, RESOURCES DEPARTMENT
61L° CONSERVATION DIVISION
IN THE MATTER OF THE HEARING CALLED BY

THE ‘CONSERVATION DIVISION FOR THE
PURPOSE OF CONSIDERING:

CASE NO. 11,792

)
)
)
_APPLICATION OF DOYLE HARTMAN, OIL )
OPERATOR, FOR AN ORDER CLARIFYING ORDER )
NO. R-6447 AND REVOKING OR MODIFYING )
ORDER NO. R-4680-A OR, ALTERNATIVELY, )
FOR AN ORDER TERMINATING THE MYERS )
LANGLIE-MATTIX UNIT WATERFLOOD PROGRAM, )
LEA COUNTY, NEW MEXICO )
)

OFFICIAL EXHIBIT FILE

APPLICANT'S EXHIBIT A (PART T)
PREHEARING CONFERENCE

BEFORE: MICHAEL E. STOGNER, Hearing Examiner

June 30th, 1997

Santa Fe, New Mexico

This matter came on for prehearing conference
before the New Mexico 0il Conservation Division, MICHAEL E.
STOGNER, Hearing Examiner, on Monday, June 30th, 1997, at
the New Mexico Energy, Minerals and Natural Resources
Department, Porter Hdll, 2040 South Pacheco, Santa Fe, New
Mexico, Steven T. Brenner, Certified Court Reporter No. 7

for the State of New Mexico. . ~
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UNITIZATION LAW AND PROVISION “ The bringing of a suit...”
EQUIVILANT TO TAB 1

SEC 70-7-7
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MLMU Cases 5086 and 50
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Order R-4660 Nov. 16, 19
Approval of Unit Agreeme
UOA)

TAB 2

Order R-4680 Nov. 20, 19
Approval to water flood
TAB 3
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§ 29.02 API Model Form of Unit Operating Agrecement
with Supplement

Third Edition
Jamaary 1970
MODEL FORM
of
UNIT OPERATING AGREEMENT
AMERICAN PETROLEUM INSTITUTE
Washington, D.C. 20087
—_— e

Issued By

AMERICAN PETROLEUM INSTITUTE
Production Department
300 Corrigan Tower Building
Dallas, Texas 75201
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Teaued
May 1974

Supplement 1
to

MODEL FORM OF
UNIT OPERATING AGREEMENT

Third Edition
January 1970

AMERICAN PETROLEUM INSTITUTE
Washington, D. C.

Issued by

AMERICAN PETROLEUM INSTITUTE
Divisién of Production
300 Corrigan Tower Bullding
Dallas, Texas 75201
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American Petroleum Institute

Fereword

This supplement covers revisions to Model Form Page 17, Article 17, “Withdraval of Working later-
of Unit Operating Agrecment, Thurd Edition, Jaru. est Owner™; deletc lext of the exuting Article,
ary 1970, adopted by letter ballot of the API Execu- which eppears o line mumbers 7 through £2, and
teve Committee on Drilling and Production Practice, replace with the following tcxt (remainder of pege
23 repotted in circular D-616, June 1973, and Circu- 47 is umchanged):

tar D422, May 1974.

————
ARTICLE 17
WITHDRAWAL OF WORKING INTEREST OWNER

17.1 Withdrawal. A Working Interest Owner may withdraw from this agreement
by transferring, without warranty of title either express or implied, to the Working
Interest Owners who do not desire to withdraw all its Oil and Gas Rights, exclusive of
Royalty Interests, together with its interest in all Unit Equipment and in all wells used
in Unit Operations, provided that such transfer shalf not relieve such Working Interest
Owner from any obligation or liability incurred prior to the firat day of the month fol-
towing receipt by Unit Operator of such transfer. The delivery of the transfer shall
be made to Unit Operator for the transferees. The transferred interest shall be owned
by the transferees in proportion 1o their respective Unit Participations. The trans-
ferees, in proportion to the respective interesta sl acquired, shall pay the transferor
for its interest in Unit Equipment, the salvage value thereof less ity share of the esti-
mated cost of salvaging same and of plugging and abandoning ali wells then being used
or held for Unit Operations, as determined by Working Interest Owners. In the event
such withdrawing owner's interest in the aforesaid salvage value is less than such

owner’s share of such estimated costs, the withdrawing owner, as a condition proced-

ent ta withdrawal, shall pay the Unit Operator, for the benefit of Working Interest
Owners succeeding to its interest, a sum equal to the deficiency. Within sixty (60) days

after receiving delivery of the transfer, Unit Operator shall render a final statement to

the withdruwing owner for ita share of Unit Exp including any deficiency in salvage
value, as determined by Working Interest Owners, incurred as of the first day of the

month following the date of receipt of the transfer. Provided all Unit Expense, includ-

(Rel.19-4/90 Pub.455)
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Supplement 1 to Model Form of Unit Operating A greement

ing any deficiency hereunder, due from the withdrawing owner has been paid in full

LR WY

within thirty (30} days after the rendering of such final statement by the Unit Opera-
tor, the transfer shall be effective the first day of the month following its receipt by
Unit Operator and, as of such effective date, withdrawing owner shall be relieved from all
further obligations and liabilities hereunder and under the Unit Agreement, and the
rights of the withdrawing Working Intereat Owner hereunder and under the Unit Agree-

ment shall cesse (nsofar as they existed by virtue of the interest transferred.

17.2 Limitation on Withdrawel. Notwithstanding snything set forth in Section 17.1,
Working Interest Owners may refuse to permit the withdrawal of a Working Interest
Owner if its Working interest is burdened by any royalilics, Uversiding Tovaltiks, pro-
duction payments, net proceeds interest, carried interest, or any other interest created
out of the Working Interest in exceas of one—ei‘hth. (14) lessor's royalty, unless the
other Working Interest Owners willing co accept the assignment sgree to sccept the.

Working Interest subject to such burdens.

(Rel.19-4/90 Pub.455)




§ 29.02 PGOLING AND UNITIZATION 29-44

FOREWORD

The APl Model Form of Unit Agreement and the companion Model Form of Unit
Operating Agreement date back to the First Edition, January 1957. Each was followed by a
revieed Second Edition, January 1961, This is the Third Edition, January 1970. The later
editions have been designed to keep the forms up to date by making those revisions found
from experience to be desirable. The majority of production units formed in the United
Statea in recent years follow substantially the API forms.

The design of the forms is to aid in the accomplishment of voluntary unitization of oil
and condensate reservoirs that are substantially developed in order to conduct some form of
pressurc maintenance, repressuring, water flood, or other cooperative form of operation to
incresse ultimate recovery.

USERS ARE CAUTIONED that, being general in nature, these forms require a certain
amount of sdaptation to conform to the conditions and requirements of particular units and
to the laws of different states. The latter is true in regerd to matters of execution,
acknowledgments, and filing for record.

A Supplement is attached containing certain alternate or additional provisions which
may be desired in some instances.

The model forms have been drafted by the Subcommittee on Unit Operations of the
Executive Committec on Drilling and Production Practice, Division of Production, American
Petroleum Institute. The subcommittee consists of lawyers, engineers, landmen, and other
persoand experienced in all phases of unitization and unit operations in all of the principal
producing arcas in the United States. Members of the subcommitiee who devoted &
substantial amount of time to the drafting of the Third Edition are as follows:

(L™ indicates legal representatives; O™ indicates other representatives.)

R. M. Williams (L), Chaitman, Phillips Petroleum Company, Bartlesville, Oklshoma
Jack T. Akin (L), Mobil Oil Corporation, Midland, Texas
M. H. Barber (O), Continental Oil Company, Rouston, Texas
- Irtey Bonnette (L), Anadarko Production Company, Fort Worth, Texas
Robert P. Broussard (L), Chevron Ol Company, New Oreans, Louisians
Paul N. Colliston (0), Continental Oil Company, Houston, Texas
Don B. Cooper (0), Mobil Oil Corporation, Midland, Texas
John L. Cravens (L), Humble Oil & Refining Company, Oklshoma City, Oklahomi “
L. H. Davis (0), Sun Oil Company DX Division, Tulsa, Okishoma
Mecrill S. Dougless (0), Cities Service Oil Company, Barticvilic, Gklshoma
Roecoe Elmore (L), Mobil Qil Corporation, Midland, Texes
R. L. Erickson (0), Amerada Hess Corporation, Tulsa, Oklshoma
Riley B, Fell (L), Marathon Qil Company, Tulss, Okldhoma
J. R. Finch (0), Sun Oil Company DX Division, Tulss, Oklshoma
D. H. Gregg (L), Hurable Oil & Refining C Houston, Texas

Lamip Al

A.C. Grosse (L), Atisatic Richfield Company, Dallas, Texas

RIS (Continued on next page.)

(Rel19-4/90 Pub.455)
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T. J. Guinan (L), Anadarko Production Company, Fort Worth, Texas

Robert E. Hardwicke (L), Attomney at Law, Fort Worth, Texas

Harry Hickman (L), Pan American Petroleum Corporation, Fort Worth, Texas
Card W. Jones (L), Phillips Petroleum Company, Bartlesville, Oklahoma
Kenneth E. Jones, (0), Skelly Oil Company, Tulse, Oklshome

M. ]. Kaufman (O), Phillips Petroleum Company, Bartlesville, Oklshoms
Booth Kellough (L), Gulf Oil Company—U.S., New Orleans, Louitiana
Michsel L. Klein (L), Continental Oil Company, Houston, Texas

Bruce A. Landis, Jr. (O), Pan American Petroleum Corporation, Fort Worth, Texas
E. F. Lewis (0), Phillipe Petroleum Company, Bartlesville, Oklahoma

Kemp Maer (L), Shell Oil Company, Houston, Texas

Frank Martin (Q), Pan American Petroleum Corporation, Fort Worth, Texas
L. R. Momis (Lj, Cheveon Oil Company, Denver, Colorado

Marshall W, Myers (O), Atantic Richfield Company, Tulss, Oklshoma

J. C. McWilliams (L), Amerada Heas Corporstion, Tulss, Oklahome

W, D. Owens (0), Unisn Oil Company of California, Los Angeles, California
H. D. Price (O), Marsthon Oil Company, Findlay, Ohie

Allan T, Sayre (O), Union Oil Company of Californiz, Los Angeles, California
G. R. Schoonmaker (O), Marathon Ol Company, Findley, Ohio

Sem A. Snyder (L), Union Qil Company of Califomia, Los'Angeles, California
Joe B. Sparks (0), Cities Service Ol Company, Bartlesville, Oklshoma

(Rel.19-4/90 Pub.453)




§ 29.02 POOLING AND UNITIZATION 29-46

MODEL FORM OF
UNIT OPERATING AGREEMENT
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§

29.02

UNIT OPERATING AGREEMENT
Unit

County,
THIS AGREEMENT, entered into us of the dey of

19____, by the parties who have eigned the original of this instrument, a counterpart

thereof, o other instrument agreeing to become & party hereto,
WITNESSETH:

WHEREAS, the parties hereto as Working Interest Owners have executed, as of the

date hereof, an agreement entitled “Unit Agr t Unit

4

County, *, herein referred to as “Unit Agreement™,

which, among other things, provides for & scparate agreement to be entered into by Working
Interest Owners to provide for Unit Operations as therein defined,
NOW, THEREFORE, in consideration of the mutual agreements herein oct forth, it is
agreed as follows:
ARTICLE 1
CONFIRMATION OF UNIT AGREEMENT
1.1 Confiwrmation of Unit Agreement, The Unit Agreement is hereby confirmed and
by reference made a part of this agreement. The definitions in the Unit Agreement are
adopted for all purposcs of this agreement. If there i any conflict between the Unit
Agreement and this sgreement, the Unit Agreement shall govern.
ARTICLEZ . _
EXHIBITS

s

. 2.1 Exhibita, The following exhibits are incorporated herein by reference:
2.1.]1 Exhibits A and B of the Unit Agrecment.

2.1.2 Exhibit C, sttached hereto, is & schedule showing the Working Interest of

each Working Interest Owner in each Tract, the portion of each Working Interest

Owner's Unit Participation sttributable to each such interost, and the Unit Participa.|
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tion of each Working Interest Owner.® Exhibit C, or a revision thereof, shall nat be

conclusive as to the information thercin, except it may be used as showing the Unit

Participations of Working Interest Owners for purposes of this sgreement until shown

to be in error and revised as herein authorized.

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

2.1.4 Exhibit E, sttached hereto, contains insurance provisions applicable to Unit
Operationa.

2.1.5 Exhibit F, attached hereto, is the form of indemnity agreement provided
for in Article Q of the Unit Agreement.

2.2 Revision of Exhibits. Whenever Exhibits A and B are revised, Exhibit C shall be
revised accordingly and be effective as of the same date. Unit Operator shall also revise
Exhibit C from time to time as required to conf{orm to changes in ownership of which Unit
QOperator has been notified as provided in the Unit Agreement.

2.3 Reference to Exhibite When reference is made h;rdn to an exhibit, it is to the
exhibit as originally attached or, if revised, to the last revision.

ARTICLE 3
SUPERVISION OF OPERATIONS BY WORKING INTEREST OWNERS

3.1 Overall Supervision. Wocking Interest QOwners shall exercise overall supervision

and control of all matters pertaining to Unit Operations pursuant fs}'!ﬁl‘went and the

Unit Ag nt. In the ise of such suthority, each Working Interest Qwner shall act
olely in its own behalf in the capacity of an individual owner and not on behalf of the

owners as an entirety.

*1n conr of & two-ghase Unit Participetion, add the fallowing seatemce: .
Phase | and Phase [ Unit Participations shall be applicable far the rampective periods of time provided s Section $.1.1
dnuawwhnmmtmrmuﬁrmﬁ-nm“h
hervin ota
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3.2 Specific Authority and Duties. The matters with respect to which Working 1
Interest Owners shall decide and take sction shall include, but not be fimited to, the 2
following: ) 3

3.2.1 Method of Operation. The method of operation, including the type or 4
types of pressure maintenance, secondary recovery, or other recovery program to be 5
employed. 6

3.2.2 Drilling of Wells. The drilling of any well whether for production of 7
Unitized Substances, for use as an injection well, oc for other purposes. 8

3.2.3 Well Recompletions and Change of Status. The recompletion, abandon: 9
ment, or change of status of any well, or the use of any well for injection or othes 10
purpos n

3.24 Expenditures. The making of any single expenditure in excess of 12

Dollars ($ ): however, spproval by Working Interes 13

Owners of the drilling, reworking, deepéning, ot plugging back of any well shsll include 14

approval of all necessary expenditures required therefor, and for completing, testing, 15

and equipping the well, including necessary flow lines, separators, and lease tankage. 16

3.2.5 Disposition of Unit Equipment. The sclling or otherwise disposing of any 17
major item of surplus Unit Equipment, if the current price of new equipment similar 18
theretois ____ Dollars($_______ ) or more. 19

3.2.6 Appesrance Before a Court or Reguhtu:y Agency. The designating of [a 20
representative to appear before any court or regulatory l‘g::ncy in matters pertaining to 21
Unit Operations: however, such designation shall not peevent any Working Interest 22

Owner from appearing in person or from designating another representative in its own
behalf.

3.2.7 Audits. The suditing of the accounts of Unit Operator pertaining to Ui

-

Operations hereunder; however, the audits ehall

(R¢l.19-4/90 Pub.455)
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10
1

o
w1

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

(b) be made upon the approval of the owner o owners of a majonity of
Working Interest other than that of Unit Operator, at the expense of ail
Working Interest Owners other than Unit Operator, or

(¢) be made at the expense of those Working Interest Owners requesting
such audit, if owners of less than a majority of Working Interest, other
than that of Unit Operator, request such an audit, and

(d) be made upon not less than thirty (30) days’ written notice to Unit

Operator.

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

3.2.9 Technical Servicea. The authorizing of charges to the joint account for
services by consultants or Unit Operator’s technicsl personnel not covered by the
overhead charges provided by Exhibit D.

3.2.10 Assignments to Committees. The sppointment of committees to study
any problems in connection with Unit Operations.

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

3.2.12 The enlargement of the Unit Area.

3.2.13 The adjustment and readjustment of investments.

3.2.14 The termination of the Unit Agreement.

ARTICLE 4
MANNER OF EXERCISING SUPERVISION
4.1 Designation of Representatives. Each Working Intecest Owner ghall inform Unit
Operator in writing of the names and addresses of the representative and alternate who are

authorized (o represent and bind such Working Interest Owner with respect to Unit

(Rel.19-4/90 Pub.455
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Operations. The representative or alternate may be changed from time to time by writtea 1
notice to Unit Operator, 2

4.2 Meetings. All mectings of Working Intercst Owners shall be called by Unit 3
Opcrator upon its own motion or st the Tequest of onc or more Working Interest Owners 4
having a total Unit Participation of not less than_______________ percent ( %). No S
meeting shall be called on less than fourteen (14) days’ advance written notice, with agenda 6
for the meeting attached. Working Interest Owners who attend the meeting may amend 7
items included in the agenda and may act upon en amended item or other items presented at 8
the mecting. The representative of Unit Operator shall be chairman of each meeting. 9

4.3 Voting Procedure. Working Interest Owners shall decide all matters coming before 10
them as follows: 11

4.3.1 Voting Interest. Each Working Interest Owner shall have a voting interest 12
equal to its Unit Participation. 13
4.3.2 Vote Required. Unless otherwise provided herein or in the Unit Agree- 14
ment, Working Interest Qwners ¢hall determine all matters by the affirmative vote of 15
ot more Working Interest Owners having a1 combined voting interest of at 16

least _______ percent ( %); however, should any one Working Interest Owner 1?7

have more than________ peroent ( %) voting interest, its negative vote oc failure 18

to vote shall not defeat a motion, such motion shall pass if approved by Working 19

Interest Owners having & majority voting interest, unless _______ or more Working 20

Interest Owners having & combined voting interest .of at least____  percent 21

(——%) likewioc vote ageinst the motion oc fail to vote. 22

4.3.3 Vote at Moeting by Nonattending Working Intereet Owner. Any Working 23

Interest Owner who is not represented at & mecting may vote on any agends item by 24

letter oc telogram addresacd to the represcntative of Unit Operator if its vote is roceived 23

prior to the vote at the meeting. 2%
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1 4.3.4 Poll Votes. Working I[nterest Owners may vote on and decide, by letter or
2 telegram, any matter submitted in writing to Working Interest Owners. If 2 meeting is
3 not requested, as provided in Section 4.2, within seven (7) days after 2 written
4 praposal is sent to Working Interest Owners, the vote taken by letter or telegram shall
_ S become final. Unit Opcralor will give prompt notice of the results of such voting to all
6 Working Interest Owners.
7 ARTICLE S
8 INDIVIDUAL RIGHTS OF WORKING INTEREST OWNERS
9 5.1 Reservation of Rights. Working Interest Owners severally reserve to themselves all
10 their rights, except as otherwise provided in this agreement and the Unit Agreement.
11 5.2 Specific Rights. Each Wacking Interest Owner shall have, among others, the
12 following specific rights:
13 52,1 Access to Unit Area. Access to the Unit Area at all reasonable times to
14 inspect Unit Operations, all wells, and the recurds and data pertaining thereto.
15 5.2.2 Reports. The right to reccive from Unit Operator, upon written request,
16 copies of all reports to any governmental agency, reports of crude oil runs and stocks,
17 inventory reports, and all other information pertaining to Unit Operations. The cost of -
) 18 gathering and furnishing information not ordinarily fumished by Unit Operator to all
19 Working Interest Owners shall be charged to the Wocking fnterest Owner that requests
20 the information,
21 ARTICLE 6 R
W 22 UNIT OPERATOR
' 23 6.1 Unit Operator, is hereby designated as the
24 initial Unit Qperator.
25 6.2 Resignation or Removal. Unit Operator may resign at any time. Unit Operator
26 may be removed at any time by the affirmative vote of Working Interest Owners having
pag

percent (—_ %) or more of the voting interest remaining after excluding the

6.
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voting interest of Unit Operator. Such resignation or removal shall not become effective for
a period of three (3) months after the resignation or remaoval, unless o successor Unit
Operator has taken over Unit Operations prior to the expiration of such period.

6.3 Selection of Successor. Upon the resignation or removal of a Unit Operator, o
successor Unit Operator shall be sclected by Working Interest Owners. 1f the Unit Operator
that is removed fails to vote or votes only to succeed itself, the successor Unit Operator shall
be selected by the affirmative vote of Working Interest Owners having ________ percent
(———%) or more of the voting interest remaining after excluding the voting interest of the
Unit Operator that was removed.

l ARTICLE 7
AUTHORITY AND DUTIES OF UNIT OPERATOR

7.1 Exclusive Right to Operate Unit. Subject to the provisions of this sgreement and
to instructions from Working Interest Owmers, Unit Op—cnggx shall have the exclusive right
and be obligated to canduct Unit Operstions.

7.2 Workmanlike Conduct. Unit Operator shall conduct Unit 0‘pention.s in a good
and workmanlike manner as would a prudent operator under t.he' un;e or similar
dreumstances. Unit Operator shall freely consult with Working Interest Owners md-‘keep
them informed of all matters which Unit Operator, in the exercise of its best judgment,
considers important. Unit Operator shall not be lisble to Working Interest Qwners for
damages, unless such damsges result from its gross negligence or willful misconduct.

7.3 Liens and Encumbcances. Unit Operator shall endesvor o keep the lands and
leases in the Unit Area and Unit Equipment free from all liens and encumbrances occasioned
by Unit Operations, except the lien and security interest of Unit Operator granted
hereunder.

7.4 Employees. The number of employees used by Unit Operator in conducting Unit
Operations, their selection. hours of labor, and compensation shall be determined by Unit
Operator. Such employees shall be the employees of Unit Operator.

-7
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1 7.5 Records. Unit Operator shall keep correct books, accounts, and records of Unit
2 Operations,
3 7.6 Reports to Working Interest Owners. Unit Operator shall furnish Working Interest
4 Owners periodic reports of Unit Operations.
S 7.7 Reports to Governmental Authorities. Unit Operator shall make all reports to
6 governmental authorities that it has the duty to make as Unit Operator.
7 7.8 Engineering and Geological Information. Unit Operator shall furnish to a Working
8 Interest Owner, upon written request, a copy of all logs 2nd other engineering and geological
9 data pertaining to wells drilled for Unit Operations.
10 7.9 Expenditures. Unit Operator is authorized to make single expenditures not in
1 cxcess of Dollars ($ ) without prior approval of Working
12 Interest Owners. If an emergency occurs, Unit Operator may immediately make or incur
13 such expenditures as in its opinion are required to deal with the emergency. Unit Operatoc
14 shall report to Working Interest Owners, as promptly as possible, the nature of the
15 emergency and the action taken,
16 7.10 Wells Drilled by Unit Operator. All wells drilled by Unit Operator shall be at the
17 usual rates prevailing in the area. Unit Operator may employ its own tools and equipment,
18 but the charge therefor ghall not exceed the usial rates prevailing in the area, and the work
19 shall be performed by Unit Operator under the same terms and conditions as are usual in the
20 arca in contracts of independent contractors doing work of a similar nature.
21 7.11 Border Agreements. Unit Operator may, after approval by Working Interest
22 Ownens, enter into border agreements with respect to lands adjacen.t fo-lthc Unit Area for
23 the purpose of coordinating operations.
24 ARTICLE 8
25 TAXES
26 8.1 Ad Valorema Taxes. Beginning with the first catendar year after the Effective Date
27 hereof, Unit Operator shall make and file all necessary ad valorem tax renditions and returns

.8.
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with the proper taxing authorities with respect to all property of cach Working Interest 1
Owner used or held by Unit Operator for Unit Operations. Unit Operstor shall scttle 2

asscsements arising therefrom. All such ad valorem texes shall be paid by Unit Operatoc and 3

charged to the joint account; however, if the intereat of 2 Working Interest Owner is subject 4

to a separately assessed overriding royalty interest, production payment, ot other interest in 5

excess of & onceighth (1/8) royalty, such Working Interest Owner shall notify Unit 6

Operator of such interest prior to the rendition date and shall be given credit for the 7

reduction in taxes paid resulting therefrom. 8

B.2 Other Taxes Each Working Interest Owner ehall pay or causc to be paid all 9

production, scverance, gathering, and other taxes imposed upon or with respect to the 10

ORI ur handling of its share of Unitwed Substanees. 11

ARTICLE 9 12

INSURANCE 13

9.1 Insurence. Unit Operator, with respect to Unit Operations, shall: 14

(a) comply with the Workmen's Compensetion Laws of the State, 15

(b) cwry Employer’s Lisbility and other insurance required by the laws of the 16

State, and 17

. (c) provide other insurance as sct forth in Exhibit E. 18
ARTICLE 10 ) 19

ADJUSTMENT OF lm]‘!’s ) 20

10.1 Pecsonal Property Taken Over. Upoa the Ef;’ecuvc Date, Working Interest 21

Owners shall deliver to Unit Operator the following: 22

10.1.1 Wells, All wells completed in the Unitized Formation 23

10.1.2 Well and Lease Equipment. The casing and tubing in each much well, the 2

wellhead connections thereon, and all other lesse and operating equipment that is used 25

in the operation of such wells which Working Interest Owners determine is neocssary oc *

: desirable for conducting Unit Operationa. 27

.9.
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1 10.1.3 Records. A copy of all production and well records for such wells.
2 10.2 Inventory and Evaluation of Personal Property. Working Interest Owners shall at
‘- 3 Unit Expense inventory and evaluate, as determined by Working Interest Owaers, the
4 personal property taken over. Such inventory shall include and be limited to those items of
5 equipment considered controliable under Exhibit D except, upon determination of Working
6 Interest Owners, items considered noncontroliable may be included in the inventory in
7 order to insure 2 more equitable adjustment of investment. Casing shall be included in the
8 inventory for record purposes, but shall be excluded from evaluation and investment
9 sdjustment.
10 10.3 Investment Adjustment.* Upon approval by Working Interest Owners of the
11 inventory and evalustion, each Working Interest Owner shall be credited with the value of
12 its interest in all personal property taken over under Section 10.1.2, and shall be charged
13 with an amount equal o that obtained by multiplying the total value of all personal
14 peoperty taken over under Section 10.1.2 by such Working Interest Owner's Unit
15 Participation. If the charge against any Working Interest Owner is greater than the amount
16 credited to such Working Interest Owner, the resulting net charge shall be an item of Unit
17 Expense chargeable aguinst such Working Interest Owner. If the credit to any Working
° 18 Interest Qwner is greater than the amount charged against such Working Interest Qwner, the
19 resulting net eredit shall be paid to such Working Interest Owner by Unit Operator out of
20 funds reccived by it in settlement of the net charges described above. | L
21 " 10.4 General Facilitis. The scquisition of warchouses, warchouse stocks, lease
22 houses, camps, facility systems, and office buildings necessary for Unit Operations shall be
23 by negotiation by the owners thereof and Unit Operator, subject to the approval of Working
24 Interest Owners.
25 10.5 Ownership of Personal Property and Facilities. Each Working Interest Owner,
b3

individually, shall by virtue hercof own an undivided interest, equal to its Unit

The & dj any resd, of and ship of property in cam of o two-phase Unit
Participetion are maticrs tut vary oo greatly thal mo attempl w made to provede language for wee in wuch instancos.

o .10-
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Participation. in all personal property and facilitics taken over or otherwise acquired by Unit
Operatar pursuant to this agreement.
ARTICLE 11
UNIT EXPENSE

11.1 Basis of Charge to Working Interest Owners. Unit Operator initially shall pay all
Unit Expense. Each Working Interest Owner shall reimburse Unit Operator for its share of
Unit Expense. Each Working Interest Owner’s share shall be the same as its Unit
Perticipsation.® All charges, credits, and accounting for Unit Expense shall be in accordance
with Exhibit D.

11.2 Budgets. Before or as soon as practical after the Effective Date, Unit Operator
shall prepare a budget of estimated Unit Expensc for the remainder of the Tatendar year,
and, on or before the first day of each August thereafter, shall prepare a budget for the
ensuing calendar vear. A budget shall sct forth the estimated Unit Expense by quartedy
periods. Budgets shall be estimates only, and ¢hall be adjusted or corrected by Working
Interest Owners and Unit Operator whenever an adjustment or correction is proper. A copy
of each budget ahd adjusted budget shall be furnished promptly to each Working nterest
Owner,

11.3 Advance Billings. Unit Operator shall have the right, without prejidice to othe.
rights or remedies, to require Working Interest Owners to advance their respective shares of

estimated Unit Expense by submitting to Working Interest Owners, on or before the 15th

LR
PR

day of any month, an itemized estimate thereof for the succeeding month, with & request
for payment in advance. Within fifteen (15) days after receipt of the estimate, each Working
Interest Owner shall pay to Unit Operator its share of such estimate. Adjustments between
estimated and actual Unit Expense shall be made by Unit Operator at the close of each

calendar month, and the sccounts of Warking Interest Owners shall be adjusted accordingly.

*Considarztion showld here be given 10 any nocded apecial provisons, if in case of & two.phase Usit Participation, ec
othorwise, there is (0 be any Unit Expense chargeablc 0a 8 bams other than the Unit Participation in effoct at the tirme the
cxponee was incarved,

-11.
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1 11.4 Commingling of Funds. Funds received by Unit Operator under this agreement
2 need not be scgrcga(cd or maintained by it as a separate fund, but may be commingled with
3 its own funds.
4 11.5 Lien and Security Interest of Unit Operator. Each Working Intcrest Qwner
5 grants to Unit Operator a lien upon its Oil and Gas Rights in each Tract, and a security
6 interest in its share of Unitized Substances when extracted and its interest in all Unit
7 Equipment, to secure payment of its share of Unit Expense. together with interest thereon
8 at the rate of ___ percent (_%) per annum. To the extent that Unit Operator has a security
9 interest under the Uniform Commercial Code of the State, Unit Operator shall be entitled to
10 exercise the rights and remedies of a secured party under the Code. The bringing of & suit
I and the obtaining of judgment by Unit Operator for the secured indebtedness shall not be
12 decmed an election of remedies or otherwise sffect tha lien tights or secutily interest as
13 sccurity for the payment thereol. In addition, upon default by any Working Interest Owner
14 in the payment of its share of Unit Expense, Unit Operator shall have the right, without
15 prejudice to other rights or remedies, to collect from the purchaser tie proceeds from the
16 sale of such Working Interest Owner's share of Unitized Substances until the amount owed
17 by such Working Interest Owner, plus interest, has been paid. Each purchaser shall be
18 entitled to rely upon Unit Operator’s written statement concerning the amount of any
19 default.

- 20 11.6 Unpaid Unit Expense. If any Working Interest Owner fails to pay its share of
2] Unit Expense within sixty (60) days after rendition of a statement :hcrcfor by Unit
22 Operator, each Working Interest Owner agrees, upon request by Unit 6p;|‘lor. to pay its
23 proportionate part of the unpaid share of Unit Expense of the defaulting Working Interest
24 Owner. Working Interest Owners that pay the share of Unit Expense of & defaulting Working
25 Interest Owner shall be reimbursed by Unit Operator for the amount so paid, plus any
26 interest collected thereon, upon receipt by Unit Operator of any past due amount collected
27 from the defaulting Working Interest Owner. Any Working [nterest Owner so paying a

212
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defaulting Working Interest Owner's share of Unit Expense shall, to obtain reimburscment 1

thereof, be subrogated to the lien and other rights hecein granted Unit Operator,

11.7. Carvedout Interest. If any Working Interest Owner shall, after executing this 3

agreement, create an overriding royalty; production payment, net proceeds interest, carried 4

interest, or any other interest out of ita Working Interest, such carved-out interest shall be 5

subject to the terms and provisions of this agreement, specifically including, but without 6

limitation, Section 11.5 hereof entitled “Lien and Security Interest of Unit Operator™. If 7

the Working Interest Owner creating such carved-out interest (a) fails to pay any Unit 8

Expense chargeable to such Working Interest Owner under this agreement, and the 9

production of Unitized Substances accruing to the credit of such Working Interest Owner is 10

insufficient for thal putpoez, ot (b} withdraws from this dgreemant Gnder the torma and 11

provisions of Article 17 hereof, the carved-out interest shall be chargeable with & pro rats 12

portion of all Unit Expense incurred hereunder, the same as though such carved-out interest 13

were 8 Working Interest, and Unit Operator shall have the right to enforce ageinst such 14

carved-out interest the lien and all other rights granted in Section 11.5 for the purpose of 15

colleeting the Unit Expense chargeable to the carved-out interest. 16

11.8 Uncommitted Royalty. Should an owmer of a Royalty Interest in any Tract fail 17

i to become a party to the Unit Agreement, and, as a result thereof, the actual Royalty 18
Interest payments with respect to sich Tract are more or less than the Royalty Interest 19

payments computed on the basis of the Unitized Substances tfut are allocated to such Tract 20

under the Unit Agreement, the difference shall be bomme by oc inure to the benefit of 21

Working Interest Owmers, in proportion to their relpectm: Unit Participations at the time 22

the Unitived Substances were produced; however, the difference to be borne by or inure to 23

the benefit of Working Interest Ownees shall not d an t puted on the basis 24

of one-cighth (1/8) of the difference between the Unitized Substances allocated to the Tract 25

. and the Unitized Substances produced from the Tract. Such adjustments shall be made by 26
: g charges and credits to the joint account. 27

{Rel.19-4/90 Pub.455)
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1 ARTICLE 12
2 NONUNITIZED FORMATIONS
3 12.1 Right to Operate. Any Working Interest Owner that now has or hereafter
4 scquires the right to drill for and produce oil, gas, or other minerals, from a formation
5 underlying the Unit Area other than the Unitized Formation, shall have the right to do so
6 notwithstanding this agreement or the Unit Agreement. [n exercising the right, however,
7 such Working Interest Owner shall exercise care to prevent unreasonable interference with
8 Unit Operations. No Working Interest Owner shall produce Unitized Substances through any
9 well drilled or operated by it. If any Working Interest Owner drills any well into or through
10 the Unitized Formation, the Unitized Formation shall be protected in a manner aatisfactory
11 to Working lnterest Owners so that the production of Unitized Substances will not be
12 affected advecaely.
13 12.2 Multiple Completions.
14 {The handling of multiply completed wells cannot be standardized. Provisions
15 must be tailored to fit the particular situation.}
16 ARTICLE 13
17 ) TITLES
18 13.1 Wamanty and Indemnity. Each Working Interest Owner represents and warrants
19 that it is the owner of the respective Working Interests set {orth opposite its name in Exhibit
20 C, and agrees to indemnify and hold harmless the other Working Interest Owners from any
21 loas due to failufe, in whole ot in past, of its title to any much intecest, éxeept failure of title
22 srising because of Unit Operations: however, such indemnity and any liability for breach of
23 warranty shall be limited to an amount equal to the net value that has been received from
24 the sale or receipt of Unitized Substances attributed to the interest as to which title failed. ‘
25 Each failure of title will be deemed to be effective, insofar as this agreement is concerned, as
26

of 7:00 a.m. on the first day of the calendar month in which such failure is finally

- 14
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determined, and there shall be no retroactive adjustment of Unit Expense, or retrosctive 1
allocation of Unitized Substances or the proceeds therefrom, as a result of a title failure. 2
13.2 Failure Because of Unit Operations. The failure of title to any Working Interest 3

in any Tract because of Unit Operations, including nongroduction from such Tract, shall 4
not change the Unit Participation of the Working Interest Owner whose titie failed in 5
relation to the Unit Participations of the other Working Interest Owners at the time of the 6
title failure. 7
ARTICLE 14 8

LIABILITY, CLAIMS, AND SUITS 9

14.1 Individua Liability. The dutics, obligations, and liabilities of Working Interest 10
Owners shall be sveral 3nd nst joint or collective; and nothing herain shall ever be 1
; construed as creating s partnership of any kind, joint venture, 'usociltion, or trust among 12
Working Interest Owners. 13
14.2 Settlements. Unit Operator may settle any single damage ;:laim or suit involving 14
Unit Operations if the expenditure does not exceed v Dotlars 15
($——— ) and if the payment is in complete scttlement of such claim or suit. If the 16
amount required for scttlement exceeds the above amount, Working Interest Owners shall 17
: sssume and take over the further handling of the claim or wit, unless such authority is 18
delegated to Unit Operator. All costs and expense of handling, scttling, or otherwise 19
discharging such claim or suit shall be an item of Unit E:ipena_e. If a claim is made against 20
any Working Interest Owner or if any Working Interest O\:m::ru sued on account of any 21
matter arising from Unit Operations over which such Working Interest Owner individually 22
has no control because of the rights given Working Interest Owners and Unit Operator by 23
this sgreement and the Unit Agreement, the Working Iaterest Owner shall immediately A4
notify Unit Operstor, and the claim or suit shall be treated as any other claim or suit 25
involving Unit Operations. 2%

{Rel.19-4/90 Pub.455)




§ 29.02 POOLING AND UNITIiZATION 29-64

1 ARTICLE 15
2 LAWS AND REGULATIONS® :
3 15.1 Internal Revenue Provision. Notwithstanding any provisions herein that the i
’ 4 rights and liabilities of the parlies hereunder are several and not joint or collective, ur that
5 this agreement and operations hereunder shall not constitute a partnership, if for Federal
6 income tax purposes this agreement and the operations hercunder are regirded as a
7 parinership, then each of the parties hereto elects to be excluded from the application of all
8 of the provisions of Subchapter K, Chapter 1, Subtitle A, of the Internal Revenue Cade of
9 1954, as permitted 2nd authorized by Section 761 of the Codc and the regulations
10 promulgated thereunder. Unit Operator is hereby authorized and directed to execute on
11 behalf of each of the parties hereto such evidence of this election as may be required by the
12 Secretary of the Treasury of the United States or the Federal Internal Revenue Service,
13 including specifically, but not by way of limitation, all of the returns, statements, and the
14 data required by Federal Regulations 1.761-1(a). Should there be any requirement that each
15 party hereto further evidence this election, each party hereto agrees to execute such
16 documents and furnish such other evidence as may be required by the Federal Internal
17 Revenue Service or as may be necessary to evidence this election. Each party hereto further
. 18 agrees not to give any notices or take any other action inconsistent with the election made
19 hereby. If any present or future income tax laws of the state or states in which the Unit
20 Area is located, or any future income tax law of the United States, contain provisions
21 smiler to those in Subchapter K, Chapter 1, Subtitle A, of the Ir:le;ﬁ‘:.l Revenue Code of ;
22 1954, under which an election similar to that provided by Section 761 of the Code is
23 permitted, each of the parties agrees to make such election as may be. permitted or required
24 by such laws. In making this election, each of the parties states that the income desived by
25 such party from the operations under this agreement can be adequately determined without
2 the computation of partnership taxable income.
“Consderation sthould be Given to the applicability of nond pr
_16-
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ARTICLE 16 L
NOTICES 2

16.1 Notices. All notices required hereunder shall be in writing and shall be deemed

to have been properly served when sent by mail or telegram to the address of the

representative of each Working [nterest Owner as furnished to Unit Operator in accordance 5

with Article 4. 6

ARTICLE 17 7

WITHDRAWAL OF WORKING INTEREST OWNER 8

17.1 Withdrawal. A Working Interest Owner may withdraw from this agreement by 9

transferring, without warranty of title, either express or implied, to the other Working 10

Interest Ownery, sl its Oil and Guas Rights, exclusive of Royzlty Interests, together with its 13

. irterest in all Unit Equipment and in all wells used in Unit Operations. The instrument of 12
transfer may be delivered to Unit Operator for the transferees. Such transfer shall not relieve 13

the Worcking Interest Owner from any obligation or liability incurred prior to the date of the 14

delivery of the instrument of transfer. The interest transferred shall be owned by the 15

transfereea in proportion to their respective Unit Participations. The tranaferees, in 16

propartion to the respective intereats so acquired, shall pay transferor, for its interest in 17

Unit Equipment, the net salvage value thereof as determined by Working Interest Owners. 18

) After the date of delivery of the instrument of tranafer, the withdrawing Working Interest 19
Owner shall be relieved from all further obligations and lisbility hereunder and under the 20

Unit Agreement, and the rights of such Working Interest Owner hereunder and under the 21

Unit Agreement shall ceasc insofar as they existed by virtue of the interest transferred. 22

ARTICLE 18 » 23

ABANDONMENT OF WELLS 24

18.1 Rights of Former Owners. If Working Interest Owners decide to permanently 25

sbandon any well within the Unit Ares prior to termination of the Unit Agreement, Unit 26

; Operator shall give written notice thereof to the Working Interest Qwners of the Tract on 7

<17
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1 which the well is located, and they shall have the option for a period of ninety (90) days
2 sfter the sending of such natice 1o notify Unit Operator in writing of their election to take
3 over and own the well. Within ten (10) days after the Working Interest Owners of the Tract
. 4 have notified Unit Operator of their eleclion to take over the well, they shall pay Unit

S Operator, for credit to the joint account, the amount determined by Warking Intereat
6 Owners to be the net salvage value of the casing and equipment in and on the well. The
7 Working Interest Owners of the Tract, by taking over the well, agree to seal off the Unitized
8 Formation, and upon abandonment to plug the well in compliance with applicable laws and
9 regulations.

