained as to costs and production of said well and the entire Working
Interest portion of the production from the well after deducting 100% of the
operating costs attributable to the well to the date of reimbursement herein-
after provided for, shall be first allocated to the Working Interest Owners
who participated in the cost and expense of drilling said well in proportion
to their contribution to the cost of such well, until said Working Interest
Owners have received from the proceeds thereof, in addition to the 100% credit
for the cost of the well allowed above in the investment adjustment, an addi-
tion§1 50% of the cost of drilling, testing, completing and equipping such
well, After the parties who participated in the cost of drilling said well
have been fuily reimbursed to the extent above described, then and thereafter
said well shall bte operated by the Unit Operator for the Jjoint account of all
Working Interest Owners herein, and the subsequent costs and expenses of opera-
tion and the production derived therefrom shall be epportioned in the same
manner and in the same proportion as if all Working Interest Owners hereto had
originally participated in the drilling of said well,

If any well be drilled hereunder to test any formation other than
the formation then producing in any participating area and said well is not
completed as & paylng producer from the objective formation but the well can
be plugged back or deepened, as the case may be, and made into a paying producer
in a formation for which a participating area has been established, the Working
Interest Owners in the affected participating area shall have the right to take
over said well and cause the Unit Operator to plug back or deepen as the case
may be and to complete and operate it all for the account of such participating
area upon effecting an investment adjustment for the cost of said well from
the surface to such producing formation on the same basis provided in Section

13 hereof.
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Notwithstanding the foregoing, in the event Unit Operator is required
to drill an extension well outside the boundaries of any participating area or
any development well vithin a participating area by governmental order, or
demand, whether such order or demand is initiated by the government independent
of its consideration of any plan of development, or is issued as a required
alteration of a plan of development, the cost of drilling and completing said
well if a producer, and of plugging and abandoning the well if a dry hole,
shall be borne by all of the Working Interest Owners in sald participeting area
in proportion to their interest therein, The consent of & Working Interest
Ovner to & plan of development calling for the drilling of & well or wells shall
be deemed consent to participate in the cost of drilling such a well or wells.
Should Unit Operator be required by governmental order to drill & well to test
any previously untested formation in the Unit Area, the cost of drilling and
equipping such well if a producer, and plugging and abandoning the well if a
dry hole, shall be, anything contained in Sec. 9 hersof notwithstanding, initially
borne by ell of the parties hereto in proportion to their interests in the entire
Unit Aree; provided, however, further, that in the event such wvell is completed
as a paying producer resulting in the esteblishment of & participating area, the
parties advencing said costs shall be reimbursed for all the costs of drilling,
equipping and operating the well by cash adjustment by the Working Interest Owners
in the participating area, after which, the well shall be owned by and operated for
the account of the Working Interest Owners of the participating area so established,
In the event any well is multiply completed as a paying producer in
more than one formation, the Working Interest Owners of the respective parti-
cipating areas established for such formations shall arrange for an appropriate
allocation of investment and operating costs of such well by seperate agreement,

17. OPTION AS TO ABANDORMENT (F WELIS: If the affected Working Inter-

est Owners hereto are unable to agree as to the proposed abandorment of any well
or wells, then such party or parties not desiring to abandon the same shall
tender to the other affected Working Interest Cwner or Owners & sum egual to
the last named parties' proportionate share in the salvage of the material

and equipment in said well or wells determined in accordance with the Account-




ing Procedure Exhibit "1" hereto zttached and upon receipt of ~ajd sam, the
8aid parties wishing to abandon sald well shall assign to the other Werking
Interest Owners their righte in the well and well property down to and tnclud-
ing the producing formation in the land on which said well is situated, said
well may thereafter be operated by the Unit Operator for the separate acccunt
of the remaining Working Interest Owners, Proper bills of sale and division
orders shall be executed by the assigning parties to accomplish the purpczes
hereof, and no further wells shall be driiled to the producing formation within
the drainage area of said well as established by the well spscing system then
in use in said field, but there shall be no conveyance of any rights in and to
any land or leasehold rights in the acreage surrounding said well, and the
percentage of participation of the parties under the Unit Agreement and this
Agreement as to all other wells then or thereafter drilled and as to the land
and leasehold rights under this Agreement and the Unit Agreement shall be
unaffected by this transfer,

18. ASSIGNMERTS: Any Working Interest Owner may, &t any time,
transfer or assign all of his working interest to any other Working Interest

