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Hinkle, Bondurant & Christy
Attorneys at Law
post Office Box 10

STATE GEOLOGIST
A. L. PORTER, JR.
SECRETARY - DIRECTOR

MEMBER
P. 0. BGX 2088
SANTA FE
September 12, 1966
Re: Case No. 3450
Mr. Paul W, Eaton
Order No. R-3112

Applicant:

RAY SMITH DRILLING CO.

Roswell, New Mexico

Dear Sir:

; Enclosed herewith is
‘ order r=cently entere
to conditions of approval an
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carbon copy of order also sent to:

Hobbs occ__ X
Artesia ocC__ X
Aztec OCC

Other _Hr. Frank Ixby
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a copy of the above-referenced Commission
d in the subject case. Letter pertaining
d maximum allowable to fellow.
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OIL CCNSERVATION COMMISSION

P. O. BOX 2048
SANTA FE, NEW MEXICO

October 18, 1966
M

| -

Mr. Paul ERaton
Lj nkle, Bondurant & Christy
Attornsys at Law
Post Office Box 10
(’\'ﬂswsll, Kew Mexico

ar 8ir:

L»J}leferuncu is made to Commission Order No. R-3112, recently entered

in Cass ®o. 3450, approving the Ray Smith Shugart 18-Queen Water-
r—¢lood Projact.
i} r

(r’lnjection is to be through the three anthoriszad water injection wells,

i% each of which shall be equipped with tubing and a packer, said packers

te ba loocatad &s

as near to the uppermost pexrforation as is practicable.

v to mlilowable, our calculations indicite that when all of the
\/ uthorized injection vells have been placed on active injection, the
maximum allowable which this project will be eligible to receive under
{thi pxovisions of Rule 701~E-3 is 252 barrels per day when the South-
[jeast Naw Mexico waterflood allowable factor is 42. '

Please report any error in this calculated maximum allowable im~
mediately, both to the 3anta Pe office of the commission and the
appropriate district prcration office.

In order that the allowable assigned to the project may be kept cur-
rent, and in order that the operator may fully benefit from the allow-
&ble provisions of Rule 721, it behooves him to promptly notify both

¢f the aforementioned commission offices by lsttser of any change in

I S SRS




RVATION COMMISSiGN
P. O. BOX 2088
SANTA FE. NEW MEXICO

OIL CONSE

-2ﬂ
Mr. Paul Eaton
Roswell, New Mexlico

i.e., when activa injection
roducing wells are drillied,
h purchase Or unitization,

ter injsction, stc.

the ttatus of wells in the project area,
commances, when additional injection or p
vhen additional wells are acquired throug
vhen wells have received 3 response to wva

cosmission so informed as to the

@You: cooperation in keeping the
atatus of the project and the wells therein will be appreciated.

M Very truly yours.
@ A. L. PORTER, JE.
M gecretary-Director
\D ALP/DSH/LE
i}
U ecys RE. FTank IESY
state Bngineer office
santa Pe, New Mexico
/ 0il Conservation Cosmsission offices in HobDS and A-Lesis




BEFORE THE OIL CWEELSRVATION COMMIEEION
OF THE STATE OF REN MEXICO

IN THE MATTER OF THE HRARING
CALLED BY THE Ol CONSERVATIUN
COMMISSION OF MEW MEXICO FOR
THB PURPOSE QF CONSIDERING:

I

1 CASE No, 3450

i Order MNo. R-3112
M
il

APPLICATION OF RAY SMITH DRILLING
;CONPAIY FOR A WATBRFLOOU rROJECT,

;nuus CCUNTY, UWEW MEXICO,
QEDER OF THE COMMISSION
BY THE CORUSSICH:

{i
This cause came on for hearing at 9 a.m., on September 7, 1966,
at Santa Fe, New Moxico, before Examiner Daniel 8. Butter.

i
! NOW, on this___12th day of September, 1966, the Commission, &
quorum being present, having considered the testimony, the record,
land the rasommendations of tha Ewsmirer and haing fully advised

‘in the premises,
ELEDS

{1) That 4ue public notice having been gilven as required by
law, the Commiesion has jurisdiction of this cause and the subject
matter thereocf.

(2) That the appiicant, Ray Samith Drilling Company, seeks
permission to institute a waterflood project in the Shugart 18-
Queen Unit Area, Shugart Pool, by the injection of water into
the Cueen formation through thiee injection wells in Section 13,
Township 18 Scuth, Range 30 East, and Section 18, Township 18
South, Range 31 East, HNMPM, Eddy County, New Mexico.

(3) That the welle in the project area are in an advanced
iltate cf Adepletion and should ptopcrly be classified as "stripper"
walls.

(4) That the proposed waterifiood project should result in
the recovery of otherwise unrecoverable o0il, thersby preventing
waste.
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CASE No, 3450
iOrdor No, R-3112

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

IT 15 THEREFORE CRDERRD:

} (1) That the applicant, Ray Smith Drilling Company, is hcttby
authorizod to institute a waterflood project in the Shugart IS—Quech
Unit Area, Shugart Pool, by the injaction of water into the Queen
'formation through the following-described wells in Eddy County, Ncw
«Hoxico:

1OWK P 18 BO E 3 T, BMPM
Ray Smith-Canfield Federal Well No. I,
Unit I of Section 13

P18 5 B 3] EAST, N
i Ray Smith-Kenwood Federal "A"™ Well

? Fo. 1, Unit E of Section 18

’ Ray Smith-Kenwood Federal Weli No. 2,

’ Unit X of Section 18 :
i :
{ (2) That the subject waterflood project is hereby designated ;
ithe Shugart 18-Queen Waterflood project and shall be governed by |
‘‘the provisions of Rules 701, 702, and 703 of the Commission Rules
/and Regulations.

(3) That monthly progress reports of the waterflcocod project
herein authorigzed shall be submitted to the Commission in accor- |
%d&nca with Rules 704 and 1120 of the Commnission Rules and Regula-
itions.

! {(4) That jurisdiction of this cause is retained for the ;
lentry of such further orders as the Commission may deew necessaxy. !

|

DOME at fSanta Fe, New Mexico, on the day and year hereinabove g
;dcaignatod ;

A L. PORTEK, Jr.,fﬁember & Secretary
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Docket No. 22-66

DOCKET: EXAMINER HEARING - " IDESDAY - SEPTEMBER 7, 1966

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

The following cases will be heard before Daniel S. Nutter, Examiner, or Elvis A.
Utz, Alternate Examiner:

CASE 3439: (Continued from the August 3, 1966 Examiner Hearing)

In the matter of the hearing called by the 0il Conservation Commission
on its own motion to permit Scanlon and Shepard and all other interes
sted parties to show cause why the following Scanlon and Shepard wells
in Township 20 North, Range 9 West, McKinley County, New Mexico,
should not be plugged and abandoned in accordance with a Commission-
approved plugging program: Santa Fe Pacific Railroad Lease: Wells Nos.
l, 3, 4, 5, 7, and 8, all in Unit P, No. 10 in Unit H, and No. 2 in
Unit L, all in Secticn 21; Well No. 6 in Unit L and Nos. 9 and 12 in
Unit M of Section 22 and Nos. 11 and 13 in Unit D of Section 27. Ray
Well MNo. 1 in Unit, C, State Wells Nos. 1 and 2 in Unit A, and State
K-1883 No. 1 in Unit B, all in Section 28.

CASE 3440: (Continued from the August 3, 1966 Examiner Hearing)

In the matter of the hearing called by the Qil Conservation Commission
on its own motion to permit Osborn & Weir, and all interested parties,
to show cause why the following Osborn & Weir wells in Township 20
North, Range 9 West, McKinley County, New Mexico, should not be plugged
and 4bandoned in accordance with a Commission- approved plugging pro-
gram: Scanlon %ell No. 17 in Unit P of Sectionrr 21 and MNos. 14 and 18
in Unit M of Section 22; Scanlon Rav Wells No. 5 in ilmit A and No. &

in Unit C of Section 28.

CASE 3441: (Continued from the August 3, 1966 Examiner Mearinc)

In the matter of the hearing called by the 0il Conservation Commission
on its own motion to permit laMar Trucking, Inc., and all interested
parties, to show cause why their State Well No. 1 located 495 feet

from the North and West lines of Section 28, Township 20 North, Range

9 West, McKinley County, New Mexico, should not be plugged and abandoned
in accordance with a Commission-approved plugging program.

CASE 3449: Application of Ray Smith Drilling Company for a unit agreement, Eddy
County, New Mexico. Applicant, in the above-styled cause, seeks
approval of its Shugart 18-Queen Unit Area comprising 264 acres, more
or less, of Federal land in Township 18 South, Ranges 30 and 31 East,
Eddy County, New Mexico.

CASE 3450: Application of Ray Smith Drilling Company for a waterflood project,
Eddy County, New Mexico. Applicant, in the above-styled cause, seeks
authority to institute a waterflood project on its Shugart 18-Queen
Unit Area by the inijectiorn of water into three wells Jlocated in Section
13, Township 18 Socuth., 23angz 37 Bast, and Section 18, Township 18
South, Range 31 %Zast, Shugart Pool, 3ddy County, New Mexico.
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September 7, 1966 Examiner Hearing

CASE 3451:

CASE 3452:

)
7]

CASE 3454:

aticn of Ernest A. Hanson for a dual vompletion, acreage
cation and an administrative prccedure for multiple
complecions, Lea County, New Mexico. Applicant, in the above-
styled cause seeks authority to complete his Max Gutman Well No.

1 located in Unit M of 3Jection 19, Township 22 South, Range 38

East, Lea County, New Mexico, as an 0il-0il dual completion
{conventional) for the production of 0il from the Blinebry 0il

Pool and from an undesignated Granite Wash Pool through parallel
strings of tubing. Applicant further seeks rededication to the
Blinebry 0il Pool of the SW/4 SW/4 of Section 19, Township 22 South,
Range 38 East, for the subject well; this acreage is presently
dedicated as a part of a 160-acre standard proration unit in the
Blinebry Gas Pool to Gulf 0il Corporation's Max Gutman Well No. 1
located in Unit N of said Section 19. Applicant furcther seeks the
establishment of an administrative procedure for the dedication

and rededication of acreage from 0il to gas, or from gas to oil,

and for the dual completion in any combination as to the San Andres,
Paddock, Blinebry 0il, Tubb 0il, Drinkard and Granite Wash formations
in the area of the subject well.

Application of Union 0il Company of California for an unorthodox loca-
tion, Lea County, New Mexico. Applicant, in the above-styled cause,
seeks an exception to Commission Rule 104 to permit cne completion

in the Pennsylvanian formation of its Red Hills Unit Well No. 2
located at an unorthodox Pennsylvanian location 990 feer from the
North line and 1650 feet from the East line of Section 5, Township

26 South, Range 33 East, Red Hills Pennsylvanian Gas Pool, Lea County,
New Mexico. Said well is presently projected and drilling to the
Wolfcamp formation by authority of Commissicn Order No. R-3073,

: Applicaticn of Samedan Gil Corporation for a dual completion, Lea

New Mexico. Applicant, in the above-styled cause seeks
approval of the dual scomnletion (conventional) of its J. H. Moore
"B Well No. 1 located in Unit E of Section 25, Township 1t Soutn,
Range 32 East, Lea Coun*ty, New Mexico, to produce c¢il from the Moore
Pennsylvanien and Moore Devonian Pools through parallel strings of
tubing.

Application of Yates Petroleum Corporation for pool consolidation

and extension, Eddy County, New Mexico. Applicant, in the above--
styled cause seeks the consolidation of lour Mile-Y%an Andres Pool

and the Penasco-San Andres Pool, Eddy County, New Mexico, into one
pool, and for vertical extension of said pool to jnclude both the.
San Andres and the Yeso formations.