10 18.2 Plugging. If the Working Interest Owners of a Tract do not elect to take overa

11 well located within the Unit Area that is propused fur abandonment, Unit Operator shall

12 plug and abandon the well in compliance with applicable laws and regulations. i

13 ARTICLE 19

14 EFFECTIVE DATE AND TERM

15 19.1 Effective Date. This agreement shall become effective when the Unit Agreement

16 becomes effective.

17 19.2 Term. This agreement shall continue in effect so long as the Unit Agreement R

18 remains in effect, and thereafter until (a) all Unit wells have been piuggcd and ahandoned or

19 turned over to Working Interest Owners in accordance with Articlg 20; (b) el Unit

20 Equipment and real property acquired for the joint account have been dispoeed of by Unit

21 Operator in accordance with instructions of Working Interest Owners; and Q:)_‘lhuete has been

22 & final accounting.

23 ARTICLE 20

24 ABANDONMENT OF OPERATIONS

25 20.1‘ Termination, Upon termination of the Unit Agreement, the following will ocour:

2 20.1.1 Ol and Gas Rights. Oil and Gas Rights in and to each scparate Tract ehull

27 no longer be affected by this agreement, and thereafter the parties shall be governed by

-18-
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the terms and provisions of the leases, contracts, and other instruments affecting the 1
separate Tracts. 2
B 20.1.2 Right to Operate. Working Interest Owners of any Tract that desire to 3
take over and continue to operate wells located thereon may do so by paying Unit 4
Operator, for credit to the joint account, the net salvage value, as determined by s
Working Interest Owners, of the casing and equipment in and on the wells taken over 6
and by agrecing upon abandonment to plug each well in compliance with spplicable 7
laws and regulations, 8
20.1.3 Salvaging Wells. Unit Operator shall salvage as much of the casing and 9
equipment in or on wells not taken over by Working Interest Qwners of separate Tracts 10
as can economically and reasonably be salvaged, and shall cause the wells to be plugged 11
and abandoned in compliance with applicable laws and regulations. 12
20.1.4 Cost of Abandonment. The cost of abandonment of Unit Operations shall 13
be Unit Expense. 14
20.1.5 Distribution of Assets. Working Intercst Owners shall share in the 15
distribution of Unit Equipment, or the proceeds thereof, in proportion to their Unit 16
Participations. 17
. ARTICLE 21 18
EXECUTION 19
21.1 Original, Counterpart, or Other Instrument. An owner of 2 Working Intercat may 20 .
become a party to this agreement by signing the ociginal of Ehu;auﬁument. & counterpart 21 =
thereof, or other instrument agreeing to become a pll:ty hereto.* The signing of any such 22
instrument shall have the same effect as if all parties had signed the same instrument. 23
ARTICLE 22 2%
SUCCESSORS AND ASSIGNS 25
22.]1 Succemocs and Assigns. This agrecment shall extend to, be binding upon, and 26

= ° *See auggestod farm in Part 111 of the Supp 10 the Unit A

.19
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1 inure to the benefit of the partics hereto and their respective heirs, devisees, legal
2 represcntatives, successars, and assigns, and shall conetitute a covenant running with the
3 landa, leascs, and intereats covered hereby.

4 IN WITNESS WHEREOF, the partics hereto have executed this agreement on the dates
S opposite their respective signatures.

[Provide for sppropriate exccution by corporations (with attests), individuals, and
other parties as may be required, with place for “date signed™ after each signature, If

the Unit Operating Agreement is to be recorded, acknowledgements should conform to

A =T - S -

the law of the State wherein the land is tocated.]
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EXHIBIT C*
TO
UNIT OPERATING AGREEMENT
Uait
County,

WORKING INTEREST OWNERSHIP BY TRACTS
AND ATTRIBUTABLE UNIT PARTICIPATIONS

PARTI

Tract Tract Working Interest Working _Unit Purticipations
Owner

Number Name Intecest Phase [* Phase [T*
1 Riverbed X Oit Company 50.00000 0.19660 0.22200
Y Ol Company 25.00000 0.09630 0.11100
Z Oit Company 25.00000 0.09830 0.11100
100.00000 0.39320 0.44400
2 . _
Total 100.00000 100.00000
PART I
Total Unit
Unit Prrticinats Participats
Working Iatecest Tract by Tracts of Owers
Ownec Number Phaose [* Phase [1° Phase I* Thoee I*
X Ol Corapany 1 0.19660 0.22200
2 1.28575 1.17300
1.48235 1.39500 1.48235 1.39500

Total 100.00000  100.00000

“Prepared as cxample for ¢ two-phase Unit P ipation. {n caer of ¢ ungle-phase Unit Participation, emit sehaus beadings
“Phas " and H:.duzdr& cobuma wader the malw heodings H 2 reviesd Exhibit, #t shoukd show
Ne. "

ll
i
f
1
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EXHIBIT D
TO
UNIT OPERATING AGREEMENT
Unit
County

ACCOUNTING PROCEDURE

(Available for this purposc are a number of more or less standard printed forme of
accounting procedure, For example, there is the COPAS form developed by the Council of
Petroleum Accountants Socicties of North America, printed by Ross-Martin Company, P, O.
Box 800, Tulsa, Oklahoma 74101.)

EXHIBIT E
TO
UNIT OPERATING ACREEMENT
Unit

County,

INSURANCE PROVISIONS

(As determined by Working Interest Owners.)

(Rcl 19-4/90 Pub.455)




29-71 AGREEMENTS, NOTICES, AND ORDERS

§ 29.02

EXHIBIT F
TO
UNIT OPERATING ACREEMENT
Unit
County,

INDEMNITY AGREEMENT
WHEREAS, Section 9.1.3* of an agreement entitled *“Unit Agreement,

Unit, rmnty.

v, dated

provides that under certain circumstances and conditions therein stated a Tract that faila to
qualify for inclusion in the Unit Area of the Unit may be included if the requisite Working
Interest Owners in the Tract as specified in said Section request the inclusion of the Tract in
the Unit Area and execule and deliver, or obligate themselves to execute and deliver, an
indemnity agreement; and

WHEREAS, Tract , described in the Unit

Agreement is such a Tract;and

WHEREAS, the undersigned arc owners of Working Interest in such Tract who have
become parties to the Unit Agreement and the Unit Operating Agreement and desire the
inclusion of the Tract in the Unit Area of the Unit.

NOW, THEREFORE, in consideration of and conditioned upon said Tract meeting the

other requirements of the aforesaid Section of the Unit Agr t end its inclusion in the
Unit Ares of the Unit, the undersigned hereby request the inclusion of the above Tract in
the Unit Area and agree, together with other owners of Working Interest in the Tract who
execute and deliver, or who obligate themselves to execute and deliver, like indemnity
agreements, to indemnify and hold harmless all other Working Interest Owners in the Unit
Area, sgainst all claims and demands required by said Section to be the subject of such
indemnity. Any liability srising hercunder shall be bome by the undersigned and other

1 Alternate Section 9.1.2 in Part Il of the Supplement to the Unit Agr adas roquires an [ndemaity Agrecment.

.23.
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§ 29.02 POOLING AND UNITIZATION 29-72

} Working Interest Owners in the Trart who are committed to like indemnity agreements in
2 the proportion that the Working Interest of each in the Tract bears 1o the total Working
3 Interest therein of all the owners of Working Interest in the Tract committed to such
4 indemnity agreements,
5 This indemnity shall become void with respect to all claims and demands based upon
[ occurrences subsequent to the time when the conditions are met that would initially have
7 qualified such Tract for inclusion in the Unit Area without this indemnity.
8 This agreement shall be binding upon and inure to the benefit of the heirs, devisees,
9 legal representatives, successors, and assigns of the respective parties initially bound or
13 benefitted by the provisions hereof.
11 IN WITNESS WHEREQT, sack of the undersigned has cxrcuted this inctrument on the
12 date oppasite its signature.
13 [Provide for appropriate execution by corporations (with attests), individuals, and
¥4 athec parties, as may be required, with a place for “date signed™ after each signature. If
15 the Indemnity Agreement is to be recorded, acknowledgments should conform to the
16 Taws of the state wherein the land is located. ]

(Rel.19-4/90  Pub.455)
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DEFORE THE O COUSEIVALTN CONMILITNN
Or T BUATD OF NEW NEXICO

IN THE MATTER OF THL HLRRING
CALLED BY THL OIL CONGRRVATION
COMIISSION OF NEW MEXICO FOR
THI PURPOSE OF CONSIDERING.

CASL RO. 50U7
order o. -4630
APPLICATION OF SKELLY OIL CONMPAN
TOR A WATERCLOCD PROJICT, LTA
COUNTY, NEW MENICO.

ORDER O THE COMMIGSION

‘BY_THE COMMISSION:

) This cause came on for hearing at 9 a.m. on Octover 31,
11973, at Santa Fe, Yew faxico, before Examiner Richard L. Stanmets.

NOW, on chis 20th day of Novenber, 1973, the lommissicn,
~a quorum being presant, huving eonsidered the testimony, tho
record, and the reccommendations of the Lxanminer, and being

“fully advised in the premises,
ETEDS:

(1) That due public notice having been given as required
by law, the Cocrmission has jurisdiction of this cause 2arnl the
‘sunject matter thereof.

(2) That the applicant, Skelly Oil Company., scehs authority
to institute a waterflood project in the Myers Langlie-Mattix
Unit Area, Langlle-ffattix Pool, Lea County, i .~ Mexico, by tac
“injection of water into the Lower Seven Rivers and Quean forma-

. tions through 84 injection wells as shown on Attachment "A" to
:this orxder.

(3) That the wells in the project area are in an advancead
. state of depletion and should properly be classified 2s “stripper”
- wells.
(4} That the proposcd waterflood project should result in
the recovery of otherwlse unrecoverable oll, thereby preventing
waste.

{(5) That the opecrator should take all steps necessary to
ensure that the injected water enters only the proposed injectien
interval and is not permitted to cscanc. to nther fornmations or
onto the surface from injectlon, prodnction. or rlugred and
abandoned wells.

{(6) That thz subject application =i
the project should be goveraed ".v the (v
702, and 703 of the Commission Tweles ar -ty

- roved and
2 bules 701,
- lons.
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Casa Yo, 5037
2rder No. R-40190

IT IS THEREFORD ORDEIID:

{1} Tha: the applicant, Skelly 0il Coupany, is hereby
authorized to institute a waterflooed project in the liyers
Langiic-tlattix Unit Area, Langlie-itattix Pool, Le2a County, lew
1texico, by the injection of water into the Lower Saven Rivers
and Queen formations throuch C4 injection wells as dessribed
on Attacliaent "A" to this order.

{2} That prior to initial injection of watcr into any of
said {ajection wells, the operator shall obtain the approval of
supervisor of the Commission's llobba district office as to
the casing and cementing of said well.

?3) That injection into eacli of said wells shall be tinrough
cement-lined tubing, set in a packer vhich shall be locatud
within 50 feet of the casing shoo or uppermost perforaticn
through which water is to be injected; that the casing-tubing
annulus of each singly completed injection well snall be loaded

with an {nert fluid and equipped with an appIovid prescuare gauge
or attenticn-attracting leak vetection device.

{4) That the operator shall immediately notify the super-
visor of the Comission's {lobbs district offize uvf the failure
of the tubing or packer in any of said injection wells, the
leakage of water or oil from around any producing well, or the
leakage of water or oil from any plugged and abandoned well
within the project area and shall take such timely steps as may
be ncecessary or required to correct such failure or leakage.

(5) That the subject waterflood project is hereby <Zesignated
the Skelly Myers Langlie Mattix Unit Waterflocd Project and

shall be governed by the provisions of Rules 70l, 702, and 703

of the Commission Rules and Regulations.

{A) That monthly oprogress reports of the waterflood
project herein authorized shail Le submitted to the Cormmission
in accordance wity Rules 704 and 1120 of the Commission Rules
- . and Requlations.

IT IS FURTHER ORDLRLD:

{1) That any of the aforesald injection wells wnhich has
previously becn approved as a Jalmat-Langlie Mattir dual
completion producer 13 hereby approved for continued produc-
tion from the Jalmat Pool and injection into the Langlie Mattiwx
Pool.

(2) That Jurisdiction of this cause is retained for the
entry of such further orders as the Cormission may deom neces-
sary.
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ATTACHMENT "A"

WATER INJTCTION WELLS
MYFRS LANCLIL MATTIX UNIT ARFA

Lea County, lew lMexico

Tract Untt Unit Former Forner Lease
Number  Well Xo. ZLetter Section Operztor Rame and Vell No.

TOWNSH.? 23 SOUTH, RANGE 36 EAST, RMPM

44 10 A 25 Resarve Carter ¥o. 1
1 34 K 25 Flag Redfern Lynn B-25 Ne. 3
1 35 M 25 Flag Redfern Lynn B-25 Neo. &
2 37 o} 25 Conoco Lynn B-25 No. 4
30 63 A 35 Amerada S5t. LMT Wo. 5
an 65 [ 36 tmerada St. LMT No. 7
. 30 69 G 36 Azcrada St. LMT No. 3
. 33 99 I 36 Gulf Hol:® B No. 1
32 103 ] 36 Skelly Mexico D No. 2
14
TOWNSEIP 23 SOUTH, PANCE 37 LAST, IPM
-« 16 47 o 28 Conoco Stewart 28 ¥o. 1
N 3 3 c 29 Culf Lz Monyon No. 18
: 3 17 E 29 Gulf La Munyon Ma. 2
. 3 10 c 29 Gulf La Munvon No. 15
17 24 I 29 Conoco Stewart 29 ¥c. 2
. 22 26 X 29 Texas Paczific Blinebry A ¥o. &4
: 19 43 M 23 Texas Pacific Blinebry No. 1
17 45 0 29 Cor.oco Stewart 29 Yo, 1
21 7 c 30 Texas Pacific Elinebry A No. 10
20 13 E 30 Texas Pacific Blinebry A No. 11
. 47 28 1 30 Cackle Cowden No. 2
: 46 39 It 30 Gackle Cowden B to. 2
: 49 71 E 31 Gackle Cowden € No. 2
. 49 73 G 31 Gazkle Cowden C MNo. §
. 14 95 1 31 Texaco Llinebry A MNo. 2
! 15 97 K 31 Texaco Blinetry B No. 3
‘ 15 105 A 31 Texaco Blinebry B No. 2
; 15 107 0 31 Texaco Blinebry B No. 4
- i 34 55 A 32 Great Western Leonard B Yo. §
34 57 c a2 Great Vestern Leonard B No, 3
38 91 1 32 Amerada State LMA No. 2
36 109 N 32 Texaeo State B-4 No. 1
50 53 C 33 Resler-Shetdon Fanning B MNo. §
50 79 E 33 Pesler-Sheldon Fanning No. 1
2 89 4 33 Lyrom Davis No. 2
53 112 M 33 Kyrom Pavis B Wo. 1
56 115 0 33 Johnson~French Davis No. 1
23 50 D 34 Texas Pacific Blinebry B No. 8
24 BG L 34 Texas Paczific Blinebry B No. 4
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O1L CONSERVATION COMMISSION

STATE OF NEW MEXICO
P. 0. BOX 2088 - SANTA FE
$7s01

L

November 21, 1973

Re: CASE NO.

L . TRUJILLO
CHAIRMAN

AND COMMISSIONER
ALEX J. ARMUIJO
MEMBER

STATE GEQLOGIST

A. L. PORTER, JR.
SECRETARY - DIRECTOR

5087

Hr. Cheatexr E. Bluilget C*DER XO.

R-4680

Skelly 211 company
Post Office Box 1650 Applicant:
Tulsa, Oklahoma 74102

Skelly Oil Compazny

Dear Sir:

Commission order recently entered in the subject case.

Very truly yours,

. 75

A. L. PORTER, Jr.
Secretary-Director

L)

2

ALP/ir

Copy of order also sent to:

Hobbs 0CC x
Artesia OCC

Aztec OCC

Other Mr. D. E. Gray, State Engineer Office

Enzlosed herewith are two copies of the above-referenced

aratend

A eow
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1. R. TRUJILLO, Chairman
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coPY PROVILZD FOR
HISTORICAL PURPOSES ONLY FOREWORD

The API Model Forms of Unit Agreement and Unit Operating Agreement for
Statutory Unitization are designed for use in states where so-called “fieldwide” units
may be established by order of the appropriate regulatory agency for the purpose of
increasing the ultimate recovery of oil or gas. At the time these model forms were
being prepared, twenty-eight states had statutes for this purpose:

PRV

ra
)

State Statutory Reference
Alabama 26 Ala. Code Sec. 179 (70) et seq.
Alaska Alaska Stat. Sec. 31.05.110 et seq.
Arizona Ariz. Rev. Stat. Sec. 27-331 et seq.
Arkansas Ark. Stat. Ann. Sec. 53-115C-1 et seq.
California Calif. Pub. Res. Code Secs. 3315, 3630 et seq.
Colorado Colo. Rev. Stat. Sec. 100-6-16
Florida Fla. Stat. Ann. Sec. 377.28
Georgia Ga. Code Ann. Sec. 43-717
Indiana Burns Ind. Stat. Sec. 46-1714
Kansas Kan. Stat. Ann. Sec. 55.1301 et seq.
Louisiana La. Rev. Stat. Ann. Sec. 30-5C ,
Michigan Mich. Comp. Laws Ann. Sec. 319.351 et seq.
Mississippi Miss. Code Ann. Sec. 6132-101 et seq.
Missouri Vernon’s Ann. Mo. Stat. Sec. 259.120
Montana Mont. Rev. Code Sec. 60-131.1 et seq.
Nebraska Neb. Rev. Stat. Sec. 57-910.01 et seq.
Nevada Nev. Rev. Stat. Sec. 522.070
New York 10 McKinney’s Cons. Laws Sec. 79

North Dakota
Ohio

N. Dak. Cent. Code Sec. 38.08.09.1 et seq.
Ohio Rev. Code Sec. 1509.28

Oklahoma 52 Okla. Stat. Ann. Sec. 287.1 et seq.
Oregon Ore. Rev. Stat. Sec. 520.260 et seq.

South Dakota S. Dak. Comp. Laws Sec. 45-9-37 et seq.
Tennessee Tenn. Code Ann. Sec. 60-104(d) (13)

CUtah Utah Code Ann. Sec. 40-6-17

Washington Wash. Rev. Code Sec. 78.52.340

West Virginia W. Va. Code Sec. 22-4A-8
Wyoming Wyo. Stat. Sec. 30-222

However. the California statutes contain unusual provisions which limit their ap-

plicability, and consequently these model forms were not designed for use in Califor-
nia.

Because of similarities in accomplishing unitization, either voluntarily or under
statutory authority, these model forms are patterned after the API Model Forms of
Unit Agreement and Unit Operating Agreement, Third Edition, January 1970, for
voluntary unitization. Appropriate modifications and footnotes reflect the require-
ments and prohibitions of the various statutes. USERS ARE CAUTIONED that,
being general in nature, the forms require adaptation to conform to eonditions of
particular units and to requirements concerning execution, acknowledgment and re-

cordation. LIBRARY

AMERICAN PETROLEUM INSTITUTE



Statutes of eight of the states listed above (Alaska. Arizona, Kansas. Michigan.
Nevada, North Dakota, Oklahoma, and West Virginia) contemplate that the Unit
Agreement and Unit Operating Agreement for Statutory Unitization be consoli-

dated into a single document for approval by participants and the appropriate reg-
ulatory agency. The single document would consist of two parts corresponding to the
two model forms. In other states, the model forms should be used as separate docu-

ments.

The model forms have been drafted by the Subcommittee on Unit Operations of
the Executive Committee on Drilling and Production Practice, Division of Produc-
tion, American Petroleum Institute. The Subcommittee consists of lawyers, en-
gineers, landmen, and other personnel experienced in all phases of unitization and
unit operations in all the principal producing areas in the United States. Members
of the Subcommittee who devoted a substantial amount of time and effort to the

drafting of these forms are as follows:

Riley B. Fell, Chairman, Marathon Oil Co., New Orleans, La.
Granville Dutton, Task Group Chairman, Sun Oil Co., Dallas, Texas

T. W. Lynch, Task Group Chairman, Amerada Hess Corp., Tulsa, Ckla.
J. W. Woolfolk, Jr., Task Group Chairman, Chevron QOil Co., New Orleans, La.
L. B. Agers, Mobil Oil Corp., Oklahoma City, Okla.

M. H. Barber, Continental Oil Co., Houston, Texas

M. L. Duvieilh, Gulf Oil Co.-U.S., New Orleans, La.

J. E. Embry, Cities Service Oil Co., Tulsa, Okla.

G. C. Gibson, Amoco Production Co., New Orleans, La.

D. H. Gregg, Exxon Co., U.S.A., Houston, Texas

M. Grower, Brunini, Grantham, Grower, & Hewes, Jackson, Miss.

. M. Hippard, Shell Oil Co., New Orleans, La.

. J. Jacobs, Skelly Oil Co., Tulsa, Okla.

. E. Jones, Skelly Oil Co., Tulsa, Okla.

. T. Jorden, Liskow & Lewis, Lafayette, La.

. H. Kallenberger, Texaco Inc., Tulsa, Okla.

. F. LeBlanc, Cities Service Oil Co., Tulsa, Okla.

. F. Lewis, Phillips Petroleum Co., Bartlesville, Okla.

W. M. Petmecky, Union Oil Co. of Calif., Midland, Texas

Robert Pruyn, Amoco Production Co., New Orleans, La.

G. R. Schoonmaker, Marathon Oil Co., Findlay, Ohio

Sam Snyder, Union Oil Co. of Calif., Los Angeles, Calif.

V. E. Stepp, Atlantic Richfield Co., Dallas, Texas

S. D. Tomlinson, Pennzoil Co. (now with Burmah Qil Co., New Orleans, La.)

e

~

M OW

The following members’ efforts were devoted primarily to the Subcommittee’s
work pertaining to unitization of Outer Continental Shelf leases:

C. D. Monzingo, Task Group Chairman, Getty Oil Co., Houston, Texas
John Bevan, Marathon Oil Co., Findlay, Ohio

J. D. Carmichael, Standard Oil Co. of Calif,, San Francisco, Calif.
Henry Eubank, Union Oil Co. of Calif,, Houston, Texas

Bruce Warren, Shell Oil Co., Los Angeles, Calif.

1
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UNIT OPERATING AGREEMENT!

Unit?
County,3
THIS AGREEMENT, entered intoasofthe______dayof
19
WITNESSETH:
WHEREAS, an agreement entitled “Unit Agreement, —_Unit,
County, ” herein referred to as “Unit Agreement”, has
been made which, among other things, provides for a separate agresment to provide for

Unit Operations as therein defined,
NOW, THEREFORE, it is provided as follows:
ARTICLE 14
CONFIRMATION OF UNIT AGREEMENT
1.1 Confirmation of Unit Agreement. The Unit Agreement is hereby confirmed
and by reference made a part of this Agreement. The definitions in the Unit Agreement
are adopted for all purposes of this Agreement. If there is any conflict between the Unit
Agreement and this Agreement, the Unit Agreement shall govern.
ARTICLE 2
EXHIBITS
2.1 Exhibits. The following exhibits are incorporated herein by reference or
attachment:
2.1.1 Exhibits A and B3 of the Unit Agreement.

2.1.2 Exhibit C, attached hereto, is the Accounting Procedure applicable to

‘Nebraska: Add “(Operating Plan)” below title, "UNIT OPERATING AGREEMENT".

Alaska, Arizona, Kansas, Michigan, Nevada, North Dakota. and Oklahoma: Delete lines 4 through 11.
3Alaska: Use "Borough™; Louisiana: Use “Parish”. throughout this Agreement.

iAlaska, Arizona. Kansas, Michigan, Nevada, North Dakota, and Oklahoma: See Part [ of Supplement.
SLouisiana: Add "and C", and redesignate subsequent exhibits accordingly.
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Unit Operations. If there is any conflict between this Agreement and Exhibit C.

this Agreement shall govern.

2.1.3 Exhibit D, attached hereto. contains insurance provisions applicable
to Unit Operations.

2.2 Reference to Exhibits. When reference is made herein to an exhibit. it is to
the original exhibit or, if revised, to the last revision.

ARTICLE 3 |
SUPERVISION OF OPERATIONS BY WORKING INTEREST OWNERS!

3.1 Overall Supervision. Working Interest Owners! shall exercise overall
supervision and control of all matters pertaining to Unit Operations. In the exercise of
such authority, each Working Interest Owner shall act solely in its own behalf in the
capacity of an individual owner and not on behalf of the owners as an entirety.

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

3.2.1 Method of Operation. The method of operation, including the type of
recovery program to be employed.

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

3.2.3 Well Recompletions and Change of Status. The recompletion.
abandonment, or change of status of any well, or the use of any well for injection or
other purposes.

3.2.4 Unit Operator’s Tools and Equipment. The use by Unit Operator of
its own tools and equipment in the drilling of a well or in any other operation in

which drilling equipment is required.

*tAlaska. Nevada. North Dakota. and Oklahoma: Insert "the Operating Committee” in lieu of “Working Interest
Owmers™.
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3.2.5 Expenditures. The making of any single expenditure in excess of
— Dollars($_______ ). however, approval by Working Interest Owners! of
the drilling, reworking, deepening, or plugging back of any well shall include
approval of all necessary expenditures required therefor, and for completing,
testing, and equipping the well, including necessary flow lines, separators, and
lease tankage.

3.2.6 Disposition of Unit Equipment. The selling or otherwise disposing of
any item of surplus Unit Equipment, if the current price of new equipment similar
theretoisinexcessof __________ Dollars($_______).

3.2.7 Appearance Before a Court or Regulatory Agency. The designat-
ing of a representative to appear before any court or regulatory agency in matters
pertaining to Unit Operations; however, such designation shall not prevent any
Working Interest Owner from appearing in person or from designating another
representative in its own behalf.

3.2.8 Audit Exceptions. The settlement of unresolved audit exceptions.

3.2.9 Inventories. The taking of periodic inventories as provided by
Exhibit C.

3.2.10 Technical Services. The authorizing of charges to the joint account
for services by consultants or Unit Operator’s technical personnel not covered by
the charges provided by Exhibit C.

3.2.11 Assignments to Committees. The appointment of committees to
study any problems in connection with Unit Operations.

3.2.12 Removal of Operator. The removal of Unit Operator and the selec-
tion of a successor.

3.2.13 Changes and Amendments. The changing of the Unit Area or the

amending of this Agreement or the Unit Agreement as provided by Article 11 of

the Unit Agreement.

'See Footnote 1. Page 2.
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3.2.14 Investment Adjustment. The adjustment and readjustment of in-
vestments.
3.2.15 Termination of Unit Agreement. The termination of the Unit

Agreement as provided therein.

ARTICLE 4
MANNER OF EXERCISING SUPERVISION

4.1 Designation of Representatives. Each Working Interest Owner shall in-
form Unit Operator in writing of the names and addresses of the representative and
alternate! who are authorized to represent and bind such Working Interest Owner with
respect to Unit Operations. The representative or alternate may be changed from time
to time by written notice to Unit Operator.

4.2 Meetings. All meetings of Working Interest Owners? shall be called by Unit
Operator upon its own motion or at the request of one or more Working Interest Owners
having a total Unit Participation of not lessthan _________ percent (_____%). No
meeting shall be called on less than fourteen (14) days’ advance written notice, with
agenda for the meeting attached. Working Interest Owners who attend the meeting
may amend items included in the agenda and may act upon an amended item or other
items presented at the meeting. The representative of Unit Operator shall be chairman
of each meeting.

4.3 Voting Procedure. Working Interest Owners? shall determine all matters
coming before them as follows:
43.1 Voting Interest. Each Working Interest Owner shall have a voting

interest equal to its Unit Participation.

422 Vote Required. Unless otherwise provided herein or in the Unit

!Alaska. Nevada, North Dakota, and Oklahoma: Insert "on the Operating Committee”.
2See Foatnote 1, Page 2.



Agreement. Working Interest Owners! shall determine all matters by the affirma-
tivevoteof ___*or more Working Interest Owners having a combined voting
interestofatleast _____ percent{______ %); however,should any one Work-
ing Interest Owner have morethan____ percent(_____ %) voting interest.
its negative vote or failure to vote shall not defeat a motion, such motion shall pass
if approved by Working Interest Owners having a majority voting interest, unless

or more Working Interest Owners having a combined voting interest of at
least . percent (_______ %) likewise vote against the motion or fail to
vote.

4.3.3 Vote at Meeting by Nonattending Working Interest Owner. Any
Working Interest Owner who is not represented at a meeting may vote on any
agenda item by letter or telegram addressed to the representative of Unit Operator
if its vote is received prior to the vote at the meeting.

4.3.4 Poll Votes. Working Interest Owners may vote by letter or telegram
on any matter submitted in writing to all Working Interest Owners. Ifa meeting is
not requested, as provided in Section 4.2, within seven (7) days after a written
proposal is sent to Working Interest Owners, the vote taken by letter or telegram
shall control. Unit Operator shall give prompt notice of the results of such voting to

each Working Interest Owner.

ARTICLE 5
INDIVIDUAL RIGHTS OF WORKING INTEREST OWNERS
5.1 Reservation of Rights. Working Interest Owners retain all their rights,
except as otherwise provided in this Agreement or the Unit Agreement.

5.2 Specific Rights. Each Working Interest Owner shall have, among others, the

following specific rights:

'See Footnote 1, Page 2.
2Kansas: Insert a minimum of two (2) unless there is only a single Working Interest Owner.
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5.2.1 Access to Unit Area. Access to the Unit Area at all reasonable times
to inspect Unit Operations. all wells. and the records and data pertaining thereto.

5.2.2 Reports. The right to receive from Unit Operator. upon written re-
quest. copies of all reports to any governmental agency, reports of crude oil runs
and stocks. inventory reports, and all other information pertaining to Unit Opera-
tions. The cost of gathering and furnishing information not ordinarily furnished
by Unit Operator to all Working Interest Owners shall be charged to the Working
Interest Owner that requests the information.

5.2.3 Audits. The right to audit the accounts of Unit Operator pertaining to
Unit Operations according to the provisions of Exhibit C.

ARTICLE 6
UNIT OPERATOR

6.1 Unit Operator. is designated as the initial Unit Operator.

6.2 Resignation or Removal. Unit Operator may resign at any time. Unit
Operator mayv be removed at any time by the affirmative vote of' Working Interest
Ownershaving________percent(______%)ormore of the voting interest remaining
after excluding the voting interest of Unit Operator.? Such resignation or removal shall
not become effective for a period of three (3) months after the resignation or removal,
unless a successor Unit Operator has taken over Unit Operations prior to the expira-
tion of such period.3

6.3 S:election of Successor. Upon the resignation or removal? of Unit Operator,
asuccessor Unit Operator shall be selected by Working Interest Owners. Ifthe removed
Unit Operator fails to vote or votes only to succeed itself, the successor Unit Operator

shall be selected by the affirmative vote of! Working Interest Owners having

'Kansas: Insert “two 12) or more™.
2North ngota: Revi§e se_cond sentence in Section 6.2 to read “Unit Operator may be removed at any time by the
affirmative vote of Working Interest Owners having a simple majority of the Working Interest in the Unit Area.”