Owner who is then a purty to the Unit Agreement and to this agreement, or to

any other person, association, or corporation, when such assignment 1s made sl

expressly subject to the terms of the Unit Agreement and the terms of this
agreement, and wherein the assignee shall accept and agree to perform all duties,
obligations, and liabilities thereof., In such assigoment, it shall be competent
for the assignor to reserve a royalty interest. Upon the making of such assign-
ment, irrespective of whether & royalty interest is reserved, the assignor shall
thereupon be relieved of all future duties, obligations, and liabilities of a
Working Interest Owner under this agreement and under the UnitAAgreement. A
pertial assigmment of working interest shall be effective as above described

to the extent of the interest so aessigned. No assignment made under the provi-
sions of this Section shall be binding uporn the Unit Operator until a certified
copy of said assignment has been delivered to Unit Operator.

19, WITHDRAWAL OF PARTY: If any party hereto so desires, it may

withdraw from this agreement by conveying, assigning, and transferring, without
warranty, either express or implied to the other parties hereto who do not
desire to withdraw, all of its right, title and interest in and under the
leages included in the Unit Area, together with the withdrawing party's inter-

est in all wells, casing, material, equipment, fixtures, and other personsl
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property belonging to the joint account, but such conveyance or assignment

shall not relieve said party from any obligation or liability accruing or
incurred prior to the date thereof, The interest so conveyed and assigned

shall be held and owned by the assignees in the proportion set out in applic-
able percentage participation schedules and; thereupon the withdrawing party
shall be relieved from all obligations and liabilities thereafter to accrue
under this contract, and the right of such party to any benefits subsequently
accruing hereunder shall cease; but assignees shall pay assignor for its interest
in all casings, material, equipment, fixtures, and other personal property owned
by the Jjoint account at the salvage value thereof, computed in accordance with
the Accounting Procedure, Exhibit "1", hereto attached.

20, LIABILITY: The 1liability of the parties hereunder shall be

several and not Joint or collective, Each party shall be individuelly respons-
ible for its own obligations as set out in this agreement and shall be liable
only for its proportionate share of the costs and expenses as provided by this
contract, and nothing herein contained or implied shall be deemed to create &
partnership between or among the parties hereto. Whenever in this agreement
reference is made to operations for the account of any of the parties hereto
or the charges or credit to the account of the parties hereto, or whenever similar
language is used, the parties use such language merely as a convenient method
of referring to the accounting necessary between them, and it is agreed ithat
no such phraseology shall ever be construed as creating any joint liability
upon the part of the partiea hereto for any obligation incurred under this
agreement, or as setting apart or creating any fund or jointly owned property
for the satisfaction of any such obligation; or as creating a common fund for
any other purpose, No funds received by Unit Operator under this agreement,
whether received as proceeds from the sale of unitized substances, or &s advances
or as payments on account of costs or expenses, or otherwise, need be segregated
by Unit Operator or maintained by it as a joint fund, but may be commingled
with 1ts own fund and distributed by Unit Operator as provided for in this
agreement.,

Unit Operator shall not be liable or responsible for any damege to
the Unit Area or the property, equipment or facilities used in the development
and operation thereof, or for the loss of any production arising out of its

operation of the Unit Area, except only for bad faith or gross negligence in




connection therewith,

If, and in the event, notwithstanding the foregoing provisions of
this section, the Unit, the Unit Operator or any member of the Unit is held
liable by a court of competent jurisdiction for any matter or thing for which
it is herein provided the Unit or person so named shell not be liable, the
amount of such liability as finally determined shali thereupon be tresied,
regarded and paid as an item of unit expense,

21, NOTICES: All notices required or permitted to be given hereunder
shall be in writing and shall be deemed to have been properly served and addressed
when sent by mail or telegram to the parties executing this agreement at the
addresses set opposite their respective names,

22, SUBSEQUENT JOINDER: Any Working Interest Owner having interests

in the Unit Area who for any reason does nct subscribe to this agreement at the
time of its inception may subsequently hecome 2 party thereto by signing instru-
ments with the Unit Operator expressly ratifying this agreement and the Unit
Agreement; however, the Unit Operator may in its discretion refuse to admit a
wWorking Interest Owner to participation in this agreement unless 4.1 the Work-
ing Interest Owners having interests in the tract or tracts of land in which
the applicant Working Interest Owner has an interest likewise elect to join,
and further subject to the condition that if the Working Interest Owners are
unable to secure the commitment to the Unit Agreement of all of the royalty
interests in the tract to be committed, they shall undertake to pey and satisfy
the royalty interests on said tract and save the Unit Operator and the other
Working Interest Owners on other tracts harmless from any claim or demand of
said royalty owners. The Unit Operator shall promptly furnish to the remein-
ing Working Interest Owners who are then parties hereto, copies of all such
instruments.