CUuRTIS W. MEWBOURNE
CONSULTING PETROLEUM ENGINEER
FIDELITY UNION LIFE BUILDING

L -y .
DALLAS. TEXAS 75201 ifgf’<ﬁkf e,;j ?‘c;

August 12, 1966

0 Aug 18 An 7 we

New Mexicc 0{]l Conservation Commission
P‘O. BOX 2088
Santa Fe, New Mexico

Attention: Mr. D, S. Nutter, Chief Enginesr
Re: Ray Smith Drilling Company
Shugart 18-Queen Umit

Eddy County, New Mexico
Gentlemen:

Before the New Mexico 0il Conservation Commission comes now Ray Smith Drilling Company
for approval of the Slugart 18-Queen Unit, Eddy County, New Mexico and in support of ite
spplication, includes the following:

1. Copy of the Unit Agreament.

2., Certification by the United States Geologicel Survey.

3. Logs of the proposed injection wells.

4, A plst showing the iocation of the proposed injection wells
and 8ll other wells within the area.

Operators have jolned together to form the Shugart 18-fluzen Unit for the purpose of cone
ducting secondary recovery operations by waterflooding. Ray Swith Drilling Compeny has
been selected as the Unit Operator. The gzone tu bz waierflocded is the Queen Sand =t an
approximete depth of 3,000 feet. Freah water will be purchased from the Douhla Rasla Corp.
of New Mexico and will be injected at an estimated surfece pressure of 700 nai. It iz
anticipatad thar a2n svarags of 300 barreis per day will be injected. The following wells
will be used as injection wella:

1. Rey Smith -~ Canfield Federal #1 _
2. Ray Smith -~ Kenwood Federal $#1° —
3. Ray Smith -~ Kenwood Federal "A" #1

This Unit covers only the Queen Sand, as set out in Section 2, Paragraph "G" of the Unit
Agreement. Formation of this Unit will facilitate secondary recovery. Support of this
application will prevent waste and protact corslative rights, Ray Smith Drilling Com-
pany requests a hesring for:

1. Authorization of Unit Agreement.
2, Authorization to inject water for secondary recovery.

Ray Smith Drillipg Company requeats that this application be set before the Commission
or one of its exsminers and that the Commission enter its Order, approving this appl

cation. Very truly yours, // . , )
%Ww 0J<Q\!¢L ¢
o g
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UNITED STATES @ 1: "'.” >
DEPARTMENT OF THE INTERIOR a vk @
GEQOLOGICAL SURVEY
| WASHINGTON, D.C. 20242 JUL 2 3 isbd
¢; _ U. S. GEOLOGICAL SURVEY
: ' ROSWELL, NEW MEXICO
JUL 25 1966

: | e Y D{,

e Ruy Smith Drilling Company
L C 3300 Republic Netional Bank Building
3 T Dallas, Texas 75201

Gentlemen:

‘ On July 21, 1966, Arthur A. Baker, Acting Director of the Geological

» . Survey, spproved the Shugart 18 - Queen unit agreement, Eddy County,
[‘ . Noew Mexico, filed by your company as unit operator. The agreement

has been designated No. 14-08-0001-8795, and is effective as of
August 1, 1966.

Enclosed is one copy of the approved unit agreement for your records.
% , We request that you furnish all interested principals with whatever
; evidence of this approval is decmed epprapriate.

Sincerely yours,

For the Director

K" g
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WASION

o ®

CERTIFICATION-~DETERMINATION

14-08.0001 8795

Pursuant to the authority vested in the Sccretary of Interior, under
the act approved February 25, 1920, 41 Stat. 437, as amended, 30 U, S, C.
secs. 181, et seq., and delegated to the Director of the Geological Suxrvey

pursuant to Departmental Oxder No. 2365 of October 8, 1947, I do hereby:

“
-

A. Approve the attached agreement for the development and operation

of the Shugart 18-Queen Unit Area, State of New Mexico.

B. Certify and determine that the unit plan of development and
operation contemplated in the attached agreement is necessary and advisable

in the public interest for the pdrpose of more properly conserving the

C. Certify and determine that the drilling, producing, rental, minimum
royaity, and royalty requirements of all Federal leases committed to said
agreement are hereby established, altered, changed, ox revokaed to conform

with the terms and conditions of this agreement.

Dated JUL 211966

ACTING Dixector, United States Geological Survey
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UNIT AGREEMENT

FOR THE DEVELOPMENT AND OPERATION OF THE
SHUGART 18 - QUEEN UNIT
EDDY COUNTY, NEW MEXICO

THIS AGREEMENT, entered into 58 of the 1st day of November, 1965.
by and hetween the parties subscribing, ratifying or consenting hereto, and
herein referred to as "'parties hereto",

WITNESSETH: That,

WHEREAS, the parties heret.' are the owners of working, royaliy or
other oil or gas interests in the land subject to this Agreement; and

WHEREAS, the Oil Conservation Commission of the State of New Mexico
is authorized by law (Chap. 72, Laws of 1935, as amended by Chap. 193,
Laws of 1337, Chap. 166, Laws of 1941, and Chap. 168, Laws of 1949)
to approve this Agreement, and the conservation provisions hereof; and

WHEREAS, THE Mineral Leasing Act of February 25, 1920, (41 Stat.
437, as amended, 30 U,S,C. Sections 181 et seq.) authorizes Federal
leessees and their representatives to unite with each other or jointly or
separately with others in collectively adopting and operating a cooperative
or unit plan of development or operation of any oil or gas pool, field or like
area or any part thereor for the purpose of more properly conserving the
natural resources thereof whenever determined and certified by the Secretary
of the Interior to be necessary or advisable in the public interest; and

WHEREAS, the parties hereto hold sufficient interests in the Shugart 18 -
ueen Unit Area covering the land hereinafter described to >give reasonably effec-
tive control of operation therein; and

WHEREAS, it is the purpose of the parties hereto, to enable institution

and consummation of sscondary recovery operations, conserve natural re-

- sources, prevent waste and secure the other benefits obtainable through deve-

lopment and operation of the area subject to this Agreement under the terms,

conditions and limitations herein set forth.
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NOW THEREFORE, in consider‘ation of the premises and the promiscs
herein contained, the parties hereto commit to this Agreemenrit their entire
respective interests in tl.me below defined Unit Area, and agree severally among
themselves as follows:

SECTIOIN i, LSNABLIMNG ACT AND REGULATIONS: The Mineral Leasing

Act of February 25, 1920, as amended, supra, and all valid, pertinent regula-

" tions, including opefating and unit plan regulations, heretofore issued there-

under and valid, pertinent and reasonabie regulations hereafter issued there-
under are accepted ;nd made a part of this Agreement as to Federal lands,
provided such regulations are not inconsistent with the terms of this Agreement;
and as to non-Federal lands, the oil and Zas operating regulations in effect as

of the effective date hereof governing drilling and producing operations, not
inconsistent with the terﬁs hereof or_.the laws of the State in which the non-
Federal land is located, are hereby accepted and made a part of this Agreemen't-.

SECTION 2. UNIT AREA AND DEFINITIONS: For the purpose of this

Agreement, the following t:rms and expressions as used herein shall mean:
(a) "Unit Area" is defined as those lands specified on Exhibit "A"
hereof, and such land is hereby designaied and recognized as consituting the

Unit Area; the lands described in said Exhibit "A'" are desctibed as follows:

Township 18 South, Range 30 East, N. M, P, M,
Section i3: N1/2SE 1/4

Township 18 South, Range 31 East, N.M.P. M,
Section 18: 1lots 2,3,4, E 1/2 SW 1/4

cantaining 264,07 acres, more or less, in Eddy
County, New Mexico.

{b) “Commission'" is defined as the Qil Conservation Commission
of the State of New Mexico.

(c) "Director" is defined as the Director of the United States Geolo-
gical Survey,

(d) '"'Secretary' is defined as the Secretary of the Interior of the

United States of America.
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duced from the Unitized Formation.

(¢) '"Department' is defined as the Dep'art.ment of the Interior of
the United States of America.

(f) ''‘Supervisor" is defined as the Cil and Gas Supervisor, B;’anch of
Oil and Gas Opcrations of the United States Géological Survey,

"The Unitized Formation' is defined as that portion of the Queen

=y
Sand formation whirh is encountered between the depths of 3, 080 feet and 3, 114
feet on the Gamma Ray-Neutron log of the Ray Smith Kenwood-Federal well
No. .3. .located in lot. 3 (NW 1/4 SW 1/4) Section 18, Township 18 South, Range
31 East, N.M.P, M,, Eddy County, New Mexico, insofar as the same lies within
the Unit Area, under lands committed' to this Agreement.

(h) "Unitized Substances'' is defined as and shall mean all oil, gas,

gaseous substances, sulphur contained in gas, condensate, distillate and all

associated and constituent liquids or liquefiable hydrocarbons within or pro-

(1) "Working Interest' is defined as the right to search for, praduce
and acquire Unitized Substances whether held as an incident or ownership of
mineral fee simpie title, under an oil and gas lease, or otherwise held.

(j» "Working Interest Owner" is defined as and shall mean any party"
hereto owning a Working Interest, including a carried working interest owner,
holding an interest in Unitized Sublstances by virtue of a lease, operating agree-
ment, vfee title or otherwise, which interest is c‘hargeable with and obligated t(.J

pay or bear either in cash or out of production, or otherwise, all or a portion

the Unitized Formation and operating hereof hereunder.

(k) "Royalty Interést” or '"Royalty' is defined as an interest reserved
by the lessor in an oil and gas lease. Specifically defined as not beingQa royalty
interest is a working interest, overriding royalty interest, production payment

interest, or net profits contract.

(1) *Royaliy Owner'' ic defined as and shall mean the owner of a Royalty

~

Interest. .
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(m) "Unit Operating Agreement'' is defined as and shall mean any
agreement or agreementﬁs (whether one or more) entered into (separately or
collectively) by and between the Unit Operator and the Working Interest Owners
as provided in Section 10, infra. and shall be styled '"Unit Operating Agreement,
Shugart 18 - Queen Unit, Eddy County, New Mexico'.

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

(o) "Unit Manager" is defined as the person or corporation appointed
by the Working Interest Owne.rs to perfor.m the duties of. the Unit bperator until
the selection and qualification of a successor Unit Operator as provided for in
Section 9 hereof.

{(p) "Tract" is ;.ieﬁned. as each parcel of land described as such and
given a Tract number in Exhibit "B". .

{(q) "'i‘ra.ct Participation" is defined as the percentages of Unitized
Substances allocated hereunder to a Tract, The Tract Participation éf the
several Tracts within the Unit Area is shown on Exhibit "B'" attached hereto.

{x) "Tract Current Production' is defined as the cumulative total number
of barrels of oil produced from the Unitized Formation under such _committed
Tract during the period from August 1, 1964, to January 31, 1965, inclusively,
as officially reported to the Commission.

{s) "Unit Area Current Production' is defined as the total Tract Current
Production of all Tracts within the Unit Area that are effectively committed to
this Agreement in accordance with the provisions hereof.

(t) "Tract.Acre-Feet” is defined as the acre-feet of net pay withiﬁ the
Unitized Formation underlying such committed Tract as heretofore determined
and agreed upon by the parties heieto, )

{(u) "Unit Area Acre-Feet':" ie defined as the total Tract Acre-Feet of

all Tracts within the Unit Area that are effectively committed to this Agreement

in accordance with the provisions hereof.




SECTION 3., EXHIBITS: Exhibit "A' attached hereto is a map showing,
to the extent known to the Unit Operator, the Unit Area and the boundaries
and identity of tracts and leases in said Unit Area. Exhibit "B' attached hereto
1s a schedule showing, to the extent known to the Unit Operator, the acreage
comprising each tract, percentage ownership of each Working Interest Owner
in each tract , and the percentage of participation each tract has in the Unit Area.
However, nothing herein or in said schedule or map shall be construed as a
representation by any party hereto as to the ownership of any interest other
than such interest or interests as are shown in said map or schedule as owned
by such party. Exhibits "A'" and '""B" shall be revised by the Unit Operator when-
ever changes render such revision necessary, and not less than six copies thereof
shall be filcd with the Supervisor.