3Montana: Add to Section 6.2 the additional provisions contained in Part 11 of Supplement.
“Montana: [nsert “tother than by challenge)”.



percent(_____ % )or more of the voting interest remaining after excluding the voting
interest of the removed Unit Operator.
ARTICLE7
AUTHORITY AND DUTIES OF UNIT OPERATOR

7.1 Exclusive Right to Operate Unit. Subject to the provisions of this Agree-
ment and to instructions from Working Interest Owners,! Unit Operator shall have the
exclusive right and be obligated to conduct Unit Operations.

7.2 Workmanlike Conduct. Unit Operator shall conduct Unit Operations in a
good and workmanlike manner as would a prudent operator under the same or similar
circumstances. Unit Operator shall freely consult with Working Interest Owners and
keep them informed of all matters which Unit Operator, in the exercise of its best
judgment, considers important. Unit Operator shall not be liable to Working Interest
Owners for damages, unless such damages result from its gross negligence or willful
misconduct.

7.3 Liens and Encumbrances. Unit Operator shall endeavor to keep the lands
and leases in the Unit Area and Unit Equipment free from all liens and encumbrances
occasioned by Unit Operations, except those provided for in Article 11.

7.4 Employees. The number of employees used by Unit Operator in conducting
Unit Operations. their selection, hours of labor, and compensation shall be determined
by Unit Operator. Such employees shall be the emplovees of Unit Operator.

7.5 Records. Unit Operator shall keep correct books, accounts, and records of
Unit Operations.

7.6 Reports to Working Interest Owners. Unit Operator shall furnish Work-
ing Interest Owners periodic reports of Unit Operations.

7.7 Reports to Governmental Authorities. Unit Operator shall make all re-

ports to governmental authorities that it has the duty to make as Unit Operator.

1See Footnote 1, Page 2.
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7.8 Engineering and Geological Information. Unit Operator shall furnish toa
Working Interest Owner, upon written request, a copy of all logs and other engineering
and geological data pertaining to wells drilled for Unit Operations.

7.9 Expenditures. Unit Operator is authorized to make single expenditures not
in excess of ________ Dollars ($__ ) without prior approval of Working Interest
Owners.! In the event of an emergency, Unit Operator may immediately make or incur
such expenditures as in its opinion are required to deal with the emergency. Unit
Operator shall report to Working Interest Owners,! as promptly as possible, the nature
of the emergency and the action taken.

7.10 Wells i)ri]led by Unit Operator. All wellsdrilled by Unit Operator shall be
at the rates prevailing in the area.

ARTICLE 8
TAXES

8.1 Property Taxes. Beginning with the first calendar year after the Effective
Date hereof, Unit Operator shall make and file all necessary property tax renditions
and returns with the proper taxing authorities with respect to all property of each
Working Interest Owner used or held by Unit Operator for Unit Operations. Unit
Operator shall settle assessments arising therefrom. All such property taxes shall be
paid by Unit Operator and charged to the joint account; however, if the interest of a
Working Interest Owner is subject to a separately assessed overriding royalty interest,
production ;payment, or other interest in excess of a one-eighth (1/8) royalty, such
Working Interest Owner shall be given credit for the reduction in taxes paid resulting
therefrom.

8.2 Other Taxes. Each Working Interest Owner shall pay or cause to be paid all
production, severance, gathering, and other taxes imposed upon or with respect to the

production or handling of its share of Unitized Substances.

1See Footnote 1. Page 2.



8.3 Income Tax Election. Notwithstanding any provisions herein that the
rights and liabilities hereunder are several and not joint or collective, or that this
Agreement and operations hereunder shall not constitute a partnership, if for Federal
income tax purposes this Agreement and the operations hereunder are regarded as a
partnership, then each Person hereby affected elects to be excluded from the applica-
tion of all of the provisions of Subchapter K, Chapter 1, Subtitle A, of the Internal
Revenue Code of 1954, as permitted and authorized by Section 761 of the Code and the
regulations promulgated thereunder. Unit Operator is authorized and directed to
execute on behalf of each Person hereby affected such evidence of this election as may
be required by the Secretary of the Treasury of the United States or the Federal
Internal Revenue Service, in-cluding specifically, but not by way of limitation, all of the
returns, statements, and the data required by Federal Regulations 1.761-1(a). Should
there be any requirement that each Person hereby affected give further evidence of this
election, each such Person shall execute such documents and furnish such other
evidence as may be required by the Federal Internal Revenue Service or as may be
necessary to evidence this election. No such Person shall give any notices or take any
other action inconsistent with the election made hereby. If any present or future income
tax laws of the state or states in which the Unit Areais located or any future income tax
law of the United States contain provisions similar to those in Subchapter K, Chapter 1,
Subtitle A, of the Internal Revenue Code of 1954, under which an election similar to
that provided by Section 761 of the Code is permitted, each Person hereby affected shall
make such election as may be permitted or required by such laws. In making the
foregoing election, each such Person states that the income derived by such Person from
Unit Operations can be adequately determined without the computation of partnership

taxable income.
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ARTICLE 9
INSURANCE
. 9.1 Insurance. Unit Operator, with respect to Unit Operations, shall:

(a) comply with the Workmen's Compensation Laws of the state,

(b) comply with Employer’s Liability and other insurance requirements of

the laws of the state, and

(¢) provide insurance or other protection as set forth in Exhibit D.

ARTICLE 10
ADJUSTMENT OF INVESTMENTS
10.1 Property Taken Over. Upon the Effective Date, Working Interest Owners
shall deliver to Unit Operator the following:

10.1.1 Wells. All wells completed in the Unitized Formation, as shown on
Exhibit B.

10.1.2 Equipment. The casing and tubing in each such well. the wellhead
connections thereon, and all other lease and operating equipment that is used in
the operation of such wells which Working Interest Owners! determine is neces-
sary or desirable for conducting Unit Operations.

10.1.3 Records. A copy of all production and well records for such wells.
10.2 Inventory and Evaluation. Working Interest Owners! shall at Unit Ex-

pense inventory and evaluate the wells and equipment taken over. The inventory of
equipment shall be limited to those items considered controllable under Exhibit C
except, upon determination of Working Interest Owners,! items considered noncon-
trollable may be included in the inventory in order to insure a more equitable adjust-
ment of investment. The method of evaluating wells and equipment shall be deter-
mined by Working Interest Owners.!

(Insert methods for evaluating tangibles and intangibles.)

!See Footnote 1, Page 2.
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10.3 Investment Adjustment.! Upon approval by Working Interest Owners? of
the inventory and evaluation. each Working Interest Owner shall be credited with the
value ofits interest in all wells and equipment taken over under Section 10.1, and shall
be charged with an amount equal to that obtained by multiplying the total value of all
wells and equipment taken over under Section 10.1 by such Working Interest Owner’s
Unit Participation. If the charge against any Working Interest Owner is greater than
the amount credited to such Working Interest Owner, the resulting net charge shall be
anitem of Unit Expense chargeable against such Working Interest Owner. If the credit
to any Working Interest Owner is greater than the amount charged against such
Working Interest Owner, the resulting net credit shall be paid to such Working Interest
Owner by Unit Operator out of funds received by it in settlement of the net charges
described above.

10.4 General Facilities. The acquisition of warehouses, warehouse stocks, lease
houses, camps, facility systems, and office buildings necessary for Unit Operations
shall be by negotiation by the owners thereof and Unit Operator, subject to the approval
of Working Interest Owners.?

10.5 Ownership of Property and Facilities. Each Working Interest Owner,
individually, shall by virtue hereof own an undivided interest, equal to its Unit
Participation inallwells, equipment, and facilities taken over or otherwise acquired by
Unit Operator pursuant to this Agreement.

ARTICLE 11
UNIT EXPENSE

11.1 Basis of Charge to Working Interest Owners. Unit Operator-initially

shall pay all Tmit Expense. Each Working Interest Owner shall reimburse Unit

Operator for itsshure of Unit Expense. Each Working Interest Owner's share shall be

'The investment afjjustne=t. any readjustment of investment, and ownership of property in case of a multi-phase Unit
Participation are-maters that vary so greatly that ne attempt is made to provide language for use in such instances.
2See Footnote 1, Page2.
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the same as its Unit Participation.! All charges. credits, and accounting for Unit
Expense shall be in accordance with Exhibit C.

11.2 Budgets. Before or as soon as practical after the Effective Date, Unit
Operator shall prepare a budget of estimated Unit Expense for the remainder of the
calendar year, and thereafter shall prepare budgets as determined by Working Interest
Owners. Budgets shall be estimates only, and shall be adjusted or corrected by Working
Interest Owners? and Unit Operator whenever an adjustment or correction is proper. A
copy of each budget and adjusted budget shall be furnished promptly to each Working
Interest Owner.

11.3 Advance Billings. Unit Operator shall have the right to require Working

Interest Owners to advance their respective shares of estimated Unit Expense as
provided by Exhibit C.

11.4 Commingling of Funds. Funds received by Unit Operator under this
Agreement need not be segregated or maintained by it as a separate fund, but may be
commingled witk its own funds.

11.5 Unpaid Unit Expense.® If any Working Interest Owner fails or is unable
to pay its share of Unit Expense within sixty (60) days after rendition of a state-
ment therefor by Unit Operator, ¢ the non-defaulting Working Interest Owners shall,
upon request by Unit Operator, pay the unpaid amount as if it were Unit Expense
in the proportiom that the Unit Participation of each such Working Interest Owner
bears to the Umit Participation of all such Working Interest Owners. Each Working
Interest Owner so paying its share of the unpaid amount shall, to obtain reim-
bursement thersaof be subrogated to the security rights described in Section 11.6 of this

Agreement.

tWhere Unit Expenseiiso be chargeable on a basis other than the Unit Participation in effect at the time the expense
was incurred, specidlprevisions are required.

2See Footnote 1,Pupe2.

2Arkansas and Missouri Delete Section 11.5 and renumber all succeeding Sections under Article 11.

“Colorado, Kansas, MWichgan, Nebraska, Oregon, South Dakota, and Utah: Insert “or if any Working Interest Owner
elects to be carrimiwrotterwise financed,”. Montana: Insert “or if any Working Interest Owner that has not executed
this Agreement electsitobe carried or otherwise financed,”.
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11.6 Security Rights.! In addition to any other security rights and remedies
provided for by the laws of this State with respect to services rendered or materials and
equipment furnished under this Agreement. Unit Operator? shall have a first and prior
lien upon each Working Interest. including the Unitized Substances and Unit Equip-
ment credited thereto, in order to secure payment of the Unit Expense charged against
such Working Interest, together with interest thereon at the rate set forth in Exhibit C
or the maximum rate allowed by law, whichever is less. If any Working Interest Owner
does not pav its share of Unit Expense when due,® Unit Operator? shallhave therightto
collect from the purchaser the proceeds from the sale of such Working Interest Owner’s
share of Unitized Substances until the amount owed, plus interest at the rate herein
provided. has been paid.* Each purchaser shall be entitled to rely on Unit Operator’s
statement concerning the amount owed and the interest payable thereon.

11.7 Carved-out Interests.> Any overriding royalty, production pavment, net
proceeds interest, carried interest or any other interest carved out of a Working
Interest shall be subject to this Agreement. If a Working Interest Owner does not pay
its share of Unit Expense and the proceeds from the sale of Unitized Substances under
Section 11.6 are insufficient for that purpose, the security rights provided for therein
may be applied against the carved-out interests with which such Working Interest is
burdened. In such event, the owner of such carved-out interest shall be subrogated to
the security rights granted by Section 11.6.

ARTICLE 12
NONUNITIZED FORMATIONSS

12.1 Right to Operate. Any Working Interest Owner that now has or héetreafter
"Mississippi: In lieu of the last two sentences of Section 11.6, see Part I1I of Supplement.
=Cotorado. Kances Michigan: Moniana, Newradhs, Ocepon, Soseh Dakots and Urib nsertorifany Working Interst

Owner elects to be carried or otherwise financed,”.
“Montana: Add *, provided that such recovery shall be limited, only during the period of depletion of the remaining

estimated primary reserves from the Unit, to the production that is in excess of such Working Interest Owner's average

actua] rate of production during the eighteen (18) months immediately preceding the Effective Date of the unit."
*North Dakota: Delete Section 11.7.
$See Part IV of Supplement.
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acquires the right to drill for and produce oil. gas, or other minerals. from a formation

underlying the Unit Area other than the Unitized Formation, shall have the right to do
so notwithstanding this Agreement or the Unit Agreement. In exercising the right,
however. such Working Interest Owner shall exercise care to prevent unreasonable
interference with Unit Operations. No Working Interest Owner other than Unit
Operator shall produce Unitized Substances. Ifany Working Interest Owner drills any
wellinto or through the Unitized Formation, the Unitized Formation shall be protected
in a manner satisfactory to Working Interest Owners! so that the production of Un-
itized Substances will not be affected adversely.
ARTICLE 13
LIABILITY, CLAIMS, AND SUITS

13.1 Individual Liability. The duties, obligations, and liabilities of Working
Interest Owners shall be several and not joint or collective; and nothing herein shall
ever be construed as creating a partnership of any kind. joint venture, association, or

trust among Working Interest Owners.

13.2 Settlements. Unit Operator may settle any single damage claim or suit

_ involving Unit Operations if the expenditure does not exceed Dollars

($ Yand if the payment is in complete settlement of such claim or

suit. Ifthe amount required for settlement exceeds the above amount. Working Interest
Owners! shall determine the further handling of the claim or suit. All costs and expense
of handling: settling, or otherwise discharging such claim or suit shall be an item of
Unit Expense. subject to such limitation as is set forth in Exhibit C. If a claim is made
against any Working Interest Owner or if any Working Interest Owner is sued on
account of any matter arising from Unit Operations over which such Working Interest

Owner individually has no control because of the rights given Working Interest Own-

'See Footnote 1. Page 2.
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ers and Unit Operator by this Agreement and the Unit Agreement, the Working
Interest Owner shall immediately notify Unit Operator, and the claim or suit shall be
treated as any other claim or suit involving Unit Operations.

13.3 Notice of Loss. Unit Operator shall report to Working Interest Owners! as
soon as practicable after each occurrence, damage or loss to Unit Equipment. and each
accident, occurrence, claim, or suit involving third party bodily injury or property
damage not covered by insurance carried for the benefit of Working Interest Owners.

ARTICLE 14
NONDISCRIMINATION?

14.1 Nondiscrimination. During the performance of work under this Agree-
ment, Unit Operator agrees to comply with all the provisions of subsections (1) through
(7) of Section 202, Executive Order 11246 of September 24, 1965, as amended by
Executive Order 11375 of October 13, 1967, and as subsequently amended, which are
hereby incorporated by reference in this Agreement.

ARTICLE 15
NOTICES

15.1 Notices. All notices required hereunder shall i)e in writing and shall be
deemed to have been properly served when sent by mail or telegram to the address of
the representative of each Working Interest Owner as furnished to Unit Operator in

accordance with Article 4.
ARTICLE 16
WITHDRAWAL OF WORKING INTEREST OWNER _’
16.1 Withdrawal. A Working Interest Owner may withdraw from this agree-
ment by transferring, without warranty of title either express or implied, to the
Working Interest Owners who do not desire to withdraw all its Oil and Gas Rights,

exclusive of Royalty Interests, together with its interest in all Unit Equipment and in

1See Footnote 1, Page 2.
2See Part V of Supplement.
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all wells used in Unit Operations, provided that such transfer shall not relieve such
Working Interest Owner from any obligation or liability incurred prior to the first day
of the month following receipt by Unit Operator of such transfer. The delivery of the
transfer shall be made to Unit Operator for the transferees. The transferred interest
shall be owned by the transferees in proportion to their respective Unit Participations.
The transferees, in proportion to the respective interests so acquired, shall pay the
transferor for its interest in Unit Equipment, the salvage value thereof less its share of
the estimated cost of salvaging same and of plugging and abandoning all wells then
being used or held for Unit Operations, as determined by Working Interest Owners. 2
In the event such withdrawing owner’s interest in the aforesaid salvage value is less
than such owner’s share of such estimated costs, the withdrawing owner, as a condition
precedent to withdrawal, shall pay the Unit Operator, for the benefit of Working
Interest Owners succeeding to its interest, a sum equal to the deficiency. Within sixty
(60) days after receiving delivery of the transfer, Unit Operator shall render a final
statement to the withdrawing owner for its share of Unit Expense, including any
deficiency in salvage value, as determined by Working Interest Owners,!*? incurred as
of the first day of the month following the date of receipt of the transfer. Provided all
Unit Expense, including any deficiency hereunder, due from the withdrawing owner
has been paid in full within thirty (30) days after the rendering of such final statement
by the Unit Operator, the transfer shall be effective the first day of the month following
its receipt {)y Unit Operator and, as of such effective date, withdrawing owner shall be
relieved from all further obligations and liabilities hereunder and under the Unit
Agreement, and the rights of the withdrawing Working Interest Owner hereunder and

under the Unit Agreement shall cease insofar as they existed by virtue of the interest

transferred.

iAlaska, Nevada. and Oklahoma: Insert "the Operating Committee” in lieu of “Working Interest Owners”.
’gorth Dakota: Insert "agreement between the withdrawing owner and Unit Operator” in lieu of "Working Interest
wners”.
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16.2 Limitation on Withdrawal.! Notwithstanding anything set forth in Sec-
tion 16.1. Working Interest Owners? may refuse to permit the withdrawal of a Working
Interest Owner if its Working Interest is burdened by any royalties. overriding royal-
ties. production payments, net proceeds interest, carried interest, or any other interest
created out of the Working Interest in excess of one-eighth (1/8) lessor’s royalty, unless
the other Working Interest Owners willing to accept the assignment agree to accept the
Working Interest subject to such burdens.

ARTICLE 17
ABANDONMENT OF WELLS

17.1 Rights of Former Owners. If Working Interest Owners® determine to
permanently abandon any well within the Unit Area prior to termination of the Unit
Agreement, Unit Operator shall give written notice thereof to the Working Interest
Owners of the Tract on which the well is located, and they shall have the option for a
period of sixty (60) days after the sending of such notice to notify Unit Operator in
writing of their election to take over and own the well. Within ten (10) days after the
Working Interest Owners of the Tract have notified Unit Operator of their election to
take over the well. they shall pay Unit Operator, for credit to the joint account, the
amount determined by Working Interest Owners® to be the net salvage value of the
casing and equipment, through the wellhead, in and on the well. The Working Interest
Owners of the Tract, by taking over the well, agree to seal off the Unitized Formation,
and upon abandonment to plug the well in compliance with applicable laws and
regulations.

17.2 Plugging. Ifthe Working Interest Owners of a Tract do not elect to take over
a well located within the Unit Area that is proposed for abandonment, Unit Operator

shall plug and abandon the well in compliance with applicable laws and regulations.

'North Dakota: Delete Section 16.2.

2Alaska, Nevada. and Oklahoma: Insert “"the Operating Committee” in lieu of "Working Interest Owners”.
3See Footnote 1, Page 2.
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ARTICLE 18!
EFFECTIVE DATE AND TERM
18.1 Effective Date. This Agreement shall become effective when the Unit

Agreement becomes effective.

18.2 Term. This Agreement shall continue in effect so long as the Unit Agree-

ment remains in effect, and thereafter until (a) all Unit wells have been plugged and

abandoned or turned over to Working Interest Owners in accordance with Article 19;
(b) all Unit Equipment and real property acquired for the joint account have been
disposed of by Unit Operator in accordance with instructions of Working Interest
Owmers;? and (c) there has been a final accounting.
ARTICLE 19
ABANDONMENT OF OPERATIONS
19.1 Termination. Upon termination of the Unit Agreement, the following will
occur:

19.1.1 Oil and Gas Rights. Oil and Gas Rightsin and toeach separate Tract
shall no longer be affected by this Agreement, and thereafter the parties shall be
governed by the terms and provisions of the leases, contracts, and other instru-
ments affecting the separate Tracts.

19.1.2 Right to Operate. Working Interest Owners of any Tract that desire
to take over and continue to operate wells located thereon may do so by paying
Unit bperator, for credit to the joint account, the net salvage value, as determined
by Working Interest Owners,? of the casing and equipment, through the wellhead,
in and on the wells taken over and by agreeing upon abandonment to plug each
well in compliance with applicable laws and regulations.

19.1.3 Salvaging Wells. Unit Operator shall salvage as much of the casing

and equipment in or on wells not taken over by Working Interest Owners of

!Alaska. Arizona. Kansas. Michigan, Nevada, North Dakota. and Oklahoma: Delete Article 18 and renumber all
succeeding Articles.
2See Footnote 1, Page 2.
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separate Tracts as can economically and reasonably be salvaged. and shall cause
the wells to be plugged and abandoned in compliance with applicable laws and
regulations.

19.1.4 Cost of Abandonment. The cost of abandonment of Unit Operations
shall be Unit Expense.

19.1.5 Distribution of Assets. Working Interest Owners shall share in the
distribution of Unit Equipment, or the proceeds thereof, in proportion to their Unit
Participations.

ARTICLE 20!
APPROVAL
20.1 Original, Couhterpart, or Other Instrument. An owner of a Working
Interest may approve this Agreement by signing the original, a counterpart thereof, or
other instrument approving this Agreement. The signing of any such instrument shall
have the same effect as if all Persons had signed the same instrument.
ARTICLE 21!
SUCCESSORS AND ASSIGNS
21.1 Successors and Assigns. This Agreement shall extend to, be binding u;ion,
and inure to the benefit of the Persons hereto and their respective heirs, devisees, legal
representatives. successors, and assigns, and shall constitute a convenant running
with the lands, leases, and interests covered hereby.
IN WITNESS WHEREOF, this Agreement is approved on the dates opposite the

respective signatures.

[Provide for appropriate execution by corporations, individuals, and other Per-
sons as may be required, with place for “date signed” after each signature. Also

provide acknowledgements that conform to the law of the state wherein the land is

located.|

'Alaska, Arizona. Kansas, Michigan, Nevada, North Dakota. and Oklahoma: Delete Articles 2G and 21.
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UNIT OPERATING AGREEMENT

Unit

County,

ACCOUNTING PROCEDURE
(Available for this purpose are a number of more or less standard printed forms of

accounting procedure. For example, there is the COPAS form developed by the Council

of Petroleum Accountants Societies of North America.)
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TO
UNIT OPERATING AGREEMENT

Unit

County,
INSURANCE PROVISIONS

(As determined by Working Interest Owners.)
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SUPPLEMENT TO API MODEL FORM OF
UNIT OPERATING AGREEMENT FOR STATUTORY UNITIZATION
This supplement contains alternate and added provisions.
PARTI

In Alaska. Arizona. Kansas. Michigan, Nevada. North Dakota. and Oklahoma.

substitute the following for Article 1:
ARTICLE 1
RELATIONSHIP TO UNIT AGREEMENT

1.1 Relationship to Unit Agreement. This part of the Plan, entitled “Unit
Operating Agreement”, contains matters affecting only the Working Interest Owners.
The definitions in the Unit Agreement are incorporated herein, and if there is any
conflict between this Agreement and the Unit Agreement, the Unit Agreement shall
govern.

PARTII

In Montana. add the following to Section 6 2:
Unit Operator. after having operated for a minimum of two vears, can be challenged by
any other Working Interest Owner for operation of the Unit. Such challenge shall be
made in writing and shall set out the conditions of operations under which the challeng-
ing Working Interest Owner proposes to operate the Unit and shall include a showing
that:

(a) he can conduct Unit Operations more efficiently and economically than the

Unit Operator,
(bY heis qualified and financially responsible, and
(¢} amajority of Working Interest Owners, both in number and in Unit Partici-
pation. exclusive of Unit Operator, approve such challenging Working In-

terest Owner becoming Unit Operator.
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If the challenged Unit Operator does not initiate such conditions of operations within

sixty (60) days of receipt of such challenge, the challenging Working Interest Owner

shall become Unit Operator.
PART III

In Mississippi, substitute the following in lieu of the last two sentences in Section
11.6:
When any owner fails to pay his part thereof when due and interest thereon at the legal
rate, then all of such owner’s interest in the unit production and equipment may be
foreclosed in the same manner and under the same procedures provided for the fore-
closure ef mortgages in Chancery Court.

PARTIV

For multiple-completion wells, the following Section may be added to Article 12:

122 Multiple-completion Wells. A Working Interest Owner who contributes a
well completed in a non-unitized formation shall, prior to delivery of the well to
Working Interest Owners and at its sole risk and expense, segregate such formation in
a manner satisfactory to Working Interest Owners.! Each Working Interest Owner
reservestheright to use the well for the purpose of exploring, developing, and operating
such other formations as may overlie or underlie the Unitized Formation pursuant to
such condlitions as Working Interest Owners may prescribe. A workover, recondition-
ing, or radrilling of a multiple-completion well for the benefit of the non-unitized
formaticn shall be at the sole risk and expense of the Working Interest Owners who
participztie in production from the non-unitized formation. Operations for the benefit of
the Unitized Formation shall be at the risk and expense of all Working Interest
Owners; grovided that, if extra expense is incurred in such an operation because of a
multipleaampletion, the extra expense shall be borne by the Working Interest Owners

who partmipate in production from the non-unitized formation. The term “extra ex-

1See Footri ¥ 1, Page 2.
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pense” as used herein shall mean the difference between the normal charges incurred
in such an operation and the normal charges for doing the same work on a well which is
not a multiple completion. Unit Operator shall furnish the Working Interest Owners
who participate in production from the non-unitized formation with an estimate of such
charges prior to commencement of the work. Before any Working Interest Owner shall
commence such an operation the permission of the Working Interest Owners! must be
secured. The interests of the unit shall prevail in the event of any conflict. Neither
Working Interest Owners nor Unit Operator shall be liable for any damage to or loss of
production from the non-unitized formation nor for damage to the property, equipment,
or facilities used in develepment and operation of a multiple-completion well.
PARTYV
Thefollowing alternate provision may be substituted for Article 14:
ARTICLE 14
NONDISCRIMINATION

14.1 Nondiscrimination. During the performance of this Agreement, Unit
Operator agrees as follows:

(a) that it will not discriminate against any employee or applicant for employ-
ment because of race, color, religion, sex, or national origin. Unit Operator
will take affirmative action to ensure that applicants are employed, and that
emplovees are treated during employment, without regard to their race,
color, religion, sex, or national origin. Such action shall include, but not be
limited to the following: employment, upgrading, demotion, or transfer, re-
cruitment or recruitment advertising; layoff or termination; rates of pay or
other forms of compensation; and selection for training, includihg apprentice-
ship. Unit Operator agrees to post in conspicuous places, available to em-

ployees and applicants for employment, notices to be provided by the contract-

See Footnote 1, Page 2.
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(b}

(c)

(d)

(e)

63

ing officer setting forth the provision of this nondiscrimination clause;
that it will, in all solicitations or advertisements for employees placed by or on
behalf of the Unit Operator. state that all qualified applicants will receive
consideration for employment without regard to race, color, religion. sex, or
national origin;

that it will send to each labor union or representative of workers with which it
has a collective bargaining agreement or other contract or understanding, a
notice to be provided by the agency contracting officer, advising the labor
union or workers’ representative of the Unit Operator’s commitments under
Section 202 of Executive Order 11246 of September 24, 1965, and shall post
copies of the notice in conspicuous places available to employees and appli-
cants for employment,;

that it will comply with all provisions of Executive Order 11246 of September
24,1965, and of the rules, regulations, and relevant orders of the Secretary of
Labor;

that it will furnish all information and reports required by Executive Order
11246 of September 24, 1965, and by the rules, regulations, and orders of the
Secretary of Labor, or pursuant thereto, and will permit access to its books,
records, and accounts by the contracting agency and the Secretary of Labor
for purposes of investigation to ascertain compliance with such rules, regula-
t;ions, and orders; and

in the event of the Unit Operator’s non-compliance with the nondiscrimina-
tion clauses of this Agreement or with any of such rules, regulations, or
orders, this Agreement may be canceled, terminated, or suspended in whole
or in part and the Unit Operator may be declared ineligible for further
Government contracts in accordance with procedures authorized in Execu-

tive Order 11246 of September 24, 1965. and such other sanctions may be

A4
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(g)

imposed and remedies invoked as provided in Executive Order 11246 of
September 24, 1965, or by rule. regulation. or order of the Secretary of Labor.
or as otherwise provided by law: and further

that it will include the provisions of paragraphs (a) through (g) in every
subcontract or purchase order unless exempted by rules, regulations. or
orders of the Secretary of Labor issued pursuant to Section 204 of Executive
Order 11246 of September 24, 1965, so that such provisions will be binding
upon each subcontractor or vendor. The Unit Operator will take such action

with respect to any subcontract or purchase order as the contracting agency

noncompliance; PROVIDED, HOWEVER, that in the event the Unit
Operator becomes involved in, or is threatened with litigation with a subcon-
tractor or vendor as a result of such direction by the contracting agency, the
Unit Operator may request the United States to enter into such litigation to

protect the interests of the United States.
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Laws 1088, ch. 129, § 7; 1077, ch. 266, § 7% 1081,  42A224 NMSA 1978. For rallroads’ right of emalng,
ch. 125, § 63 dotmaln, sec 42A-2-3 and (2A-24 NMSA 1978 fen
Cross references. — For talegraph and telephone '

70-6-8. Ownership of injected gas.

All natural gas which has previously been reduced to possession, and which ig subga
quently injected into underground storage in any strata or formation shall at all timeg be
deemed the property of the injector, his heirs, successors or assigns; and in no event ghyy:
such gas be subject to the right of the owner of the surface of said lands or of any mimmj
interest therein, under which said strata or formation lie, or of any person other than the
injector, his heirs, successors and assigns, to producs, take, reduce to possession, waste o
otherwige interfere with or exercise any control thereover, provided that the injector, hjs
heirs, successors and assigns shall have no right to gas in any stratum, formation or portigg
thereof, in which storage rights have not been acquired pursuant to this act (70-6-1 to 70-6.g
NMSA 1978], or otherwise purchased.

History: 1083 Comp., § 6588, cnacted by Rights and liabilities with respect o natural gus

Laws 1953, ch. 189, § & reduced to possession and subsequently stored ip
Am Jur. 3, ALR. end TJS. references. — naturz] reservolr, 94 AL R 2d 643.
ARTICLE 7
Statutory Unitization Act
Sec. Sexc.
70-7-1. Rurpose of act. 70-7-12. Operation; expreased or imnplied covenants,
70-7-2. Short titla. 70-7-13. Income from unitized substances.
70-73. Additional powers and duties of the cil oa- 70-7-14. Lien for coeta.
. servation division. 70-7-16. Liatdlity for expenses.
70-74. Definitions. 70-7-16. Division orders.

70-7-6. Requisites of application for unitization. .
70-76. Aattars to be found by the division precedent 70-717. Pr operty I ghts. .
to issuance of unitization order. 70-7-18. Exiating rights, righta in unleased land and

70.7-7. Division orders. royaltias and lsass burdens.

70-7-8. Raetification or approval of plan by ewners. T0-7-19. Agreements not violative ?f laws governing
70.7-8. Amandment of plan ¢f unitization. - -~ monopolies or restraint of trude.
70-7-18. - Freviously established units. 70-7-20. Evidence of unit to be recorded.

70-7-11. Unit operations of leas than en entire pool. 70-7-21. Unlawful operation.

70-7-1. Purpose of act.

The legislature finds and determines that it is desirable and necessary under the
circumstences and for the purposes hereinafter set out to authorize and provide for the
unitized mansgement, operation and further development of the il and gas properties to
which the Statutory Unitization Act [70-7-1 to 70-7-21 NMSA 1978) is applicable, to theend
that greater ultimate recovery may be had therefrom, waste prevented, and correlative
rights protected of all owners of mineral interests in each unitized area. It is the intention
of the begislature that the Statutory Unitization Act apply to any type of operation that will
substamtially increase the recovery of oil above the amount that would be recovered by
primeny recovery alone and not to what the industry understands as exploratory units.

History: 1853 Comp.,, | 65-14-1, enacted by Arrangement for Developing Oil and Gas in the Gulf
Laws1675,ch. 268, ¢ 1. of Mexico®, see 26 Nat. Resources J. 717 (1986).
Lsw rpadbews. — For article, *On an Instituticnal

70722 Short title.
TBhisawt [70-7-1 to 70-7-21 NMSA 1978] may be cited as the “Statutory Unitization Act.”
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T0-1-3 STAIUIUKT UNITLLATIVIN AL L come

History: 1853 Comp., § 85-14-2, enacted by
Laws 1875, ch. £83, 1 2.

70-7-3. Additional powers and duties of the oil conservation divi-
sion.

Subject to the limitations of the Statutory Unitization Act (70-7-1 to 70-7-21 NMSA 1978},
the oil conservation division of the enargy, minerals and natural resources department,
hereinafter referred to as the “division”, is vested with jurisdiction, power and authority and
it shall be its duty to make and enforce such orders and do such things as may be necessary
or proper to carry out and effectuate the purposes of the Statutory Unitization Act.

History: 1858 Comp., § 85143, enacted by aubstituted *energy, minerals and patural resources®
Taws 1978, ch. 283, § 8; 1977, ch. 2585, § 10%; for “energy and minerals® and made miner changes
1887, ch. 234, § 687. in language.

The 1087 amendment, effective July 1, 1887,

( 70-7-4. Definitions,

For the purposes of the Statutory Unitization Act [70-7-1 to 70-7-21 NMSA 1978), unless
the context otherwise requires: |

A “pool® means an underground reservoir containing a common accumulation of
crude petroleum oil or natural gas or both. Each zone of a general structure, which zone is
completely separate from any other zone in the structure, is covered by the word pool as
used herein. Pool is synonymous with *common source of supply” and with “common
reservoir”™;

B. “oil and gas® means crude oil, natural gas, casinghead gas, condensate or any
combinaton thereof;

C. “waste,” in addition to its meaning in Section 70-2-3 NMSA 1978, shall include
both economic and physical waste resulting, or that could reasonably be expected to result,
from the development and operation separately of tracts t.hat can best be developed and
_operated as a unit;

D. *working interest” means an interest in"urfitized substances by virtue of a lease,
operating agreement, fee title or otherwise, excluding royalty owners, owners of overriding
royalties, oil and gas payments, carried interests, mortgages and lien claimants but
including a carried interest, the owner of which is primarily obligated to pay, either in cash
or out of production or otherwise, & portion of the unit expense; however, oil and gas rights
that are free of lease or other instrument creating a working interest shall be regarded as
a working interest to the extent of seven-eighths thereof a.nd a royalty interest to the extent
of the remaining one-eighth thereof; |

E. “working interest owner” or “lessee” means a person who owns a working interest;

F. “royalty interest” means a right to or interest in any portion of the unitized
substances or proceeds thereof other than a working interest;

G. “royalty owner” means a person who owns a royelty interest;

H. “unit operator” means the working interest owner, designated by working interest
owners under the unit operating agreement or the division to conduct unit operations,
acting as operator and not as & working interest owner;

I. *basic royalty” means the royalty reserved in the lease but in no event exceeding
one-eighth; and A

J. “relative value” means the value of each separately owned tract for oil and gas
purposes and its contributing value to the unit in relation to like values of other tracts in the
unit, taking into account acreage, the quantity of oil and gas recoverable therefrom, location
on structure, its probable productivity of oil and gas in the absence of unit operations, the
burden of operation to which the tract will or is likely to be subjected, or so many of said
factors, or such other pertinent engineering, geological, operating or pricing factors, as may
be reasonably susceptible of determination.

63



70-7-5 OIL AND GAS 70-7-6

History: 1858 Comp., § 85-144, enacted by
Laws 1975, ch. 283, § «&; 1977, ch. 258, § 110,

70-7-6. Requisites of application for unitization.