23. DISPOSAL OF PRODUCTICN: Each of the parties hereto shall own

and, at its own expense, shall take in kind and separately dispose of its pro-
portionate part of all the oil, gas, casinghead gas and other hydrocarbon
substances produced and saved from the lease acreage covered hereby, exclusive
of the production which the Unit Operator may use in developing and>producing
operations and in preparing and treating oil for market purposes and of pro-
duction unavoidably lost; provided that each of the parties shall pay, or

secure the payment of the royalty interest in its proportionate part of the
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production.

2, UNAVOIDABLE DELAY: All obligations under this agreement requir-

ing the Unit Operator to commence or continue driiiing or to operate on or
produce unitized substances from any of the lands covered by this agreement
shall be suspended while, but only so long &s, the Unit Operator despite the
exercise of due care and diligence is prevented from complying with such cbli-
gations, in whole or in part, by strikes, lockouts, acts of God, Federal, State,
or municipal laws or agencies, unavoidable accidents, unconirollable delays

in transportation, inability to obtain necessary materials in open market, or
other matters beyond the reasonable contrcl of the Unit Operator whether simi-
lar to matters herein enumerated or not.

25. EFFECTIVE DATE AND TERM: This agreement shall become effective

as to all parties executing the same upon the date set out above, and the term
hereof shall be the same a8 that of the Unit Agreement. This agreement may be
terminated in any manner by which the said Unit Agreement may hbe terminated.
This agreement may be executed in any number of counterparts with the
same force and effect &s if all the parties had signed the same document.
IN WITKESS WHEREQOF, the parties have executed this contract the day

and year first above written.

ATTEST: MALCO REFINERIES, INC.
. By
Secretary
Date
ATTEST: STANDARD OIL COMPANY OF TEXAS
By
Assistant Secretary
Date
Dave
Date
Date
Date
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ACCOUNTING PROCEDURE

(UNIT AND JOINT LEASE OPERATIONS)

1. GENERAL PROVISIONS

1. Definitions
The term “joint property” as herein used shall be construed to mean the subject area covered by the agreement
to which this “*Accounting Procedure” is attached.
The term “‘Operator” as herein used shall be construed to mean the party designated to conduct the development
and operation of the leased premises for the joint account.
The term “Non-Operztor” as herein used shal) be construed to mean any one or more of the non-operating
parties.

2. Statements and Billings

QOperator shall bill Non-Operator on cr before the last day of each month for its proportionate share of costs and

expenditures during the preceding month. Such bills will be accompanied by statements, reflecting the total

costs and charges as set forth under Sub-Paragraph . .. B ... below:

A. Statement in detail of all charges and credits to the joint account.

B. Statement of all charges and credits to the joint account, summarized by appropriate classifications indica-
tive of the nature thereof.

C. Statements, as follows:
{1) Detailed statement of material ordinarily considered controllable by Operators of oil and gas properties;
(2) Statement of all other charges and credits to the joint account summarized by appropriate classifications

indicative of the nature thereof; and

(3) Statement of any other receipts and credits.

3. Payments by Non-Operator
Each party shall pay its proportion of zll such bills within fifteen (15) days after receipt thereof. If payment
is not made within such time, the unpaid balance shall bear interest at the rate of six per cent (6% ) per annum
until paid.

4. Audits

Payment of any such bills shall not prejudice the right of Non-Operator to protest or question the correctness
thereof. All statements rendered to Non-Operator by Operator during any calendar year shall be conclusively e
presumed to be true and correct after eighteen months following the close of any such calendar year, unless
within said eighteen months period Non-Operator takes written exception thereto and makes claim on Operator
for adjustment. Failure on the part of Non-Operator to make claim on Operator for adjustment within such
period shall establish the correctness thereof and preclude the filing of exceptiuns thereto or the making of
claims for adjustment thereon. A Non-Operator, upon notice in writing to Operator and all other Non-
Operators, shall have the right to audit Operator’s accounts and records relating to the accounting hereunder,
within eighteen months next following the close of any calendar year. Non-Operator shall have six months next
following the examination of the Operator’s records within which to take written exception to and make any
and all claims on Operator. The provisions of this paragraph shall not prevent adjustments resulting from the
physical inventory of property as provided for in Section VI, Inventories, hereof.