SECTION 4. EXPANSION: The above described Unit Area may when

practicable be expanded to include ‘herein any additional tract or tracts regarded
as reascnably necessary or advisable for the purposes of this Agreement. Such
expansion shall be effected in the following manner:

(a) The Working Interest Owner or Owners of a tract or tracts desiring
to bring such tract or tracts into this Unit, shall file an application therefor with

Y. ! P P B P 1. 3 3
Unit Uperaior requesting such admisrion.

{b) Unit Operator shall circulate a notice to each Working Interest Owner
affected by the proposed expansion, setting out the basis for admission, the unit
participation to be assigned to such tract or tracts, and other pertinent data. After
negotiation (at Working Interest Owners' meeting or otherwise) if 90 percent of the
Working Interest Owners on the basis of unit participation have agreed to such tract
or tracts being brought into the Unit, then Unit Operatox shall:

(1} After preliminary concurrence by the Director, prepare a uotice
of proposed expansion deacribing the contemplated changes in the boundaries of the
Unit Area, the reason thereior, the basis for admission of the additional tract or
tracts, the unit participation to be assigned thereto and the proposed eifective daie
thereof, preferably the first day of the month subsequent to the date of notice; and

(2) Deliver copies of said notice to the Supervisor, and each Working
Interest Owner (mailing copy of such notice to the last known address of each such
Working Interest Owner) and to each lessee and lessor whose interests are affected,
advising such parties that thirty (30} days will be allewed for submission to the Unit
Operator of any objection to such proposed expansion; and



(3) File, upon the expiration of snid thirty (30) day period as
set out in {2) immediately above and provided that objections of not morec than
10 percent of the Working Interest Owners have been filed thereto, with the
Supervisor the following: (a) Comprehensive staterment as to mailing such
notice of expansion; (b) An application for such expansion; (c) An instrument
containing the appropriate joinders in compliance with the participation re-
quirements of Section 14, infra; and (d) A copy of any objections received.

The expansion shall, after due consideration of all pertinent information
and upon approval by the Director, become effective as of the date prescribed
in the notice thereof or on such other date as set by the Director in t_he order
or instrument approving such expausion,

SECTION 5. CONTRACTION: When practicable, the Unit Area shall be.

contracted to exclude land from this Unit Agreement whenever such contraction

is necessary or advisable to conform with the purposes of this Agreement. Such
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e effecied in the following manner:

{a) Unit Operator, with concurrence of at least 80 percent of the Working
Interest Owners, on the basis of unit participation and with preliminary concurrence
of the Director, shall prepare a notice of contraction describing the contemplated
changes in the boundaries of the Unit Area, the reasons therefor, and the proposed
effective date thereof, preferably the first day of a month subsequent to the date
of notice.

{b) Said notice shall be delivered {n the Supervisor, and copies thereof
mailed to the last known address of each Working Interest Owner, lessee, and
Royalty Owner whose interesis -are affected, advising that 30 days will he allewed
for submission to the Unit Operator of any objections.

(c) Upon expiration of the 30 day period provided in the preceding item
(b} hereof, Unit Operator shall file with the Supervisor, a comprehensive state-
ment as to the mailing of the notice of contraction and a copy of any objections
therete which have been filed with tiie Unit Operator, together with an application
in sufficient number, fcr approval of such contracticn,

(d) After due consideration of all pertinent information, the contraction,
upon approval by the Director, shall become effective as of the date prescribed in

the notice thereof.

SECTION 6. UNITIZED LANDS AND UNITIZED SUBSTANCES: All land

committed to this Agreement as to the Unitized Formation as aeretofore defined,

shall constitute the land referred to herein as "unitized lan=’' or "land subject to
this _Agreement”. All Unitized Substances as heretofore <efined, in or produced
from the Unitized Formation are hereby unitized under the terms of this Agreement,
together with‘the pertinent surface rights, |
Nothing herein shill be construed to unitizle, pool, or in any way affect the

oil, gas, and other minerals contained in or that may be prcduced from any for-

mation other than the Unitized Formation.
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SECTION 7. UNIT OPERATOR: RAY SMITH DRILLING COMPANY,

Dallas, Texas, is hereby designated as Unit Operator, and by signing this
instrument as Unit Operato'r it agrees and co;lsents to ‘accept the duties and
obligations of Unit Operator for the operation, development and production

of Unitized Substances as herein provided. Whenever reference is made
hérein to the Unit Operator, such reference means the Unit Operator acting
in that capacity and not as an owner of interests in Unitizec Substances, and
the term "Working Interest Owner' when used herein shall include or refer to
Unit Operator as the owner of a Working Interest when such an interest is
owned by it.

SECTION 8. RESIGNATION OR REMOVAI. OF UNIT OPERATOK: Unit

Operator shall have the right to resign at any time, but such resignation shall-
not become effective so as to release Unit Operator from the duties and obligail-
tions of Unit Operator and terminate Unit Operator's rights as such for a period
of six (6) months after written notice of intention to resigg has been given by
Unit Operatér to all Working Interest Owners and the Director, unless a new
Unit Operator silall have'taken over and assumed the duties and obligations of
Unit Operater prior to the expiration of said period.

The Unit Operator may, upo'n default or failure in the performance of its
duties or obligations hereunder, be subject to removal by the affirmative vote
of the owners of 75 percent of the committed Working Interest {on the basis of
Unit participation) exclusive of the Working Interest owned by the Unit Opérator.
Such removal shall be effective upon notice thereof to the Director.

In all such instances of resignation or removal, until a successor to Unit

~
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for‘ the performance of.the duties of the Unit Operator and shall, not later
than thirty {30) days before such resignatioan or removal becomes effective,
appoint a Unit Manager to represent them in any action to be taken hereunder.
The resignation or removal of Unit Operator under this Agreement shall
rnot terminate its right, title or interest as the owner of a Working Interest or
other interest in Unitized Substances, but upon the resignation or removal of

Unit Operator becoming effective, such Unit Operator shall deliver possession

“of all wells, equipment, books, and records, materials, appurtenances and any

other assets, used in conducting the Unit cperations and owned by the Working
Interest Owners {including any and all data and information w
gained or assembled by reason of its operation of the Unit Area) to the new duly
qualified successor Unit Operator or to the Unit Manager if no such new Unit
Operator is elected, to be used for the purpose of conducting Unit operations
hereunder. Nothing herein shall bz construed as authorizing removal of any
material, equipment and appurtenances needed for the preservation of any wells.
Nothing herein contained shall be construed to relieve or discharge any Unit
Operator whe resigns or is removed hereunder for any liability or duties accruing
or performable by it prior to the effective date of such resignation or removal.

SECTION 9. SUCCESSOR UNIT OPERATOR: Whenever the Unit Operator

shall tender its resignation as Unit Operator or shall be removed as hereinabove
provided, the Working Interest Owners shall by affirmative vote of at least 75
percent of their voting interests, based upon the percentages of participation

assigned to tracts in the Unit Area, select a successor Unit Operator.



shall be deposited with said Unit Operator, and together with this Agreement,
shall constitute and define the rights, privileges énd obligations of Unit

Operator. Nothing herein, _however. shall be construed to transfer title to

any land or to any lease or operating agreement, it being understood that under
this Agreement the Unit Operator, in its capacity as Unit Operator, shall exercise
the rights of possession and use vested in the parties hereto oniy foi' the purposes

herein specified.

SECTION 12 PLAN OF OPERATIONS: It is recognized and agreed by the
parties hereto that all of the land subjects to tﬁis Agreement is reascnably
pro‘ved to be productive of Unitized Substances in paying quantities an;i that the
obfject‘ and purpose of this Agreement is to formulate and to put into effect a
secondary recovery project in order to effect additional recovery of Unitized
Substances, prevent waste and conserve natural resources. The parties here't.o
agree that the Unit Operator may, subject to the conseat and approval of a pian
of operation by the Working Interest Owners and the Supervisor, inject into the

Unitized Formation, through any well or wells completed therein, brine, water,

‘air, gas, oil] liquefied petroleum gas, and any other substance or a combination

of any of said subetances, whether produced from the Unit Area or not, and that

the location of input wells and the rates of injection therein and the rate of pro-
duction shall be governed by standards of good geologic and petroleum engineering
practices and conperva.tion methods, After commencement of secondary operations,

Unit Operator shall furaish the Supervisor monthly, injection and production

‘reports for each well in the Unit. The Working Interest Owners and the Supervisor,

shall be furnished periodical reports on the progress of the plan of operation and
any revisions or changes thereto; provided however, that any revisions of the plan
of operation involving a deviation from the initial plan of operation shall be subject

to the prior consent and approval of the Working Interest Owners and the Supervisor.
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The initial plan of 6peration shall be filed with the Supervisor concurrently
with the filing of this Unit Agreemc‘ent for final approval. E£aid initial plan of
operation and all revisions thereof shall be as complete and adequate as the
Supervisor may determine to be necessary for timely operation consistent here-
with. Reasonable diligence shall be exercised in complying with the obligations
ot the approved plan of operation.

Notwithstandiné anything to the contrary herein contained, the Unit Operator
shall commence secondary recovery operations on the Unit Area within six (é))
months after the effective date of this Agreement, or any extension thereof
approved by the Director, or this Agreement shall terminate automatically, in
which latter event Unit Operator shall notify all interested parties. After such
operations are cc;mmenced, Unit Operator shall carry on such operaiions as \’»;ould

a reasonable prudent operator under the same or similar circumstances.

SECTION 13. TRACT PARTICIPATION: In Exhibit ""B'" attached hereto,

there are listed and numbered the various tracts within the Unit Area and set
forth opposité each tract is a figure which represents the percentage of parti-
cipation allocated to each tract in the Unit Area calculated on the basis of 100
percent tract commitment. The participation percentage of each tract was
determined as follows |

10% x Tract Current Production
Unit Area Current Productioca

Plus 90% x Tract Acre-Feet

.a ! s e — A .
Viiit Area Acre-reei

= participation percentage of each committed Tract.

=11~




SECTION 14. TRACTS QUALIFIED FOR UNIT PARTICIPATION: On

and after the effective date hereof the tracts within the Unit Area which shall
be euntitled to participation in the production of Unitized Substances therefrom

shall be those tractc within the Unit Arca and more particularly described in

(a) Each and all of those tracts as to which Working Interest Owners
owning 100% of the Working Interest in said tract and Record Owners owning
100% of the Record Interest in said tract have subscribed, ratified or con-
sented to this Agreement; and

-

(b} Each and all of those tracts as to which Working Interest Owners
ownir.g not less than 100% of the Working Intercst therein and Record Owners °
owning not less than 85% of the Record Interest therein have executed this
Agreement, and in which the Working Interest Owners in said tract have agreed
to indemnify and hold harmless all other parties hereto, in a manner satisfac-
tory to 85% of the Working Interest Owners qualified under 14 (a), against any
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cn account of the commitment and joinder of such tract to the Unit Agreement,
and operation therecf under such conditions on the basis herein provided, and
as to which 85% of the Working Interest Owners qualified under 14 (a), exclusive
of the Working Interest Owner submitting such tract, have approved the com-
mitment of such tract to this Unit Agreement.