Any working interest owner may file an application with the division requesting an order

for the unit operation of a pool or any part thereof. The application shall contain:

A. 8 description of the proposed unit area and the vertical limits to be includeg
therein with & map or plat thereof attached;

B. a statement that the reservoir or portion thereof involved in the application hag
been reasonably defined by development;

C. a statement of the type of operations contemplated for the unit area;

D. a copy of a proposed plan of unitization which the applicant considers fair,
reasonable and equitable;

E. acopy of a proposed operating plan covering the manner in which the unit will be
supervised and managed and costs allocated and paid; and

F. an allegation of the facts required to be found by the division under Section 70-7-§
NMSA 1978,

History: 1858 Comp., § 65-14-8, enacted by Compulsory posling or unitization statuts or ordi-
Laws 19785, ch. 283, ¢ 6; 1977, ch. 255, § 111, nance requiring owners or lessees of oil and gas lands
Am. Jur, 2d, ALR and CJ.S. references. — o develop their holdings as & eingle drilling unit and

38 Am. Jur. 24 Gas end Oil §§ 164, 172. the like, 37 ALL.R.2d 434.

70-7-6. Matters to be found by the division precedent to issuance of
unitization order.

.

A After en application for unitization has been filed with the division and after notice
and hearing, all in the form and manner and in accordence with the procedural require-
ments of the division, and prior to reaching a decision on the petition, the division shall
determine whether or not each of the following conditions exists:

{1) that the unitized management, operation and further development of the oil or
gas pool or a portion thereof is reagonably necessary in order to effectively carry on pressure
maintenance or secondary or tertiary recovery operations, to substantially increase the
ultimate recovery of oil and gas from the pool or the unitized portion thereof;

(2) that one or more of the said unitized methods of operations as applied to such pool
or partion thereof is feasible, will prevent waste and will result with reasonable probability
in the increased recovery of substantially more oil and gas from the pool or unitized portion
thereof than would otherwise be recovered;

(3) that the estimated additional costs, if any, of conducting such operations will not
exceed the estimated value of the additional oil and gas so recovered plus a reasonable
profit;

(4) that such unitization and adoption of one or more of such unitized methads of
operation will benefit the working interest owners and royalty owners of the oil and gas
rights within the pool or portion thereof directly affected; o

(5) that the operator has made a good faith effort to secure voluntary unitization
within the pool or portion thereof directly affected; and

(6) that the participation formula contained in the unitization agreement allocatgs
the produced and saved unitized hydrocarbons to the separately owned tracts in the unit
area on & fair, reasonable and equitable basis. L.

B. Ifthe division determines that the participation formulz contained in the unitization
agreement does not allocate unitized hydrocarbons on a fair, reasonable and equitable ba.sm.
the division shall determine the relative value, from evidence introduced at the hean.ng.
taking into account the separately owned tracts in the unit area, exclusive of physical
equipment, for development of cil and gas by unit operations, and the production allocated
to each tract shall be the proportion that the relative value of each tract so determined bears
to the relative value of &ll tracts in the unit area.
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70-7-7 STATUTORY UNITIZATION ACT 70-7-7

C. When the division determines that the preceding conditions exist, it shall make
findings to that effect and make an order creating the unit and providing for the unitization
gnd unitized operation of the pool or portion thereof described in the order, all upon such
terms and conditions as may be shown by the evidence to be fair, reasonable, equitable and
which are necessary or proper to protect and safeguard the respective rights and obligations !
of the working interest owners and royalty owners. o

History: 1853 Comp., § 85-148, enacted by
Laws 1978, ch 283, § 6; 1977, ch. 255, § 113.

A ;10-7-7. Division orders.

The order providing for unitization and unit operation of & pool or part of a pool ghall be
upon terms and conditions that are fair, reasonsble and equitable and shall approve or
prescribe a plan or unit agreement for unit operation which shall include:

A. a legal description in terms of surface area of the pool or part of the poot to be
operated as a unit and the vertical limits to be included, termed “the unit area”;

B. a statement of the nature of the operations contemplated;

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

D. a provision for the credits and charges to be made in the adjustment among the
owners in the unit area for their respective investments in wells, tanks, pumps, machinery,
materials and equipment contributed to the unit operations;

E. a provision governing how the costs of unit operations, including capital invest-
ments, shall be determined and charged to the separately owned tracts and how the costs
shall be paid, including a provision providing when, how and by whom the unit production
allocated to an owner who does not pay the share of the costs of unit operations charged to
that owner or the interest of that owner may be sold and the proceeds applied to the

payment of costs;

i  F. a provision for carrying any working interest owner on a limited, carried or
" net-profits basis, payable out of production, upon such terms and conditions determined by
the division to be just and reasonable and allowing an appropriate charge for interest for
such service payable out of the owner's share of production; provided that any
nonconsenting working interest owner being 8o carried shall be deemed to have relin-
quished to the unit operator all of its operating rights and working interest in and to the
unit until his share of the costs are repaid, plus an amount not to exceed two hundred
percent of such costs a8 a nonconsent penalty, with maximum penalty amount in each case
to be determined by the division; |

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

H. a provision for a voting procedure for the decision of matters to ba decided by the
working interest owners in respect to which each working interest owner shall have a voting
interest equal to its unit participation;

I. the time when the unit operation shall commence and the manner in which and
the circumstances under which the operations shall terminate and for the settlement of
accounts upon termination; and

J. such additional provisions as are found to be appropriate for carrying on the unit
operations and for the protection of correlative rights and the prevention of waste.

History: 1853 Comp., § 85-14-7, enacted by the end of Subsection F, added the language follow-
Laws 1975, cb. 288, § 7; 1977, ch. 255, § 113; ing “in and to the unit until” end made minor stylie-
1985, ch. 55, § 1. tic changes throughout the section.

The 1885 emendment, effective May 21, 1986, at
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70-7-8. Ratification or approval of plan by owners. 1

A. No order of the division providing for unit operations shall become effective unleas ang
untl the plan for unit operations prescribed by the division has been approved in wTiting bq
those persons who, under the division's order, will be required initially to pay gt leu{
seventy-five percent of the costs of the unit operations, and also by the owners of at least
seventy-five percent of the production or proceeds thereof that will be credited to intereatg
which are free of cost such as royalties, overriding royalties and production payments, and
the division has made & finding either in the order providing for unit operations or i a
supplemental order that the plan for unit operations has been so approved. Notwithgtang.
ing any other provisions of this section, if seventy-five percent or more of the unit ares i
owned, a3 to working interest, by one working interest owner, such working interest owner
must be joined by at least one other working interest owner in ratifying and approving the
plan of unit operations, unless such working interest owner is the owner of one hundred
percent of the working interest in said unit area; provided, however, if a single owner iz ong
who, under the division’s order will be required injtially to pay at least twenty-five percent,
but not more than fifty percent, of the costs of unit operation, such owner must be joined by
et least one other owner of the same type interest in disapproving, or failure to approve, the
plan of unit operations to defeat the plan.

B. If one owner is the owner of at least twenty-five percent, but not more than fifty
percent, of the production or proceeds thereof that will be credited to interests which are
free of costs, such owner must be joined by at least one other owner of the same type interest
in disapproving, or failure to approve, the plan of unit operations to defeat the plan.

C. If the persons owning the required percentage of interest in the unit area do not
approve the plan for unit operations within a period of six months from the date on which
the order providing for unit operations is made, such order shall cease to be of further force
exd effect and shall be revoked by the division, unless the division thall extend the time for

~ ratification for good cause shown.

. D. When the persons owning the required percentage of interest in the unit area have
approved the plan for unit operations, the interests of all persons in the unit are unitized
whether or not such persons have approved the plan of unitization in writing. _

Bistory: 1968 Comp., § 65-1¢-8, enacted by
Lews 1976, ch. 283, § 8; 1877, ch. 258, § 114.

79-7-9. Amendment of plan of unitization.

An order providing for unit operations may be amended by an order made by the division
im the same manner and subject to the same conditions as an original order providing for
umit operations, provided:

A. if such an amendment affects only the rights and interests of the working interest
owners, the approval of the amendment by the royalty owners shall not be required; and

B. no such amendment shall change the percentage for the allocation of oil and gas
asestablished for any separately owned tract by the original order, except with the consent
ofall working interest owners and royalty owners in such tract, or change the percentage for
the allocation of costs as established for any separately owned tract by the original order,
emept with the consent of all working interest owners in such tract.

Higtory: 1853 Comp., § 65-14-8, enacted by
Uaws 1975, ch. 283, § 9; 1977, ch. 255, § 116.

70-7-10. Previously established units.

The division, by order, may provide for the unit operation of a pool or parts thereof that
amhrace a unit area established by a previous order of the division. Such order, in providing
tarthe allocation of unit production, shall first treat the unit area previously established as
ssngle tract, and the portion of the unit production allocated thereto shall then be allocated
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gmong the separately owned tracts included in such previously established unit area in the
game proportions as those specified in the previous order.

History: 1853 Comp., § 86-14-10, enacted by
Laws 1975, ch. 289, § 10; 1977, ch. 265, § 116

70-7-11. Unit operations of less than an entire pool.

An order may provide for unit operation on less than the whole of a pool where the unit
area i8 of such size and shape as may be reasonably suitable for that purpose, and the
conduct thereof will have no adverse effect upon other portions of the pool.

History: 1853 Comp., § 65-14-11, enacted by Am., Jur. 24, ALR. and CJS8. references. —
Laws 1975, ch. 2838, § 11, 38 Am. Jur. 2d Gas end Oil §§ 164, 172.

70-7-12. Operation; expressed or implied covenants.

All operations, including but not limited to, the commencement, drilling or operation of &
well upon any portion of the unit erea shall be deemed for all purpases the conduct of such
operations upon each separately owned tract in the unit area by the several owners thereof,
The portions of the unit production allocated to a separately owned tract in a unit area shall,
when produced, be deemed, for all purposes, to have been actually produced from such tract
by a well drilled thereon. Operations conducted pursuant to an order of the division
providing for unit operations shall constitute a fulfillment of all the express or implied
obligations for each lease or contract covering lands in the unit area to the extent that
compliance with such obligations cannot be had because of the order of the division.

History: 1858 Comp, § 65-14-12, cnacted by
Lawe 1875, ch. 288, § 18; 1977, ch. 255, § 117.

70-7-18. Income from unitized substances.

The portion of the unit production allocated to any tract, and the proceeds from the sale
thereof, shall be the property and income of the sévéral persons to whom, or to whosa credit,
the same are allocated or payable under the order providing for unit operations.

History: 1853 Comp. § 65-14-13, enacted by
Laws 1875, ch. 2838, § 18.

70-7-14. Lien for costs.

Subject to such reasonable limitations as may be set out in the plan of unitization, the
unit shall have a first and prior lien upon the leasehold estate and other oil and gas rights
(exclusive of a one-eighth royalty interest or exclusive of the interest provided in the unit
operating plan which allocates costs, if it is different than one-eighth) in and to each
separately owned tract, the intarest of the owners thereof in and to the unit production and
all equipment in the possession of the unit, to secure the payment of the amount of the unit
expense charged to and assessed against such separately owned tract.

History: 1968 Comp., § 65-14-14, enacted by
Laws 1978, ch. 283, § 14.

70-7-15. Liability for expenses.

The obligation or liability of each working interest owner in the several separately owned
tracts in the unit for the payment of unit expense at all times shall be several and not joint
or collective, and & working interest owner shall not be chargeable with, obligated or lisble
for, directly or indirectly, more than the amount apportioned, assessed or otherwise charged
to his interest in the separately owned tract pursuant to the order of unitization.
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Higtory: 1958 Comp, § €5-14-15, enacted by
Laws 1078, ch. 283, § 16

70.7-16. Division orders.

A. No division order or other contract relating to the sale or purchase of production from
a separately owned tract shall be terminated by the order providing for unit operations_ byt
shall remain in force and apply to oil and gas allocated to such tract until terminateq in
accordance with the provisions thareof.

B. For purposes of this section, “division order” shall mean a contract of sale to the
purchaser of oil and gas.

History: 1863 Comp., & €5-14-16, enscted by
Laws 1978, ch. 203, ¢ 186; 1977, c¢h. 286, § 118.

70-7-17. Property rights.

Except to the extent that the parties affected so agree, no order providing for unit
cperations shall be construed to result in 8 transfer of all or any part of the titls ¢f any
person to the oil and gas rights in any tract in the unit area. All property, whether real or
persongl, that may be acquired in the conduct of unit operations hereunder shall be
acguired for the account of the working interest owners within the unit area, and shall be
the property of such working interest owners in the proportion that the costs of unit
operations are charged.

Bltory: 1853 Camp, § 85-14-17, ernscted by
lLawe 1975, ch. 293, § 17.

70-7-18. Existing rights, rights in unleased land and royalties and
lease burdens.

Property rights, leases, contracts and other rights or obligations shall be regarded as
amended and modified only to the extent necessary to conform to the provisions end
requirements of the Statutory Unitization Act (70-7-1 to 70-7-21 NMSA 1978] and to any
valid order of the division providing for the unit operation of a pool or a part thereof, but
otherwise ghall remain in full force and effect. A one-eighth part of the production allocated
toeach tract under an order providing for ths unit operation of & pool or a part thereof shall
in 2l events be and remain free and clear of any cost or expense of developing or operating
the unit and of any lien therefor as an encumbered {unencumbered] source from which to
pey the royalties or other cost-free obligations due or payable with respect to the production
from such tract. If a lease or other contract pertaining to a tract or interest stipulates 8
royelty, overriding royalty, production payment or other obligation in excess of one-eighth of
the production or proceeds therefrom, then the working interest owner subject to such
exoess payment or other obligation ghall bear end pay the same.

History: 1953 Comp., § €5-14-18, enacted by encumbered” was insartsd by the compiler es the
Larws 1975, ch. 298, § 18; 1977, ch_ 255, § 119. apparently intended term. It was not e by the
Boracketed material. — The bracksted word “un- legistature and is oot a part of the law.

70-7-19. Agreements not violative of laws governing monopolies or
restraint of trade.

No agreement between or among lessaes or other owners of oil and gas rights in qil 3_“d
s properties entered into pursuant herets or with a view or for the purpose of bringing
rbout the unitized development or operation of such properties shall be held to violate a0y
«of the statutes of this state prohibiting monopolies or acts, arrangements, agreements,
contmcts, combinations or conspiracies in restraint of trade or commerce.
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History: 1963 Comp., § 65-1(-19, enacted by
Laws 1578, ch. 283, 3 1v.

70-7-20. Evidence of unit to be recorded.

A copy of each unit agreement shall be recorded in the office of the county clerk of the
county or counties in which the unit is situated.

History: 1988 Comp, { 65-14-20, enacted by
Lawse 1976, ch. 293, § 20.

70-7-21. Unlawful operation.

From and after the date designated by the division that a unit plan shall become effective,
the cperaticn of any well producing from the pool within the area subject to said unit plan,
by persons other than persons acting under the authority of the unit plan, ar except in the
manner and to the extent provided in such unit plan, shall be unlawful and is hereby
prohibited.

: 1983 Comp, § 851421, enacted by
Lawe 1975, ch 363, § 21; 1977, ch. 355, § 120,

ARTICLE 8
Emergency Petroleum Products Supplies

Sec. ’ Sec.

70-8-1. Short title. 70-8-5. Prohibited acts.

708-2. Purposa and findings. 70851 Exemption.

7083 Definitions. 70-8-6. Right of action; injunction; damages.

70-84 Consant as & condition of doing business.

70-8-1. Short title.

This act {70-8-1 to 70-8-6 NMSA 1978] may be cited as the “Emergency Petroleum
Prodeets Supply Act.”

: 1963 Camp., § €5-10-1, enacted by 7081 16 70-8-5 and 70-86 NMSA 1978. However,

Laww1274,0b- 22, § 1. Laws 1979, Chapter 174 added present 70-8-5.1

Mearing of “this act®. — The term “this act” NMSA 1978 to the Emargency Petroleum Products
mennn Laws 1974, Chepter 22, which appears as Supply Act.

70-8-2. Purpose and findings.

Thelegislature hereby determines that:

& shortages of petroleum products caused by discontinuance or significant reduc-
tions of normal and customary availability in New Mexico of petroleum supplies create
severe economic dislocations and hardships, including loss of jobs, closing of factories and
businesses, reduction of crop plantings and harvesting, and curtailment of vital public
serwdres, including the trensportation of food and other essential goods;

B. such herdships end dislocations are a threat to the public health, safety and
welfsire and can be averted or minimized through the operation of the Emergency Petroleum
Products Supply Act [70-8-1 to 70-8-6 NMSA 1978);

C. the purpose of the Emergency Petroleum Products Supply Act is to avert or
ainimize such threats to the public health, safety and welfare; and

B. the preservation of existing marketing and distribution facilities of petroleum
;produts in the state is necessary to prevent chaos and promote the public health, safety and
welfme,

‘Higory: 1853 Comp., § 65-10-2, enacted by
Lawal974,ch. 22, § 2.
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BEFORE THE OIL CONSERVATION COMMISSION
OF THE STATE OF NEW MEXICO

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

CASE NO,., 5596
Order No. R-5164

APPLICATION OF BURK ROYALTY COMPANY

FOR STATUTORY UNITIZATION, DOUBLE L~
QUEEN POOL, CHAVES COUNTY, NEW MEXICO.

ORDER OF THE COMMISSICH

BY THE COMMISSION:

This cause came on for hearing at 9:00 a.,m, on December 3,
1975, and on January 7, 1976, at Santa Fe, New Mexico, before
Examiner Richard L. Stamets.

NOW, on this_ 77+, day of February, 1976, the Commission,
a quorum being present, having considered the testimony, the
record and the recommendations of the Examiner, and being fully
advised in the premises,

FINDS:

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

{2) That the applicant, Burk Royalty Company, seeks the
statutory unitization, pursuant to the "Statutory Unitization
Act," Sections 65-14-1 through 65-14-21, NMSA, 1953 Compilation,
of 2,670.10 acres, more or less, of State, Federal, and fee lands,
being a portion of the Double L-Queen Associated Pool, Chaves
County, New Mexico, and approval of the plan of unitization and
the proposed operating plan,

, {(3) That the proposed unit area would be designated the
Double L Queen Unit Area; that the vertical limits of said

unit area would be the subsurface formation commonly known

as the Queen Formation and which is encountered between the logged

. depths of 1870 feet (subsea elevation of + 1984 feet) and 1980

feet (subsea elevation of + 1874 feet) as shown on the Schlumberger

Compensated Formation Density Log dated July 30, 1969, for the

Dalport Oil Corporation Spurck State Well No. 5, located 1980

. feat from the South line and 1380 feet from the East line of

. Section 36, Township 14 South, Range 29 East, NMPM, Chaves

County, Hew Mexico; and that the unit area would comprise the
following described lands:

TOWNSHIP 14 SOUTH, RANGE 29 EAST, NMPM

Section 23: E/2 SE/4

Section 24: wW/2 sw/4

Section 25: NwW/4, SW/4 NE/4, N/2 SW/4, SE/4 SW/4,
W/2 SE/4 and SE/4 SE/4

Section 36: NE/4 NW/4, NE/4, N/2 SE/4 and SE/4 SE/4

Tab &
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TOWNSHIP 14 SOUTH, RANGE 30 EAST, NMPM
Section 31: W/2, W/2 SE/X and SE/4 SE/4
TOWNSHIP 15 SOUTH, RANGE 29 EAST, NMPM
Section 1l: E/2 E/Z

Section 12: NE/4 and E/2 SE/4
Section 13: NE/4 NE/4

TOWNSHIP 15 SOUTH, RANGE 30 EAST, NMPM
Section 6: N/2, Sw/4 and §W/4 SE/X
Section 7: W/2 W/2 and NE/4 NW/4
Section 18: NW/4

(4) That the portion of the Double L-Queen Assoclated Pool
proposed to be included in the aforesaid Double L-Queen Unit Area
has been reasonably defined by development.

{(5) That the applicant proposes to institute a waterflood
project for the secondary recovery of oil and gas in the proposed
unit area, and in fact has heretofore sought and been granted
approval to institute such a project in the Double L-Queen Unit
Area by Commisgion Order No. R~5007, dated May 6, 1975,

(6) That the unitized management, operation and further
development of the subject portion of the Double L=-Queen
Associated Pool, as proposed, is reasonably necessary in order
to effectively carry on secondary recovery operations and to
substantially increase the ultimate recovery of oil from the

. pOOl.

, (7) That the proposed unitized method of operation as applied
to the Double L Queen Unit Area is feasible, will prevent waste,
and will result with reasonable probability in the increased
recovery of substantially more oil from the pool than would
otherwise be recovered.

: (8) That the estimated additional costs of such operations
will not exceed the estimated value of the additional oil so
recovered plus a reascnable profit,

: (3) That such unitization and adoption of the proposed
‘unitized method of operation will benefit the working interest
owners and royalty owners of the oil and gas rights within the
Double L Queen Unit Area.

‘ (10) That the applicant has made a good faith effort to
secure voluntary unitization within the Double L Queen Associated
Pool,

(11) That the participation formula contained in the unitiaa-
tion agreement does not allocate the produced and saved unitized
hydrocarbons to the separately owned tracts in the unit area on a
fair, reasonable and equitable basis, and does not protect the
correlative rights of all owners of interest within the unit area. :
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{(12) That a two-phase formula equally recognizing under
its first phase remaining primary production and net acre feet
of pay under each tract and under its second phase total primary
production and net acre feet of pay under each tract will allocate
. the produced and saved unitized hydrocarbons to the separately
owned tracts in the unit area on a fair, reasonable and equitable
basis, and will protect the correlative rights of all owners of
interest within the unit area.,

B (13) That there should be attached to this order an exhibit
showing such fair, reasonable and equitable allocation of said
unitized hydrocarbons to each of the separately owned tracts
within the unit area.

{(14) That applicant's Exhibits Nos. 1 and 2 in this case,
being the Unit Agreement and the Unit Operating Agreement should
be incorporated by reference into this order.

(15) That Section 13, Section 14, Section 23 and Exhibit "cC*
of said Unit Agreement should be amended to appropriately reflect
the terms and conditions of this order.

{16) That applicant should amend Exhibit "E®" of the Unit
Operating Agreement to conform to the tract participation factors
set out in Amended Exhibit "C" of the Unit Agreement.

{17) That the Statutory Unitization of the Double L Queen
Unit Area, in conformance to the above findings, should be
approved,

IT YIS THEREFORE ORDERED3

(1) That the Double L Queen Unit Agreement, as hereinafter
amended, covering 2670.10 acres, more or less, of State, Federal,
and fee lands in the Double L-Queen Associated Pool, Chaves
County, New Mexico, is hereby approved for statutory unitiza-
tion pursuant to the Statutory Unitization Act.

: (2) That the lands covered by said Double L Queen Unit
Agreement shall be designated the Double L Queen Unit Area and
shall comprises

TOWNSHIP 14 SOUTH, RANGE 29 EAST, NMPM

Sectlon 23¢ E/2 &/ ———

Section 24: W/2 sSW/4

Section 25: NW/4, SwW/4 NE/4, N/2 SW/4, SE/4 swW/4,
W/2 SE/4 and SE/4 SE/4

Section 36t NE/4 NW/4, NE/4, N/2 SE/4 and SE/4 SE/4

TOWNSHIP 14 SOUTH, RANGE 30 EAST, NMPM
Section 31: W/2, W/2 SE/4 and §§73 B5B/4
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TOWNSHIP 15 SOUTH, RANGE 29 EAST, NMPM
Section 1t E/2 E/2

Section 12: NE/4 and E/2 SE/4

Section 13: WNE/4 NE/4

TOWNSHIP 15 SOUTH, RANGE 30 EAST, NMPM
ection H P an

Section 7: W/2 W/2 and NE/4 NW/4
Section 183 NW/4

(3) That the vertical limits of the Double L Queen Unit
Area shall be the Queen Formation as found between the logged
depthe of 1870 feet {subsea elevation of + 1984 feest) and 1980
feet (subsea alevation of + 1874 feet) as shown on the
Schlumberger Compensated Formation Density Log dated July 30,
1969, for the Dalport 0il Corporation Spurck State Well No. 5,
located 1980 feet from the South line and 1980 feet from the
East line of Section 36, Township 14 South, Range 29 East, NMPM,
Chaves County, New Mexico.

(4) That the applicant, Burk Royalty Company, is hereby
authorized to institute a waterflood project in the Double L
Queen Unit Area, Double L~Queen Associated Pool, Chaves County,
New Mexico, pursuant to the provisions gset forth in Commission
Order No. R-5007.

(5) That applicant's Exhibit No. 1 in this case, being the
Double L Queen Unit Agreement, is hereby incorporated by
reference into this order, subject to the amendments herein-
after set forth,

. (6) That applicant's Exhibit No. 2 in this case, being the
'Double L Queen Unit Operating Agreement, is hereby incorporated
by reference into this order, subject to the amendments herein-
after provided for.

{(7) That Section 13 of applicant's Exhibit No. 1 in this
case is hereby amended to read in its entirety as follows:s

"SECTION 13. TRACT PARTICIPATION. In Exhikit *C*
attached hereto there are listed and numbered the various
Tracts within the Unit Area, and gset forth opposite each
Tract are figures which represent the Tract Participation,
during Phase I and Phase II of Unit Operations. The
Phase I and Phase II Tract Participation of each Tract as
shown in Exhibit "C® were determined in accordance with
the following formulas:

Tract Participation during Phase I: 508 A + 50% B
Phase II: 508 B + 50% C
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Where A = Ratio of the volume of 0il determined to be
producible after 11/1/75 from each Tract to
the surmation of the volume of producible oil
after 11/1/75 from all Tracts being 166,528
barrels,

B = Ratio of the Acre~-Feet of originally productive
oil reservoir from each Tract to the summation
of Acre-Feet from all Tracts being 10,077.3
acre feet,

C = Ratio of the volume of oil determined to be
ultimately producible from each Tract teo the
summation of the volume determined to be
ultimately producible from all Tracts being
1,634,102 barrels.

Phase I shall begin on the Effective Date of this Agreement
and continue until the first day of the calendar month next
following the date on which the total number of barrels of
0il produced from the Unitized Formation underlying all
Tracts described in the original Exhibit "B" hereof equals
1,634,102 barrels as determined from the official produc-
tion reports (currently known as C~l1ll5 reports) filed

with the New Mexico 0il Conservation Commission. Phase II
shall begin with the termination of Phase I and continue
for the remainder of the term of this Agreement."”

(8) That the first paragraph of Section 14 of applicant's

Exhibit No., 1 in this case is hereby amended to read in its
entirety as follows:

®"SECTION 14. TRACTS QUALIFIED FOR PARTICIPATION.
On and after the Effective Date hereof, all tracts
within the Unit Area shall be entitled to participation
in the production of unitized substances.” ‘

(Sub-sections (a), (b), and (c) of said Section 14 remain
“unchanged.)

{9) That Section 23 of applicant's Exhibit No. 1 in this

case is hereby amended to read in its entirety as follows:

YSECTION 23, EFFECTIVE DATE AND TERM, This
Agreement shall become effective upon approval by the
supervisor and the Land Commissioner, and, in accordance
with Section €5-14-8, by the Commission.

This Agreement, or notice thereof, together with
a certificate by the Unit Operator so stating the
effective date shall be filed for record in the office
of the Caunty Clerk of Chaves County, New Mexico.
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The term of this Agreement shall be for and
during the time that Unitized Substances are produced
from the unitized land and so long thereafter as
drilling, reworking or other operations (including
secondary recovery operations) are prosecuted thereon
without cessation of more than ninety (90) consecutive
days unless sooner terminated as herein provided.

This Agreement may be terminated with the approval
of the Land Commissioner and the Supervisor by Working
Interest Owners owning eighty percent (80%) of the Unit
Participation then in effect whenever such Working Interest
Owners determine that Unit Operations are no longer
profitable, or in the interest of conservation. Upon
approval, such termination shall be effective as of the
first day of the month after said Working Interest Owners'
detemination. Notice of any such termination shall be
filed by Unit Operator in the office of the County Clerk
of Chaves County, New Mexico, within thirty (30) days
of the effective date of termination.

Upon termination of this Agreement, the parties
hereto shall be governed by the terms and provisions of
the leases and contracts affecting the separate Tracts
just as if this Agreement had never been entered into,

If not otherwise provided by the leases unitized
under this Agreement, Royalty Owners hereby grant Working
Interest Owners a period of six months after termination
of this Agreement in which to salvage, sell, distribute
or otherwise dispose of the personal property and facili-
ties used in connection with Unit Operations.”

: (10) That Exhibit "C" of applicant's Exhibit No., 1 in this
case is hereby amended to conform to Commission Exhibit I attached
hereto and made a part hereof,

: (11) That the applicant herein, Burk Royalty Company, shall,
within 45 days after entry of this order, file with the Commis-
‘sion an amended Exhibit "E" to its Exhibit No. 2 in this case,
“Said Exhibit "E", as amended, shall reflect the several working
“interest owners' Unit Participation Percentages under Phase I
-and Phase II of unit operations as calculated pursuant to the
-revised Exhibit "C® of the Double L Queen Unit Agreement as
"depicted by Commission Exhibit I attached hereto.

g (12) That the Double L Queen Unit Agreement and the Double
L Queen Unit Operating Agreement, amended in accordance herewith,
provide for unitization and unit operation of the subject portion
of the Double L Queen Pool upon terms and conditions that are
fair, reasonable and equitable and include:
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and

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

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

a provision governing how the costs of unit
operations including capital investments shall be .
determined and charged to the separately owned tracts
and how said costs shall be paid including a provision pro-
viding when, how, and by whom the unit production allocated
to an owner who does not pay the share of the costs of
unit operations charged to such owner, or the interest of
such owner, may be sold and the proceeds applied to the
payment of such costs;

a provision for carrying any working interest owner
on a limited, carried or net-profits basis, payable out
of production, upon such terms and conditions determined
by the commission to be just and reasonable, and allowing
an appropriate charge for interest for such service pay-
able out of such owner's share of production, provided
that any nonconsenting working interest owner being so
carried shall be deemed to have relinquished to the unit
operator all of its operating rights and working interest
in and to the unit until his share of the costs, service
charge and interest are repaid to the unit operator;

a provision designating the unit operator and
providing for the supervision and conduct of the unit
operations, including the selection, removal or substi-
tution of an operator from among the working interest
owners to conduct the unit operations;

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

the time when the unit operation shall commence
and the manner in which, and the circumstances under
which, the operations shall terminate and for the
settlement of accounts upon such termination;

are therefore hereby adopted.

(13) That this order shall not become effective unless and
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until the appropriate ratification provisions of Section 65-14-~8
MMSa, 1953 compilation, are complied with nor until a revised
Exhibit “"E® reflecting amended participation factors in accordance
with Exhibit "C" of the unit agreement shall be filed with the
Commisgsion,

{14) That if the persons owning the required percentage
of interest in the unit area as set out in Section 65-14-8~
HMSA, 1953 Compilation, do not approve the plan for unit opera-
tions within a period of six months from the date of entry of
this order, this oxder shall cease to be of further force and
effect and shall be revoked by the Commission, unless the Commis-
sion shall extend the time for ratification for good cause shown,

(15) That when the persons owning the required percentage
of interest in the unit area have approved the plan for unit
operations, the interests of all persons in the unit are unitized
whether or not such persons have approved the plan of unitiza-
tion in writing.

(16) That jurisdiction of this cause is retained for the
entry of such further orders as the Comnission may deem necessary.

DONE at Santa Fe, New Mexico, on the day and year herein-
above designated.

STATE OF NEW MEXICO
OIL CONSERVATION COMMISSION

R

PHIL R. LUCERO, Chairman

dr/



‘TRACT NO.

EXHIBIT "C*
To Unit Agreement

DOUBLE L QUEEN UNIT

’:
Chaves County, MNew Mexico | @\}

January 1,(1975'}

.

~ = g

~

o
-

-

TRACT PARTICIPATION %

PHASE 1

8.0660
0.0245
5.2600
0.0520
17.4850

0.0325
1.7455
1.3550
0.0125
4,4265

0.2515
0.7250
4.3610
1.7130
5.4860

12.4170
3.5445
7.6285
6.2590
0.8130

1.3455
0.8080
2.9380
13.2505

100,0000

PHASE II

6.4500
0.0245
4.0190
0,0520
15,3345

0.0325
2.5230
2.4580
0.0350
4.0375

0.4020
0.7895
3.8195
0.9800
5.8540

16.1630
2.9150
6.0400
5.4650
1.0130

1.7030
1,1925
4.3925

14,3050

100.0000

Commission Exhibit I

Order No.

R~5164
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STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION DIVISION
STATE LAND OFFICE BLDG.
SANTA FE, NEW MEXICO

21 October 1981

EXAMINER HEARING

IN THE MATTER OF:

Application of Harvey E. Yates
Company for statutory unitization, CASE
Eddy County, New Mexico. 7391

BEFORE: Richard L. Stamets

TRANSCRIPT OF HEARING

APPEARANCES

Frrr the 0il Conservation W. Perry Pearce, Esqg.

Mvision: Legal Counsel to the Division
State Land Office Bldg.
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MR. STAMETS: we'll call next Case 7391.

MR. PLEARCL: Application of Harvey L.
Yates Company for statutory unitization, bddy County, New
lexico.
MR. STRAND: Mr. Cxaminer, I'm Robert
Strand, attorney from Roswell, appearing for the applicant.

Mr. Examiner, 1 have three witnesses

who need to be sworn.

(Witnesses sworn.)

GEORGE YATLS

being called as a witness and being duly sworn upon nis oath,

testified as follows, to-wit:

DIRECT EXAMINATION

BY MR. STRAND:

o Please state your name and where you
reside.

A. My name is George Yates. I'm from
Roswell, New HMexico.

Q Mr. Yates, what is your position with
the applicant, Harvey E. Yates Company?

A I'm president.
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Q0 As president of llarvey E. Yates Com
are you responsible for all exploration and production ac
vities?

N I am.

Q lHlave you previously testified beforc
Commission with regard to such matters as risk and non-cc
penalties?

A I have.

MR. STRAND: Mr. Examiner, are Mr. 1

qualifications for that purpose satisfactory?
MR. 3TAMETS: They are.

Q. Mr. Yates, are you familiar with the

appliication in Case Number 73917
A Yes, I am.

0. Will you briefly state the purpose of

the application?

A We're requesting an order by the Conser-

vation Commission for statutory unitization of our proposed

Travis Penn Unit for fecondary recovery purposes.

Q Woulcd you please state for the record

what lands are proposed to be included in the unit area?

A. The unit area includes in 18 South,

Ramge 23 East, Eddy County, New Mexico, the south half of the

spatheast of Section 12; the north half and the north half
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10
that was submitted to the i1nterest owners,

as 1 remembel

covered 400 acres, 1s that correct?

A, That's correct.

o And subseguently have you drilled an
additional well out there and added an additional 80 acre:

A. We have. We have. 1n the interest

time we added another 80-acre tract. We have had several

deadlines for completion of the unit. Unfortunately becau

of the slow return of paperwork covering the unit we founcd
that time outran us. We drilled an additional well and we
had the Canyon zone in that well, and so we expanded the u:

plus the exhibits and the allocations to include 480 acres.

Q. Mr. Yates, you requested the interest

owners to ratify this amendment in the unit agreement?

A Yes, we have.

o} And have you received ratification from
the majority of the interest owners to date?
A Yes, we have. Yes, we have.

Q. Mr. Yates, in the original unit operating

agreement, which is Exhibit Number Two, there was no provision
in there for non-consent operations. Was this at the reguest

of the interest owners at the meeting in February?

A It was. At that time, as I said, we had

unanimous support of the group with the unit. We didn't anti-
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cipate any non-consent operations. .

0. Mr. Yates, 1t's my understanding under E

|

the statutory unitization provisions of New Mexico law that ;
if any order 1s entered in this matter i1t will be required
that a -- that provisions be included in that order relating
to the recovery of costs from parties who do not consent to
operations under the unit and also a provision relating to
the interest of such parties being assigned as to the other
parties until such costs are recovered.