H. DEVELOPMENT AND OPERATING CHARGES
Subject to limitations hereinafter prescribed, Operator shall charge the joint account with the following items:

1. Rentals and Royalties
Delay or other rentals, when such rentals are paid by Operator for the joint account; royalties, when not paid
direct to royalty owners by the purchaser of the oil, gas, casinghead gas, or other products

2. Labor, Transpertation, and Services
Labor, transportation, and other services necessary for the development, maintenance, and operation of the joint
property. Labor shall include (A) Operator's cost of vacation, sickness and disability benefits of eniployees, and

oo v e b ] [ PRI S ~
exnenditires nr eontribufions imposed or occecced by governmontal authority applicable o such labor, and

(B) Operator’s current cost of establlshed plans for employees’ group life insurance, hospitalization, pension,
retirement, stock purchase, thrift, bonus, and other benefit plans of like nature, applicable to Operator’s tield
payroll; provided that the charges under Part (B) of this paragraph shall not exceed five per cent (5%) of the
total of such laber charged to the joint account.

3. Material
Material, equipment, and supplies purchased or furnished by Operator, for use of the joint property. So far as
it is reasonably practical and concistent with efficient and economical operation, only such material shall be

purchased for or transferred to the joint property as required for immediate use, and the accumulation of surplus
stocks shall be avoided.

Moving Material to Joint Property

Moving material to the joint preperty from Vendor’s or from Operator's warehouse in the district or from the
other properties of Operator, but in either of the last two events no charge shall be made to tre joint account

for a distance greater than the distance from the nearest reliable supply store or railway receiviniz point where

such material is available, except by special agreement with Non-Operator.




10.

11.

i3

Moving Surplus Material from Joint Property

Moving surplus material from the joint property to outside vendees, if sold f.0.b. destination, or minor returns
to Operator’s warehouse or other storage point. No charge shall be made to the joint account for moving major
surplus material to Operator’s warehouse or other storage point for a distance greater than the distance to the
nearest relizble supply store or railway receiving point, except by special agreement with Non-Operator; and no
charge shall be made to the joint account for moving material to other properties belonging to Operator, except
by special agreement with Non-Operator.

Use of Operator’s Equipment and Facilities

Use of and service by Operator's exclusively owned equipment and facilities as provided in Paragraph 4, of
Section III, ‘““Basis of Charges to Joint Account.”

Damages and Losves
Damages or losses incurred by fire, flood, storm, or any other cause not controllable by Operator through the
exercise of reasonable diligence. Operator shall furnish Non-Operator written notice of damage or losses in-

curred by fire, storm, flood, or other natural or accidental causes as soon as practicable after repert of the same
has been received by Operator.

Litigation, Judgments, and Claims

All costs and expenses of litigation, or legal services otherwise necessary or expedient for the protection of the

joint interests, including attorney’s fees and expenses as hereinafter provided, together with all judgments ob-

tained against the joint account or the subject matter of this agreement; actual expenses incurred by any party
or parties hereto in securing evidenc. for the purpose of defending against any action or claim prosecuted or urged
against the joint account or the subject matter of this agreement.

A. If a majority of the interests hereunder shall so agree, actions or claims affecting the joint interests here-
under may be handled by the legal staff of one or more of the parties hereto, and a charge commensurate
with the services rendered may be made against the joint account, but no such charge shall be made until
approved by the legal department of or attorneys for the respective parties hereto.

B. Fees and expenses of outside attorneys shall not be charged to the joint account unless authorized by the ma-
jority of the interests hereunder.

Taxes

All taxes of every kind and nature assessed upon or in connection with the properties which are the subject of
this agreement, the production therefrom or the operation thereof, and which taxes have been paid by the
Operator for the benefit of the parties hereto.

Insurance

A. DPremiums paid for insurance carried for the benefit of the joint account, together with all expenditures in-
curred and paid in settlement of any and all losses, claims, damages, judgments, and other expenses, in-
cluding legal services, not recovered from insurance carrier.

B. If no insurance is required to be carried, all actual expenditures incurred and paid by Operator in settle-
ment of any and all losses, claims, damages, judgments, and any other expenses, including legal services,
shall be charged to the joint account.

Digtrict and Camp Expense

A proportionate share of the salaries and expenses of Operator’s District Superintendent and other general
district or field employees serving the joint property, whose time is not allocated direct to the joint property,
and a proportionate share of maintaining and operating a district office and all necessary camps, including
housing facilities for employees if necessary, in conducting the operations on the joint property and other
leases owned and operated by Operator in the same locality. The expense of, less any revenue from, these
facilities shall include depreciation or a fair monthly rental in lieu of depreciation on the investment. Such
charges shall be apportioned to all leases served on some equitable basis consistent with Operator’s accounting
practice.