If, on the effective date of this Agreement, there is any tract or tracts
wkich have not been quzlified as above provided, then such faract or tracts
shall not be entitled to participate hereunder_. Unit Operator shall, when sub-
mitting this Agreement for final approval b).,r' Director, file therewith or as
soon thereafter as practicable, a schedule of those tracts which have been
qualified under this Agreément anci are entitlgd to participate in the production
from the Unit Area hereunder. Said schedule shall set forth opposite each such
tract the lease number or assignmefnt number, the owner of record of the lease,
and the percentages of participation of such tract which s}_xall be computed
according to the participation formaula set out in Section 13 (Tract Participation)
above. This schedule of participation shall be a part of Exhibit ""B" and upon
approval by the Supervisor shall hecome a part of this Agreement and shail

govern the allocation of production of Unitized Substances until a revised

Exhibit '"B" is approved by the Supervisor or the Director.
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SECTION 15. ALLOCATION OF UNITIZED SUBSTANCES: All Unitized

Substances produced and saved {less, save and except any part of such Unitized
Substances used in confirmity with good operating practices on unitized land for

drilling, operating., camp, and other production or development purposes and for

pressure maintenance or unavoidable loss) shall be apportioned among and allocated

to the committed tracts within the Unit Area in accordance with the respective
tract participation éffec‘tive hereunder during the respective periods such
Unitized Substances were produced, as set forth in the schedules of participation
in Exhibit "B'. The amount of Unitized Substances so allocated to each tract,
and only that amount, (regar.dless of whe.ther it be moré or less than the amount
of the actual production of Unitized Substances from the well or wells, if any,

on such tract) shall, for all intents, uses and purposes, be deemed to have been
produced from such tra;t.

The Unitized Substan;::es allocated to each tract shall be distributed among,
or accounted f;>r to the parties executing, consenting to or ratifying this Agree-
ment entitled to share in the production from such tract in the same manner, in
the same proportions, and upon the same conditions, as they would have participated
and sharéd in the production from such tracts, or in the proceéda thereof, had
this Agreemegt not been entered into; and with the same legal force and effect,

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

If the Working Interest and the Royalty Interest in any tract are divided with
respect to separate parcels or portions of such tract and owned severally by

-~

different persons, ithe percenia » assigned to such tract shall, in
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the absence of a recordable instrument executed by all owners and furnished to

Unit Operation fixing the divisions of ownership, be divided among such parcels
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or portions in proportion to the number of surfact acres in each.

The Unitized Substances allocated to each tract shall be cielivered in kind
to the respective Working Iﬁterest Owners and parties entitled thercto by virtuc
of the ownership of oil and gas rights therein or by purchase from such owners.
Each Working Interest Owner and the parties entitled thereto shall have the
continuing right to receive such production in mind at a common point within
the Unit Area and to sell or dispose of the same as it sees fit. Each such party
shall have the right to construct, maintain and operate all necessary facilities
for that purpose on unitized land, provided the same are so constructed, main-
tained and operated as not to interfere with operations carried on pursuant
hereto. Subject to Section 16 hereof, any extra expenditure incurred by Unit
Operztor by reason of the delivery in kind of any portion of the Unirized Sub-
stances shall be borne by the party receiving the same in kind. In the event any
party hereto shall fail to take or otherwise adequately dispoae of its proportionate
share of the production from the Uait Area currently as and when produced, then
so long as such conditicns continue, Unit Operator, for the account and at the
expense of such party and in order to avoid éurtailing the operation of the Unit
Area, may sell or otherwise disp« 3e of such production to itaelf or others on a
day-to-day basis at not less than the prevailing market price in the area for like
production, and the account of such party shall be charged therewith as having
received such production. The net proceeds, if any, of the Unitized Substances
so disposed of by Unit Operator shall be paid to the party entitled thereto,

Any party receiving in mind or Beparately disposing of all or any part of the
Unitized Substances allocated to any tract, or receiving the proceeds therefrom
if the same is sold or pufchaeed by Unit Operator, shall be responsikle for the

.

payment of all Royalty on the lease or leases and tracts contributed by it and received
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into the Unit, and each such party shall hold each other party hercto harmlcess

against all claims, demands and causes of action for such Royalty on the

lcase or leases and tracts contributed by it and received into the Unitized land.
If, after the effective date of this Agreement, there is any tract or tracts

that are subsequently committed hereto, as provided in Section 4 (Expansion)

hereof, or any trac.t or tracts within the Unit Area not committed hereto as the

elieciive date hereoi but which are subsequently commitited hereto under the

provisions of Section 31 (Nonjoind-e'i' and Subsequent Joinder), or if any tract

it Area as provided for in Section 30 (Loss of Title),

the schedules of participation as shown in Exhibit "B", subject to Section 13
(Tract Participation) or section 31 {(Nonjoinder and Subsequent Joinder), which-
ever is appropriate, shall be revised by the Unit Qperator and distributed to th‘e
Working Intérest Owners, the_Supervisor, and the Director to show the new
percentages of participation of all the then effectively committed tracts; and the
revised schedules, upon approval by the Supervisor or the Director, shall govern
all the allocation of production from and after the effective date thereof until a new
schedule is so approved. In any such new schedule, the Jrac* Participation of the
previously qualified tracts shall remaillm 'in the same ratio one to the other.

SECTION 16. ROYALTY SETTLEMENT: The Jnited States of America and

all Royalty Owners who, under an existing contract, are entitled to taks in kind

"a share of the substances produced from any tract unitized hereunder, shall

continue to he entitled to such right to take in kind their share of the Unitized
Substances allocated to such tract, and Unit Operator shall make deliveries of |
such Royalty share taken in kind in conformity with the applicable contracts, laws
and regulations. S-ettlement for Royalty Interest not taken in kind sl;a.ll be made

by Working Interest Owners responsible therefor under existing contracts, laws

and regulations, on or before the last day of each month for Unitized Substances
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préduced d{xring the preceeding calendar month; provided, however, that
nothing herein conta'med‘ shall operate to relieve the lessees of any land from their
respective lease obligationc for the payment of any Royalty due under their
leases, except that such Royalty shall be computed in accordance with the
terms of this Unit Agreement.

If gas obtained from lands not subject to this Agreement is introduced
inio the Unitized Formation, for use in reprassuring, siimulation of production
or increasing ultima:te recovery in conformity with a plan approved pursuant t.o
Section 12 (Plan of Operations), a like amount of gas, less appropria.te deductions
for loss from any cayse, may be withdrawn from the Unitized Formation,

| R
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Royaily iree as to dry gas but not as to the products exiracted
provided such withdrawal shall be pursuant to such conditions and formulas as

may be prescribed or approved by the Supervisor and provided further that

such right of v&;ithdrawal shall ‘terminate as of the effective date of termination

of the Unit Agreement. If liquefied petroleum bases obtained from lands or
formations not subject to this agreement be injected into the Unitized Formation

for the purpose of increasing uitimate recovery, which shall be in conformance

with a plan first approved by the Super\}i.sor, part or all of such liquefield petroleum
gases may be withdrawn royalty free pursuant to such conditions and formulas as
may be prescribed or approved by the Supervigor.

Royalty due the United States shall be computed as provided in the operating
regulations and paid in value or delivered in kind as to all Unitized Substances on )
the basis of the amounts thereof allocated tc the Unitized Federal land-as provided
herein.gt the rates specified in the respective Federal leases or at such lower rate
or raics as may be‘a.u_thorized by law or regulation; provided, that for leases on
which the royalty rate depeads on the daily average production per well, said
average production shall be determined in accordance with the operating regulation
as though the unitized lands were a single consolid-ated lease.

Each Royalty Owner (other than the United States of America) that executes
this Agreem.ent represents and warrants that it is the owner of a Royalty Interest
in a tract or tracts within the Unit Area as its interest appears in Exhibit '""B" attached

hereto. If any Royalty Interest in a tract or tracts should be lost by title
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failure or otherwise in whole or in part, during the term of this Agreement,
then the Royalty Interest of the party representing himself to be the owner
thereof shall be reduced proportionately and t'.e interest of all partics shall
be adjusted accordingly. |

SECTION 17, RENTAL SETTLEMENT: Rentais or minimum royalties

due on leases committed hereto shall be paid by Working Interest Owners
responsible therefor under existing contracts, laws and regulations, provided
that nothing herein contained shall operate to relieve the lessees of any land
from their respective lease obligations for the payment of any rentals or ) -
minimum royalty in lieu thereof, due under their leases. Rental or fniﬁimum
royalty for lands of the United States of America subject to this Agre.ement

shall be paid at the rate specified in the respective leases from the United

States of America, uniess rontal or minimum royalty is waived, suspended, or
reduced by law or by approval of the Secrectary or his duly authorized rep-

resentative.

SECTION 18, CONSERVATION: Operations hereunder and production of
~Unitized Subsiances shail be conducted to provi

efficient recovery of said substances without waste, as defined by or pursuant

to Federal and State laws and regulations.

SECTION 19. DRAINAGE: The Unit Operator shall take appropriate
and adequate measures to prevent drainage. of Unitized Substances from
unitized land by wells on land not subject to this Agreement or, with prior consent
of the Director, pursuant to applicable regulations, pay a fiar and reasonable

compensatory royalty aes determined by the Supervisor.

SECTION 20.- LEASES AND CONTRACTS CONFIRMED AND EXTENDED: The
terms, conditions aﬁd provisions of all leases, sublaaces and other contracts
relating to e:iploration, drilling, development or ope‘ration for oil or gas on
iands committed to this Agreement are hereBy expressly modified and amended to
t'he extent necessary to make the same conform to the provisions hereof, but
otherwise to remain in full force and effecf, and the parties hereto hereby

consent that the Secretary by his approval hereof, or by the approval hereof by
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his duly authorized representatives, does hereby establish, alter, change
or revoke the drilling, producing, rental, minimum royalty and royalty

requirements of Federal leases committed hereto and the regulations in
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rim said requirements to the provisions of this Agreement,
Without limiting the generality of the foregoing, all leases, subleases and
contracts are particularly modified in accordance with the following:

(a) The development and operation of lands subject to this Agreement
under the terms hereof shall be deemed full performance of all obligations for
development and operation with respesct to each and every part or separately
owned tract subject to this Agreement, regardless of whether there is any
development of any particular part or tract of the Unit Area, notwithstanding
anything to the contrary in any lease, operating agreement or other contract
by and between the pariics hereto, or their respective predecessors in interest,
or any of them,

(b) Drilling, producing or secondary recovery coperations performed
hereunder upon any tract of unitized lands shall be accepted and deemed to be )
performed upon and for the benefit of each and every tract of unitized land, and
no lease shall be deemed to expire by reason of failure to drill or produce wells
situated on land therein embraced.

(c) Suspension of drilling or producing operations on all unitized lands
pursuant to direction or consent of the Secretary of his duly authorized represen-
tative, shall be deemed to constituie such suspension pursuant to such direction
cr consent as to each and every tract of unitized lands.

(d) Any Federal lease for a fixed term of twenty (20) years or any
renewal thereof or any part of such lease which is made subject to this Agree-
ment shall continue in force beyong the term profided therein until the termi-
nation hereof. Any other Federal lease committed heretc shall continue in force
beycng the term so provided therein or by law as to the committed land so long as
such lease remains committed hereto, or in the event actual drilling operations

are commenced on unitized land, in accordance with the provisions of this Agree-

ment, prior to the end of the primary term of such lease and are being diligently
prosecuted at that time, such lease shall be extended for two years and so long
thereafter as oil or gas is produced in paying quantities in accordance with the -
provisions of the Mineral l.easing Action Revision of 1960,

(e) Each sublease or contract relating to the operation and develop-
ment of unitized substances from lands of the United States committéd to this
agreement, which by its terms would expire prior to the time at which the under-
lying lease, as extended by the immediately preceeding paragraph, will expire,
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is hereby extended beyond any such term so provided therein so that it shall
be continued in full force and effect for and during the term of the underlying
lease as such term is herein exterided.