Do you have any recommendations for the
Division as to non-consent provisions for additional drilling
on the unit and any penalties or additional charges for
operating as to non-consent owners?

A I would recommend that the agreement
have a non-consent provision, waich is identical to the
working interest unit that most of the acreage is subject to.
And that 1is a 300/100 percent non-consent provision for ad-
ditional drilling.

I would further recommend that in the
case of surface equipment, operating costs, that are required
for the secondary project that -- that the -- that there be
a charge over and above the recovery of costs, of interest
to finance those -- those expenditures of primary plus two

;fsrcent in addition to the standard operating costs. as pro-
.
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1.

vided by the agreement.

0. You refer to standard operating cost:
vou're really referring to overnead rates?

A, Overhead rates under the accounting
cedure.

Q. In the unit operating agreement?

A That's correct.

0. Mr. Yates, have the unit agreement a:

unit operating agreecment been submitted to the United Stat:
Geological Survey and the Commissioner of Public Lands in
the State of New Mexico for theilr approval?

A Yes.

0} And have they informed the applicant
that they will not approve these agreements formally until
we have all of the ratifications in or that an order is
entered in this matter?

A Yes, that's correct.

Q. Were Exhibits One and Two prepared by
llarvey E. Yates Company's attorneys at your direction?

A. Yes.

MR. STRAND: I have no further guestiong

of Mr. Yates at this time.
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CROLE EXAMINATION
By MRL STAMLTS:
C. Mr. Yates, I wisa you would clarify tihe
non-consent provisions. VYou'wve said that those should be

the samne as something that's already applicapnle in this area,
and I didn't catch that.

A The lands that are now part, or will be
vart of the prowosed Travis Penn Unit, were subject to an
operating agreement in a working interest unit, the Travis
Deev opecrating agreement, and in that operating agreement
we had a 300 percent penalty for non-consent drilling oper-
ations. That's the agreement to which I refer.

0. Okay, now that -- that would be appli-
cable to everything that's in the unit presently.

A That's correct. ©Now we do not antici-
pate drilling operations under lands that are committed to
the unit; however, it's wnossible that based on engineering
data that might be forthcoming in the future we would re-
cormend infill drilling or zmaller spacing under the tracts
that are commitied to tho unit.

£ tncre will be some costs of uvnit opera-
tion, thouqin, regardless oS whether additional wells -outd
be drilled. Does the same 200 percent apply to those costs?

A in our operationg agreement, no, our
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a4
overating agreement has an interest penalty provision but
operating agreement was not set up, of course, to cover
sccondary operations.

0. You would wish an order which would
allow you to collect the costs of these operations from th-
reople who do not choose to pay their share.

A That's correct, »lus interest that we
have to pay to represent their share.

0. Ckay, and I presume we will be gettinc

some information later on wiich will represent what the

various shares are to the interest owners in the proposed

compulsory pooled unit.

A Yes.

0. Okay. Now, the law does require that
ve have a provision in the order for carrying any working
tnterest owner limited, carried, or net profits basi=z payable.
at production upon such terms and conditions determined by
the Division to be just and reasonable and allowing appro-
priate charged interest for such service payable out of the
owner's share of production.

that would that interest rate be?

A Mr. Examiner, I would recommend that we

base it on a prime rate plus two percent. The reason :or

that is that the o:ciator pawvs interest on a floating basis,
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15
as do most companiles today, and so I would suggest that we

base it on some floating rate, and my suggestion, prime plus

two, fits the category of roughly the range of interest tnat é
we presently pay and would foresee paying under tihe terms
of this agreement -- under the term of the agreement.

Q. This two percent, would you see that as
a service charge?

A. Well, no, I would not. It's -- we are
presently not paying that rate of interest, nowever, if in-
terest rates subside we very well might be. Some -- some out-
standing credit arrang2ments we have require us to pay
slightly more than prime.

I would not say it would be a penalty
since it would represent approximately the interest rate
that most well secured borrowers are borrowing at. But what
it does is it would anticipate the =-- a small fluctuation in

the credit markets.

MR. STAMETS: Any other questions of

this witness? He may be excused.

JOL HALL
BEING called as a witness and being duly sworn upon his ocath,

testified as follows, to-wit:
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in the unit agreement and the unit operating aygreement, to
yvour knowledge, are any of the items in there contrary to
the requirements of the Statutory Unitization Act?

A Not to my knowledge, no, sir.

Q Is there anything which is required by
the “tatutory Unitization Act that should be in there and is
not in there?

A Not to my knowledge.

Q. Okay.

MR. STRAND: Mr. Examiner, I would point
out the non-consent provisions that we -- Mr. Yates testified
to earlier, wnich are not in the unit operating agreement.

MR. STAMETS: Yes, very good.

Any other questions of this witness? le

may be excused.

RALPH H. VINEY

being called as a witness and being duly sworn upon his oatn,

testified as follows, to-wit:

DIRECT EXAMINATION

BY !MfR. STRAND:

Q Please state your name and place of

residence.




STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL CONSLERVATION DIVISION

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

CASE NO. 7391
Order No. R-6947

APPLICATION OF HARVEY E. YATES

COMPANY FOR STATUTORY UNITIZATION,
EDDY COUNTY, NEW MEXICO.

ORDER OF THE DIVISTON

BY THE DIVISION:

This cause came on for hearing at 9 a.m. on October 21,
1981, at Santa Fe, New Mexico, before the Examiner Richard L.
Stamets.

NOW, on this 23rd day of April, 1982, the Division
Director, having considered the testimony, the record, and the
recommendations of the Examiner, and being fully advised in the
premises,

_FINDS:

(1) That due public notice has been given as required by
law, the Division has jurisdiction of this case and cause of
action and the subject matter hereof.

(2) That the applicant, Harvey E. Yates Company, seeks
the statutory wunitization, pursuant to the "Statutory
Unitization Act," Sections 70-7-1 through 70-7-21, NMSA, 1978,
of 480.00 acres, more or less, being a portion of the
Travis-Upper Pennsylvanian Pool, Eddy County, New Mexico, said
portion to be known as the Travis Penn Unit Area; that
applicant further seeks approval of the Unit Agreement and the
Unit Operating Agreement which were submitted in evidence as
applicant's Exhibits No. 1 and 2, respectively, in this case.

(3) That the proposed unit area should be designated the
Travis Penn Unit Area, and the horizontal limits of said unit
area should be comprised of the following described lands:

Township 18 South, Range 2B East, NMPM
Section 12: S/2 SE/4
Section 13: N/2 and N/2 SW/4

Tabs$S
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{(4) That the vertical limits of said Travis Penn Unit
Area should comprise a portion of the Cisco-Canyon formation of
Pennsylvanian age as found from a depth of 9,815 feet to a
depth of 9,935 feet, on the CNL Density Radioactive log run
June 23, 1977, in the Travis Deep Unit Well No. 2, located 1980
feet from the North line and 1780 feet from the East line of
Section 13, Township 18 South, Range 28 East, NMPM, Eddy
County, New Mexico.

(5) That the portion of the Travis-Upper Pennsylvanian
Pool proposed to be included in the aforesaid Travis Penn Unit
Area has been reasonably defined by development.

(6) That the applicant proposes t® institute a waterflood
project for the secondary recovery of o0il, gas, gaseous
substances, sulfur contained in gas, condensate, distillate and
all associated and constituent liquid or liquefied hydrocarbons
within and to be produced from the proposed unit area, which
waterflood project is the subject of Case No. 7320 and Division
Order No. R-6765 entered therein on August 18, 1981,

(7) That the proposed enhanced recovery operations should
result in the additional recovery of approximately 415,500
thousand barrels of oil.

(8) That the unitized management, operation and further
development of the Travis Penn Unit Area, as proposed, is
reasonably necessary to effectively carry on secondary recovery
operations and will substantially increase the ultimate
recovery of oil and gas from the unitized portion of the pool.

{(9) That the proposed unitized method of operation as
applied to the Travis Penn Unit Area is feasible and will
result with reasonable probability in the increased recovery of
substantially more o0il and gas from the unitized portion of the
pool than would otherwise be recovered without unitization.

(10) That the estimated additional investment costs of the
proposed enhanced recovery operations are $1,995,000.

(11) That the estimated additional costs of the proposed
operations (as described in Finding No. (10) above) will not
exceed the estimated value of the additional o0il and gas plus a
reasonable profit.

(12) That the applicant, the designated Unit Operator
pursuant to the Unit Agreement and the Unit Operating
Agreement, has made a good faith effort to secure voluntary
unitization within the Travis Penn Unit Area.
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(13) That one interest owner, Holly Energy, Inc., has
declined to voluntarily join the unit.

(14) That the participation formula contained in the
unitization agreement allocates the produced and saved unitized
substances to the separately owned tracts in the unit area on a
fair, reasonable and equitable basis.

(15) That unitization and the adoption of the proposed
unitized method of operation will benefit the working interest
owners and royalty owners of the o0il and gas rights within the
Travis Penn Unit Area.

{16) That applicant's Exhibits Nos. 1 and 2 in this case,
being the Unit Agreement and the Unit Operating Agreement,
respectively, should be incorporated by reference into this

Order.

(17) That the Travis Penn Unit Agreement and the Travis
Penn Unit Operating Agreement provide for unitization and unit
operation of the Travis Penn Unit Area upon terms and
conditions that are fair, reasonable and equitable and which

include:

(a) an allocation to the separately owned tracts
in the unit area of all oil and gas that is produced
from the unit area and which is saved, being the

" production that is not used in the conduct of unit
operations or not unavoidably lost;

(b) a provision for the credits and charges to be
made in the adjustment among the owners in the unit area
for their respective investments in wells, tanks, pumps,
machinery, materials and equipment contributed to the
unit operations;

(c) a provision governing how the costs of unit
operations including capital investments shall be
determined and charged to the separately owned tracts
and how said costs shall be paid including a provision
providing when, how, and by whom the unit production
allocated to an owner who does not pay his share of the
costs of unit operations shall be charged to such owner,
or the interest of such owner, and how his interest may
be sold and the proceeds applied to the payment of his
costs;

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

(e) a provision for a voting procedure for the
decision of matters to be decided by the working
interest owners in respect to which each working
interest owner shall have a voting interest equal to his
unit participation; and

(£f) the time when the unit operation shall
commence and the manner in which, and the circumstances
under which, the operations shall terminate and for the
settlement of accounts upon such termination;

(18) That the Travis Penn Unit Agreement and the Travis
Penn Unit Operating Agreement do not contain provisions for
carrying any working interest owner on a limited, carried or
net profits basis, payable out of production, upon such terms
and conditions determined by the Division to be just and
reasonable, and allowing an appropriate charge for interest for
such service payable out of such owner's share of production,
provided that any non-consenting working interest owner being
so carried shall be deemed to have relinquished to the unit
operator all of its operating rights and working interest in
and to the unit until his share of the costs, service charge
and interest are repaid to the unit operator.

{(19) That the unit operation should be subject to such
provisions as seg out on Exhibit "A" attached to this Order.

(20) That the statutory unitization of the Travis Penn
Unit Area in conformity with the above findings should be
approved.

IT IS THEREFORE ORDERED:

(1) That the Travis Penn Unit Area, comprising 480.00
acres, more or less, in the Travis-Upper Pennsylvanian Pool,
Eddy County, New Mexico, 1is hereby approved for statutory
unitization pursuant to the Statutory Unitization act, Sections
70-7-1 through 70-7-21, NMSA, 1978.

(2) That the lands included within the Travis Penn Unit
Area shall be comprised of:

Township 18 South,. Range 28 East, NMPM
Section 12: S/2 SE/4
Section 13: N/2 and N/2 SW/4
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and that the above-described lands shall be designated as the
Travis Penn Unit Area.

(3) That the vertical limits of said Travis Penn Unit
Area shall comprise a portion of the Cisco Canyon formation of
Pennsylvanian age as found from a depth of 9,815 feet to a
depth of 9,935 feet on the CNL Density Radioactive log run
June 23, 1977, in the Travis Deep Unit Well No. 2, located 1980
feet from the North line and 1780 feet from the East line of
Section 13, Township 18 South, Range 28 East, NMPM, Eddy
County, New Mexico.

{4) That the applicant shall institute a waterflood
project for the secondary recovery of oil, gas, gaseous
substances, sulfur contained in gas, condensate, distillate and
all associated and constituent liquid or liquefied hydrocarbons
within and produced from the unit area, and said waterflood
project is the subject of Case No. 7320 and Division Order No.

i R-6765 entered therein on August 18, 1981.

(5) That the Travis Penn Unit Agreement and the Travis
Penn Unit Operating Agreement, subject to the terms of the

. "Operations By Less Than All Working Interest Owners"

provisions of Exhibit "A" attached to and made a part of this
Order, are approved and adopted and incorporated by reference
into this Order subject to compliance with the appropriate
ratification provisions of Section 70-7-8, NMSA 1978.

(6) That when the persons owning the required percentage

of interest in the unit area have approved or ratified the Unit

Agreement and the Unit Operating Agreement, the interests of
all persons within the unit area are unitized whether or not
such persons have approved the Unit Agreement or the Unit
Operating Agreement in writing.

(7) That the applicant as Unit Operator shall notify in
writing the Division Director of any removal or substitution of
said Unit Operator by any other working interest owner within
the unit area. :

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

# entry of such further orders as the Division may deem

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

hereinahgyes designated.
. &

STATE OF NEW MEXICO

/ 7 %
OE D. RAMEY,

Director




OPERATIONS BY LESS THAN ALL WORKIMNG INTEREST OWNERS: If
all the working interest owners cannot mutually agree upon the
drilling of any well on the Unit Area, or upon the re-working,
deepening or plugging back of a dry hole drilled at the joint
expense of all such working interest owners or a well jointly
owned by all the working interest owners and not then
producing in paying quantities (i.e., in quantities sufficient
to pay the costs of producing same) on the Unit Area, or any
other operations on the Unit Area, any working interest owner
or owners wishing to drill, re-work, deepen or plug back such
a well or conduct other proposed operations, may give the

| other working interest owners written notice of the proposed

operation, specifying the work to be performed, the location,

| proposed depth, objective formation and the estimated cost of
I the operation. The working interest owners receiving such a
! notice shall have thirty (30) days (except that as to

{ re-working, plugging back or drilling deeper, where a drilling

rig is on location, the notice shall be given by telegram, and

' the period shall be limited to forty-eight (48) hours
' exclusive of Saturday, Sunday or holidays) after receipt of
{ the notice within which to notify the working interest owners
! wishing to do the work whether they elect to participate in

the cost of the proposed operation. Failure of a working

- interest owner receiving such a notice to so reply to it

within the period above fixed shall constitute an election by
that working interest owner not to participate in the cost of
the proposed operation.

If any working interest owner receiving such a notice
elects not to participate in the proposed operation (such
working interest owner or owners being hereafter referred to
as “"Non-Consenting Working Interest Owners"), then in order to
be entitled to the benefits of this section, the working
interest owner or owners giving the notice and such other
working interest owners as shall elect to participate in the
operation (all such working interest owners being referred to
hereafter as the "Consenting Working Interest Owners") shall,
within sixty (60) days after the expiration of the notice

: period of thirty (30) days (or as promptly as possible after

the expiration of the forty-eight (48) hour period where the
drilling rig is on location, as the case may be), actually

commence work on the proposed operation and complete it with
due diligence.

The entire cost and risk of conducting such operations
shall be borne by the Consenting Working Interest Owners in
the proportions that their respective interests, as shown on
Exhibit "C" to said Unit Operating Agreement, bears to the
total interest of all Consenting Working Interest Owners.
fonsenting Working Interest Owners shall keep the leasehold
estates involved in such operations free and clear of all

EXHIBIT "A"
Order No. R-6947




liens and encumbrances of every kind created by or arising
from the operations of the Consenting Working Interest Owners.
If such an operation results in a dry hole, the Consenting
Working Interest Owners shall plug and abandon the well at
their sole cost, risk and expense. If any well drilled,
re-worked, deepened or plugged back under the provisions of
this Section results in a producer of oil and/or gas in paying
quantities (i.e., in guantities sufficient to pay the cost of
producing same), the Consenting Working Interest Owners shall
complete and equip the well to produce at their sole cost and
risk, and the well shall then be turned over to Unit Operator
and shall be operated by it at the expense and for the account
of the Consenting Working Interest Owners. Upon commencement
of operations for the drilling, re-working, deepening or
plugging back of any such well or other operations by
Consenting Working Interest Owners in accordance with the
provisions of this Section, each Non-Consenting Working
Interest Owner shall be deemed to have relinquished to
Consenting Working Interest Owners, and the Consenting Working
Interest Owners shall own and be entitled to receive, in
proportion to their respective interests, all of such
Non-Consenting Working Interest Owner's interest in the Unit,
its leasehold operating rights, and share of production
therefrom until the proceeds cor market value thereof (after
deducting production taxes, royalty, overriding royalty and
other interest payable out of or measured by the production
from such well accruing with respect to such interest until it
reverts) shall equal the total of the following:

(a) One hundred percent (100%) of each such

Non-Consenting Working Interest Owner's share of the

_cost of any newly acquired surface equipment beyond
wellhead connections (including, but not limited to,
stock tanks, separators, treaters, pumping equipment and
piping), plus one hundred percent (100%) of each such
Non-Consenting Working Interest Owner's share of the
cost of such operating commencing with first production
and continuing until each such Non-Consenting Working
Interest Owner's relinquished interest shall revert to
it under the provisions of this Section, it being agreed
that each Non-Consenting Working Interest Owner's share
of such cost and equipment will be that interest which
would have been chargeable to each Non-Consenting
Working Interest Owner had all participated in the well
from the beginning of the operation. In addition, the
unpaid balance of such amount, shall bear interest at a
rate equal to the prime rate plus two percent (2%) per
annum,

(b) Three hundred percent (300%) of that portion
of the costs and expenses of drilling, re-working,

EXHIBIT "A"“
Order No. R-6947




deepening or plugging back, testing and completing,
after deducting any cash contributions received, and
three hundred percent (300%) of that portion of the cost
of newly acquired equipment in the well (to and
including the wellhead connections) which would have
been chargeable to such Non-Consenting Working Interest
Owners if all had participated therein.

Within sixty (60) days after the completion of any
operation under this Section, the working interest owner
conducting the operations for the Consenting Working Interest
owners shall furnish each Non-Consenting Working Interest
Owner with an inventory of the equipment utilized, and an
itemized statement of the cost of such operations, or, at its
option, the operating party, in lieu of an itemized statement
of such cost of operation, may submit a detailed statement of
monthly billings. Each month thereafter, during the time the
Consenting Working Interest Owners are being reimbursed as
provided above, the Consenting Working Interest Owiers shall
furnish the Non-Consenting Working Interest Owners with an
itemized statement of all costs and liabilities incurred in
such operations, together with a statement of quantity of
unitized substances produced from the Unit and the amount of
proceeds realized from the sale of working interest production
during the preceding month. Any amount realized from the sale
or other disposition of equipment newly acquired in connection
with any such operation which would have been owned by a
Non-Consenting Working Interest Owner had it participated
therein shall be credited against the total unreturned costs
of the work done and of the equipment purchased, in
determining when the interest of such Non-Consenting Working
Interest Owner shall revert to it as above provided, if there
is d credit balance, it shall be paid to such Non-Consenting
Working Interest Owner.

If and when the Consenting Working Interest Owners
recover from a Non-Consenting Working Interest Owner's
relingquished interest, in the amounts provided for above, the
relinquished unit interest of such Non-Consenting Working
Interest Owner shall automatically revert to it and from and
after such reversion such Non-Consenting Working Interest
Owner shall own the same interest, and the production
therefrom as such Non-Consenting Working Interest Owner would
have owned had it participated in the non-consent operations.
Thereafter, such Non-Consenting Working Interest Owner shall
be charged with and shall pay its proportionate part of the.
further cost of the operations in accordance with the terms of
this Agreement and the Accounting Procedure Schedule, Exhibit
"D", attached to said Agreement.

EXHIBIT "a"
Order No. R-6947
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UNIT AGREEMENT
AND ©XHIBITS "A" & “B"

EUNICE MONUMENT SOUTH
‘STATUTORY SECONDARY RECOVERY
FEDERAL ~ STATE UNIT
LEA COUNTY, NEW MEXICO

EFFECTIVE DATE
FE3BRUARY 1, 1985
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UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION
OF THE
EUNICE MONUMENT SOUTH UNIT
LEA COUNTY, NEW MEXICO

THIS AGREEMENT, entered into as of the 22nd day of
June , 1984, by and between the parties subscribing,

ratifying, or consenting heretoc, and herein referred to as the
"parties hereto,"

WITNESSETH: ..

He

13

WHEREAS, the parties hereto are the owners of working, roy-
alty, or other oil and gas interests in the Unit Area subject to

this Agreement; and

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

WHEREAS, the Commissioner of Public Lands of the State of
New Mexico is authorized by an Act of the Legislature (Section 1,
Chapter 88, Laws 1943, as amended by Section 1 of Chapter 176,
Laws of 1961) (Chapter 19, Article 10, Section 45, New Mexico
Statutes 1978 Annotated), to consent to and approve the develop-
ment or operation of State lands under agreements made by lessees
of State land jointly or severally with other lessees where such
agreements provide for the unit operation or development of part
of or all of any oil or gas pool, field or area; and

WHEREAS, the Commissioner of Public Lands of the State of New
liexico is authorized by an Act of the Legislature (Section 1,
Chapter 88, Laws 1943, as amended by Section 1, Chapter 162, Laws
of 1951) (Chapter 19, Article 10, Section 47, New Mexico Statutes
1978 Annotated) to amend with the approval of lessee, evidenced by
the lessee's execution of such agreement or otherwise, any oil and
gas lease embracing State lands so that the length of the term of
said lease may coincide with the term of such agreements for the
unit operation and development of part or all of any oil or gas
pool, £ield or area; and

) WHEREAS, the Oil Conservation Division of the State of New
Mexico (hereinafter referred to as the "Division") is authorized
by an Act of the Legislature {Chapter 72, Laws of 1935 as amended)
(Chapter 70, Article 2, Section 2 et seg., New Mexico Statutes
1978 Annotated) to approve this Agreement and the conservation
provisions hereof; and

WHEREAS, the 0il Conservation Division of the Energy and Min-
erals Department of the State of New Mexico is authorized by law
(Chapter 65, Article 3 and Article 14, N.M.S. 1953 Annotated) to
approve this Agreement ané the conservation provisions hereof; and

~ WHEREAS, the parties hereto hold sufficient interest in the
Unit Area covering the land hereinafter described to give reason-
&s.y ellective contrel of cperations therein; and

WHEREAS, it is the
ratural rescurces, prev
tainable thrcough &

o]

1
ent waste, and secure cother benefits ob-
cment and operation of the area subject to
€ terms, ccnditions, and limitations here-

) ;OK,'TKET?FORE, in consideration of the premises and the prom-
ises nerein cqntained, the parties hereto commit to this Agreement
thelr respective interest in the below-defined Unit Area, and agree
severally azmocns themselves 2' Fallirmuwe-s



from the unitized land. Any such oil not so removed shall be sold
by Unit Operator for the account of such Working Interest Owners,
subject to the payment of all Royalty to Royalty Owners under the
terms hereof. The oil that is in excess of the prior allowable

of the wells from which it was produced shall be regarded as Unit-
ized Substances produced after Effective Date hereof.

If, as of the Effective Date hereof, any Tract is over-
produced with respect to the allowable of the wells on that Tract
and the amount of over-production has been sold or otherwise dis-
posed of, such over-production shall be regarded as a part of the
Unitized Substances produced after the Effective Date hereof and
shall be charged to such Tract as having been delivered to the
parties entitled to Unitized Substances allocated to such Tract.

SECTION 38. NO SHARING OF MARKET. This Agreement is not
intended to provide and shall not be construed to provide, di-
rectly or indirectly, for any cooperative refining, joint sale
or marketing of Unitized Substances.

SECTION 39. STATUTORY UNITIZATION. If and when Working In-
terest Owners owning at least seventy-five percent (75%) Unit Par-
ticipation and Royalty Owners owning at least seventy-five percent
(75%) Royalty Interest have become parties to this Agreement or
have approved this Agreement in writing and such Working Interest
Owners have also beccme parties to the Unit Operating Agreement,
Unit Operator may make application to the Division for statutory
unitization of the uncommitted interests pursuant to the Statutory
Unitization Act (Chapter 65, Article 14, N.M.S. 1953 Annotated).
If such application is made and statutory unitization is approved
by the Division, then effective as of the date of the Division's
order approving statutory unitization, this Agreement and/or the
Unit Operating Agreement shall automatically be revised and/or
amended in accordance with the following:

(1) Section 14 of this Agreement shall be revised by sub-
stituting for the entire said section the following:

"SECTION 14. TRACTS QUALIFIED FOR PARTICIPATION. On
and after the Effective Date hereof, all Tracts within the Unit
Area shall be entitled to participation in the production of Unit-

ized Substances."

(2) Section 24 of this Agreement shall be revised by sub-
stituting for the first three paragraphs of said section the fol-
lowing:

"SECTION 24. EFFECTIVE DATE AND TERM. This Agreement
shall become effective on the first day of the calendar month next
following the effective date of the Division's order approving
statutory unitization upon the terms and conditions of this Agree-
ment, as amended (if any amendment is necessary) to conform to the
Division's order; approval of this Agreement, as so amended, by
the Land Commissioner; and the A.O0. and the filing by Unit Opera-
tor of this Agreement or notice thereof for record in the office
of the County Clerk of Lea County, New Mexico. Unit Operator
shall not file this Agreement or notice thereof for record, and
hgnce this Agreement shall not become effective, unless within
ninety (90) days after the date all other prerequisites for ef-
fectiveness of this Agreement have been satisfied, such filing is
a;p;oved by Working Interest Owners cwning a combined Unit Par-
ticipation of at least sixty-five percent (65%) as to all Tracts
within the Unit Area.

. ] "Unit Operatocr shall, within thirty (30) days after the
EE:eptlve Date of this Agreement, file for record in the office
©Z the County Clerk ci Lea County, New Mexico, a certificate to
tbe‘e;zect that this Agreement has become effective in accordance
with 1ts terms, therein icdentifying .the Division's order approving
statutory unitization and stating the Effective Date."
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(3) This Agreement and/or -the Upit Operating Agreement shall
be amended in any and all respects necessary to conform to the
Division's order approving statutory unitization.

: Any and all amendments of this Agreement and/or the Unit Op-
erating Agreement that are necessary to conform said agreements to
the Division's order approving statutory unitization shall be deemed
to be hereby approved in writing by the parties hereto without any
necessity for further approval by said parties, except as follows:

(a) If any amendment of this Agreement has the effect
of reducing any Royalty Owner's participation in the production of
Unitized Substances, su¢h Royalty Owner shall not be deemed to have
hereby approved the amended agreement without the necessity of fur-
ther approval in writing by said Royalty Owner; and

(b) If any amendment of this Agreement and/or the Unit
Operating Agreement has the effect of reducing any Working Inter-
est Owner's participation in the production of Unitized Substances
or increasing such Working Interest Owner's share of Unit Expense,
such Working Interest Owner shall not be deemed to have hereby ap-
proved the amended agreements without the necessity of further ap-
proval in writing by said Working Interest Owner.

Executed as of the day and year first above written.

GULF OIL CORPORATION ﬁg

Attorney-in-Fact

Date of Execution:

Jupe 22, 1984

THE STATE OF TEXAS §

COUNTY OF MIDLAND §

The feregoing instrument was acknowledged before me this

22nd day of Jyu-e ’ 19_5_4' by 1 _ 2 mpenmar
Azscornev-in-Facs , IOr/OL gulf 0il Corporarios
, a Earmnnetylerania
corscrzation, on behalf cf said corporaticn.

My Timmiscsion Expires:

7—;©~29 Cbﬁjﬁ)ﬁw~féb_¢ﬁaMU%Q




SEFCRE THE NEW MEXICO CIL CONSERVATION DIVISION

APPLICATION OF PELTO OIL COMPANY Priv )

FOR STATUTORY UNITIZATION AND RECEIVED -,
APPROVAL OF A UNIT, CHAVES COUNTY, AUG - No. 7. C
NEW MEXICO. AUG 14 1umy

oiL CONSERVAIIG,. LIVISION

OIL CONSERVATION DIV
APPLICATION 110N

-

Pelto 0il Company hereby appiies to the New Mexico 0il
Conservation Division for an order approving statutory
unitization of the area and formation known as the Twin Lakes San
Andres Unit, Chaves County, New Mexico, and approving the Unit
for the Twin Lakes San Andres Unit, and in support thereof,

states:
1. Pelto 0il Company is engaged in the business of, among

other things, producing and selling o0il and gas as defined by the

New Mexico Statutory Unitization Act (N.M. Stat. Ann. §§ 70-7-1
through 706-7-21 (1978), hereinafter referred to as the "Act").

2. The proposed area for which application is made for
unitized operations pursuant to the Act is known as the Twin
Lakes San Andres Unit, Chaves County, New Mexico (the "Unit
Area"), and consists of 4863.82 acres, more or less, in Chaves
County, New Mexico, being more particularly described in Exhibit
A attached hereto. A map of the Unit Area is attached hereto as
Exhibit B.

3. The formation for which application is made (the
"Unitized Formation") is the subsurface portion of the Unit Area
known as the San Andres formation, and_ the vertical limits
thereof are found in the interval between 2708 and 2798 feet as

recorded on the Dual Laterolog in the Pelto 0il Company O'Brien

Tab 10O
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No. 16 Well (Twin Lakes San Andres Unit Well MNo. 80), c:
December 23, 1984, said well located 2310 feet from the Nort:
line and 1675 feet from the East line of Section 6, Township
South, Range 29 East, Chaves County, New Mexico. The Unitizec
Formation shall further include all subsurface points throughou-
the Unit Area correlative to the above-identified depths.

4. The portion of the Unitized Formation included withir
the Unit Area has been reasonably defined by development.

5. Pelto 0il Company proposes to institute a water flood
project for the secondary recovery of o0il from the Unitizec
Formation within the Unit Area, as described in an accompanying
application.

6. The proposed plan of unitization is embodied in the
" Unit Agreement, a true copy of which is attached hereto as
Exhibit C, and the plan is fair, reasonable and egquitable.

7. The proposed operating plan, covering the manner in
which the Umit will be supervised and managed and costs allocated
and paid, is embodied in the Unit Operating Agreement, a true
copy of which is attached hereto as Exhibit D.

8. Pelto 0il Company projects that the unitized
management, operation and further development of the Unitized
Formation will increase production by approximately 3.5 million
barrels of eil, will improve the o0il producing rate, and will
extend the producing life of the Unitized Formation beyond the
year 2000. It is therefore evident that the unitized management,
operation, amd further development of the Unitized Formation is

reasonably mcessary in order to effectively carry on water flood
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and secondary recovery operations to substantially increase the
ultimate recovery of oil from the Unitized Formation within the
Unit Area.

9. The method of operation which is proposed in the Unit
Operating Agreement is feasible, will prevent waste and will
result with reasonable probability in the increased recovery of
substantially more o0il from the Unitized Formation than would
otherwise be recovered.

10. The estimated additional costs of conducting unitized
operaticns will not exceed the estimated value of the additional
oil and gas to be recovered, plus a reasonable profit.

11. The proposed unitization and adoption of the methods of
operation embodied in the Unit Operating Agreement will benefit
the working interest owners and royalty owners of the oil and gas
rights within the Unitized Formation of the Unit Area.

12. Pelto 0il Company has made a good faith effort to
secure voluntary unitization within the Unitized Formation of the
Unit Area.

13. The participation formula contained in the Unit
Agreement allocates the produced and saved unitized oil to the
separately owned tracts in the Unit Area on a fair, reasonable
" and equitable basis, and protects the correlative rights of all
owners of interest within the Unit Area.

14. The statutory unitization of the Unitized Formation
withim the Unit Area in accordance with the plan embodied in the
Unit Agreement and Unit Operating Agreement will prevent waste

and protect correlative rights.
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15. By converting certain presently producing wells into
injection wells, Pelto 0Oil Company proposes to inject fluids into
the above described San Andres formation in the Twin Lakes San
Andres Unit. Attached hereto as Exhibit E is a plat showing the
location of all wells located within the Unit Area which are
proposed to be used as producing wells or injection wells.

16. The water rights to be used for injection for the water
flood project have been acquired by Pelto 0Oil Company, and are
located approximately 27 miles to the southeast in Lea County.
The water will be transported to the Unit Area by means of a
pipeline to be constructed by the unit operator, which will
belong to working interest owners of the Unit. Rights-of-way for
the pipeline have already been acquired by Pelto Oivaompany.
Initially, 11,600 barrels of water per day will be injected, with
an anticipated maximum injection volume of 21,800 barrels of
water per day.

WHEREFORE, Pelto 0il Company requests that this application
be set for hearing on September 9, 1987 and that the Division
enter its order approving the Unit Agreement and Unit Operating
Agreement, providing for the unitized management, operation and

further development of the Unitized Formation and the Unit Area

in accordance with the Act.

Pelto 0Oil Company further requests the establishment of a
project allowable in accordance with Rule 701, the establishment
of an administrative procedure for any change in, or additional,
injection wells which might prove to be necessary, and also an

administrative procedure for approving unorthodox well locations
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for both producing and injection wells. Applicant also requests
that the order include a provision for carrying any working
interest owner, as provided in N.M. Stat. Ann. § 70-7-7 (F)
(1978) .

Respectfully submitted,

HINKLE, COX, EATON,
COFFIELD & HENSLEY

s s lluee

JaAmes Bruee

ost Office Box 20

Santa Fe, New Mexico 87504~2068
(505) 982-4554

Attorneys for Pelto 0il Company
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s E. COFFIELD
~AROLD L HENSLEY JR,
STUART D, SHANOR
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PAUL J. KELLY JR.
OWEN ™, LOPET
DOUGLAS L LUNSFORD
T CALDER EX2ELL. JR.
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ATTORNEYS AT LAW

218 MONTEZUMA

(505) 982-4554

November 16,

POST OFFICE BOX 2068

1987

HINKLE, CoXx, EATON, COFFIELD & HENSLEY

SANTA FE, NEW MEXI1CO 87504-2068

2800 CLAYDESTA NATIONAL BANK BUILOING

POST OFFICE BOX 3580
MIDLAND, TEXAS 79702
(9IS} 683469

(700 TEXAS AMERICAN BANK BUILDING

POST OFFICE 80X 9238
AMARILLC, TEXAS 79105
{806) 372-5569

700 UNITED BANKX PLAZA
SOST CFFICE BOX 10
ROSWELL, NEW MEXICO 8820t
(505} 622-6510

JEFFREY W HELLBERG®

STEPHEN L. ELLIOTT
CLARENCE £ ¥mLE toorees!
W £ BONDURANE, IR, 43973}

ROY C SNOCGRASS, JR. LgiS+ean

“MOT LICENSED (N NEW BEXICO

Michael E. Stogner

New Mexico 0il Conservation Division
State Lamd Office Building

Santa Fe, New Mexico 87503

Rez OCD Case Nos. 9210 and 9211 (Applications of Pelto 0il
Company for Statutory Unitization and Institution of a
Water Flood, Twin Lakes Area, Chaves County)

Dear Mike:

Gerry Murrell of Pelto 0il Company recently discussed these
cases with Vic Lyon. Vic indicated that one item the OCD was
hav1ng @ problem with was the penaity provision in the order,
since the OCD has never prevxously written such a prov151on __We
checked around and located the enclosed unitization order of “the
OkIahoma Corporatlon Comm1s51on, which '¢contains a penalty
provisiem. Also enclosed is the application and initial report
of the hearing officer in the matter. We believe this provision
could be adapted to your purposes. One difference is that the
Oklahoma case provides for penalties throughout thé period of
unit operations, whereas Pelto 0il Company only requests a
penalty With respect™ to 'initial unit outlays. Mr. Randall Speck
6f thé ©klahoma—Corporation- Commission (405-521-4116) would be
happy %o discuss this with you if you are so inclined. I know
you are dusy Mike, and I really do hate to bug you about this,
but Peltm 0il Company is desperate to obtain an order in this
matter. They are at the point where they must order millions of

dollars ©f equipment for the unit and thus would appreciate vour
attention to this matter.