Overhead

Overhead charges, which shall be in lieu of any charges for any part of the compensation or salaries paid to
managing officers and employees of Operator, including the division superintendent, the entire staff and ex-
penses of the division office located at , and any portion of the office expense
of the principal business office located at , but which are not in lieu of district
or field office expenses incurred in operating any such properties, or any other expenses of Operator incurred
in the development and operation of said properties; and Operator shall have the right to assess against the
joint property covered hereby the following overhead charges:

A. $.100.00__ per month for each drilling well, beginning on the date the well is spudded and
terminating when it is on production or is plugged, as the case may be, except that no charge shall be made
during the suspension of drilling operations for fifteen (15) or more consecutive days.

B. s..35.00 per well per month for the first tive (5) producing wells.

C. $...225-.90 _ per well per month for the second five (5) producing weiis.

D. $....15.00  per well per month for all producing wells over ten (10).

E. In connection with overhead charges, the status of wells shall be as follows:

(1) In-put or key wells shall be included in overhead schedule the same as producing oil wells.

(2) Producing gas wells shall be included in overhead schedule the same as producing oil wells.

(3) Wells permanently shut down but on which plugging operations are deferred, shall be dropped from
overhead schedule at the time the shutdown is effected. When such wells are plugged, overhead shali
be charged at the producing well rate during the time required for the plugging operation.

(4) Wells being plugged back or drilled deeper shall be included in overhead schedule the same as drill-
ing wells.

(5) Various wells may be shut down temporarily and later replaced on production. If and when a well
is shut down (other than for proration) and not produced or worked upon for a period of a full calen-
dar month, it shall not be included in the overhead schedule for such month.

(6) Salt water disposal wells shall not be included in overhead schedule.




F. The above overhead schedule on producing wells shall be applied to individual leases; provided that,
whenever leases covered by this sgreement are operated as a unitized project in the interest of economic
development, the schedule shall be applied to the total number of wells, irrespective of individual leases.

G. The above specific overhead rates may be amended from time to time by agreement between Operator
and Non-Operator if, in practice, they are found to be insufficient or excessive.

13, Wareheuse Handling Charges

Rone

14. Other Expenditures
Any other expenditure incurred by Operator for the necessary and proper development, maintenance, and
operation of the joint property.

Il. BASIS OF CHARGES TO JOINT ACCOUNT

1. Purchases
Material and equipment purchased and service procured shall be charged at price paid by Operator, after de-
duction of all discounts actually received.

2. Material Furnished by Operator
Material required for operations shall be purchased for direct charge to joint account whenever practicable,
except that Operator may furnish such material from Operator’s stocks under the following conditions:
A. New Material (Condition “A")

(1) New material transferred from Operator’s warehouse or other properties shall be priced f. o. b. the
nearest reputable supply store or railway receiving point, where such material is available, at current
replacement cost of the same kind of material. This will include material such as tanks, rigs, pumps,
sucker rods, boilers, and engines. Tubular goods (2” and over), shall be priced on carload basis effective
at date of transfer and f. o. b. railway receiving point nearest the joint account operation, regardless
of quantity transferred.

(2) Other material shall be priced on basis of a reputable supply company’s Preferential Price List ef-
fective at date of transfer and {. o. b. the store or railway receiving point nearest the joint account
operation where such material is available.

(3) Cash discount shall not be allowed.

B. Used Material (Condition “B"” and “C"”)

(1) Material which is in sound and serviceable condition and is suitable for reuse without reconditioning
shall be classed as Condition “B” and priced at 759 of new price.

(2) Material which cannot be classified as Condition “B” but which,

(a) After reconditioning will be further serviceable for original function a; good second hand material
(Condition “B”), or

(b) Is serviceaple for original function but substantially not suitable for reconditioning,

shall be classed as Condition “C” and priced at 509 of new price.

(3) Material which cannot be classified as Condition “B” or Condition “C” shall be priced at a value com-
mensurate with its use.

(4) Tanks, derricks, buildings, and other egquipment involving erection costs shall be charged at applicable
percentage of knocked-down new price.

3. Warranty of Material Furnished by Operator
Operator does not warrant the material furnished beyond or back of the dealer’s or manufacturer’s guaranty;
and, in case of defective material, credit shall not be passed until adjustment has been received by Operator
from the manufacturers or their agents.