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

SECTION 21. CORRECTION OF ERRORS: It is hereby agreed by all parties

to this Agreement that Unit Operator is empowered to correct any mathéma.tical
or clerical errors which may exist in the pertinent exhibits to this Agreement;
provided, however, that correction of any error other than mathematicai or
clerical shall be made by Unit Operation only after first having obtained approval

of Working Interest Owners, and the Supervisor,

SECTION 22, COVENANTS RUN WITH LAND: The covenants herein shall
be construed t-:o be covenants running with the land with respect to the interest of
the parties herato and their successors in interest until this Agreement termi-
nates, and any grant, transfer or conx./eyance of interest in land or leases subject
hereto shall be and hereby is cond&tioned upon the assumption of all privileges
and obligations hereunder by tne grantee, transferee or other successor in
interest. No assignment or transfer of any Working Interest subject hereto
shall be binding upon Unit Operator until the first day of the calendar month
after Unit Operator is furnished with the original, or acceptable photostatic or
certified copy, of the recorded instrument of transfer; and no assignmeut or

transfer of any Royalty Interest subject hereto shall be binding upon the

Working Interest Owner responsible therefor until the first day of the calendar

month after said Working Interest Owner is furnished with the original, or

acceptable photostatic or certified copy, of the recorded instrument of transfer.
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SECTION 23. EFFECTIVE DATE AND TERM: This Agreement shall

become binding upon each party who executes or ratifies it as of the date of
execution or ratification by such party and shall become effective as of 7 a. m.
on the first day of the month next following:

(a) The execution or ratification of this Agreement and the Unit Oper-
ating Agreement by Working Interest Owners owning a combined unit participation
of at least 75%, and the execution or ratification of this Agreement by Record
Interest, in said Unit Area; and

(b) The approval of this Agreement by the Secretary or his duly author-
ized representative..

(c) The filing for record in Eddy County, New Mexico, of a certificate
to the effect that provision (a} and (b) of this section have been complied with
and stating further the effective date and the location of the governmental agency
offices where copies of this Agreement are filed.

If {(a), (b} and (c} above are not accomplished on or before January 1,

1967, this Agreement shall ipso facto expire on said date {(hereinafter called
"expiration date') and thereafter be of no further force or effect, unlessprior
thereto this Agreement has been executed or ratified by Working Interest Owners

wning a combined unit participation of at least 75%, and the Working Interest ,
Owners owning a combined unit participation of at least 75% committed to this
Agreement have decided to extend said expiration date for a period not ‘o exceed
six (6) months (hereinafter called "extended expiration date'). If said expira-
tion date is so extended and (a), (b) and (c) are not accomplished on or before
said extended expiration date, this Agreement shall be ipso facto expire on said
extended expiration date and thereafter be of no further force and effect, For
the purpose of this Section, ownership shall be computed on the basis of the
Unit Operating Agreement.

Unit Operator shall, within thirfy (30) days after the effective aate of
this Agreement, file for record in the offices where a counterpart of this Agree-
ment is recorded, a certificate to the effect that this Agreement has become '
effective to its terms and stating further the effective date..

The terms of this Agreement shall be for and during the time that Unitized
Substances are produced in paying quantities from thé Unit Area and as longthere-
after as diiigent drilling, reworking or other operations (incluading secondary
recovery operations) are prosecuted thereon without cessation of more than
ninety (90) consecutive days, unless sooner terminated by Working Interest
Owners in the manner hereinafter provided. | -

This Agreement may be terminated with the approval of the Director of
Working Interest Owners owning 85% unit participation whenever such Working
Interest Owners determine that Unit operatiox;;s are no longer profitable. feasible,

or in the interest of conservation. <Jotice of any such termination shall be given

by Unit Operator to all parties hereto.
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Upon termination of this Agreement, the further development and operation of
the Unit Area as a Unit shall be adandoned, Unit operations shall cease, and there-
after the parties hereto shall be governed by thé terms and provisions of the leases
and contracts affecting the separate tracts,

Ii not otherwise covered by the leases unitized under this Agreement, Royalty
Owners hereby grant Working Interest Owners a period of six {6) monthe after termi-
nation of this Agreement in which to salvage, sell, distribute or otherwise dispose

of the personal property and facilities used in connection with Unit operations, -

SECTION 24, RATE OF PROSPECTING, DEVELOPMENT AND PRODIUCTION:
All production and the disposal thereof shall be in conformity with allocations and
quotas made or fixed by any duly autuorized person or regulatory body t.mder any Federal
or State statute, The Director is hereby vested with autherity ta alter or modify from
time to time, at his discretion, the rate of prospecting and development and within the
limits made or fixed by the Commission to alter or modify the quantity and rate of
production under this Agreement, such authority being hereby limited to alteration
or modification in the public interest, the purpose thereof az;d the public interest to be
served thereby to be stated in the order of alteration or modification.

Powers in this Section vested in theDirector shali only be exercised after notice
to Unit Operator and opportunity for hearing' to be held not less than fifteen dé.ys from
notice,

SECTION 25, NONDISCRIMINATION: In connection with the performance of

work under this agreement, the operator agrees to comply with all of the provisions
of Section 202 (1) to (7) inclusive, of E:xecutive Order 11246 {30 F. R, 12319), which
are hereby incorporated by reference to this Agreement.

SECTION 26, APPEARANCES: Unit Operator shall have the right to apear

for or on behalf of any and all interests affected hereby
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i
[

before the Department, and the Commission and to appeal from any order issued
under ine ruies and regulations of the Department, or the Commission, or to apply
for relief from any of said rules and regulati.ons or in any proceedings relative to the
operations vefore the Department, or the Commission, or any other legally constituted
authority; provided, however, that any other interested party shall also have the right
at his or its own expenses to be hegrd in any such proceeding.

SECTION 27, NOTICES: All notices, demands, objections or statements requi.red
hereunder to be given or rendered to thé parties hereto shall be deemed fully given if

made in writing and personally delivered to the party or narties or sent by postpaid

certified:mail, addressed to such party or parties at their respective addresses set

forth in connection with the signatures hereto or to the ratification or consent hereof
o ssuch other address as any such party or parties may have furnished in writing
to the party sending the notice, demand or statement,

SECTION 28, NO WAIVER OF CERTAIN RIGHTS: Nothing in this Agreement

contained shall be constured as a waiver by any party hereto of the right to assert any
legal or constitg’cional right or defense as to the valicd'iy or invalidity of any law of
the State wherein said unitized lands are located, or rules or regulations issued
thereunder in any way affecting such party, or as a waiver by any such party of any
right be}ond his or its authority to waive.‘

SECTION 29, UNAVOIDARLE DELAY: All obligations under this Agreement

reouiring the Unit Operator to commence or continue secondary recovery operations
or to operate on or produce Unitized Substances from any of the lands covered by this
Agreement shall be suspended while; but only so long as the Unit Operator despite the

exercise of due care and diligence, is prevented from complying with such obligations,

in whole or in part, by strikes, acts of God, Federal, State or municipal law er agency,

unavoidable accident, uncontrollable delays intransportation, inability to obtainnecessary

w22~




materials in open market, or other matters b2yond the reasonable
control of the Unit Operator whether similar to matters herein cn-

umerated or not.

SECTION 306. LOSS OF TITLE: In the event title to any tract of
unitized land shall fail co ’as; to render the tract inoperable under this
Agrcement and the true owner cannot be {nd\‘.ced to join this Unit Agrec-
menti, such tract shall be automatically rcgarded as not committed hereto
and there shall be such readjustment of future costs and benefits as may

be required on account of the loss of such title. In the event of a dispute

as to title as to any Royalty, Working Interest or other interest subject

Q

thereto, payment or delivery on account thereof may be withheld without
liability or interest until the dispute is finally settled; provided, that as
to Federal land or leases, no payments of funds due the United States of
America shall be withheld, but such funds shall be deposited as directed
by the Supervisor, té be held as unearned money pending final settlement
of the title disp.ute, and then applied as earned or returned in accordance
with such final setftlement.
Unit Operator as such i_s relieved from any respomnsibility for any

dcfect or failure of any title hereunder.

SECTION 31. NONJOINDER AND SUBSEQUENT JOINDER: If the

owner of any substantial interest in a tract within the Unit Area fails or

refuses to subscribe, ratify, or consent in writing to this Agreement, the

Working Interest Owner in that tract who has executed or ratified this Agree-

ment may withdraw said tract from this Agreement by written notice to the
Director, and Unit Operator prior to the effective date of this Agreement.
‘Joinder by any Royalty Owner, at any tirne, must be accompanied by appro-
priate joinder of the corresponding Working Interest Owner in order-for the
interest of such Royalty Owner to be regarded as effectively committed,

Aalaasra

Joinder to the Unit Agreement by a Working Interest Owner, at any time,

must be accompanied by appropriate joinder to the Unit Operating Agreement

in order for such interest to be regarded as effectively committed to this Unit

Agreement.
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Anry oil or gas in-tcrest in the Unitized Formations underlying the
Unit Area not committed hereto prior to submission of this Agreement
to the Director for firal approvai may thereafter be committed hereto
upon cempliance with the applicable provisions of this Section and of
Section 14 (Tracts Qualified for Unit Paticipation) hereof, at any time

.......... cof and for a period to and including six (6)
months t‘nereafter.‘ on the same basis of participation as provided in
Section 13 (Tract Participation), by the owner or nwners thereof subs-
cribing, ratifying, or consenting in writing to this Agreement and, if
the interest is a Working Interest,‘ by the own'er of such interest subs-
(:ri.bing also to the Unit Cperating Agreemeni,

It ig understood and ccd, however, that irom and after six (é;)
months from the effe'ctive date hereof the right of subsequent joinder
as provided in this Section shall be subject to such requirements or
approvals and‘ on such basis as may be agreed upon by ninety (90%)

percent of the Working Interest Owners (based upon the percentages

of participation in the Unit Area). Such joinder by a propcsed Working

Interest Owner must be evidenced by his execution or ratification of

this Agreement and the Unit Operating Agreement, Such joinder by a
proposed Royalty Owner must be evidenced by his execution, ratifica-

tion or consent of this Agresment and must-be consented to in writing

by the Working Interest Owner responsible for the payment of any bene-

fits that may accrue hereunder in behalf of such proposed Royalty Owner.
Except-as may be otherwise herein provided, s.ubsequex_;t joinder to this
Agreement shall be effective at 7:00 a.m. as of the first day of the month
following the filing with the Supervisor of duly executed counterparts of
any and alli documents necessary to establish effective commitment of‘a.ny
tract or interest to this Agreement, unless objection to such joinder by

the Direc¢tor is duly made within sixty /60) days after such filing.

SECTION 32, COUNTERPARTS: This Agreement may be executed

in any number of counterparts, no one f which needs to be executed by
all parties and may be ratified or consented to by separate instrument

in writing specifically referring hereto, and shall be binding upon

@4)




all those parties who have executed such a counterpart, ratification or
consent hereto with the same force and ecffect as if all parties had signed
the same document, and regardless of whether or not it is executed by

all other parties owning or claiming an interest in the lands within
3 - - - .

g

i ; above described Unit Area.

E N SECTION 33. TAXES: Each party hereto shall, for its own accc i,
k»a - " render and pay its share of any taxes levied against or measured by the
",,_,-;“. CeA

- . amount or value of the Unitized Substances produced from the unitized

-

land; provided, however, that if it is required or if it be determined that

e

the Unit Operator or the several Working Interest Owners must pay or

- advance said taxe:; for the account of the parties hereto, it is hereby

expressly agreed that the parties so paying or advancing said taxes shall

be reimbursed therefor by the parties hereto, including Royalty Owners,

who may be responsible for the taxes on their respective allocated share
of said Unitized Substances.. No such taxes shall be charged to the United
States nor to any lessor who has a contract with a lessee which requires

his lessee to pay such taxes.