Plesse call if I can provide any further materials.

Very truly yours,

HINKLE, COX, EATON,
COFFIELD & HENSLEY
James B

JCR::ir



i STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARINMENT
OIL CONSERVATION DIVISION

IN THE NATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
DIVISION FOR THE PURPOSE OF
CONS IDERING:

CASE NO. 9210
ORDER NO. R-8557

APPLICATION OF PELTO OIL COMPANY
FOR STATUTORY UNITIZATION, CHAVES
COUNTY, NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISICN:

This cause came on for hecaring at 8:15 a.m. on September
9, 1987, at Santa Fe, New DMexico, before Examiner Michael E.
Stogner.

NOW, on this 2nd_ day of December, 1987, the Division
Director, having considered the testimony, the record, and the

recommendations of the Examiner, and being fully advised in the
premises,

FINDS THAT:

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

(2) At the time of the hearing this case was consolidated
with Division Case No. 9211 for the purpose of testimony.

(3) The applicant, Pelto Oil Company, seeks the statutory
unitization, pursuant to the "Statutory Unitization Act,"
Sections 70-7-1 through 70-7-21 NMSA 1978, of 4,863.82 acres,
more or less, being a portion of the Twin Lakes - San Andres
Associated Pool, Chaves County, New Mexico, said portion to be
known as the Twin Lake San Andres Unit; applicant further seeks
approval of the Unit Agreement and the Unit Operating Agreement
which were submitted in evidence as applicant's Exhibits Nos. 3
and 4 presemted at the time of the hearing.

(4) Thke proposed unit area should be designated the Twin
Lakes Sam Andres Unit Area; and the horizontal limits of said

unit arem should be comprised of the following described State
and Fee lamds in Chaves County, New Mexico:

Tab 12



Page 2
Case No. 9210
Order No. R-8557

TOWNSHIP_8 SOUTH, RANGE 28 EAST, NMPM

Section 25: SE/4 NW/4, NE/4 SW/4, S/2 SW/4, and
SE/A4

Section 26: SLC/4 SE/4
Section 35: E/2 E/2
Section 36: All

TOWNSHIP 8 SOUTH, RANGE 29 EAST, .MPM

Section 30: Lots 3 and 4, E/2 SW/4, and SW/4 SE

Section 31: All
Section 32: W/2 SW/4

TOWNSHIP 9 SOUTH, RANGE 28 EAST, NMPM

Section 1: Lots 1 through 4, S/2 N/2, SE/4, and
E/2 SW/4

Section 2: Lot 1
Section 12: NE/4, E/2 SE/4 and NW/4 SE/4
TOWNSHIP 9 SOUTH, RANGE 29 EAST, NMPM

Section 5: Lots 3 and 4, S/2 NW/4, and SW/4

Sections 6 and 7: All
Section 8: N/2 NW/4 and SW/4 NW/4
Section 18: Lot 1, E/2 NW/4, and W/2 NE/4

{5) The horizontal Ilimits of said unit are within the
governing boundaries of the Twin Lakes - San Andres Associated
Pool and have been reasonably defined by development.

@6) The vertical limits of said Unit Area should comprise
the San Andres formation from a depth 2708 feet (+ 1259 feet
sub-sza) to a depth of 2798 feet (+ 1169 feet sub-sea) as
reconrded on the Dual Laterolog/Compensated Neutron Log dated
Decentber 23, 1984, in the applicant's O'Brien "L" Well No. 16
locateed 2310 feet from the North line and 1675 feet from the
East Hime (Unit G) of Section 6, Township 9 South, Range 29
- East, 8PH, Chaves County, New Mexico.
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(7) The unit area contains 35 separate tracts owned by 18
different working interests.

(8) The applicant has made a good faith effort to secure
voluntary unitization within the Unit Area and at the time of
the hearing over 87 percent of the working interest owners and

83.6 percent of the royalty interest owners were effectively
committed to the unit.

(9) All interested parties who have not agreed to
unitization were notified of the hearing by the applicant, but

no person entered an appearance or opposed the application at
the hearing.

(10) The applicant proposes to institute a waterflood
project for the secondary recovery of oil and associated gas,
condensate, and all associated liquifiable hydrocarbons within
and to be produced from the proposed unit area, all as shown in
Division Case No. 9211,

(11) The proposed secondary recovery operations should

result in the additional recovery of approximately 2.9 million
barrels of oil.

(12) The unitized management, operation and further
development of the Twin Lakes San Andres Unit Area, as
proposed, 1is reasonably necessary to effectively carry on
secondary recovery operations and will substantially increase

the ultimate recovery of oil and gas from the unitized portion
of the pool.

(13) The proposed unitized method of operation as applied
to the Twin Lakes San Andres Unit Area is feasible and will
result with reasonable probability in the increased recovery of
substantially more oil and gas from the unitized portion of the
pool than would otherwise be recovered without unitization.

. (14) The estimated additional costs of such operations
will not exceed the estimated value of the additional oil so
recovered plus reasonable profit.

(15) Such unitization and adoption of applicant's proposed
unitized method of operation will benefit the working interest

owners and royalty owners of the oil and Eas rights within the
Twin Lakes San Andres Unit Area.

(16) The granting of the application in this case will
have no adverse effect upon the Twin Lakes - San Andres
Associated Pool and/or the San Andres formation located outside
_of the proposed Twin Lakes Unit boundary.
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(17) Applicant's Exhibits Nos. 3 and 4 in this case, bei:
the Unit Agreement and the Unit Operating Agreemen-
respectively, should be incorporated by reference into th
order.

(18) The Twin Lakes San Andres Unit Agreement and the Tw
San Andres Unit Operating Agreement provide {

unitization and unit operation of the Twin Lakes San Andr.
Unit Area upon terms and conditions that are fair, reasonab’
and equitable, and which include:

(a) an allocation to the separately owned tracts
the unit aree o¢f all o0il and gas that
produced from the unit area and which is save:
being the production that is not used in t&
conduct of unit operations or not unavoidab!.
lost;

(b) &a provision for the credits and charges to bhe
made in the adjustment among the owners in the
unit area for their respective investments in
wells, tanks, pumps, machinery, materials and
equipment contributed to the unit operations;

(c) &a provision governing how the costs of unit
operations including capital investments shall
be determined and charged to the separately-
owned tracts and how said costs shall be paid,
including a provision providing when, how and by
whom the unit production allocated to an owner
who does not pay his share of the cost of the
unit operations shall be charged to such owner,
or the interest of such owner, and how his

interest may be sold and the proceeds applied to
the payment of his costs;

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

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

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

(g) the time when the unit operation shall commence
and the manner in which, and the circumstances
under which, the operations shall terminate and

for the =settlement of a&accounts upon such
termination.

(19) Any working interest owner who has not agreed in
writing to participate in the unit prior to the date of this
order should be deemed to have relinquished to the unit
operator all of its operating rights and working interest in
and to the unit until his share of the costs have been repaid,

plus an additional 200 percent thereof as a non-consent penalty
(Section 70-7-7.F. NMSA 1978.)

(20) The statutory wunitization of the Twin Lakes San
Andres Unit Area is in the conformity with the above findings,
and will prevent waste and protect correlative rights of all

interest owners within the proposed unit area, and should be
approved.

IT 1S THEREFORE ORDERED THAT :

(1) The Twin Lakes San Andres Unit Agrecment, covering
4,863.82 acres, more or less, of State and Fee lands in the
Twin Lakes - 8San Andres Associated Pool, Chaves County, New
Mexico, is hereby approved for statutory unitization pursuant
to the "Statutory Unitization Act", Sections 70-7-1 through
70-7-21, NMSA (1978).

) (2) The lands covered by said Twin Lakes San Andres Unit
Agreement shall be designated the Twin Lakes San Andres Unit

Area and shall comprise the following described acreage in
Chaves County, New Mexico:
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TOWNSHIP 8 SOUTH, RANGE 28 EAST, MNMPM

Section 25: SE/4 NW/4, NE/4 SW/4, S/2 SW/4, and
SE/4

Section 26: SE/4 SE/4
Section 35: L/2 E/2
Section 36: All

TOWNSHIP 8 SOUTH, RANGE 29 EAST, NAM’MPM

Section 30: Lots 3 and 4, E/2 SW/4, and SW/4 SE/:

Section 31: A}l
Section 32: W/2 Sw/4

TOWNSHIP 9 SOUTH, RANGE 28 EAST, NMPM

Section 1: Lots 1 through 4, S/2 N/2, SE/4, and
E/Z2 SW/4

Section 2: Lot 1
Section 12: NE/4, E/2 SE/4, and NW/4 SE/4

TOWNSHIP 9 SOUTH, RANGE 29 EAST, NMPM

Section 5: Lots 3 and 4, S/2 NW/4, and SW/4
Sections 6 and 7: All

Section 8: N/2 NW/4 and SW/4 NW/4
Section 18: Lot 1, E/2 NW/4, and W/2 NE/4

(6) The vertical limits of said Unit Area shall comprise
the San Andres formation as found from a depth of 2708 feet
(+ 1259 feet sub-sea) to a depth of 2798 feet (+ 1169 feet
sub-sea) as recorded on the Dual Laterolog/Compensated Neutron
Log dated December 23, 1984, in Pelto 0Oil Company's O'Brien "L"
Well No. 16 located 2310 feet from the North line and 1675 feet
from the East line (Unit G) of Section 6, Township 9 South,
Range 29 East, NMPM, Chaves County, New Mexico.

(4) The applicant shall institute a waterflood project
for the secondary recovery of oil and associated gas,
condensate and all associated liquifiable hydrocarbons within
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and produced from the unit area, and said waterflood project
the subject of Division Case No. 9211.

is
(5) The Twin Lakes San Andres Unit Agreement and the Twin
Lakes San Andres Unit Operating Agreement, being applicant's

Exhibit Nos. 3 and 4 in this case, are hereby incorporated by
reference into this Order.

(6) The Twin Lakes San Andres Unit Agreement and the Twin
Lakes San Andres Unit Operating Agreement provide for
unitization and unit operation of the Twin Lakes - San Andres

Associated Pool wupon terms and conditioncg that are fair,
reasonable and equitable.

(7} Since the persons owning the required statutory
minimum percentage of interest in the unit area have approved
or ratified the Unit Agreement and the Unit Operating
Agreement, the interests of all persons within the unit area
are unitized whether or not such persons have approved the Unit
Agreement or the Unit Operating Agreement in writing.

(8) Any working interest owner who has not agreed in
writing to participate in the unit prior to the date of this
order shall be deemed to have relinquished to the unit operator
all of its operating rights and working interest in and to the
unit umtil his share of the costs have been repaid, plus an

additiomal 200 percent thereof as a non-consent penalty
(Sectiom 70-7-7.F. NMSA 1978.)

{83 The applicant as ©Unit Operator shall notify in
writing the Division Director of any removal or substitution of

said Unit Operator by any other working interest owner within
the uniit areas.

(1@)y Jurisdiction of this cause is retained for the entry
of such further orders as the Division may deem necessary.

DXOFE at Santa Fe, New Mexico,

on the day and year herein-
above dimsignated.

STATE OF NEW MEXICO
OIL CONSERVATION

WILLIAM J. LEN
Director

SION



UNIT OPERATING AGREEMENT
CENTRAL CORBIN QUEEN UNIT
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Interest Owner is greater than the amount charged against such
Working Interest Owner, the resulting net credit shall be paid to
such Working Interest Owner by Unit Operator out of funds received
by it in settlement of the net charges described above.

10.4 General Facilities. The acgquisition of warehouses,
warehouse stocks, lease houses, camps, facility systems, and
office buildings necessary for Unit Operations shall be by
negotiation by the owners thereof and Unit Operator, subject to
the approval of Working Interest Owners.

10.5 Ownership of Property and Facilities. Each Working
Interest Owner, individually, shall by virtue hereof own an
undivided interest, equal to its Unit Participation in all wells,
equipment, and facilities taken over or otherwise acquired by

Unit Operator pursuant to this Agreement.

ARTICLE 11
UNIT EXPENSE
11.1 Basis of Charge to Working Interest Owners. Unit
Operator initially shall pay all Unit Expense. Each Working
Interest Owner shall reimburse Unit Operator for its share of
Unit Expense. Each Working Interest Owner's share shall be the
same as its Unit Participation. All charges, credits, and
accounting for Unit Expense shall be in accordance with Exhibit C.
11.2 Budgets. Before or as soon as practical after the
Effective Date, Unit Operator shall prepare a budget of estimated
Unit Expense for the remainder of the calendar year, and thereafter
shall prepare budgets as determined by Working Interest Owners.

14



Budgets shall be estimates only, and shall be adjusted or corre:
by Working Interest Owners and Unit Operator whenever an adjustr
or correction is proper. A copy of each budget and adjucs
budget shall be furnished promptly to each Working Interest owr
11.3 Advance Billings. Unit Operator shall have the righ:
require WOrkin§ Interest Owners to advance their respec:t
shares of estimated Unit Expense as provided by Exhibit C.
11.4 Commingling of Funds. Funds received by Unit Operc
under this Agreement need not be segregated or maintained by
as a separate fund, but may be commingled with its own funds.
11.5 Unpaid Unit Expense. If any Working Interest Owr::
fails or is unable to pay its share of Unit Expense within sixzv
(60) days after rendition of a statement therefor by Unit Operator,
the non-defaulting Working Interest Owners shall, upon request by
Unit Operator, pay the unpaid amount as 'if it were Unit Expense
in the proportion that the Unit Participation of each such
Working Interest Owner bears to the Unit Participation of all
such Working Interest Owners. Each Working Interest so paying
its share of the unpaid amount shall, to obtain reimbursement

thereof, be subrogated to the security rights described in

Section 11.6 of this Agreement.

11.6 Security Rights. In addition to any other security

rights and remedies provided for by the laws of this State with
respect to services rendered or materials and ecquipment furnished
under this Agreement, Unit Operator shall have a first and prior

lien upon each Working Interest, including the Unitized Substances

15



and Unit Equipment credited thereto, in order to secure payment
of the Unit Expense charged against such Working Interest,
together with interest thereon at the rate set forth in Exhibit C
or the maximum rate allowed by law, whichever is less. If any
Working Interest Owner does not pay its share of Unit Expense when
due, Unit Operator shall have the right to collect from the
puréhaser the proceeds from the sale of such Working Interest
owner's share of Unitized Substances until thg amount owed, plus
interest at the rate herein provided, has been paid. Each
purchaser shall be entitled to rely on Unit Operator's statement
concerning the amount owed and the interest payable thereon.

11.7 Carved-out Interests. Any overriding royalty, produc-
tion payment, net proceeds interest, carried interest or any
other interest carved out of a Working Interest shall be subject
to this Agreement. If a Working Interest Owner does not pay its
share of Unit Expense and the proceeds from the sale of Unitized
Substances under Section 11.6 are insufficient for that purpose,
the security rights provided for therein may be applied against
the carved-out interests with which such Working Interest is
burdened. In such event, the owner of such carved-out interest

shall be subrogated to the security rights granted by Section 11.6.

ARTICLE 12
NONUNITIZED FORMATIONS
12.1 Right to Operate. Any Working Interest Owner that now
has or hereafter acquires the right to drill for and produce o0il,
gas, or other minerals, from a formation underlying the Unit Are

16
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STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT

OIL CONSERVATION DIVISION

CASES (10062, 10063, 10064

EXAMINER HEARING

IN THE MATTER OF:

Application of OXY USA, Inc., for Statutory
Unitization, Lea County, New Mexico

Application of OXY USA, Inc., for a
Waterflood Project, Lea County, New Mexico

Application of OXY USA, Inc., for Pool
Contraction and Extension, Lea County, New Mexico
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EXAMINATION
BY MR. STOVALL:

Q. Is there a provision in either the Unit
Agreement or the Unit Operating Agreement for carrying
of nonconsenting parties? I'll preface that by saying
that I didn't find one as I skimmed through it?

A. No, sir, there isn't. And the only
reference I would make to that would be that under the
Statutory Unitization Act in 70-7, provision (F) it
does say that in the event you have a nonconsenting
working interest party, that they could be subject to
cost, 100 percent plus 200 percent penalty. The
question never came up except one of Santa Fe
Exploration's working interest. parties asked me would
he would be exposed to that, and I said I could not
answer that. There was a provision under the Act--

Q. Le£ me interrupt you here, Mr. Dickenson.
I'm reading 70-7-7, ®"...and shall approve or prescribe
a plan for a Unit Agreement for unit operations which
shall include®"--and I'1ll go to your paragraph (F)--"a
prevision for carrying any working interest owner
unlimited during a net profits basis,®" and further
dowmn it provides, "carrying plus an amount not to

exceed 200 percent."”

My interpretation of that statutory

CUMBRE COURT REPORTING
(505) 984-2244
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provision is that the Unit Agreement or Unit Operating
Agreement needs to have that provision for carrying
included in it. Would you been willing to amend the
Agreement?

MR. KELLAHIN: ©No, sir. Mr. Stovall, we've
made the conscious decision not to seek the nonconsent
provisions that apply in the statute and it's been
intentionally deleted from the operating agreement.

MR. STOVALL: So, in effect the
nonparticipating interest would be carried at no
penalty?

MR. KELLAHIN: That's right.

EXAMINER STOGNER: Any other questions of
this witness? 1If not, Mr. Dickenson-- |

THE WITNESS: If I‘might, in response to
Mr. Stovall--

MR. STOGNER: Mr. Kellahin?

MR. KELLAHIN: There's no question before
you, Mr. Dickenson.

EXAMINER STOGNER: Okay. Mr. Dickenson,
you may be excused.

MR. KELLAHIN: That concludes our
presentation, Mr. Examiner.

EXAMINER STOGNER: Mr. Padilla, do you have

a witness?

CUMBRE COURT REPORTING
(505) 984-2244



STATE OF NEW MEXICO
ENERGY, MINERALS, AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

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

CASE NO. 10062
Order No. R-9336

APPLICATION OF OXY USA, INC.
FOR STATUTORY UNITIZATION, LEA
COUNTY, NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION:

This cause came on for hearing at 8:15 a.m. on September 5, 1990, at Santa Fe, New
Mexico, before Examiner Michael E. Stogner.

NOW,onthis 29+h day of October, 1990, the Division Director, having considered

the testimony, the record, and the recommendations of the Examiner, and being fully
advised iz the premises,

FINDS THAT:

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

2) Div.ision Case Nos. 10062, 10063 and 10064 were consolidated at the time .
of the kearing for the purpose of testimony.

@) The applicant, OXY USA, Inc., seeks the statutory unitization, pursuant
to the "Seatutory Unitization Act”, Sections 70-7-1 through 70-7-21, NMSA (197%), of
1561.19 =res, more or less, being a portion of the Central Corbin-Queen Pool, Lea
County, New Mexico, said portion to be known as the Central Corbin Queen Unit; the
applicant further seeks approval of the Unit Agreement and the Unit Operating

Agreement which were submitted in evidence as applicant’s Exhibit Nos. 14 and 15 in
this cose.

Tab iS5



Case No. 10062
Order No. R-9336
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(4)  The horizontal limits of said unit area should be comprised of the
following described Federal and Fee lands in Lea County, New Mexico:

TOWNSHIP 18 SOUTH, RANGE 33 EAST, NMPM

Section 3: Lot 4, SW/4 NW/4, and W/2 SW/4
Section 4:  Lots 1,2 and 3, S/2 N/2, and S/2
Section 8: E/2 NE/4

Section 9:  N/2, N/2 SW/4, SE/4 SW/4, and SE/4
Section 10: W/2 NW/4 and NW/4 SW/4

(5) The horizontal limits of said unit are within the governing boundaries of
the Central Corbin Queen Pool and have been reasonably defined by development.

(6)  The vertical limits of said Unit Area should comprise that interval which
extends from an upper limit described as 215 feet below mean sea level or at the top of
the Queen formation, whichever is higher, to a lower limit at the base of the Queen
formation; the geologic markers having been previously found to occur at 4200 feet and
4246 feet, respectively, in OXY USA, Inc’s Federal AA Well No. 1, located 990 feet
from the North line and 1980 feet from the East line (Unit B) of Section 9, Township
18 South, Range 33 East, NMPM, Lea County, New Mexico, as recorded on the
Schlumberger CNL-LDT log taken on November 10, 1984, said log being measured from
a kelly drive bushing elevation of 3985 feet above sea level.

(7)  The unit area contains nine separate tracts of land owned by twenty-eight
different working interest owners.

(8)  The applicant has made a good faith effort to secure voluntary unitization
within the Unit Area and at the time of the hearing 93.03 percent of the working interest .

owners and approximately 91.792 percent of the royalty interest owners were effectively
committed to the unit.

(9)  The applicant proposes to institute a waterflood project for the secondary
recovery of oil and associated gas, condensate, and all associated liquefiable

hydrocarbons within and to be produced from the proposed unit area (being the subject
of Division Case No. 10063).

(10) Santa Fe Exploration Company, a 2.00833 percent working interest owner

in said unit appeared at the hearing in opposition to this case but presented no new
technical evidence for its opposition.
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(11) The proposed secondary recovery operations should result in the additional
recovery of approximately 550,000 barrels of oil.

(12) The unitized management, operation and further development of the
Central Corbin Queen Unit Area, as proposed, is reasonably necessary to effectively
carry on secondary recovery operations and will substantially increase the ultimate
recovery of oil and gas from the unitized portion of the pool.

(13) The proposed unitized method of operation as applied to the Central
Corbin Queen Unit Area is feasible and will result with reasonable probability in the

increased recovery of substantially more oil and gas from the unitized portion of the pool
than would otherwise be recovered without unitization.

(14) The estimated additional costs of such operations will not exceed the
estimated value of the additional oil so recovered plus a reasonable profit.

(15)  Such unitization and adoption of applicant’s proposed unitized method of
operation will benefit the working interest owners and royalty owners of the oil and gas
rights within the Central Corbin Queen Unit Area.

(16) The granting of the application in this case will have no adverse effect
upon the Central Corbin-Queen Pool.

(17) The applicant’s Exhibit Nos. 14 and 15 in this case, being the Statutory
Unit Agreement and the Unit Statutory Operating Agreement, respectively, should be
incorporated by reference into this order.

(18) The Central Corbin Queen Unit Agreement and the Central Corbin Queen
Unit Operating Agreement provide for unitization and unit operation of the Central

Corbin Queen Unit Area upon terms and conditions that are fair, reasonable and
equitable, and include:

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

()

(d)

®

(8)

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

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

interest may be sold and the proceeds applied to the payment of
his costs;

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

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

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

the time when the unit operation shall commence and the manner
in which, and the circumstances under which, the operations shail

terminate and for the settlement of accounts upon such
termination.

(19) Section 70-7-7.F. NMSA of said "Statutory Unitization Act" provides that
any working interest owner who has not agreed in writing to participate in a unit could
have relinquished to the unit operator all of its operating rights and working interest in
and to the unit until his share of the costs has been repaid plus an additional 200
percent thereof as a non-consent penalty.
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(20) At the time of the hearing, the applicant requested that no additional
penalty be assessed these working interest owners in said unit who have not committed
their interests.

(21) The statutory unitization of the Central Corbin Queen Unit Area is in
conformity with the above findings, and will prevent waste and protect correlative rights
of all interest owners within the proposed unit area, and should be approved.

IT IS THEREFORE ORDERED THAT:

(1)  The application of OXY USA, Inc. for the Central Corbin Queen Unit
Agreement, covering 1561.19 acres, more or less, of Federal and Fee lands in the
Central Corbin-Queen Pool, Lea County, New Mexico, is hereby approved for statutory

unitization pursuant to the “Statutory Unitization Act", Sections 70-7-1 through 70-7-21,
NMSA (1978).

(2) Thelands covered by said Central Corbin Queen Unit Agreement shall be
designated the Central Corbin Queen Unit Area and shall comprise the following
described acreage in Lea County, New Mexico:

TOWNSHIP 18 SOUTH, RANGE 33 EAST, NMPM

Section 3: Lot 4, SW/4 NW/4, and W/2 SW/4
Section 4:  Lots 1, 2 and 3, S/2 N/2, and S/2
Section 8: E/2 NE/4

Section 9:  N/2, N/2 SW/4, SE/4 SW/4, and SE/4
Section 10: 'W/2 NW/4 and NW/4 SW/4

(3)  The vertical limits of said Unit Area shall comprise that interval which
extends from an upper limit described as 215 feet below mean sea level or at the top of
the Queen formation, whichever is higher, to a lower limit at the base of the Queen
formation; the geologic markers having been previously found to occur at 4200 feet and’
4246 feet, respectively, in OXY USA, Inc.’s Federal AA Well No. 1, located 990 feet
from the North line and 1980 feet from the East line (Unit B) of Section 9, Township
18 South, Range 33 East, NMPM, Lea County, New Mexico, as recorded on the
Schlumberger CNL-LDT log taken on November 10, 1984, said log being measured from
a kelly drive bushing elevation of 3985 feet above sea level.
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(4) The applicant shall institute a waterflood project for the secondary
recovery of oil and associated gas, condensate and all associated liquefiable
hydrocarbons within and produced from the unit area, and said waterflood project is the
subject of Division Case No. 10063.

(5}  The Central Corbin Queen Unit Agreement and the Central Corbin Queen
Unit Operating Agreement, which were submitted to the Division at the time of the

hearing as Exhibits 14 and 15, respectively, are hereby incorporated by reference into
this order.

(6) The Central Corbin Queen Unit Agreement and the Central Corbin
Queen Umit Operating Agreement provide for unitization and unit operation of the
Central Ciarbin-Queen Pool upon terms and conditions that are fair, reasonable and
equitable.

(@) Since persons owning the required statutory minimum percentage of
interest #m the unit area have approved or ratified the Unit Agreement and the Unit
Operatimg Agreement, the interests of all persons within the unit area are hereby
unitized whether or not such persons have approved the Unit Agreement or the Unit
Operating Agreement in writing.

(8) Any working interest owner who has not agreed in writing to participate
in the uwnt prior to the date of this order shall be deemed to have relinquished to the
unit operator all of his operating rights and working interest in and to the unit until his

share oftfbz costs has been repaid. Such repayment shall include no non-consent penalty
(Section 78-7-1.F NMSA 1978).

) The applicant as Unit Operator shall notify in writing the Division Director
of any remawal or substitution of said Unit Operator by any other working interest owner
within the area.

(10) Jurisdiction of this cause is retained for the entry of such further orders
as the Thmision may deem necessary.



Case No. 10062
Order No. R-9336
Page 7

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

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

WILLIAM J. LEMA
Director

SEAL
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UNITIZATION OF THE MEYERS LANGLIE-MATTIX
PURSUANT TO N.M. STATUTORY UNITIZATON ACT

A Correcting Oxy USA’s factual misstatements
Tab 16

B. Operative documents in Case No. 6987 Application of Getty Oil
Company for Statutory Unitization, Lea County, New Mexico

APPLICATION June 20, 1980

Tab 17A

TRANSCRIPT OF HEARING August 5, 1980

Tab 17B

ORDER R-6447 August 27, 1980

Tab 17C

1. Additional investment costs of $1.6 million from which

$600,000 can be deducted by eliminating duplicating
facilities. Additional recovery of 500,000 barrels of oil
and gross added value to the unit of $18.24 million
Findings (9)-(14)

2. Unitization of all acreage and “of all persons within
the unit area...whether or not such persons have
approved the Unit Agreement or the Unit Operating
Agreement in writing.” when the required
percentage of persons have approved or ratified.

RATIFICATION AND APPROVAL
September-October 1980
17D

GETTY AFFIDAVIT FOR PROOF OF RATIFICATION
(Blohm. December 24, 1980)
17E

C. Carr transmittal letter June 19, 1980
Tab 18



OXY USA, Inc.’s On page 5 Oxy reverses

Motion to Dismiss
Page 4

... because the working interest
owners of the Unit Tracts from
whom Hartman obtained his
working interest in the Myers
Langlie Mattix Unit were not
the subject of this statutory
unitization order. ©

itself and says the
opposite: “The owners of
the working interest
now owned by Hartman
were notified of and had
the opportunity to
appear in both
unitization hearings but
did not do so0.”

7 A
¢ None of these owners was Geﬁy s letter of Febr uary 5 )

provided with notice of
hearing for Case 6907 which
demonstrates no intention to
affect the working interest
owners by statutory
unitization

Tab l6

1980 to “Myers Langlie
Mattix Unit Working
Interest Owners” advises
1n detail of the intention
to apply for statutory
unitization and requests
information and
cooperation from those
owners. 7AB 16A (Letter
was Exhibit 15 in Case
No 6987 and Exhibit 8
to Motion to Dismiss).



OXY USA, Inc.’s
Motion to Dismiss

Page 5

On November 16, 1973, the
Division entered Order R-
4660 in Case 5086 approving
the Myers Langlie Mattix

Unit ...

Wrong. Order R-4660 in
Case no. 5086 purports
to approve MLMU Unit
Agreement and nothing
more.

Oxy does not attach a copy
of that order to its
motion, preferring to
charactize it. (See TAB 2
for a copy) New Mexico
law contains no
provision for approval
of voluntary unitization
agreements. See Kramer
& Martin, The Law of
Pooling and Unitization,
(3rd Ed.) Sec. 17.03
note 49.28




OXY USA, Inc.’s
Motion to Dismiss

Page 5

Furthermore, this application
did not change the boundary
of the Unit or the participation
of any working interest owner
in the Unit.

8 See Exhibit 8 attached. Copy
of Getty’s Exhibit 15 in Case
6987.

Wrong. At the hearing held
before the Commission
on August 5, 1980, it
developed that a
number of tracts were to
be excluded. To
accomodate those
changes the fract
descriptions in Exhibit A
to the Unit Agreement
had to be changed
(Exhibit 10 in the
hearing). Later the day
of the hearing Getty’s
attorney (Mr. Carr)
delivered a revised
Exhibit B to the Unit
Agreement. 7AB 168



OXY USA, Inc.’s
Motion to Dismiss
Page 5

7 See Exhibit 7 being Exhibit
14 in Case 6987.

Exhibit 7 to the Motion to
Dismiss 1s not a copy of
Exhibit 14 in Case No.
6987. 1t 1s a letter from
Getty to royalty interest
owners dated July 14,
1981, eleven months
after the hearing



OXY USA, Inc.’s

Motion to Dismiss

Page 15
Hartman argues that he has
declared himself to be a “non-
consenting” working interest
owner and therefore OXY’s
sole remedy 1s to “take”
Hartman’s share of unit
production until such time as
OXY has been reimbursed for
Hartman’s share of the costs.
Unfortunately, if that is OXY’s
remedy which they deny,
Hartman has precluded OXY
from taking Hartman’s share
of his oil because he now has
taken an estimated 16,728
barrels of oil and keeps
switching purchasers in order
to avoid OXY’s right to take.?”

298ee Exhibit 20 attached.

False. Hartman has never
switched purchasers.
He took control of the
sale of his oil for the first
and only time by a
contract with Scurlock
Permian on September
1, 1995 that has enabied
the receipt of an average
ten percent better price
than when the oil was
sold by Oxy -~ thus, to
Oxy’s financial benefit
under the nonconsent
provision. Hartman
holds about $250,000.
in oil sale revenue to
turn over to Oxy when
Hartman’s carried
position is recognized by
OXy.



Cetty

Getty Oil Company | P.O. Box 1231, Midland, Texas 78702 * Telephone (915) 683-6301

Audra B. Cary. District Production Manager
Central Exploration and Production Division

February 5, 19890

File: Myers Langlie Mattix Unit
Langlie Mattix Field
Lea County, New Mexico

Re: PRequest for Division Orders

MYERS LANGLIE MATTIX UNIT
WORKING INTEREST OWNWERS

Gentlemen:

The Myers Langlie Mattix Unit became effective Februar:
1974 with Skelly Oil Company (Gettv 0il Company) desicgn
as the Unit Operator. Since unitization numerous atten
have been made to obtain ratification of the Unit from

all royalty owners. At the present time there are 14 tracts
within the Unit which have been ratified by all working
interest owners, but not all royalty interest owners have
ratified.

It is estimated that approximately 500,000 Bbls. of oil will
not be recovered unless the royalty under these tracts are
pooled. The unrecovered reserves wilil be primarily due to

the inability of securing a leaseline agreement with the
Pearson, Seibert, and Carter Foundation which hinges on the
conversion of Well No. 226. This well is the only w2ll on
Tract No. 81 which has unsigned royalty interest. Legal
implications would disallow our converting this well unless
the royalty is forced pooled. Additional unplanned investments
in operating cost will be required if these unsigned tracts
are not forced pcoled. The investment necessary to install
new production facilities and modify existing facilities on
the 14 tracts will total $600,000. additional operating costs
to maintain these batteries will be $%0,000 per year.

Tl]
(_ )

E
OIL CON
SCI.n

Subnuﬁea by
Tab 16Ga Hearing Daie SLSJ /QO




Myers Langlie Mattix Unit
Langlie Mattix Field
Lea County, New Mexico Page 2

In order to eliminate the unnecessary expenditures and increase
the recovery from this Unit, Getty 0il Company proposes to
apply for statutory unitization for the subject Unit. This
application will in no way change the existing boundary of

+he Unit or the current working interest owners participation
in the Unit. The overall effect on the existing ratified
royalty interest participation will be insignificant as

only a few royalty interest owners on 14 tracts have not
sicned.

In order to prepare for the proposed statutory unitization
of this Unit, we are requesting that each working interest
owner provide this office with a current division order
showing all royalty interest owners and indicating which
rovelty interest owners have not ratified the -Unit Agreement.
The Division Orders should include the royalty interest owner's
name, current address, unit participation percentace, the
tract's in which the royalty owner participates ané an
indication if the royalty owner has not ratified the Unit
Agreement. Your prompt attention and cooperation will help
us expedite implementation of this proposal and hearing.

Any cuestions concerning this proposal should be directed
toMxr. J. E. Eagkin at this office.

Yours very truly,

er/ttff:’«g/ O< \_/;(48;

Audra B. Cary

JEErslw
‘-—7./// .
cc: Mr. R. J. Starrak .

Mr. J. E. Ezkin
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August 5, 1980

Mr. Joe D. Ramey
Director
Cil Conservation Division

New Mexico Department of HAND DELIVERED

Energy and Minerals
Post Office Box 2208
Santa Fe, New Mexico 87501

Re: Case No. 6987: Application of Getty Oil Company
for Statutory Unitization of the Myer Langlie-
Mattix Unit, Lea County, New Mexico

Dear Mr. Ramey:

Enclosed in triplicate is a revised Exhibit B which is part
of tha 1976 Revision to the Myer Langlie-Mattix Unit Agree-
ment. Getty offered this as their Exhibit No. 10 ia the
above-referenced case. We have deleted from Exhibit B all

non-gualified tracts which have been excluded from the unit
area.

If yoo have questions about the enclosed, please advise.

;gézL:iji? yours,

William F. Carr
WEC:1xx
Enclomare

cc: Mr. James E. Eakin, Jr.
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BEFORE THE ‘-t CUl3ANALS . " o
OIL CONSERVATION COMMISSION .
NEW MEYICO DEPARTMENT OF ENERGY AND MINERALS
APPLICATION OF GETTY OIL COMPANY

FOR APPROVAL OF STATUTORY UNITIZA- CASE (.G &>
TION, LEA COUNTY, NEW MEXICO

APPLICATION

Comes now, GETTY OIL COMPANY, by and through its under-
signed attommeys and pursuant to the provisions of the Statutory
Unitization Act (Sections 70-7-1 through 70-7-21, H.M.S.A., 1678
Comp.) héreby applies to the New Mexico 0il Conservation Commis-
sion for an Order unitizing the Myers Langlie-Mattix Unit, Lea

County, New Mexico, and in support of its application states:

1. Getty 0il Company {(Getty) is a Delaware corporation
authorized to transact business in the State of New Mexico
and is engaged in the business of, among other things,

producing and selling oil and gas.