4. Operator’s Exclusively Owned Facilities

The following rates shall apply to service rendered to the joint account by facilities owned exclusively by

Operator:

A. Water service, fuel gas, power, and compressor service: At rates commensurate with cost of providing and
furnishing such service to the joint account but not exceeding rates currently prevailing in the field where
the joint property is located.

B. Automotive Equipment: Rates commensurate with cost of ownership and operation. Such rates should
generally be in line with schedule of rates adopted by the Petroleum Motor Transport Association, or some
other recognized organization, as recoramended uniform charges against joint account operations and revised
from time to time. Automotive rates shall include cost of oil, gas, repairs, insurance, and other operating
expense and depreciation; and charges shall be based on use in actual service on, or in connection with, the
joint account operations. Truck, tractor, and pulling unit rates shall include wages and expenses of driver.

C. A fair rate shall be charged for the use of drilling and cleaning-out toois and any other items of Operator’s
fully owned machinery or equipment which shall be ample to cover maintenance, repairs, depreciation,
and the service furnished the joint property; provided that such charges shall not exceed those currently
prevailing in the field where the joint property is located.

D. Whenever requested, Operator shall inform Non-Operator in advance of the rates it proposes to charge.

E. Rates shall be revised and adjusted from time to time when found to be either excessive or insufficient.

IV. DISPOSAL OF LEASE EQUIPMENT AND MATERIAL

The Operator shall be under no obligation to purchase interest of Non-Operator in surplus new or secondhand
material. Derricks, tanks, buildings, and other major items shall not be removed by Operator from the joint
property withcut the approval of Non-Operator. Operator shall not sell major items of material to an outside
varty without giving Non-Operator an opportunity either to purchase same at the price offered or to take Non-
Operator’s share in kind.



Material Purchased by Operator
Material purchased by Operator shall be credited to the joint account and included in the monthly statement
of operations for the month in which the material is removed from the joint property.

Material Purchased by Non-Operator

Material purchased by Non-Operator shall be inveiced by Operator and paid for by Non-Operator to Operator
immediately following receipt of invoice. The Operator shall pass credit to the joint account and include the
same in the monthly statement of operations.

Division in Kind

Division of material in kind, if made between Operater and Non-Operator, shall be in proportion to their re-
spective interests in such material. Each party will thereupon be charged individually with the value of the
material received or receivable by each party and corresponding credits will be made by the Operator to the
joint account, and such credits shall appear in the monthly statement of operations.

. Sales to Outsiders

Sales to outsiders of material from the joint property shall be credited by Operator to the joint account at the
net amount collected by Operator from Vendee. Any claims by Vendee for defective material or ctherwise
shall be charged back to the joint account, if and when paid by Operator.

V. BASIS OF PRICING MATERIAL TRANSFERRED FROM JOINT ACCOUNT
Material purchased by either Operator or Non-Operator or divided in kind, unless otherwise agreed, shall be
valued on the following basis:

New Price Defined
New price as used in the following paragraphs shali have the same meaning and application as that used
above in Section I1I, “Basis of Charges to Joint Account.”

New Material

New material (Condition “A”), being new inaterial procured for the joint account but never used thereon, at
100¢% of current new price.

. Good Used Material

Good used material (Condition ‘“B”), being used material in sound and serviceable condition, suitable for reuse

without reconditioning,

A. At 75¢, of current new price if material was charged to joint account as new, or

B. At 75% of current new price less depreciation consistent with their usage on and service to the joint prop-
erty, if ma -~rial was originally charged to the joint property as secondhand at 75% of new price.

Other Used Material

Used Material (Condition “C”), being used material which

A. After reconditioning will be further serviceable for original function as good secondhand material (Con-
dition “B”), or

B. Is serviceable for original function but substantially not suitable for reconditioning,

at 506, of current new price.

Bad-Order Materxial
Used material (Condition “D”), being material which cannot be classified as Condition “B"” or Condition “C",
shall be priced at 2 value commensurate with its use.

. Junk

Junk (Condition “E”), being obsolete and scrap material, at prevailing prices.

Temporarily Used Material

When the use of material is of a temporary nature and its service to the joint account does not justify the re-
duction in price as provided in Paragraph 3B, above, 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 rendered.

V1. INVENTORIES

. Periodic Inventories

Periodic inventories shall be taken by Operator of the joint account material, which shall include all such
material as is qrdinarily considered controllable by operators of oil and gas properties.