SECTION 34. CONFLICT OF SUPERVISION: Neither the Unit Ope-
rator nor the Working Interest Owners; nor any of them, shall be subject
to any forfeiture, termination 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 whole or in part to comply with any appli-
cable provisicas thereof to the extent that the said Unit Cperator or the
Working Interest Owners, or any of them, are hindered, delayed or pre-
vented from complying therewith by reason of failure of the Unit Operator

to obtain, in the exercise of due dilige..ce, the concurrence of proper repre-

sentatives of the United States and proper representatives of the State of New
Mexico in and about any matters or things concerning which it is required
herein that such concurrence be obtained. The parties hereto and the Com-

mission agree that all powers and authority vested in the Commission in and
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by any provisions of this Agreement are vested in the Commission
and shall be exercised by it pursuant to the provisions of the laws
of the State of New Mexico and subject in any case to appeal or
judicial review as may now or hereafter be provided by the laws

of the State of New Mexico.

SECTION 35. BORDER AGREEMENTS: Subject to the approval

of the Supervisor, the Unit Operator, with concurrence of sixty (60%)

s
r"',"‘ - . .
R percent of the Working Interest Owners, based upon the percentages
;:'.“' *
b < ‘ of participation in the Unit Area, may enter into a border protection

agreement or agreements with the Working Interest Owners of adja-

o —

cent lands along the boundaries of the Unit Area with respect to the

operations in the border area for the maximum ultimate recovery,

rests.

SECTION 36. NO PARTNERSHIP: It is expressly agreed that

the relation of the parties hereto is that of independent contractors
and nothing in this Agreement contained, expressed or implied, or
ANy
create a partnership or association between the parties hereto or

any of them.

SECTION 37. OIL IN LEASE TANKAGE ON EFFECTIVE DATE:

Unit Operator shall make a proper and timely gauge of all lease and
other_tanks ‘within the Unit Area in order to ascertain the amount of
merchantable oil in such tanks, above the pipe line connections, as
of 7:09 a.m. on the effective date hereof. All such oil as is a part

of the prior allowable of the well or wells from which the same was

produced shall be and remain the praperty of the Working Interest -
L’. ‘ Owners entitled thereto the same as if the Unit had not been formed,
and such_ Wcerking Interest Owners shall promptly remove said oil
from the Unit Area. Any such oil not so removed may be scld by
the Unit Operator for the account of such Working Interest Cwners,
subject to the payment of all R oyalty to Reoyalty Owners under the

terms and provisions of the applicable iease or leases and

(26)
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other contracts, All such oil and gas as is in excess of the nrior 2llowable

of the well or wells from which the same was produced shall be regarded and
treated the same as Unitized Substances proouced after the effective date hereof.
If, as of the effective date hereof, any tract is overproduced with respect to
the allowakble of tahe well or wells on that iract and the amount ofr'such over-
production has beern sold or otherwise disposed of, such over producticn sﬁall
be regarded and included as a part of the Unitized Substances produced after
the effective date-hereof and the amount thereof charged to such tract as having

been delivered to the persons entitled to Unitized Substances allocated to such

tract.

SECTION 38. PERSONAL PROPERTY EXCEPTED: All lease and well
gquipment, materials, and other facilities heretofore or hereafter placed by
any of the Working Interest Owners on the lands subject to this Agreement shall
Ge deemed to be and shall remain personal préperty belonging to and may b'e re-
movzd by the Working Intere;t Owhers (subject to the provisions- of Section 12),
The rights and interests therein» as among Working Intezfest Owners are covered

by the Unit Operating Agreement.

IN WITNESS WHEREOF, the parties hereto have caused this Agreement to

be executed and have set opposite their respective names the date of execution.

APCO %PORATION

DATE: Aprilly, 1966 BY % . Vice Presﬁen‘b
ADDRE’@S' Lloe Bank Bulld].:g
Oklahoma City, Oklahoma
- ;: . ) , . v - . ,. - ] - / -
DATE: _ ¢fuel f, /5 £ ¢ RSN SN LT
/ ADDRESS: ﬂ, ¢ 2 [ PPN

i ‘Y/

paTs: /]l BY: @%\2 Dhtetlee? Mj
7 ADDRESS:  Z Y07 ([Srsron Al
Datle;. T2l

DATE: BY:

ADDRESS:
UNIT OPERATOR AND/OR WORKING INTEREST OWNERS, o

RAY SMITH, QPL:\MLUA\ ——
DATE: April 19, 1966 BY:Y ol ey T

ADDRESS: 3300 Republic Bank Bulldlng
Dallas, Texas

ROYALTY OWNER.



» /

other contracts, All such oil and gas as:is in excess of the prior allowable

of the well or wells fxom which the same was produced shall be regarded and
treated the same as Unitized Substances produced alter the effestive date hercof,
If, as of the effective date hereof, any traét is overproduced with respect to

the allowable of the well or wells on that tract and the amount of"such over=
produc aver production s.}'xa.ll

be regarded and included as a part of the Unitized Substances produced after

the effective date hereof and the amount thereof charged to such tract as having

been delivered to the persons entitled to Unitized Substances allocated to such

tract.

SECTION 38. PERSONAL PROPERTY EXCEPTED: All lcase and well

-1 _ - - ~
cqulpxncub, lll:\&ﬁil &0, and otner

"any of the Working Interest Owners on the lands subject to this Agreement shall

de deemed to be and shall remain personal préperw belonging to and may be re-
moved by the Working Interest Owners (subject to the provisions of Section 12),
The rights and interests therein as among Working Interest Owners are covered

.

by the Unit Operating Agreement.

IN WITNESS WHEREOF, the parties hereto have caused this Agreement to

be e:secuted and have set opposite their respective names the date of execution.
Giire LESSEES OF RECORD

7 ~ APCO OIL ?’ORATIGN ‘
/‘_______’ Q
. (, ;s \ (D/&W\O Ceead ™ eesidint

TREELS ADDRESbL K12.City,Okla.

Jrne T, .1.906 |
";.5‘— J-el BY: /%D/ ey
: _‘ ADDR¥SS: 5Q Ty LS
DATE: /fo—/3- (,i,‘ o Bzhé—t—/ﬁ.

Midland, Texas

DATE: (p-43-60 _ - BY: \\/LM%'?T/// (JH)
ADDRESS: _P. 0. Box 935//

Midland, Texas
UNIT OPERATOR AND/OR WORKING INTEREST OWNERS,

DATE: BY:
ADDRESS:

ROYALTY OWNER. o : ,
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BLFORE ME, the undersigned authority, on this day personally appcarcd
RAYNOND THOMASSON, known to me to be the person whose name is subscribed to the
Corggoing instrument, and acknowledged to me that he executed the same for the
purposcs and consideration therein expressed.

GIVEN UNDER MY HAND AND SEAL GF OFFICE on this th? 8th day of April,

AT 10AMA
. 7/
@/J gmfémaw

€redd o gy = VUV
Notary Public in and for Dallas
County, Texas

Yy commission expires 6/1/66

THE STATE OF TEXAS Y
h'd
A
COUNTY OF DALLAS )

BEFORE ME, the undersigned authority, on this day personally appeared
DEN . MITCHEL, known to me to be the person whose name is subscrired to the
Toregoing instrument, and acknowledged to me that he executed the same for the
purposes ard consideration therein expressed.

'GIVEN UNDER MY HAND AND SEAL OF OFFICE on this the 1lth day of April,

A.D., 1966.
/7%;i¢?3? Aggézzzl;xerwﬂ~

Notary/Public in and for Dallas 5
County, Texas ‘

My commission expires 6/1/66

. THE STTE OF TEXAS Y

X
COUNTY OF DALTAS [

BEFORE ME, the undersigned authority, on this day personally appeared
RAY SMITH, known to me to be the person whose name is subscribed to the fore-
going instrument, and acknowledged to me that he executed the same for the :
purpcses and consideraticn therein expres:zed.

GIVEN UNDER MY HAND ‘AND SEAL OF OFFICE on this the 19th day of April,

B.D., 1966. | ..
=;7:1241Z,/ ;732L cﬁjﬁiszZ%Z:n:/

Nell M. Heflin, Notary Public in
and for Dallas County, Texas

My commission expires 6/1/66



E STATE OF OXLAHOMA X
, X Corporation Acknowledgment
COUNTY OF OKLANONA )¢ )
BEFORE ME, the wndersigned authority, on this day personally appeared
K. C. ANDTISOH knovm te me to be the person whose name
is suwbscribed to the foregoing instrument as Vice President
~ of Apca O l,CO”UO”&uIOﬂ , a eorporation, and

‘ acknowledged to me that he executed the same as the act and deed of said
i corporation for the yu“poqee and consideration therecin cxpressed .md in the
» : quucr‘*, Lhe ein stated.

et es
ot .
. L

| R N .
RS \“ ":c;wx:\* UNDER MY HAND AND SEAL OF OFFICE on this the Tth day of
SELI__ S % June , A.D., 1965
- SIS UTY ,

[ ..'. o N '&'.' KN ’ ' . .

e oy ;"&_},.c;\\ S - QQJU(Q /Vx&u-mﬂf

K il 1:‘;).".?\ Nﬁi Public in and for Oklashoma

p <= RO Cdudfty, __Oklahoma

e :
My Commission expires:

cl : ’ )

) -~ - A q
,_ Z-27b38 . |

D R R R R D T T AR A L ST L e DR TRy
T'E STATE OF OREGON

Single Acknowledgment .

> >

COUNTY OF JOSEPHINE

BEFORE ME, the undersigned asuthority, on this day personally appeared
T. R. PARKER , known to me to be the person whose name
is subscribed to the foregoing instrument, and acknowledged to me that he
executed the same for the purposes and consideration therein expressed. P

GIVEN UNDER MY HAND.AND SEAL OF OFFICE on this the F/ °= day of -
May . , A.D. 19 66 .

,.‘ lllll“"
SRR T
ERNE

& LR CLELE
/’/::;ff?’4ff”<’ --*\ }
Notary t’ub.lle/lj'x ‘and for Josep‘hme

County, Oreggn . i . *_ﬁ:’/ AT
merbom S0 4m 4BAT -

Y Connisoion RAGATR ;\-"lﬁ' d o"a?
Wt LG .

lln UVAUlllO\:Ej

\

My Commission expires: ‘ A ¥
. o N e T
y /7'é 7 a— ;\.f\('f’f-'g h )

WARERARRRERE k**'}'kxwk*wx*****xwx**.«**********ww***x***********************J:k*

THE STATE OF TEXAS

COUNTY OF MIDLAND

2

BEFORE ME, the undersigned authority, on this day personally' appeared
Lewis B. Burleson and Jack Huff » known to me to re the personswhose names
are subscribed to the foregoing instrument, and acknowledged to me that they

_ executed the same for the purposes and consideration therein expressed.
. \\‘1 Illl,,
B \

)
& ,_g\ L’L /0 ‘GIVEN UNDER MY HAND AND SEAL OF OFFICE on this the / 5"&' day of
ST e WJune "A.D., 19_66_. '
TS aa\ O . o
i AV Y AT
:;f%:' S 1::;; &{)c"wd /-O? /L&Jm/

y ' Notary Public in and for _ Mi~*land
County, __Texas

\“\‘
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EXHIBIT "B"
TO
UNIT AGREEMENT
SHUGART J15-QUEEN UNIT
EDDY COUNTY, NEW MEXICO