2. The Proposed Unit Area for which this application is
made consists of 9,360 acres, more or less, of Federal,
State and Fee land in Lea County, New Mexico, and is
more particularly described on Exhibit A attached hereto
and incorporated herein by reference. Getty proposes to
seek an order pursuant to the Statutory Unitization Act
providing for unitized management, operation and further
development of the Project Area. A plat of the Project
Area is attached hereto as Exhibit B and incorporated

herein by reference.

3. The vertical limits of the formation to be included

within the proposed unit area means that interval which

Tab 1'7fa

1
i
.
1

,f




extends from a point 100 feet above the base of the Seven
Rivers formation to the base of the Queen formation; said
interval having been heretofore found to occur in the
Texas Pacific 0il Company's Blinebry “B" No. 3 well
(located 2310 feet from the west line and 330 feet from
the north line of Sectien 34, Township 23 South, Range 37
East, Lea County, New Mexico) at an indicated depth
interval of 3168 feet to 3570 feet, as recorded on the
Schlumberger Electrical log Run No. 1 taken December 26,
1952, said log being measured from a derrick floor eleva-

tion of 3300 feet above sea level.

4. The portion of the reservoir involved in this applica-

tion has been reasonably defined by development.

5. The type of operations being conducted in this unit

is secondary recovery by means of water flooding.

6. Attached to this application as Exhibit C and incor-
porated herein by reference is a copy of the proposed
plan of statutory unitization which Getty considers fair,

reasonable and equitable.

7. Attached to this application as Exhibit D and incor-
porated herein by reference is a copy of the proposed
operating plan covering the mamner in which the unit will

be supervised and managed and costs allocated and paid.

8. Getty further states:
a. That the unitized management, operation and
further development of the portion of the Langlie-

Mattix pool which is the subject of this application




9.

is reasonably necessary in order to effectively carry
on secondary recovery operations and to substantially
increase the ultimate recovery of oil from the unit-
ized portion thereof.

b. That unitized methods of operations applied to
the portion of the Langlie-Mattix pool which is the
subject of this application are feasible, will prevent
waste and will result with reasonable probability in
the increased recovery of substantially more oil from
the unitized portion of the pool than would otherwise
be recovered.

¢. That the estimated additional costs, if any, of
conducting such operations will not exceed the
estimated value of additional oil so recovered plus
reasonable profit. ‘

d. That such unitization and adoption of unitized
methods of operation will benefit the working interest
owners and the royalty owners of the oil and gas
rights within the portion of the pool directly
affected.

e. That Getty 0il Company, as operator, has made a
good faith effort to secure voluntary unitization
within the portion of the pool affected by this
application.

f. That the participation formula contained in the
unitization agreement allocates the produced and
saved unitized hydrocarbons to the separately owned
tracts in the unit area on a fair, reasonable and

equitable basis.

Approval of the statutory unitization of the Myers

Langlie-Mattix unit sought hereunder is in the interest




of conservation, the prevention of waste and the protec-

tion of correlative rights.

WHEREFORE, Getty 0il Company respectfully requests that
this application be set for hearing before the full Commission
at the earliest practicable date and that the Commission enter

its order granting this application.

Respectfully submitted,

CAMPBELL AND BLACK, P.A.

]

o B

By

William F. Carx

Attorneys for Applicant
Post Office Box 2208

Santa Fe, New Mexico 87501
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STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL COHNSERVATION DIVISION
STATE LAND OFFICE BLDG.
SANTA FE, NEW MEXICO
5 August 1980

COMMISSION HEARING

IN THE MATTER OF:

Application of Getty 0il Company for CASE
statutory unitization, Lea County, 6987

New Mexico.

R e . P

BEFORE: Commissioner Ramey i
. . h
Commissionexr Arnold I

TRANSCRIPT OF HEARING

APPEARANTCES !

Ernest L. Padilla, Esqg.
Legal Counsel to the Commission
State Land Office Bldg. H
Santa Fe, New Mexico 87501

For the 0il Conservation
Commission:

William F. Carr, Lsqg.
CAMPBELL & BLACK P. A.

P. O. Box 2208

Santa Fe, New Mexico 87501

For the Applicant:

"Tab 17b
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MR. RAMEY: We'll call next Case 6987.

MR. PADILLA: Application of Getty 0il
Company for statutory unitization, Lea County, New Mexico.

MR. CARR: May it please the Commission,
I am William F. Carr, Campbell and Black, P. A., Santa Fe,
appearing on behalf of the applicant.

I have two witnesses who need to be

sworn.

(Hitnesses sworn.)

MR. RAMEY: Any other appearances?

HERMAN W. TERRY

being called as a witness and having been duly sworn uvon his

oath, testified as follows, to-wit:

DIRECT EXAMINATION
BY MR. CARR:
0. Will you state your name and place of
residence?
A My name is Herman W. Terry. I reside at
Hobbs, New Mexico.
Q Mr. Terry, by whom are you employed and

in what capacity?

.
!
i
|
|
|
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L

A I'm employed by Getty 0il Company as Area
Engineer in the Hobbs area.’

e} Have you previously testified before this
Commission or one of its Examiners and had your credenﬁials
accepted and made a matter of record?

A, Yes, sir, I have.

0 Are you familiar with the application of

7 PE. S e T 3 3 4 3
Getty Cil Company as filed in this case?

U

=]
r<
@
n
0
d
a1

o

And are you familiar with the Myers
Langlie-Mattix Unit?

A. Yes, sir, I amn.

1
|
|
i
il

i

MR CARR: Are the witness' qualifications

acceptable?

MR. RPAMEY: Yes, they are.

e Mr. Terry, will you please explain what
Getty 0il Company seeks with this application?

A Yes, sir. With this application Getty
0il Company is seeking to statutorily unitize for the purpose
of continued secondary recovery operations those mineral in-
terests which underlie the Myexrs Langlie-Mattix Unit of which
Getty 0il Company is the operator.

0. Will you please summarize the events whic
hav® led up to this hearing?

A Yes, sir. Case No. 5087 was heard at an

[

=
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Examiner's Hearing on October 31st, 1273. At this hearing

Skelly 0il Company, how Getty 0Oil Company, sought permission
to initiate a secondary recovery project in the Langlig—Matti%
Pool in Lea County, New Mexico. ?

Order No. R-4680 was issued by the Com-

mission on November 20th, 1973, authorizing the project. The

unit was effective on February lst, 1974, and the unit agree-

To date in excess of 99 percent of both

i
. . - . I
the working interest owners and royalty interest owners have L

effort to obtain 100 percent ratification of the unit agree-
ment.
MR. WUTTER: What was the percentage agaid

please? I
|

A In excess of 99 percent of both working |

'
'
i

interest and rovalty interest owners. ‘

|
‘i
E
:
|
However, there still remain a total of
13 tracts for which we do not have 100 percent ratification
of the royalty interest owners. On these tracts we are main-
t2ining separate production facilities. Statutory unitizatior
of these unsigned royalty interests will greatly benefit
the working interest owners, royalty interest owners, as well

as overriding royalty interest owners, of the unit. It will

allkow Getty as unit operator to enter into lease line agree-




¢ W. BOYD, C.S.R.

S/

Rt. 1 Box 193.B
Santa Fe, New Mexico 87501

Phone (505) 455-7409

10

1

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Page 7

ments with offset operators and more efficiently flood the

unit area. It will reduce operating costs, increase oil re-

|

'r

covery, and extend the ecconomic life of the unit. ’
Q. Mr. Terry, are you familiar with the i

New Mexico statutory unitization act?

A Yes, sir, I am.

0. Have you prepared certain exhibits for
introduction in this case todav?

a. Yes, sir, I have.

0. Will you please refer to what has been
marked for identification as Getty 0il Company Exhibit Number
One and explain to the Commission what this is and what it
shows? "

A Exhibit Number Cne is an index map which
shows the location of the Myers ILanglie-Mattix Unit in Lea
County, New Mexico. This unit is located approximately nine
miles north of Jal, New Mexico. b

0. Will you now refer to Exhibit Number Two %

|
2nd explain this to the Commission?

A Exhibit Number Two is an ownership map
on which the unitized area of the Myers Langlie-Mattix Unit
has been outlined in magenta. The tract numbers have been
ifentified and the Federal, State, and fee land is identifiedﬂ

Those tracts of fee land are further identified to indicate

whiich tracts have less than 100 percent ratification of the
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unit agreement.

As I previously mentioned, there are a
total of 13 unsigned tracts. These tracts being Tracts Nos.
50, 52, 53, 54, 55, 56, 61, 64, 65, 66, and Tract §81.

0. Mr. Terry, I believe also Tracts 43 and
45 are characterized as unsigned, is that correct?

A Yes, sir, that is correct.

0. And when you say unsigned fee land, it
doesn't mean that there are no interests in the tract that
are signed, it means that there are just some fractional in-
terests that have not committed, is that correct?

A Yes, there ~- in most cases we have the
biggest majority of the interests signed and in mast cases
it's one royalty interest owner that has not ratified the
agreement.

0. Now on this plat the area that's out-

lined in magenta, that is the existing unit boundary, is thatl

correct?
A. Yes, sir, that is correct,
Qo That is also the proposed unit boundary?
A, Yes, sir, we're not proposing to change

the unit boundary in any way.
0 Mr. Terry, what formation is being unit-
izeg?

A The Langlie-Mattix Pool.

|
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How is the unitized interval being de-

10

fined? That 1is, what are the vertical limits of this --

. The unitized interval is defined as the

interval which extends from a point 100 feet above the base j

|
of the Seven Rivers formation to the base of the Queen forma-
tion, this interval having been heretofore found to occur in

the Texas Pacific 0il Company Blinebry B No. 3 Well, which

is logcated 2310 feet from the west line and 330 feet from

the north line of Section 34, Township 23 South, Rance 37 f

East, Lea County, Hew Mexico. y

In this well the unitized interval was i
|
present at an indicated depth interval of 31€8 feet to 3570 |
|

feet, as recorded on the Schlumberger electrical log run num-|

ber one, taken December 26th, 1952, this lcg having been ;

measured from a derrick floor elevation of 3300 feet above {

sea level.
0. Has the portion of the reservoir that youj
propose to unitize been reasonably defined by development?
A Yes, sir, it has.
0. Are there windows within the present
unit area?
A. . Yes, sir, there are. Referring back to
Exhibit Two, you'll note that there are three windows which

are present in the unit. The two smaller windows in the

western half of the unit present little, if any, operational
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difficulties as far as secondary recovery operations are con-
cerned; however, I wish to point out that it's not the pur-
pose of this hearing to close either of these two windows

in the western half or the larger window in the easterﬂ half

of the unit.

o} Now, I direct your attention to this

larger unit in the eastern portion of the unit area. Will

m

granting of this applicaticon facilitate yvour being able to
cooperatively waterflood this area?

A. Yes, sir, in this statutory unitization

we'll facilitate the execution of a cooperative lease line
agreement with this large window and our other offset oper-
ators in this portion of the field,. }
Q Will you now refer to Getty's Exhibit ﬁ
Number Three and explain this to the Commission? H
A, | Exhibit Number Three is a map which showsﬂ
|
the status of wells contained in the Myers Langlie-Mattix
Unit and proposed wells and conversions.
You will note that there are a number
of wells which have been converted to injection service bhut
are shut-in because of the delay in executing a lease line
cooperative flood agreement with offset operators. The un- |
signed royalty interests are the primary reason for this

delay. For example, Well No. 226 in the southeast corner

of the unit is proposed for injection service and is a key
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well for any lease line agreement that we might execute; how-
ever, Well No. 226 is the only producing well on Tract 81,
which is one of the unsigned tracts and cannot be converted
to injection service at this time. |

0. What is the status of the sign-up in that

particular tract?

A It is less than 100 percent.

Q. Is all the working interest committed?

A Yes, sir, all the working interest is
committed.

0 But you do have an outstanding royalty

interest owner that --

A. Yes, sir, we do --
0. -- has not signed?
a. -~ have an outstanding royalty interest

that has not ratified.

0. Will you please refer to what has been
marked for identification as Getty Exhibit Mumber Four and
explain the data contained on this exhibit to the Commission?

a Yes, sir. Exhibit Number Four is a com-
parative production schedule which anticipates production
with and without statutory unitization.

Case number two, the case number two
schedule reflects the anticipated benefits of statutory

unitization. Uith the lease line agreement and the drilling
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and conversion of wells, as shown on Exhibit Three,‘it is an-
ticipated that 500,000 barrels of additional secondary re-
covery of o0il will be recovered.

Production facilities on these unsigned

tracts are old and in any case only temporary. Without

statutory unitization investment of $600,000 will be required

in the near future for new production facilities on the un-
éigned tracts, and operating expenses are estimated to be

$380,000 greater per month than with a statutory unitization.

It is further anticipated that the life

of the unit will be shortened by two vears because of the ’

higher operating expenses without statutory unitization. !

0. Mr. Terry, will you now refer to Exhibit

Mumber Five and review this for the Commission?

a. Exhibit Humber Five is a listing of esti-

mated reserves by well which will be lost if the unsigned
tracts are not statutorily unitized. This is a very conser-
vative estimate based upcn our recovery in other areas of the
unit with fully developed waterflood pattern.

0. Mr. Terry, is unitized management, oper-
ation, and further development of a portion of the Myers
Langlie-Mattix Pool covered by this application reasonably
necessary to substantially increase the ultimate recovery of

0il from the unitized nortion thereof?

A, Yes, sir, they are.
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0. And exactly what type of secondary re-

covery operations are you employing?

A, VWaterflood. i

i
0. Now will you refer to Getty Exhibit Numbeﬁ

;
'|1
|
|
|

the gross value of the 500,000 barrels of secondary oil which .

can be recovered with statutory unitization. This calculation

Six and explain this, what this shows.

A Exhibit Number Six is a calculation of

indicates the gross value of this production to be $18.24-

million. This exhibit also indicates how this additional

gross revenue would be divided.

0. And what price were you using in computiné

il

those figures? i
A We're using an average -- a first quarter
1980 average price of $36.48 per barrel. |

0. Are you taking into consideration the

windfall profits tax and other taxes? b

A No, sir, this is strictly a gross calcu-
lation. We're not trying to account for windfall profit tax
or any taxes at all.

0. Now I believe you stated if this applica-
tion is granted, additional costs will be incurred in developi
the unit. 1Isn't that correct?

A Yes, sir, that's correct. 1It's antici-

pated that an investment of approximately 1.6 million dollars

ng
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will be required for new wells and conversion, assuming that

as a result of statutory unitization we are able to execute

a lease line agreement with offset operators; however, statu-

o

tory unitization will make the anticipated $600,000 investmen

. . . . . |
for facilities for the unsigned tracts unnecessary, and will

result in future -- a lower future operating expense, as well.

0. Will the estimated value of the additional
1

0il recovered from unitized management, plus a reasonable ¥

1
i
o

profit, exceed the additional cost, if any, of conducting
these operations?

A Yes, sir, it will. Just briefly 1looking,

with a 1.6 million dollars reguired, with a saving of $600,000,

we're lookincg at slightly, probably only approximately Sl—millﬁo
i
i
investment and the gross income that we anticipate is $18.24-
million, |

0 Mr. Terry, will you now refer to what H

has been marked Getty 0il Company Exhibit Number Seven and

explain this to the Commission?
A Exhibit Number Seven is a graph of the
monthly oil and water production from the Myers Langlie-Mattix

Unit. The producing gas/oil ratio has been calculated and

curves graphically point out the excellent response that we 've |
experienced in the Myers Lanclie-Mattix Unit.

Q Are unitized methods of operation as applied
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to the area covered by this application feasible?
A. Yes, sir, I think from looking at Exhibit

Seven that you can definitely see that they are feasible.

0. Will you not refer to Exhibit MNumber Eight
and explain what this is and what it shows? ’

A Exhibit Number Eight is a graph of the

tion. BAs previously stated, statutory unitization will result

in the recovery of an additicnal 500,000 barrels of secondary |
0il and extend the economic life of the unit by two years, and|
this is graphically presented in this exhibit.

0. Mr. Terry, will unitization and adoption !

of the proposed unitized methods of operation benefit working J
interest owneré and royalty interest owners in the area affectéd
by this application? H
A Yes, sir, it will benefit all working i
interest owners, all rovalty interest owners, and all over- b
riding royalty interest owners, as well.
0. Have you reviewed this application with

the USGS?

A Yes, sir, we discussed this application

Tt

with the USGS in January of this year and it was requested tha

|

. |
we keep them informed. We've contacted them since then. We

have a meeting scheduled in Albuguerque with the USGS in the

morning to discuss the application.
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Q Have you reviewed the application with the

State Land Office?

A Yes, sir, we've -- the State Land 0Office

has been notified and it's been indicated to us that they will |

approve the unit agreement following the issuance of a statu-

tory unitization order.

0 And they're going to re-approve the --
the unit at that time?

A. Yes, sir, that's correct.

0. Is unitized management operation and fur-

ther development of that portion of the Langlie-Mattix Pool,

which is the subject of this application, reasonably necessary |

to effectively carry on secondary recovery operations?

A. Yes, sir, it is.

0. Will unitized methods of operation preven
waste of o0il and result with reasonable probability in an in-
creased recovery of substantially more oil from the unitized
portion of the pool than otherwise would be recovered?

A Yes, sir.

0. Mr. Terry, is Getty, as unit operator of
this unit, do they presently have authority to commit addi-
tional wells to injection in the unit area by administrative
procedure?

A Yes, sir, we do.

0 and are you requesting that any order
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resulting from this hearing likewise permit conversion of ad-
ditional wells to injection by administrative procedure?

A Yes, sir, we are.

0. In your opinion will granting this appli-(
cation be in the interest of conservation, the prevention of

waste, and the protection of correlative rights?

A Yes, sir.

0 Were Exhibits One through Eight prepared
by you or under your direction and supervision?
A. Yes., sir, they were. ‘

MR. CARR: At this time, may it please

the Commission, we would offer into evidence Zpplicant's Ex-

hibits One through Eight.

MR. RAMEY: The Exhibits One through

Eight will be admitted.
1
|
MR. CARR: We have nothing further of |

this witness on direct.

MR. RAMEY: Any questions of the witness?|

i

Mr. Nutter?

QUESTIONS BY MR. NUTTER:

Q. Mr. Terry, you stated that you weren't
seeking to close the windows that are in the unit area. In
looking at your Exhibit Number Three, first of all, I don't

have on my legend an explanation of what the orange circles
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depict. Should that be colored on the legend?

A Yes, sir, that should be shown converted
shut-in.

Q Okay, that's --

A The orange -- the orange circles.

0 And then I look up here at the Atlantic

tract, which is in Section 30. 1It's a 40-acre tract, and on
Section 3 it would appear that there are two green tracts

shown there, or two green circles.

A Yes, sir.

0 Being injectors, and two tilted squares,
being -~ indicating they're proposed for injection.

A Yes, sir, that's correct.

0. And then on that 40-acre tract there's a

square around a circle that says proposed producer.

Now why aren't you closing the window

there? You've got four injection tracts surrounding a 40-acrey

tract. It looks like you're driving oil off the unitonto
that 40-acre tract without any protection for the unit?

8 We've discussed this with ARCO, bringing
this particular window into the unit. It's just we're'not
seeking to do this at this time, but our -- this is an unde-
veloped tract. ARCO has expressed an interest to bring the
window into the unit.

0 Do you think it's going to be committed
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to the unit?

A Yes, sir, I feel that in the future it

will be committed to the unit.

o) What incentive does ARCO have to come into

the unit? It's sitting there with a producer surrounded by
four injection wells.,

A Presently there's only two injection
wells and I'm sure ARCO's future action will dictate whether
or not we convert these other two wells to injection service.

i (

This is -~ this is simply a proposed pattern of cevelopment ”
for the unit at this point. !
|

0. Wow I can understand down here in the J;

southwest corner of the unit, that company has one rroposed
injection well and one proposed producing well, so you'd come
out even with respect to unit operations there. J

A Well, this is our proposal here, as far
as this injection well, and then we've discussed with these i
people, as well, the possibility of bringing this window into
the unit, or somertype of cooperative agreement.

0. Uh-huh, and if you had a cooperative
agreement, the unit would come out even, wouldn't it, with
respect to the 80-acre tract --

A. Yes, sir, this well --

0. -- even if they didn’t come in.

A, Yes, sir, that's correct.
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0. and then this Carter Foundation lease ove?
to the east here has a number of injection wells and producing

wells. You are working on a line agreement with that company?

A Yes, sir, we are. We have discussed a |
line agreement with the Carter Foundation. They are definitel§
not interested in entering the unit. They do wish to execute
a lease line agreement and the biggest hold-up on that is in

this Well 226.

e Well now, you didn't have statutory unit-|

ization available to you when this unit was originally put

together.

A No, sir. _
|
- ‘1

0. And you couldn't make Carter come in under
1

?
you now. Why haven't you broucht these undeveloped -- or thes£

|

i
|
:
|
§

any kind of a statutory unitization, but it is available to

uncommitted tracts in? ‘

A We - we just don't choose to bring in )
Carter Foundation. We feel that a lease line agreement is --
is the way we would prefer to go on it, rather than try to
bring in this particular window.

0 Uh-huh, 1llow, why are these converted
injection wells shut-in, that being the orange wells? Because,
you haven't arrived at a lease line agreement?

A Yes, sir, because we do not have an

agreement.
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0. Uh-huh, and when you have an agreement,

those wells will be put back on injection?

A Yes, sir, that's correct.
o They did inject at one time?
A, No, they were -~ no, sir, they were con-

verted and injection tubing was ran and they've been shut-in
since then. We haven't injected.
D. So you're just ready to go With imjection.
A We're ready to go with this -- this is,

we feel, is the most effective way to flood the unit, and this

|
is the agreement that we're hoping to negotiate with the Carter
|

Foundation.

0. Now on your Exhibit Number Six, Mr. Terry,

! we have all these computations in dollars. The fee royalty

unsigned would gain an additional gross revenue of $7000.
That's -- why is this figure so low, because you have such a

small amount of unsigned --

A. Yes.

0. -- royalty owners?

A Yes.

0. At the present time?

A Yes, sir, that's correct. If you'll look
at the interest there that'the fee royalty -- unsigned fee
royalty have, that -- that's the reason.

0. Uh-huh, now their actual royalty is more

‘f

|

|
i
|
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than this. This is just the additional royalty --
A This is just the additional, based upon

the recovery of an additional 500,000 barrels of oil. .

MR. NUTTEPR: I believe that's all.

Thank you.

MR. RAMEY: Any other questions of the

witness? i

CROSS EXAMINATION
BY MR. RAMEY:

0 Mr. Terry, say if -- if you don't get a l
. : . |
line agreement with Carter Foundation, are you prepared to core

it

i
'

back and regquest that they be force pooled into the unit?

|
I
A I don't think I'm prepared to answer that?’

at this time. I think we would first probably try to arrive !

at a different or a compromise, less than ideal lease line
agreement‘before we would take that course of action.

0. Okay, thank you. k

MR. RAMEY: Any other questions?

MR. NUTTER: One more.

QUESTIONS BY MR. NUTTER:
0. Well, Mr. Terry, I haven't looked at the
description of the unit boundaries in the Exhibit Nine that's

coming up, but the unit boundaries are defined as excluding
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these windows. These are not unit -- these are not windows
of uncommitted acreage in the unit. They're lands that are
outside of the unit, is that it?

A Yes, that's correct. That's the way
it's --
0 Any statutory unitization order does not

affect these because they're not in the unit.

A, That's correct.
0. Okayvy.
A The unit area will remain exactly the

same as 1t is now and these windows are not within the unit.

0. Okay.

MR. RAMEY: The witness may be excused.

Do you want to call your next witness, Mr. Carr?

MR. CARR: I call Harvey O. Woods.

HARVEY O, WOODS
being called as a witness and having been duly sworn upon his

oath, testified as follows, to-wit:

DIRECT EXAMINATION

BY MR, CARR:

0} Will you state your full name and place

of residence?

A Harvey 0. Woods, Midland, Texas.
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0. Mr. Woods, have you previously testified
before this Commission as a landman and had your credentials

accepted and made a matter of record?

3, No, I have not.
0. Would you briefly summarize for the Com-
mission your educational background and your work experience?

A I'm a graduate of Hardin Simmons Univer-

Hy

Kelly and Getty

921

sity in business management. I worked Ior |
0il Compranies for the last twenty-seven years as a roustabout,

i
!
office manager, assistant operations superintendent, and a [
{
!
}
i

0 And by whom are you currently employed? f
A Getty 0il Company. F
0. In what caracity? g
a As a New Mexico area landman.

0. Are you familiar with the application of

Getty 0il Company in this case?
a. Yes, I am. |
0 And are you familiar with the Myers
Langlie-Mattix Unit?

A Yes, I am.

ur

MR. CARR: Are the witness' qualification

acceptable?

MR. RAMEY: Yes, they're acceptable.

0. Mr. Woods, have you prepared certain ex-
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hibits for introduction in this case?

A, Yes, I have.

0. Would you please refer to what has been
marked as Getty Exhibit Number Nine and identify that for the
Commission?

A This is a unit agreement for the develop-
ment and operation of the Myers Langlie-Mattix Unit in Lea
County, New Mexico.

0. Will you now refer to Applicant's Exhibit

Number Ten and explain what this is and what it shows?

A This is the first and second revision of

! the unit agreement that provides for -- that identifies the

character of the land, the waterflooding operation, and the

| unit area.

pation of each of the parties in the unit?

A. Yes, it does.

being conducted in this unit?

A Yes, they are.

0 Would vou please explain the basis for
the participation formula?

A Prior to unitization they had an engineer

0. And is this in a usual form? ﬁ
|
A It's in a usual form, yes. "
I
t
0. And does it set out the basis for partici-

Q. Are the waterflooding opérations present 1\

in
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study committee that made a study of the recommended reservoir
based on past cumulative production, the anticipated secondary
recovery, and the acreage contributions of each tract, and
they arrived at a formula for tract participation from that
study.

Q. In your opinion, does this formula allo-
cate production to the separately owned tracts on a fair,
reasonable, and eguitable basis?

A Yes, it does, and after the unit was
created the working interest owners negotiated an equitable

formula for the tract participation and it was ratified by the

1
|

working interest owners.

0. And that's the formula we're presenting

to the Commission today?

A That is true.

Q. What i1s the basis for participation in
the unit?

A, 85 percent ultimate recovery, 10 pefcent

cunulative past production, and 5 percent acreage.

Q. Mr. Woods, would you please refer to what
has been marked for identification as Getty Oil Company Exhibi
Number Eleven and identify this for the Commission?

A Yes. This is the unit operating agreemen

for the Myers Langlie-Mattix Unit.

Q. Now I'd ask you to review Exhibit Number

(un

u

T
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shows.
A This is a unit operating agreement, Exhibit
D, second rivision, July 1, 1976. It outlines the supervision
of the unit to be exercised by the now operator. It defines
the richts and duties of all parties. It shows how investment%
il

and costs are to be shared. It establishes voting procedure

vorking interest owners. This;

«t

is based on the equal working interest owner participation in |
the unit; sets forth the accountince procedures, and contains

other standard vrovisions in a unit of this type.

0 Okay, so the voting procedures are tied L
|

to the ownership of each of the working interest owners? |

A Yes, based on their participation.

0. And the unit operating agreement, as E
amended, shows how costs will be allocated and paid.

A. Absolutely.

0. Mr. Woods, if statutory unitization is
approved pursuant to this application, will the unit continue

to be operated under the same unit agreement, unit operating

agreement?

A There will be no change in either agreement.

0. Will you now refer to what has been

marked for identification as Getty Exhibit Number Thirteen and

explain to the Commission what this is?
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A Yes. This is a list of the working intere
owners in the Myers Langlie-Mattix Unit, and it shows the unit
participation and indicates which interests are not signed, or

unsigned.

0. What percentage of the working interest |

ownership is presently unsigned?

A Less than 1/100ths of one percent.

0. Will you now refer to what has bheen

marked for identification Getty Exhibit Number Fourteen and

explain this to the Commission?

st

A This is an indemnity agreement with the
Langlie-Mattix Myers Unit. It covers the ungualified tracts
that wish to come into the unit kut will indemnify the other
working interest owners of any type of -- of bills or costs or
any kind of liability against unqualified tracts.

Q. Mr., Vioods, would you now refer to Getty
Exhibit Number Fifteen and explain what this is to the Commis-
sion?

A This is a letter dated October the -- 1I
mean February the 5th, 1980, requesting for Division orders
and any type of information from all working interest owners
to provide us with the information to try to sign unsigned
royalty owners in various tracts in the unit.

Q. and this letter was mailed to all working

interest owners?
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A All unsigned -~ oh, the letter was mailed
to all working interest owners in the unit, yes.

0. And you were attempting to get the most
current address of the royalty interest owners?

A We were trying to cet information to lead
us to sign the unsigned royalty tracts, yes.

0. Now I'd ask you to explain what Exhibit

i Number Sixteen 1is.

A This is a list of the rovalty interest

owners, including the royalty and overriding royvalty interests

within the unit. It shows the rovalty interest, their parti-

. cipation in these tracts. It also indicates the unsigned

royalty owners.

0. That percentage of the royalty interest
ownership is currently unsigned?

A 1/4th of one percent.

Q. Now, Mr. Woods, please refer to what has

been marked for identification as Getty Exhibit Number Seventeén

and explain this to the Commission?

A Okay. This was a letter that was written
to only those that were not committed to the unit.

0. This was only to royalty interest owners?

A These are to royalty interest owners,
overriding royalty and royalty, and the reason for this was

trying to, or attempting to get those people to ratify the uni

1

L9
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Q. And what response did you receive to this

letter?

]
A. About 50 percent of those that were un- 4
i

signed at that particular time responded to this letter.

|
I
o) Would you briefly summarize your prior i

|
:
{
i
!
|
f

|
efforts to get royalty interest owners to commit their interest
|
|

to the unit?

[

!

. : . 3

A For the past five years we've had anywhere

from two to three employees researching records, trying to get|

available information as to the present whereabouts of all theﬁ

unsigned royalty owners. We mailled out certified letters for

a unit agreement, unit operating agreement, and ratification, |
and spent numerous telephone calls and even trips to visit |
with the people that were unsigned to attempt to get those i
people to voluntarily ratify the unit.

Q. Do you believe you have done all that you
reasonabhly can do to obtain voluntary commitment?

A, At this time, yes, I do.

0 Has Getty made a good faith effort to
secure voluntary unitization of all working interest owners
and royalty interest owners in the area affected by this ap-
plication?

A Yes, sir, they have,
{
i
!

Q Will you now refer to what has been marked
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Getty Exhibit Number Eighteen and explain to the Commission
what this is and what it shows?

A This is a tabulation of the royvalty in-
terest, showing a total interest -- total Federal interest, a
total State interest, and the unsigned fee and the signed fee.
And then under the working interest it shows a signed royalty,

the signed working interest and the unsigned working interest,

more than =--

0. What was that? Would vou repeat that
answer?

a, On this right here?

Qo Yes.

A There's a total of less than 2 percent --1

say 2000 to 1 percent does not sign in the royalty and the -- 4

and the working interest ‘ownership.

o And is this total --
A It's not egqual to 100, no. Call it a
round-off area of -- round-off area is allowed out here of

about 2-millionths.

Q. Have there been any changes in this
tabulation since May of 19802

A No change,

0. Mr, Woods, were Exhibits Nine through

Eighteen either prepared by you or can you testify to their
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accuracy from your own knowledge?
A Either by me or under my supervision.

MR. CARR: At this time we would offer

Getty Exhibits Nine through Eighteen.

MR. RAMEY: Getty Exhibits Nine through
Eighteen will be admitted.

MR. CARR: We have nothing further of
this witness on direct.

MR. RAMEY: Any gquestions? Mr. Hutter.

QUESTIONS BY MR. NUTTER:

0. Mr. Woods, in response to questions, Mr.
Terry stated that the CArter Foundation tract, the Atlantic
tract, and this other tract down here in Section 7, were not i

in the unit area; that the unit area was defined by the magenta

line and it excluded those tracts.
{
Then on examination of the unit agreement |

|

and Exhibit A, the Carter Foundation tract is shown to be in

the unit area in Tract 9.

The Atlantic tract is shown in the unit

tion 7 is shown to be Tract Number 67.
Now I realize that in the participaﬁion
they're shown as having zero participation but they are in the

unit area. Now if we enter an order statutorily unitizing the
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unit area, as defined, those tracts are coming in.

A It will have to be revised to exclude
those tracts, the unit agreement.

0. What have we got here to revise it? We

don't have any testimony --

MR. CARR: The two revisions to the unit

agreement, which are Exhibits -- the following exhibits -~ ‘
A. Exhibits right there exclude those. ﬂ

MR. CARR: =-- exclude that from the unit
area. |
0. All right, Exhibit Number One is the ;
|

first revision to the operating agreement. Where are those

exhibits, Mr. Carr?
MR. PADILLA: Isn't that Exhibit Ten?
MR. HIUTTER: ©No, that's the --

MR. CARR: They should be Exhibit Ten, Mr

|
i
r
?z
Nutter. Let's see Exhibit Ten. :

MR. TERRY: It's right there.

MR. NUTTER: Okay, Exhibit Ten is the new
revised Exhibit A to the unit agreement, is that it?

MR. CARR: That's correct.

MR, MUTTER: And Exhibit C here is a re-
vision of the schedule of tract participation. No, it doesn't

exclude Tract 9.

MR. RAMEY: Where -- where is Tract 9?
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MR. NUTTER: Or did you renumber the
tracts?

It calls it an unqualified tract but it's
still listed in here as a tract in the unit.

MR. CARR: Tract 9, like other tracts up
in the -- oh, let's see, Mr. lNutter --

MR. NUTTER:; Tracts 82 and 67, I believe,

MR. CARR: Well, these tracts have been

treated as if they were outside of the unit. There are also

within the original proposed area, but they are treated through-

out as if they are not within the unit area at all and not, !
therefor, windows.

MR, NUTTER: Shouldn't the Exhibit B be
revised to eliminate those tracts?

MR. CARR: Well, perhaps it should be.
It would be consistent with the ad. It would be consistent
with the legal -- with the application and all in this casé
to do that, too, take those out and perhaps an additional re-
vision of Unit B would be necessary to avoid this confusion
on this.

MR. NUTTER: ©Now I note that originally

Tract Number 67 on the original unit agreement and Exhibit C

i

|

|

i
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was shown as being a participating tract, but is now shown as
not participating at all. Did that tract at one time partici-

pate?

MR. CARR: It apparently has never parti-

cipated. It was in the area but unqualified.
MR. PADILLA: Well, the other, Tract 82
and Tract 9 do show zero participation from both, but Tract
67 does show a percent participaticn.
MR. NUTTER: We're looking at Exhibit C
to the unit agreement, the original unit agreement.

MR. CARR: The original?

MR. NUTTER: Right. Okay, now you'll note

there that Tract 9 shows zero participation for Phase One and

zero participation for Phase Two.

Then on the next page Tract 67 shows partL
icipation on Phase One and Phase Two. Tract 82 shows zero
participation for Phase One and Phase Two.

So even though that tract didn't qualify,
apparently at one time it participated.

MR. CARR: Mr. Nutter, there is an error
in the Exhibit C attached to the original unit agreement and
it is correct -- it is corrected by the revisions to it that
were adopted in 1974. If you desire I can call a witness who
can testify to that fact.

MR. NUTTER: Is it shown on one of the
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exhibits?

MR. CARR: It's Exhibit Number Twelve. It's actually
or I'm sorry, Exhibit Number Ten. It's actually the third
page of that exhibit. Exhibit C lists the schedule of tract
participation and Tract 67 has been excluded.

MR. NUTTER: Well, all three tracts are

MR, CAPR: That's correct.

MR. NUTTER: 9 and 567 and 32.