. Notice

Notice of intention to take inventory shall be given by Operator at least ten days before any inventory is to
begin, so that Non-Operator may be represented when any inventory is taken.

. Failure to be Represented

Failure of Non-Operator to be represented at the physical inventory shall bind Non-Operator to accept the
inventory taken by Operator, who shall in that event furnish Non-Operator with a copy thereof.

. Reconciliation of Inventory

Reconciliation of inventory with charges to the joint account shall be made by each party at interest, and a
list of overages and shortages shall be jointly determined by Operator and Non-Operator.

. Adjustment of Inventory

Inventory adjustments shall be made by Operator with the joint account for overages and shortages, but Oper-
ator shall only be held accountable to Non-Operator for shortages due to lack of reasonable diligence,

. Special Inventeries

Special inventories may be taken, at the expense of the purchaser, whenever there is any sale or change of
interest in the joint property, and it shall be the duty of the party selling to notify all other parties hereto as
quickly as possible after the transfer of interest takes place. In such cases both the seller and the purchaser
shall be represented and shall be governed by the inventory sv taken.




CERTIFICATION—DETERMIKATION

Fursuant to the authority vested in the Secretary of

the Interior, under the act aprroved February 25, 1920, 41 Stat.

436, 30 U.S.C. secs. 181, et seq., as amended by the act of

August 8, 1946, 80 Stat. 950, and delegated to the Director of

the Geological Survey pursuant to Departmental Order No. 3385 of

October 8, 1947, 43 ¢.F.R
A.

- 8ec. 4.611, 12 F.R. 8784, I do hereby:

Approve the attached agreeunent for the development
and operation of tte Cass Ranch U

nit Area, State of Few Mexico.
B.

Certify and determine that the unit plan of develop-

ment and operation contemplated in the attached agreement is

necessary and advisable in the public interest for the purpose

of more properly conserving the natursl Tresources.

C. Certify and determine trhat tne drilling, producing,
rental, minimum royalty,

and royalty Teguirements of all Federal
leases committed to 8aid agreement are hereby established, altered,
changed, or revoked to conform with the tefms and conditions of

this agreement.

Dated__ JyL 8 1449
<\42;124;' /<}\Séf’;_
: —— - 2P W
ActingliTector ‘

Enited States Geological Survey




CERTIFICATE OF APFROVAL =Y COMMISSIONER
OF FUBLIC LARDS, STATE CF NEW MEXICO, OF
UNIT AGREEMENT FOR TEE DEVELORMERT ARD
OFERATION OF THE CASS RANCH UNIT AREA,
EDDY COUNTY, STATE COF NEW LEXICO.

There having been presented to the undersigned, Commissimer
of Fublic Lands of the State of New Mexico, for examination and agree-
ment for the development and operation of the Cass Ranch Unit Area,

Eddy County, New Mexico, oearing date of _ ientenbep 28 | 1948, in

which the Magnolia Fetroleum Company, a corporation is deslgnated as
Operator, and which has teen executed by various parties owning and

holding oil and gas leases emnbracing lands within the unit area, and
upon examination of said agreement, the Commissioner finds:

(a) That such agreement will tend to promote the conserva-
tion of 0il and gas and the vetter utilization of reservoir energy
in said field;

(b) That under the operations proposed, the State will
receive its fair share of the recoveravle oil or gas in place under
its lands in the area affected;

(¢) That the agreement 1s in other respects for the best
interests of the State;

(d) That the agreement provides for the unit operation of
the field, for the allocation of production, and the sharing of pro-
ceeds from a part of the area covered by the agreement on an acreage
basis as specified in the agreement.

NOW, THEREFORE, by virtue of the authority conferred upon
me by Chapter 88 of the New Mexico Session Laws of 1943, approved
April 14, 1943, I, the undersigned, Commissioner of Fublic Lands of
the State of New Mexico, for the purpose of more properly conserving
the 0il and gas resources of the State, do hereby consent to and
approve tie unit agreement above referred to for the development and
operation of the Cass Ranch Unit Area, Eddy County, New Mexico, sub-

ject to all of the provisions of the aforesaid act.