TRACT
NUMBER LEASE NO, & BASIC ROYALTY LESSEE OF W.I. OWNER & PERCENTAGE
TRACT NO. LAND DESCRIPTION OF ACRES RENEWAL DATE & PERCENTAGE RECORD PERCENTAGE PARTICIPATION
1 N/2 SE/4 SEC, 13, %Hmm. R30E 80. 00 NMO 263393 U.S. - ALL Lewis Burleson- H\N Ben F. Mitchel - 12,50 14. 729
Edcdy Co.,N.M, 9-1-70 Jack Huff-1/2 Raymond Thomasscn-12.50
RAY SMITH - 75.00
2 Le¢t 2,Sec. 18, T18S, R31E 34.59 LCO 29393(d) U.S, - ALL Kenwood 0il-93.25% Ben F. Mitchel = - 12,50 G.214
Ecdy Co.,N. M. 7-1-72 T. R. Purker-6.75% Raymond Thomasson-12.50
) RAY SMITH - 75.00
3 Lcts 3,4,SE/4 SW/4 Sce. 18 109, 48 LCO 29393(f) U.S. - ALL Kznwood Oil Co. Ben F. Mitchel - 12.50 51.223
T18S, R31 <, Eddy Co.,N, M, 1-1-70 : Raymond Themasson-12.50
C RAY SMITH -~ 75.00
3-A NE/4 of SW/4,Sec. 18, T18S5, R31E 40.09 LCO 29393(f) U.S. - ALL Kenwood Qil Co. APCO 01l Corporation - 24. 824
Eddy Co.,N.M. —_— 1-1-70 _ BrtoormumoSea - 100. 00
bdo’7
1® -U fﬁ —
g ¢ “~ a9
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CuURTIS W. MEWBOURNE
CONSULTING PETROLEUM ENGINEER
FIDELITY UNIONN LIFE BUILDING
DALLAS, TEXAS 75201

Avgust 12, 1966

Stats Kngineer Office
Capital Buflding
Santa Fe, New Mexico

Be: Ray fmith Drilling Co.
Shugart 18<Queen Unit
Eddy County, New Mexico
Gent iewmsai
Ray Smith Drilling Co. has msde spplication to the Kew
Maxico 011l Conservation Commission for authorigsatioa of
Unit Agreement snd authorisstion to iaject water for sec-

ondary recovery of the subject Uanit. Attached is a copy
2f tha Lpel{cation, compiete with all attachments,

Very truly,yours,
_/ ‘
@cZﬁ//

Curtis W, Mewbourne

Thank you very much.

%{L{M

i vm

Attachwmants
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Bisl'ORL THIS Nishv MiiX1C0
OIL CONSERVATLION COMMISSION
santa e, New Mexico
September 7, 19066

EXAMINER HEARING

)
IN THI MATTER OF: )
Application of Ray Smith Drilling ) CASE NUMBER
Company for a unit agrecment, kddy ) 3449
Couinrty, New Mexico. )
)
and )
)
Application of Ray Smith Drilling ) CA§Q§§UMBER
Company for a waterfloed project, ) /3450 |
Eddy County, New Mexico. ) N
) (Consolidated)

BEFORIE:

DANIEL $. NUTTER, Lxaminer

TRANSCRIPT OF HEARING
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N

] Miz . NP The noxt case will he Case 34490

2
o
| g MR. IIATCH: Application of Ray Smith Drilling
| k4
Q
v
3 Company for a unit agreement, bddy County, New Mexico.
.
- > 8
-~ i % &8 MR. #SATON: Paul 1. Eaton, Junior, of the firm of
»q.v'*‘ - | Shuineg . =3
v « — > W
T~ z ooy
< . % Iz Hinkle, Bondurant and Christie representing Ray Smith Drilling
o & B 83
b ek §§ Company.
l o & %8
3 o § .3 Mi. NUTTBER: Mr. Baton, would it be feasible tc
oo e 3t
.= & %% | consolidate the following case, also, with this case?
B aenend . w S
= § &3 : :
. & 2% MR. EATON: Myr. Lxaminer, it sure would. I request
an @ e I
7 &+ | that both cases be consolidated.
3 a ? 33
= & 9% MR. NUTTER: We will now call Case 3450.
a a
' ~ * 3
o g8 MR. HATCH: Application of Ray Smith Drilling Compan
= I 5%
o < §§ for a waterflood project, Eddy County, New Mexico.
ad ¥ 23
. — “« =g

MR. NUTTER: Case 3449 and Case 3450 will be

Mr. Eaton?

MR. EATON: Yes, sir. A% the outset, Mr. Examiner,
we would request that the application be amended in one minor
respect. The application refers to three injection wells by

name. The second well being the Kenwood Federal Number 1.

N I R s |

m - - 7.
Th e Renwood

nHatv is a ivypographnical error anda should

Federal Number 2 and we request that the Examiner permit us to

amend the application in that respect.

MR. NUTTER: Mr. BEaton, we have already amended

.

| |
consolidated for the purposes of itestimony. Wilil you proceed, |




J— ‘,,,,,,,,,,,,,,,,,,W _,,,,,,,,,l,,_,d,,,,,,,,,,i,,.,,,,,l
iyour application.

MR. BATON: i knew YOU would catenh 1t \

MR. NUTTER * Thank You-

MR. KATON we have one witness to be swoYl, Mr.

Examiner, Mr. curtis Mewbourne.

called as a W

and testiiied as

BY MR. EATON:

(WitnesS SWOTT s )

URTLS W. MEWBOURNE \

QURTIS W. BEE===

jtness, having peen first duly sworn, was examined

follows:

DIRECT EXAMINATION \

you please state your name, agdress, and your

Q will
occupation?
A curtis W. Mewbourne; pidelity Union Life puilding,

pallas, Texas; consulting petroleum engineeX -

Q what 18 your relationship, Mr . Mewbourne, to Ray

Smith,Drilling Company?

A | sexrve on a retainer pasis as a consulting

petroleum engineer for the Ray Smith prilling Company -

Q Do you manage the company‘s oil operations?

A 1 do.

Q On a consulting pasis.

A Yes.

Q Have you previously testiiied pefore the Xe¥ Mexico

e —

//

S R —
S | .
SRS —
e
k- - a0 e
O
[




_ i e
| g [Oil Conservation?
. $ A I have not.
2 ) x Q Mr. Mewbourne, will you please advise the lLxaminer
F S o S &
5 L = . , . . . .
FL:: cs % 39 of your education and professivnal experience 1n connection
p = ;35
g s z Wz
p T . §$ Zz | with the 0il industry?
an 5 3°<
> ¢ Qo
N e—— w . -
! -~ & 3¢ A I'm a 1957 petroleun engineering graduate of the
& & 28
% o3 University of Oklahoma. I was employed jmmediately thereafter
oH e 3°
= % 2% | by the Arkansas Fuel 0il Corporation, Shreveport, Louisiana;
e e . w o
| W » Fa
3 o‘- - - - .
= E iR worked as a petroleum englineer 1iii the Lounisiana Gulf Coast
= § 2 |
__ % & |arca. Arkansas Fuel was merged into the Cities Service 011l
= 2 3d
g; 4 32 Company, at which time 1 was transferred to Bartlesville,
] :t 'zz‘
: a 2 g% oklahoma, worked as a supervisor of waterflood flocd operations
= i i
= : 2 ;in the West Texas Panhandle and Western Kansas area.
a ¥ 88
. — 5 =£ . . .

1 was then employed with the First National Bank
in Dallas for four years in appraisals, evaluations and oil
loans. I then entered the general practice of consulting
engineer.

: ' Q How long have you been in the private practice as
{ a consulting petroleum engineer?
' A One and a half years.

Q Are you a member oi any profcssional associations

in connection with your profession?

A The Society of Petroleum Engineers of AIMETAPI and

several other industry groups.
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MR. BATON: Mr. Examiner, are his qualifications
acceptable?

MR. NUTTER: They are.

S .
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MR. EATON: Thank you.

MR. NUTTER: Proceed.

Q (By Mr. Eaton} Are you familiar with the matters

® ALBUGUERQUE, NEW MEXICO

contained in the application of Ray Smith Drilling Company in

243-6691

Cases 3449 and 3450?

A 1 am.
Q Did you prepare those appiications yourseli, Mr.
Mewbourne?

A I did.

Q Attached to the avplication is a copy of the

SPECIALIZING IN: DEPOSITIONS, HEARINGS, STATE MENTS, EXPERT TESTIMONY, DAILY COPY, CONYENTIONS

1203 FIRSY NATIONAL BANK EAST @ PMONE 255-1294 ¢ ALBUQUERQUE, NEW MEXICO

1120 SIMMS BLDG, ¢ P.O. BOX 1092 & PHON:

Shugart 18-Queen Unit Agreement. is that correct?
A Yes, sir.
Q Are you familiar with the area described in the

Unit Agreement and with the Unit Agreement, itself?
A I am.
Q What area is covered by the Unit Agreement?
A Portions of Section 13, 18 South, 30 East,.and

portions of Section 18, 18 South, 31 East, Eddy County, New

Mexico.

Q Approximately how many acres are in the Unit?

A Approximately 264 acres.
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Q What is the purpose of this Unit Agreement?
A M™is Unit Agreement serves to consolidate various
leases and operators into a united projeci Ifor purposes of

secondary recovery by waterflooding.

Q Are all of the lands in the Unit Area Federal lands?

A They are.

Q There are no State or fee land?

A There are not.

Q Has the Unit Agreement been submitted to the

Director of the United States Geoiogical Survey Ior his

approval?
A It has.
Q Has he approved the Unit Agreement?

A The Unit Agreement was approved on July 21st, 1966

by the Acting Director of the United States Geological

Survey -

Q That approval shows on the exhibit attached to the
application?

A it does

Q Are you familiar with the workiny interest

ownership and the overriding royalty ownership under ©he
leases embraced in the unit?

A I am.

Q Have all such owners either executed or ratified

L A




DN S
% the Unit Agreement? i
]
% A Oone hundred per cent of all working interests,
<]
v
g reyalty owners, jessees of record production payment holders
Y o
z 9
e 3 %8 have executed the Unit Agreement.
=g gl
.8 iz Q What is the effective date of the Unit Agreement?
as B g%
[os) - 3
= & 8% A The effective date 1is 7:00 A.M. of the first day of
= : i
e» § 3% | the month following; first the execution oOr ratification of
oo & 3
j;; 5 2§ | the Agreement DY seventy-five per cent of the working interest
5. 2 *§ owners; second, approval of this Agreement by the Director of
o S 4 - e I
— z N“’ .
- i %; the Geological Survey; and third, the filing for record in 1
a> = Q9o
E; ¢ ¢%f | Eddy County, New Mexico of a certificate to the effect that
o -
;-. b4 ._§ . s . .
a gg Provisions 1 and 2 have neen complied with.
[t z :Z
Po— = x5 .
o i is 0 You have testified already that the first two

conditions have already occurred. Has the cervifiid

1

-+
£

)

. whioh

t

<a

¢

you testified to been filed in Eddy County, New Mexico?
A No.
i Q 1f the Commission approves this subject Unit, do
you intend to promptly file for record, in Eddy County,

i notification of existence of the Unit?

A Yes.

Q Under the terms of the Unit Agreement, itself, when
ou commence your secondary recovery operations?

A Withip six months.

Q When do you actually intend to commence the




(the

2 Unit Agreement? \
[*]

S A One hundred per cent of all working interests, \
z

: \
v

royalty owners, lessees of record production payment nholders

[+]
v
Q
r 2
.5 % 5% have executed the Unit Agreement.
[ - =
Sy EBE
$ st Q what is the offective date of the Unit Agreement?
ar & 8,
> - :\;
— & 8% A The effective date is 7300 A.M. of the first day of
e EE
SC T the month followings first the execution OF ratification of
a3 I oo
[k KN - Y
.§§ 2 g% | the Agreemsit by seventy-five per cent of the working interest
gi' ] %é ownexs; second, approval of this Agreement by the pirector of
i
= % %; the Geological survey; and third, the gi1ing for record 1in \
£ 93
E; e 9% | Eddy county, Ne® Mexico of 2 certificate to the effect that
o o
' B .2
j;; i g% \ provision3 1 and 2 pave heen complied with.
[ z. :Z
= = 3z o .
- < e \ Q You have testified already that the girst two
a> & 8%
. — s == \

conditions have aircady occurred. Has the certiﬁieate which

| you testified 4o beel filed 1in rddy County, New Mexico¥ !
A No.
Q 1f the Commission approves this subject gnit, 40

you jntend toO promptly file for record, in Eddy County,

notification of existence of the Unit?