MR. CARR: That's right. That's correct.
And this is in error because it has never participated in the
unit; that is referring to Tract 67.

MR. NUTTER: Okay. Well, apparently Ex-

the unit outline as amended, as the actual unit area, which
excludes the old Tract 9, 67, and 82,

MR. CARR: That's correct.

MR. NUTTER: And also some tracts up on

the north end that --

MR. CARR: That is correct.

MR, NUTTER: -- you mentioned, and a 40-agre

tract down on the south end.
MR. CARR: That's right.

MR. NUTTER: Yeah, one 40-acre tract in

the south end.
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MR. CARR: In Section 9.

MR. NUTTER: Where Well 220 is.

MR. CARR: Yes, sir, in Section 9, that's
correct.

MR, NUTTER: Okay.

MR. CARR: Which is the southwest of the
northeast of that section.

MR. NUTTER: Okay, so now if you could

prepare a new exhibit B to go with this revised Exhibit A, to

MR. CARR: Richt, we can do that.

MR. NUTTER: Excluding those tracts com-

;
Ten as amended would stand as the definition of what the unit i
area is, and it wouldn't affect royalty interests or working ;

1
interests, either one, in those lands that are outside the |
unit area.

MR. CARR: Getty has. the“data to do-that,
and with the Commission's permission, we will supply that data
to you immediately with the amended exhibit reflecting that
these tracts are not just ungualified but not within the unit
area at all.

MR. NUTTER: Not in the unit area at all.

MR. CARR: Correct.
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MR. NUTTER: Right. That's all the

guestions I have on that.

MR. RAMEY: 2Any other questions 'of Mr.

Woods? He may be excused.
MR. CARR: We have nothing further.
MR. RAMEY: Does anyone have anything
further in Case 69872
If not, the Commission will take the

case under advisement, and the hearing is adjourned.

(Hearing concluded.)
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CERTIFICATE

I, SALLY W. BOYD, C.S.R., DO HERERPY CERTIFY that
the foregoing Transcript of Hearing before the 0il Conserva-
tion Division was reported by me; that the said transcript
is a full, true, and correct record of the hearing, preprared

by me to the best of my ability.

6@.\;% o f%m‘é C.B.




- STATE OF NEW ME.- O -
£} LY AND MINERALS Di ~ARTME )
OlL CONSERVATION DIVISION ~

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

CASE NO. 6987
Order No. R-6447

APPLICATION OF GETTY OIL COMPANY
FOR STATUTORY UNITIZATION, LEA
COUNTY, NEW MEXICO.

ORDER OF THE COMMISSION

BY THE COMMISSION:

This cause came on for hearing at 9 a.m. on August S, 1980,
at Santa fe, New Mexico, before the 0il Conservation Commission
of New Mexico, hereinafter referred to as the "Commission."

NOW, on this 27th dasy of August, 1980, the Commission,
a quorum being present, having considered the testimony and the
record and being otherwise fully advised in the premises,

FINDS:

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

(2) That the applicant, Getty 0il Company, seeks the
statutory unitization, pursuant to the "Statutory Unitization
Act," Sections 70-7-1 through 70-7-21, NMSA 1978, of 9,360
acres, more or less, being a portion of the Langlie Mattix Pool,
Lea County, New Mexico, said portion being known as the Myers
Langlie-Mattix Unit Area and applicant further seeks approval
of the Unit Agreement as revised and the Unit Operating Agree-
ment &8s revised.

(3) That the Myers Langlie-Mattix Unit Agreement was
approved by the 0il Conservation Commission by Order No. R-4680
entered in Cese No. 5087 an October 31, 1973.

(4) That the Myers Lenglie-Mattix Unit became effective
on February 1, 1974, and has been operated by Getty D0il Company
and its predecessor in interest, Skelly 0il Company, since that
date. -

. e TYNTIWY
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(5) That the applicant seeks statutor& unitization of
this voluntary unit to enable it to institute more effective
and efficient operating practices thereby extending the eco-

nomic life of the unit.

(6) That the unit area should be designated the Myers

Langlie-Mattix Unit Area end the horizontal limits of said unit

area should be comprised of the following described lands:

TOWNSHIP 23 SOUTH, RANGE 36 EAST, NMPM

Section 25: N/2 NE/4, SE/4 N&/&4,E/2
SW/4, SW/4 SW/4, and SE/4

Section 36: N/2, SE/4, and E/2 SH/4

TOWNSHIP 23 SOUTH, RANGE 37 EAST, NMPM

Section 2B: SW/4

Section 29: W/2, W/2 E/2, and E/2 SE/4

Section 30: N/2, SW/4, N/2 SE/4, and
SW/4 SE/4

Sections 31 through 33: ° All

Section 34: W/2

TOWNSHIP 24 SOUTH, RANGE 36 EAST, NMPHM

Section 1: NE/4 . NE/4
Section 12: S/2 N/2, N/2 S/2, and SE/&
SE/4

TOWNSHIP 24 SOUTH, RANGE 37 EAST, NMPH
Section 2: W/2 NE/4 and W/2
Section 3: NE/4, £/2 SE/4, and W/2

_ SK/4
Sections 4 and 5: All
Section 6: E/2, E/2 M/2, and NW/4
NW/4
Section 7: N/2, SE/&, and S/2 SW/4
Section B: N/2, N/2 S/2, and SW/4
SH/4
Cpntiian B NWIQ, N/Z SH/Q, N/Z NE/Q,

. and SE/& NE/&
Section 10: NW/4, W/2 NE/4, SE/& NE/4,
E/2 SW/4, and W/2 SE/&4

Section 11: SW/4 NW/4

(7) That the vertical limits of said Myers Langlie-Mattix

Unit Area should comprise that interval which extends from &

point 100 feet above the base of the Seven Rivers formation to
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the besse of the Queen formation; said interval having been
_heretofore found to occur in the Texas Pacific 0il Company's
Blinebry "B" Well No. 3 located 330 feet from the North line
and 2310 feet from the West line of Section 34, Township 23
South, Range 37 East, NMPM, Lea County, New Mexico, at an indi-
cated depth interval of 3168 feet to 3570 feet, as recarded on
the Schlumberger E£lectrical Log Run No. 1 taken December 26,
1952, said log being measured from a derrick floor elevation

of 3300 feet above sea level.

(8) That the portion of the Langlie Mattix Pool proposed
to be included in the oforesaid Myers Langlie-Mattix Unit Ares
has been reasonably defined by development,

(9) That the applicant proposes to continue water flooding
for the secondary recovery of c©il, gas, gaseous substances,
sulfur contained in gas, condensate, distillate and all associated
and constituent liquid or liquifiable hydrocerbons within end to
be produced from the proposed unit area. )

(10) That the continuation of secondary recovery operations
as a result of stetutory unitization should result in the addi-
tional recovery of approximately 500,000 barrels aof ail.

(11) That the unitized management, operation and further
development of the Myers Langlie-Mattix Unit Area, as proposed,
is reasonably necessary to effectively carry on secondsry re-
covery operations and will substantislly increase the ultimate
recovery of oil from the unitized portion of the pool.

(12) That the proposed unitized method of operation es
applied to the Myers Langlie-Mattix Unit Avea is fessible and
will result with reasoneble probability in the increased re-
covery of substantially more oil from the unitized portion of
the pool than would otherwise be recovered without unitization.

(13) That the estimated additional investment costs which
result from statutory unitization are $1.6 million from which
can be deducted $600,000, which will be saved by not having to
maintain separate production facilities on certain tracts within
the unit area for a net additional investment of $1 million.

(14) That the additionsl recovery to be derived from the
extended secondary recovery operstions resulting from statutory
unitization will have a gross value to the unit of $18.24
mitlion.
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(15) That the estimated additional costs of the proposed
operations (as described in Finding No. (13) above) will not
exceed the estimated value of the additional oil (as described
in Finding No. (14) above) plus a reasonable profit.

(16) That the applicant, the designated Unit Operator
pursuant to the Unit Agreement and the Unit Operation Agreement,
has made a good faith effort to secure voluntary unitization
within the Myers Langlie-Mattix Unit Area.

(17) That the participation formula contsined in the Unit
Agreement allocates the produced and saved unitized substances
to the separately owned tracts in the unit area on a fair,
reasonable, and equitable basis,.

(18) That statutory unitization and the adoption of the
proposed unitized method of operation will benefit the working
interest owners and royalty owners of the oil and gss rights
within the Myers langlie-Mattix Unit Areas.

(19) That the granting of the applicastion in this case will
have no adverse effect upon other portions of the Langlie
Mattix Pool.

(20) That applicant's Exhibits Nos. 9 and 11 as revised by
Exhibits 10 and 12 in this caese, being the Unit Agreement and
the Unit Operating Agreement, respectively, should be incorporated
by reference into this orgder.

(21) Thet the Myers langlie-Mattix Unit Agreement and the
Hyers lLanglie-Msttisx Unit Operating Agreement providu for uniti-
zation and unit operation of the Myers Langlie-Mattix Unit Area
upon terms and conditions that are fair, reasonable, and equit-
able, and which include: | )

(s) an allocation to the separately owned tracts in
the unit area of all oil and gas that is produced from the
wnit area and which is saved, being the production that is
mot used in the conduct of Unlt operations or not unavoid-
ably lost;

(b) =& provision for the credits and charges to be
made in the adjustment among the owners in the unit area
for their respective investments in wells, tanks, pumps,
mzchinery, materials, and equipment contributed to the
wmat operations;
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(c) a provision governing how the'costs of unit
operations including capital investments shell be deter-
mined and charged to the separately owned tracts and how
said costs shall be paid including a provision providing
when, how, and by whom the unit production allocated to
an owner who does not pay his share of the costs of unit
operations shall be charged to such owner, or the interest
of such owner, and how his interest may be sold and the
proceeds applied to the pesyment of his costs;

(d) & provision for carrying any working interest
owner on & limited, carried, or net-profits basis, payable
out of production, upon such terms and conditions which
are just and reasonable, and which allow an appropriate
charge for interest for such service payable out of pro-
duction, upon such terms and conditions determined by the
Commissien to be just snd Teasonable, and allowing en
appropriate charge for interest for such service payable
out of such owner's share of production, providing that
any nonconsenting working interest owner being so carried
shall be deemed to have relinquished to the Unit Operator
all of his operating rights and working interests in and
to the unit until his share of the costs, service charge,
and interest are repeid to the Unit Operator;

(e) a provision designating the Unit Operator and
providing for the supervision and conduct of the unit
operations, including the selection, removal or substitu-
tion of an operator from among the working interest owners
to conduct the unit operations;

(f) a provision for voting proredure for the decision
of matters to be decided by the working interest owners
in respect to which each working interest owner shall have
a voting interest equal to his unit participation; and

(g) the time when the unit operation shall commence
and the manner in which, and the circumstances under which,
the operations shall terminate and for the settlement of
accaunts upon such terminstion.

(22) That applicant seeks establishment of an sdministrative
procedure whereby the conversion of additional wells to injection
may be approved without further notice or hearing.

(23) That the statutory unitizstion of the Myers Lsnglie-
Mattix Unit Area is in conformity with the asbove findings, &and
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will prevent waste and protect the correlative rights of ga)}
owners of interest within the proposed unit area, and should
be epproved.

IT 1S THEREFDRE ORDERED:

(1) That the Myers Langlie-Mattix Unit Area, comprising
9,360 scres, more or less, in the Langlie Mattix Pool, Les
County, New Mexico, is hereby approved for statutory unitization
pursuant to the Statutory Unitization Act, Sections 70-7-1
through 70-7-21 NMSA 1978,

(2) That the lands included within the Myers Langlie-
Mattix Unit Ares shall be comprised of:

JOWNSHIP 23 SOUTH, RANGE 36 EAST, NMPH

Section 25: N/2 NE/4, SE/4 NE/4, E/2
SW/4, SW/& SW/4, and SE/4 -

Section 36: N/2, SE/4, and E/2 SH/&

TOWNSHIP 23 'SOUTH,” RANGE 37 EAST, NMPM

Section 28: SW/4

Section 29: W/2, W/2 €/2, and E/2 SE/4

Section 30: N/2, SW/4, N/2 SE/4, and
SW/4 SE/&

Sections 31 through 33: All

Section 34: WwW/2

TOWNSHIP 24 'SOUTH, RANGE 36 FAST, NMPM
Section l: ° NE/4 NE/4& ]
~Section 12: S/2 N/2, N/2 S/2, and
SE/& SE/4

TOWNSHIP 24 SOUTH. RANGE 37 EAST. NMPH

Section 2: W/2 NE/4 and W/2

Section 3: NE/&, E/2 SE/&, and W/2 SH/4

Sections 4 and 5: All

Section 6: E/2, E/2 W/2, and NW/& NW/4

Section 72: N/2, SE/4, and S/2 SW/4

Section B: N/2, N/2.5/2, and SH/& SH/4

Section 9: NW/&, N/2 SW/4, N/2 NE/4,

and SE/&4 NE/&

Section 10: NW/4, W/2 NE/&, SE/4 NE/&,
: £/2 SW/4, and W/2 SE/4

Section 11: SW/4 NW/4
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(3) That the vertical limits of said Myers Langlie-Mattix
Unit Area should comprise that interval which extends from a
paint 100 feet above the base of the Seven Rivers formation to
the base of the Queen formation; said intervsl having been
heretofore found to occur in the Texes Pacific 0il Company's
Blinebry "B" Well No. 3 located 330 feet from the North line
and 2310 feet from the West line of Section 34, Township 23
South, Range 37 East, NMPM, Leas County, New Mexico, at an indi-
cated depth interval of 3168 feet to 3570 feet, as recorded on
the Schlumberger Electrical Log Run No. 1 taken December 26,
1952, said loq being messured from a derrick floor elevation
~of 3300 feet above sea level.

(4) THat the applicant shall waterflood for the secondary
recovery of oil, gas, gaseous substances, sulfur contained in
gas, condensate, distillate, and all associated and constituant
liquid or liquified hydrocsrbons within and produced from the
unit sres.

(5) That the Myers Langlie-Mattix Unit Agreement as revised
and the Myers Langlie-Mattix Unit Operating Agreement es revised
are approved and adopted and incorporated by reference into this
order. :

(6) Thst when, pursuant toc the terms of Sections 70-7-9
NMSA 1978, the persons owning the ‘required percentage of interest
in the unit erea have approved or restified the Unit Agreement
and the Unit Dperating Agreement, the interests of all persons
within the unit area are unitized whether or not such persons
have approved the Unit Agreement or the Unit Operating Agreement
in writing. .

(7) That the applicant as Unit Operstor shall notify in
writing the Division Director of any removal or substitution
of said Unit Operator by any other working interest owner within
the unit area. '

(B) That the applicant is authorized to convert additional
wells to injectiaon in accordance with the provisions of Division
Rule 701 E 4.

(9) That jurisdiction of this cause is retained for the
entry of such further orders as the Commission may deem necessary.
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DONE st Santa Fe, New Mexico, on the day and year herein-
above designated.

STATE Of NEW MEXICO
OIL CONSERVATION COMMISSION

ALEX J. ARMIJC, Member

SEAL"

fd/
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RATIFICATION AND APPROVAL
OF THE PLAN FOR UNIT OPERATIONS
AS STATED IN THE UNIT AGREEMENT AND
UNIT OPERATING AGREEMENT OF THE
MYERS LANGLIE-MATTIX UNIT
“T* . LEA COUNTY, NEW MEXICO

KNOW ALL MEN BY THESE PRESENTS, THAT: o e -

--= ---Foxr .consideration and the purposes stated in those certain .
agreements, ‘entitled as above, both being dated January 1, 1973, .
and to obtain the benefits of unitized management, operation and
Turther development of the oil and gas properties in the Myers
Langlie-Mattix Unit pursuant to New Mexico 0il Conservation
Commission Order No. R-6447 entered on August 27, 1980, approving
statutory unitization of the Myers Langlie-Mattix Unit, the
tmdersigned (whether one or more) represents that it is a
Working Interest Owner within the meaning of that term as used. . .
in the captioned Unit Agreement --ad, as such, does hereby cor zent
to xratify and approve the plan fir unit operations contained "n
the captioned Unit Agreement and Unit Oper-“ing Agreement, sz.d
Agreements being incorporated herein by ro.2rence and szid plan
for 1mit operations having bson approved by the New Mexico 0il
Consexrvation Commission in O:-2xr No. R-6447;” -

. If the undersigned is also a Royalty Owner, within the meaning
of that term as used in said Unit Agreement, then for the con-
siderations and purposes hereinabove stated, this ratificarion

and approval shall extend to the undersigned's Royalty Interest

as well as to its Working Interest.

The undersigned hereby acknowledges receipt of copies of
sald New Mexico Oil Conservation Commission Order No. R-6%447,
Tnit Agreement and Unit Operating Agreement and further acknow-
ledges that the plan for unit operations prescribed in said
documents has been ratified and approved and unconditionally
delivered on the date set out hereinbelow.

This ratification shall extend to and be binding upon the

twmdersigned, his heirs, legal representatives, successors and
assigns.

The undersigned, whether one or more, is referred to in the
mneuter gender.

Tab 174
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IN WITNESS WHEREQF, this instrument is executed this 29th
day of September . 1980

GETTY OIL CO:-"PANX//,;/q

3 Eé P’FéSIdént \ \
FILE Gp’fb*{

£EINTE BY

ATTEST:

Exac.

Aute, !

COWTY OF e faa

'SUBSCRIBED AND SWORN TO before me this 79,/ day of

W , 198 < .

<. . " '..

X U 4 . -

ee o o < - ~

-.J:".: ':‘—. -“’:'.. :

PEEEU R S e Ll S
S e . -
- . -

g d T8 Not.a*‘" Public /Z/
~" C‘-"o‘- ...\-
7¢ ;My. Conmis si S
{F--Lofgussion Expires: STATE OF NEW MEXICO

n . -
Hanie. | /78] COUNTY OF LEA el
74 7 FIL.ED : y

JAN 6 1881
at 11305 ok 2.0

and recorded in Book =3 % X AT Lt
Pag. o | 2= :
nqnn:\ Renoe. Coaunty Clerk
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R TSP RATIFICATION AND APPROVAL STATE OF NEW MEXICO
Ty Ty COUNTY OF LEA
= 7 .xi™':!  OF THE PLAN FOR UNIT OPERATIONS FILED
By Rl '.’; J
ot .7 .7+l AS STATED IN THE UNIT AGREEMENT OF ,
2hooe T E JAN 6 198
L T THE MYERS LANGLIE-MATTIX UNIT HOF i 2
b2t LEA COUNTY, NEW MEXICO and recorded in ook
- cge
- Dosnna Benge, County Clerk
KNOW ALL MEN BY THESE PRESENTS, THAT: ‘ By, 2?2 Deputy

For consideration and the purposes stated in that certain
agreement, entitled as above, being dated January 1, 1973, and
to obtain the benefits of unitized management, operation and
furtner development of the oil and gas properties in the Myers
Langlie-Mattix Unit pursuant to New Mexico 0il Conservation
Commission Order No. R-6447 entered on August 27, 1980, zpproving
statutory unitization of the Myers Langlie-Mattix Unit, the under-
signed (whether one or more) represents that it is a Royalty
Interest Owner within the meaning of -that term as used -in the
captioned Unit Agreement and, as such, does hereby consent to
ratify and approve the plan for unit operations contained in
the captioned Unit Agreement, said Agreement being incorporated
herein by reference and said plan for unit operations having been
approved by the New Mexico 0il Conservation Commission in Order
No. R-6447.

The undersigned hereby acknowledges receipt of copies of
said New Mexico 0il Conservation Comxmission Order No. R-6447 and
Unit Agreement and further acknowledges that the plan for umit
operations prescribed in said documents has been ratified and
approved and unconditionally delivered on the date set out here-
inbelow.

This ratification shall extend to and be binding upon the
undersigned, his heirs, legal representatives, successors and
assigns.

The undersigned, whether one or more, is referred to in
the neuter gender.

IN WITNESS WHEREOF, this instrument is executed this  2lst.

day of Dctober , 198 80 |
.,x‘. w‘ ""*
STRT o Ao T ‘ % Q @M
‘ :.f.;. . '.‘,‘ ‘;.;‘:‘:‘ Y
T M AL x J. ARMIJg
Ll et T COMMISSTIONER OF PUBLIC/LANDS
e %7 STATE OF NEW MEXICO
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OF THE PLAN FOR UNIT OPERATIONS
AS STATED IN THE UNIT AGREEMENT OF
THE MYERS LANGLIE-MATTIX UNIT

" LEA COUNTY, NEW MEXICO

KNOW ALL ﬁEN BY THESE PRESENTS, THAT:

For consideration and the purposes stated in that certain
agreement, entitled as above, being dated January 1, 1973, and
to obtain the benefits of unitized management, operation and
further development of the oil and gas properties in the Myers
Langlie-Mattix Unit pursuant to New Mexico 0il Conservation
Commission Order No. R-6447 entered on August 27, 1980, approving
statutery unitization of the Myers Langlie—Mattix Unit, the under- -
signed (whether one or more) represents that it is a Royalty
Interest Owner within the meaning of that term as used in the
captiomed Unit Agreement and, as such, does hereby consent to
ratify and approve the plan for unit operations contained in
the captioned Unit Agreement, said Agreement being incorporated
herein dy reference and said plan for unit operations having been

approved by the New Mexico 0il Conservation Commission in Order
No. R-8447.

The undersigned hereby acknowledges receipt of copies of
said Rew Mexico 0il Conservation Commission Order No. R-6447 and
Unit Agreement and furthar .acknowledges that the plan for unit. -
operatimns prescribed in said documents has been ratified .and -—-

approvad ar.d unconditicnally delivered on the date set out here-
inbelow.

This ratification shall extend to and be binding upon the
undersigned, his heirs, legal representatives, successors and
assigns.

The undersigned, whether one or more, is referred to in

the nemter gender.

IN WITN WHEREOF, this instrument is executed this / 7#
day of , 1980 .

i

APPROVE
SUR ﬂn COMPA//(DELAWARFY R
// ~ CALA

y/)L,//wL /‘ = Ce =

Land =

'Y

uUnit.

&Apent and Attorney in Faot o
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THE STATE OF TEXAS !
COUNTY OF DALLAS 1

3EFORE ME, the undersigned authority, on this day perscnzally

appeared Luther F, Ellison, kncwn to me to be the persom who execuzed

the foregoing instrument as Agent and Attormev-in-Tact for SUN OIL COMPANY

(DELAWARE), and acknowledged to me that he executed the same for the purposes

and consideration therein expressed as the act znd deed of said corporationm,

znd in the capacity therein stated. ﬁ
: this /77 cay of L lche ) .

GIVEN UXDER MY EAND AND SEAL OF OFFICE

7. . ,
A e
r A B T
My Commission Expires: ;"/7’f§ z = A a
— 7 Notary Pub

Dallas Cownry, Texa
(GLORTA TADMPSON) .
O et NS
)i / Senan® e 0\
g SN

’“N(““«.\x'\'-

,—‘
5
’.l
[a]
B
‘;‘.H\
of
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2

STATE OF NEW MEXICO - COUNTY OF LEA ‘ —

FILED e T

JAN 6 1981 R
<X at.ZL' __gock M and Recorded in- :_“,' A L
d Book Page 2 ! 0 . ':: - ': - = J ) :‘ ;
Donna Benge, County Clerk Ly IR ;

b_RTS A by

’ ————Deputy N RO

'\. ,V . ‘_--..-: - \‘. /.‘
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- OF THE PLAN FOR UNIT OPERATIONS
'AS STATED IN THE UNIT AGREEMENT AND
UNIT OPERATING AGREEMENT OF THE
. - MYERS LANGLIE-MATTIX UNIT
LEA COUNTY, NEW MEXICO

KNOW ALL MEN BY THESE PRESENTS, THAT:

For comsidersztion and the purposes stated in those certain
agreements, entitled as above, both being dated January 1, 1973,
and to obtain the benefits of unitized management, operztion and’
further development of the oil and gas properties in the Myers
Langlie-Mattix Unit pursuant to New Mexico 0il Conservation
Commission Order No. R-6447 entered on August 27, 1980, approv.
statutory uweitization of the Myers Langlie-Mattix Unit, the
wndersigned (whether one or more) represents that it is a
Working Interest Owner within the mezning of that term as used
in the captioned Unit Agreement and, as such, does hereby cons
to ratify zmd approve the plan for unit operations contzined ...
the captiomed Unit Agreement and Unit Operating Agreement, said

Agreements Being incorporated herein by reference and szid plan
for unit operations having been approved by the Ne:sr Mexico 0il
Conservatiom Cormmission in Order No. R-6447.

un

1f the undersigned is also a Royalty Owmer, within tte meaning
of that term a2s used in szid Unit Agreement, then for the con-
sideratiams and purposes hereinabove stated, this ratificztion
and approwzl shall extend to the undersigned's Royalty Interest
as well as to its Working Interest.

The undersigned hereby acknowledges receipt of copies of
szid New Mexico Oil Comservation Commission Order No. R-64L47,
Unit Agreement and Unit Operating Agreement and furcther acknow-
ledges that the plan for umit operations prescribed in szid
documents has been ratified and approved and unconditionally
delivered on the date set out hereinbelow. . :
This ratification shall extend to and be binding upon the

undersigned, his heirs, legal representatives, successors and
assigns.

The uméersigned, whether one or more, is referred to in the
neuter genzer.
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IN WTTNEbb WHEREOF, this instrument 1s executed this .3'5~,/
day of — oy , 198 ¢ '
NECD U N emeiionid P!
Crrtornsy - 16 et for |
(ttorney - it —fact for Sum CGil Company (Delaware)
for Sun Texas Company,
ATTEST - a Division of Sun 0Oil Comgany (Delaware)
A
STATE OF oloy
SSs.

St Nt Nt

COUNTY OF _J (Jf/-,J__

SUBSCRIBED AND SWORN TO before me this <_%._/ day of

A s 7 -
ggfﬁ,j;F>%55,q_ , 198 ¢
‘.- 1 -
/ ”
/ {,’/l e f‘-é-;;(’,\v
Notary-fublic
My Commission Expires:
:, - //, A /(; g’ ‘:,C
—
T GETTY OIL COMPANY
ns Ty NOV 1 9 1980
R R
ezl LN i MIDLAND E&P DISTRICT
oo TS s PRODUCTION DEPARTMENT
Pt K S . >
A RN



AFFIDAVIT

OF RAYMOND W. BLOHM

December 24, 1980
Recorded, Lea County, January 6, 1981, B382/P567

COMES NOW, Raymond W. Blohm, an
upon his oath, deposes and states:

1. Inai ne is
Production Manager for Ge
ompany.

3. That on June 19, 1980, Getty Oil
Company filed an application with the
New Mexico Oil Conservation Division
under the New Mexico Statutory
nitization Act (Section 70-7-1
hrough 70-7-21, N.M.S.A, 1978
ompilation) seeking an order
roviding for statutory unitization of

the Myers Langlie-Mattix Unit in Lea
ounty, New Mexico.
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AFFIDAVIT

OF RAYMOND W. BLOHM

December 24, 1980
Recorded, Lea County, January 6, 1981, B382/P567

6. That on August 27, 1980, the 0Oil
Conservation Commission entered Order
No. R-6447 approving the application of
Getty Oil Company for statutory unitization
of the Myers Langlie-Mattix Unit.

8. That said Order No. R-6447 provided “that
when . . . the persons owning the required
percentage of interest in the unit area have
approved or ratified the Unit Agreement and
the Unit Operating Agreement, the interests
of all persons within the unit area are
unitized, whether or not such persons have
approved the Unit Agreement or Unit
Operating Agreement.”

m— . - , , , . -
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AFFIDAVIT

OF RAYMOND W. BLOHM

December 24, 1980
Recorded, Lea County, January 6, 1981, B382/P567

10. That as of December 15, 1980 Getty
0il Company has received written

apprﬁn rxl or not!i’-natic.n ﬂ-" ilan nl

unit operations from more than 75% of
those who would be required initially to
pay the costs of unit operations an

from more than 75% of the interes
owners of production proceeds from the
unit that will be credited to interests
which are free of costs.

11. That Getty Oil Company intends to
commence unitized operations of the
Myers Langlie-Mattix Unit under Oil
Conservation Division Order No. R-6447
on January 1, 1981 at 7:00 a.m.

3 “25' %
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AFEIDAVIT

STATE OF TEXAS )

CCUNTY OF MIDLAND )

COMES NOW, Raymond W. Blohm, and upcn his cath, deposes
and states:

1. That he is the Midland District Froduction Marager for
Cetty Cil Company.

2. That as District Production Manag2r, he is resgonsible

for the development and production of the c¢il and ga

n

properties
of Getty Oil Corpany in Lea Ccunty, New Mexico.

ed an

Y=

3. That cn June 19, 1580, Cetty 0il Company £l

311 Censervation Division under

O
0
D

xi

m

application with the New M

]

z 2

ion kct {Section 70-7-1 throcugh

[N
5
ct

the New Mexico Statusory Unit
70-7-21, 1.M.8.A., 1978 Compilation) seeking an crdér providing
for statwtory unitization of thz Myers Langlie-Mattix Unit in
lea County, New Mexico.

4. That Section 70-7-8, N.M.S.A., 1978 Compilation provides
in part as follows: “"No order of the Division prcoviding for
unit operations shall become effective unless and until the
plan for unit operations described by the Division has been
aprroved in writing by those persons who, under the Division's
Order, will be required initially to pay at least seventy-five
percent of the cost of unit operations, and alsc by the owners
of at lezst seventy-five parcent of the production proceeds

therexf_that will be credited to interest which are free of
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soux 382 mer SG8
cost . . . and the Division has made a finding e@ither in the
order providing for unit operations or in 2 supplemental order
that the plan fcr unit operation has been so approved.”

5. That the application of Getty Oil Company for statutory
unitization of the Myers Langlie-Mattix Unit (0il Conscrvation
Division Case No. 6987) was heard by the full 01l Conservation
Commission on August 5, 1980.

€. That on August 27, 1580, the Cil Conservation Commission
entered Order No. R~6447 approving the application of Getty 0il
Company £oF statutcry unitization of the Myers Langlie-Mattix

Unit.

7. “That 0Ll Conservation Divicior Order R-6447 .« e .

apyrroved and adcpted and incerporated by reference . . " the

b
c

Myers Lenglie-Mattix Unit Agreement and Unit Operating Aareement.

\]

8. That said Crder No. R-£447 provided "that when . . .
tﬁe persons ovining the requireé percentage of interest in the
unit area have epproved or ratified the Unit Agreement and the
Unit Cperating Agreement, the interests of all persons within
the unit area are unitized, whether cr not such perscns have
approved the Unit Agreement or the Unit Cperating Agreement.”
¢. That following issuance of Order R-6447, Getty 0il

Company solicited the written approval of ratification of all
interest owners in the unit area.

10. That as of December 15, 1980, Getty Oil Company has

received written approval or ratification of the plan for unit

cperations from more than 75% of those who would be required
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initially to pay the costs of unit operatiocns and from more than

75¢ of the interest owners of production proceeds from the unit

that will be credited to interests which are free of costs.
11.

That Getty Oil Company intends to commence unitized
operations of the Myers Langlie-Mattix Unit under Oil Conservation
Division Order No.

R-6447 on January 1, 1981 at 7:00 a.m.

Yy

Raymond W. Blohm

SUBSCRIBED AND SWGRN TO before me this Q¢ 7% day of
mber, 1980, by Raymond W. Blohm.

%M LR AERT "otan

besiln} FU:.“IEC
; Liidlend Caeare Tozes
Jotary Fublic ' T

.My Ccmmission Expires:

lr-2p- T

STATE OF NEW MEXICO K

a

By

M ‘_-7... “" .
and recordzd in Book, -_BE 2 iy
e/

Page

COUNTY OF LEA
FILED .

- L E
JAN 6 1381 U :
t_ﬂiﬁs_p'dacu__.lg ¥

3 .0.‘..” ) e -,-
n 7 . .

Donna Benge, County Clerk
W 24

Deputy



* ROYALTY INTEIREST - RATIFICATION : )

568 e JBIwu 63
TIFICATION AND APTROVAL STATE OF NEW MLEXICO

S

COUNTY OF LEA
FILED

S emive';?  OF TIE PLAN FOR UNIT CPERATIONS
..-.. ! i AS BTATED IN TRE UNIT AGRERMEINT QF JANG 19
e s THE MYERE LANGLIZ-MATTIX WNIT " /L"'_’,.m ¢/
.: v LIA COUNTY, NZW MEXICO ;"?:.m-"'ﬁ‘ T ook
Dant Ucnge, Caumy Clerh
¥NOW ALL MEN BY THESZ PAESENTS, THAT: by t2d " by

For considarazicn and the purposes ecated in thet certels
soreevent, enticled i above, dedng deced Jinuary 1, 1973, and
to obtaln the berefics of wnitized vansgewans, cperation and
further developzent of zhe cil «nd gss properties in the Myers
Langlie-Mattix Urit pursuznt 2o New Mexico Cil Conservstion
Cormission Grder No, R-6447 entered on August 17, 158C, approving
statutexry unitizetion of che Mysrs Langlie-Mattix Unis, the uedags
aigned {whather cne or ware) reprasents that 1¢ Ls ¢ Roysley
Interest Owner wirthin the neaning of zhat cetn: 45 used 4n the
caprioned Unit Agreecent ond, &8 suzh, does heredy conient to
retify and approve the plen {or unit opereticns concitned in
the ceptionsd Unit Agreamant. said Aprscoent belng incorparscad
harein by refezence &nd said ?lnn for wnit opesaticons heviug baen
ﬁpp:;vzfggy the New Mexieo 941 Conservesion Commission {n Order

e. 24 ’

The undersigned horedy dckaovledges receipt cf copies af
e8id Nav Mexles QOl) Conservesion Commlssien Crdar Yo, R<6447 end
Unit Agreszan:t enc furthar gcknowledges that the plsn for wnit
cparacions priseribad in sald decuwmenis hae bien ratifiad and
z?ar?v.d and unconditionally 2elivered on the date exi out hese

noelow.

This racificazion shall sxtend to and be binding wpen the

undereigned, hic haivs, legal representatives, guccassers and
assigns,

The undersigned, vhether cre or more, 1is referred te in
the neuter gendar.

IN WITNESS WHERZOY, this instruzent 1s executed this  2let.
of Betebar 155.5_5-. ——

Gy

*"\«-l
e

CON1IS3ICHER OF PURLI s
$IATC OF hEN KIXICO

B AR L B e R T N T |




CAMPBELL anp BLACK. r.A.

LAWYERS

JACK M, CAMPBELL
BRUCE D, BLACK
MICHAEL B. CAMPBELL
WILLIAM F, CARR

Mr. Joe D. Ramey

Director

0il Conservation Division

New Mexico Department of
Energy and Minerals

Post Office Box 2088

Santa Fe, New Mexico

87501

~~,

POST OFFICE BOX 2208
JEFFERSON PLACE

SANTA FE, NEW MEXICO 87501

TELEPHONE (SOS) 988-4421

June 19, 1980 {
I
Gl

NSZ‘P\/ATICN Dia.au\l /
LOSANTAFEIZY 1 n

SehTars

—
: ’d

L, G
CGue. 6787

Re: Application of Getty 0il Company for Statutory
Unitization of the Myers Langlie-Mattix Unit,

Lea County, New Mexico

Dear Mr. Ramey:

Enclosed in triplicate is the application of Getty 0il
Company for statutory unitization of the Myers Langlie-

Mattix Unit.

As you will note,

this application seeks an

Order unitizing certain small royalty interests thereby
enabling Getty to enter lease line agreements and implement
operating practices which will extend the life of this unit.
Getty Oil Company requests that this case initially be set
before the full 0il Conservation Commission and would request
that it be included on the docket for the Commission hearing
which we understand has tentatively been set for August 5,

1980.

Your attention to this request is appreciated.

WFC:1r
Enclosures

cc: Getty 0il Company

Very truly yours,

wsin e

William F. Carr

TablS