Executed this the [§4k d Cebt. . | 1948,

mmissioner of Public Lands of the
tate of New Mexico

of
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NEW MEXICO OIL CONSERVATION COMISSION
SANTA FE, NEW MEXICO

APPLICATION FOR APPROVAL OF CASS RANCH UNIT AREA
EDDY COUNTY, NEW MEXICO

New Mexico 0il Conservation Commission
Santa Fe, New Mexlco

COMES the undersigned, the MAGNOLIA PETROLEUM
COMPAYY , a corvmoration of Dallas, Texas, and files herewith
three coples of a vroposed Unit Agreement for the Development
and Operation of the Cass Ranch Unit Area, Eddy County, New
Mexlco, and hereby makes application for the approval of sald
Unit Agreement by the New Mexico 01l Conservation Commission,
ag provided by law, and in support thereof shows:

l. That the unit area designated 1n sald unit
agreement covers a total of 10,220.27 acres, situated in Town-

Sowtp &

ships 19 and ZO,qRanges 23 and 24 East, N.M.P.M., Eddy County,
New Mexico. That 9,270.27 acres of the lands in the said pro-

posed unlt area are lands of the Unlted States, 640 acres are

lands of the Btate of New Mexico, and 320 acres are fee or
privately-owned lands. That said unit area 1s more particularly
descrlbed by the plat attached to sald unit agreement, made a
vart hereof, and for purposes of icdentification marked Exhibit

nAn

2. That the owners of substantially all of the
01l and gas leases, or vnending applications therefor, embracing

lands of the United States, have agreed to commit said oil and

gas leases to sald Unit Agreement and the Magnolia Petroleum

Company ovms or holds 01l and gas leases covering a substantial




portion of the privately-owned or fee lands and 1s willing to

commit seld leases to sald unlt agreement, a2s well as 1ts
lease covering the lande of the State of New Mexico embraced
in sald pronosged unit area.

2., That the unit area described in the nro-
posed unit agreement hag heretofore been designated by the
Director of the United States Geologlcal Burvey as one sult-
able and nroper for unitization, and that all lands embraced
therein are belleved to be situated upon the same geological
gtructure, and that there is attached hereto, made a vart hereof,
and for purposes of identification marked Exhibit "A", a plane
table map showing the geclogical structures covered by sald
proposed unlt area and the relationshlp between the geologlcal
structure and the proposed unlt area and that sald map isg the
one submitted to the U, S. Geological Survey and upon which the
designation by the Director was based and 1s to be treated as
confidential.

L4, That the undersignhed, Msgnollia Petroleum
Company, 1s designated as the Unit Operator in sald agreement
and the Unit Operator is given authority under the terms thereof
to carry on all operations which are necessary for the develop~
ment and operatlon of the unit érea for o1l and gas, subject to:
all applicable laws and reguleticns. <The Magnolla Petroleum
Company is vpreparing to commence operations upon a test well
for oll and gas to be located unon some vart of the lands em-
braced in the vroposed unlt area, and it is anticinated that
the same will be érilled in the approximate center of sald unit
area, and that s2ld well will be érilled with due diligence to

a denth of annroximately 3900 feet, unlese oll or gas in



commercial auantltles should be encountered at a lecgrer centh,

5. That sald unit agreement 1s iIn substantially
the same form as unit agreements heretofore apnroved by the Com-
miesloner of Public Lande of the State of New Mexico, the Secre-
tary of the Interlor, and the New Mexlco 011 Concervation
Commission, and 1t is belleved that operatlions to be carried on
under the terme thereof will promote tihe economical anéd efficlent
recovery of oll ané gas to the end that the meximum yleld may
be obtailned from the fileld or area, if oll or gas should be dig-
covered in paying ocuantities, and the oroduction 1is to be limited
to such vroduction as may be put to beneficlal use with adeguate
reallzation of fuel and other values, and 1t 1ls further believed
that such agreement will be in the interest of conservation of
01l and gas and the prevention of waste as contemplated by the
011 Consgervation Statutes of the State of Ilew lMexico.

€. That upon an order being entered by the New
Mexico 0il Conservation Commisesion apnroving sald Unlt Agreement,

and after aporoval thereof by the Commissioner of Pupblle Lands of
the State of New Mexico and the Secretary of the Intérior of the
United States, an aponroved copy of gald agreement will be filed

with the New Mexico 011 Conservation Commlesion.

WHEREFORE, the undersigned apvlicant respectfully
requests that a public hearing be held on the matter of the ap-
proval of sald unlt agreement as provided by the Statutes of the
State or New Mexico and the regulationg of the New Mexico 01l
Conservation Commission, and, upon sald hearing, sald unit agrc.-

ment be approved by the New Mexico 011 Conservation Commission.
Regpectfully submitted

MAGNOLIA PETROLEUM COMPANY

v TP s i

/
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