N
e
v
)
0
"

\ Q Under the terms of the Unit Agreement, jtself, when

mus b ¥oU commence your secondary recovery operations?

A within six months.

Q When do you actually intend 1O commence the

R A
l_ .
[ . e ]
1
e e
]
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cperations, assuming you, first, obtain Commission approval?
A Immediately upon approval by the Commission.

(Whereupon, Applicant's Exhibits 1, 2, 3
and 4 were marked for identification.)

Q Mr. Mewbourne, I hand you what has been mariked
Exhibit 1, and ask you to state what it portrays?

A Fxhibit 1 outlines the Unit Area in red, and the
three wells circled in red are the proposed injection wells.
Also included are the three producing wells and one dry hole
within the Unit Area.

Q Is Exhibit 1 identical with the plat attached to
the application of Ray Smith Drilling Company?

A It is,

g i . Mewbourne, tihnere are several oiher circies
depicted within the Unit boundavies. What do those circles
represent?

A Those represent producing wells and a dry hole,

the circles, other than the proposed injection wells.

Q Are the proposed injection wells producing at this
time?

A They are.

Q Are there any producing wells located adjacent to

and outside the Unit Area?

A No.
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qQ Does the Unit Arca include all prceductive leases
in the field?

A It does.

Q Does Exhibit 1 reflect the location of other

wells, including drilling wells and dry holes within two miles

of the Unit Area?
A It does.
Q Are all -- you may have answered this question --
are all six wells within the Unit Area producing:iat this time?
A They are.

Q What formation are they producing from and from

what depth?

A The six wells are producing frou the Queen Sand at

approximately 3,000 feet.

Q Do you have any information as to the thickness of
the Queen Sand in the Unit Area®

A Approximately eight feet average.

Q Would you:.please state when these productive wells
were drilled and give us their production history?

A The field was discovered in what is now the Abco-
Ginsberg Federal Number 1, in March 1940, It was potentialled
for forty-five barrels per day. There was no drilling in the
area until 1962, when Ray Smith Driliing Company complet

remaining five wells in the Unit Area with potentials varying

®




e
—
as
c>
e
| W
as
g
o0
==
.=
p W
)
P
e
p W
| S
a>
ao
=
1
=
o
=
h WY
co
a>
]

DEPOSITIONS, HCARINGS, STATE MENTS, EXPERT TESTIMONY, DAILY COPY, CONVENTIONS

SPECIALIZING IN:

1120 5IMMS BLDC. ¢ P.O. BOX 1092 ® PHONE 243-4691 ® ALBUQUERQUE, NEW MEXICO

1203 FIRST NATIONAL BANK EAST ¢ PHONE 256.1294 @ ALBUQUERQUE, NEW MEXICO

PAGE 10

between forty-three and sixty-four barrels per day after
fiacturing. Production then declined at a rapid rate to the

current advanced stage of completion.

Q What is the current production from these wells?
A Approximately three barrels per day per well.
Q In your opinion, would vou classify those wells

as stripper or marginal wells?

A I would.

Q if the proposed secondary recovery project is not
initiated very soon, what will be the effect on these six
producing wells?

A These wells are very rapidly approaching an economic
limit and would shortly thereafter have to be plugged and
abandoned, should not secondary recovery operations be started.

Q How do you propose to institute and conduct the
secondary recovery operation?

A The thrée proposed injection wells shown on
Exhibit 1 will be converted from oil production'to water
injection and fresh water purchased from the Double Eagle
Corporation of New Mexico will be injection under tubing and
packer into the Queen Sand.

Q Have logs om the three injeciion wells been
previously furnished to the Commission a2ad to the State Engineer

as attached fo the application?




PAGE

A They have.

Q what circumstances dictated your seledtion cf the ‘
canfield Federal Number 1, the Kenwood Federal Number 2 and

ths lLianwood Federal A Number 1 as the injection wells?

A They were selected to give the optimum sweep of
water injection in an effort to maximize the oil recovery.
Q Directing your attention to the three propésed

injeciion welle, have you caused to be prepared diagramatic

exhibits on each well designed to show casing and cement

DEPOSITIONS, HEARINGS, STATE MENTS, EXPERT TESTIMONY, DALY COPY, CORVENTIONS
o e
po
[, ]
1 1

dearnley-meier reporting Seryice, 10¢.

: program?

1’ ,‘

E z A I have.

RS

g o 8% Q I hand you what has been marked as Exhibits 2,
§ z z

% z 2 | 5 ana 4, and ask you to explain what they portray?

A Exhibit 2 is Canfield NumbeXx 1. It shows that fou
and a half inch casing was set to 3173 cemented with 150 sacks
of cement. Not shown is the surface casing which was seven
and five-eights run to 1700 feet and circulated with 250 sacks
ot cement.

Exhibit Number 3 ijs the Kenwood A-1, which shows
four and a nalf inch casing was yun o 3113 and cemented with

150 sacks of cement. Not shown is surface casing which was

eight and eive—eights inch casing run to 725 feet, circulated

with 200 sacks of cement. - The Kenwood Number o is Exhibit

Number 4. 1t portrays four and a half inch casing to 3,158

-
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feet, cementcd with 150 sacks of cement. Not shown is surface
casing which was seven and five-eights inch run to 700 feet and

circulated with cement.

Also shown on each exhibit is the perforated

1ICO

intevrval.
Q Mr. Mewbourne, is the tubing in these wells lined?
A It is not.
Q Do you anticipate any problems because it is not
lined?

A We do not.
qQ Why is that?
A We propose injecting fresh water purchased from

Double Eagle Corporation and don't anticipate serious

SPECIALIZING IN: DEPOSITIONS, HEARINGS, STATE MENTS., EXPERT TESTIMOINY, DAILY COPY, CONVENT|ONS

1120 SIMMS BLDG. © P.O. BOX 1092 ® PHONE 243.8691 o ALBUQUERQUE, N.iw MEXICO

1203 FIRST NATIONAL BANK EAST ® PHONE 256-1294 o ALBUQUERQUE, NEW 1AEX

dearnley-meier reporting service, inc.

corrosion problems.

Q How wuch water do you propose to inject through

the three wells?

A Approximately 300 barrels per day for the total
Unit.
; ’ Q I assume that there will be produced water cthtained
from this project?

A That's correct.

Q Will the produced water be recycled through the

injection wells?

A It will.
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tAGE 13
\ N //’“-/!ﬂa—/“p'—‘/
| : " ‘ Q How soen after you begin the flood do you expect \
' é .
. E a - . \
] response’
é \
5 A Approximately six months. }
> 9 ‘
s % 5§ | Q can you estimate the amount of 0il which you
&= P 25 i
— oz B .
% L3 reasonably expect 10 recover from this proposed ficod?
as &% 372
= ¢ i . \
= & 38 A Approx1mate1y 100,000 barrels.
— £ 25
a> w29
@2 % 2 Q Does the Unit Area comprise, 1n your cpinion, all
o0 = 3°
[ 2 .o .
= I g3 of the land necessary to carry out an efficient, effective
e r
. 3 %%
= 2 % . s aamd i +
= & 3 fl1ood of the Quecen opald in this area?
a0 é ug
e o~
— g &° A Yes.
<] % 7
@ = &2 |
w . X . . .
g; % oz Q In yourxr opinion, will the proposed waterflood
] B L]
vy 3 gé project be in the jnterest of conservation and prevention of
= % 32
= = iz waste?
a> 2 8%
- s -2 )
A 1t wili.
: Q In your opinion, will the correiative rights of all
; interested parties be protected under the proposed projeot?
: A Yes.
: Q in your opinion, will the proposed project result i

A

be admitted

of the applicant‘

recovery of oil from this area?
It will.
MR. EATON: Mr. Examiner, we move for admission

s Exhibits 1 through L

®

upr . NUTTER: aApplicant's Exhibits 1 through & 2ill

in evidence.

e
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(Wherenpon, Applicant's Exhibits
1 ithrough 4 werc admittea into
evidence. )

MR. BATON: That is all the questions we have of

eEL
car

this witness.

3

i A

DI

MR. NUTTER: Does anyone have any questions of this

witness?

MR. IRBY: I have one.

243.6691 ® ALBUQUIRQUE, NEW MEXHZO
1294 ® ALBUQUERQUE, NEW MEXICO

MR. NUTTER: Mr. Irby.

MR. IRRY: I would like to ask the witness if the

Kenwood Federal Number 1 shown on the application should be

Kenwood Federal Number 2.

DEPOSITIONS, HEARINGS, STATE MENTS, EXPERT TESTIMONY, DAILY COPY, CONVENTIONS

A Thati's correct, it should.

MR. JIRBY: Thank you.

o=
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| wliies ]
-
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o0
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SPECIALIZING IN:

wp | NITTTER:  Was that all the questions you had?
MR. IRBY: Yes.

CROSS EXAMINATION

BY MR. NUTTER:

Q Your application stated thal an average of 300
barrels will be injected?
A Ng. That's the total project, the average for the

three wells.

Q That's the average, then, of 100 barrels a day for

the three wells?

A Yes.
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—_— —

Q You anticipate 300 parrels and your injection \

————————

- 2
Q
- & pressure will be approximately 700 pounds Psi® \
. $
§ A Initially, YeS, sir.
° o \
: g - » - -
s & 8 Q what is the cumulative preliminary production from
 mnst . >
L= % ;-; . \
R S 1 these six wells, Mr. Mewbcurne? 1
as & 3°2
= = 2 \
= & 3% A As of the first of July, 114,552 barrels.
T
= & 323
A T Q That's at 7-1-667
oo =+ §°
= i 3 A Yes, sir.
— 38 w3
<o z gw ; .
= 2 § Q Have all of the wells produced approx1mate1y the
Qo w X
— L e .
o % = canre smount Or did the one well have a one ot two year head
a> = 83
‘= © i | start?
o 9z star
- o <
= ¢ .3
= Zz . Z . . . . . ps
a . gQ A Yes, S1ir. With the exception of the initial well
—rv— z =< .
- < == that was drilled 1in 1940, it has @ higher cunulative production
a £ =%
. — %5 =€

than the other five.

Q You anticipate your secondary will be approximately
100,000 parrels or in the range of one to one as far as the
primary is concexrned?

A Yes, sir.
Q Aﬁd you realize that according tc Rule 701, you
would have six y0-acre tracis as faxr as allowable computation

would be concerned?

A Yes, Sir.

MR. NUTTER: Any other guestions of Mr. Mewbourne?

He may be excused.
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- —— .

ey

(Witness excused. )
Mit. NUITBR: Yo you have anything further, Mr.

raton?

\ Mit. BATON: Mg more testimony.
Mit. NUTTER: Does anyone have anything they wish
to offer in Case 3449 or 34507 We'll take the cases undery

advisement.
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STATLE OF NEW MEXTICO .

____________ )
) ss
COUNTY OF BERNALILLO )
1, ADA DEARNLEY, Notary Public in and for the County of
Bernalillo, State of New Mexico, do hereby certify that the

foregoing and attached transcript of hearing was reported by

me in stenotype and that the same was reduced (Lo typewritten
transcript under my personal supervision and contains a true

and correct record of said proceedings, to the best of my

knowledge, skill and ability.

7 .
,///Qzéggi/ﬂC%C/élaiit/1w/é;h7T"

NOTARY PUBLIC A

S
LS

My Commission Expires:

June 19, 1967




