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Kellahin and Campbell, Carr, Berge, & Sheridan, P.A., William F. Carr, and Paul R. Owen,
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20 were attached to OXY’s Memorandum in Support of its Motion to Dismiss.
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Respectfully submitted,

KELLAHIN & KELLAHIN

val 6/29/97
W. Thomas Kellahin
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Santa Fe, New Mexico 87504
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CAMPBELL, CARR, BERGE &
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CERTIFICATE OF SERVICE

[ hereby certify that a copy of the foregoing Exhibits to its Reply in Further

Support of its Motion to Dismiss the application of Doyle Hartman in NMOCD Case
11792, this 30th day of June, 1997 to:

Michael J. Condon, Esq.

Gallegos Law Firm

460 St. Michael’s Drive, Bldg. 300
Santa Fe, New Mexico 87505

(505) 983-6686

L

Paul R. Owen
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UNIT OPERATING AGREEMENT

MYERS LANGLIE~MATTIX UNIT
LEA COUNTY, NEW MEXICO
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UNIT OPERATING AGREEMENT
MYERS LANGLIE-MATTIX UNIT

LEA COUNTY, NEW MEXICO

THIS AGREEMENT, entered into as of the firsc day of January,
1973, by and betveen the parties who have signed the original of this

instrument, a counterpart thereof, or other instrument agreeing to be

bound by the provisions hereof;

WHEREAS, the parties hereto as Working Interest Qwners have
executed, as of the date hereof, an agreement entitled "Unit Agreement,
Myers Langlie-Mattix Unic, Lea County, New Mexico”, herein referred to as
"nit Agreement'', which, among other things, provides for a separate
agreemant to be entered into by Working Interest Owners to provide for
the developsent and operation of the Unit Ares;

NOW, THEREPORE, in consideration of the mutual agreements here-
in set forth, it {s agreed as follows:

ARTICLE 1
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 Agreament shall govern.

ARTICLE 2
Eoimrs
2.1 Exhibits. The following exhibits are incorporated

herein and made a part hereof.

2.1.1 Exhibits A, B & C of the Unit Agreement are

incorporsted herein by raference.

2.1.2 Exhibit D attached hereto, is a schedule shoving

the Unit Participations of each Working Interest Owner for Phase 1
and Phase 11 of Unit Operations. Exhibit D or a revision thereof,

shall not be conclusive as to the information therein except it
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shall be used as showing the Unit Participations of the Working laterest

Owners for purposes of this agreement until shown to be in error.or revised

as herein authorized.
2.1.3 Exhibit E, atrached hereto, is the Accounting Procedure

applicable to the development and operation of the Unit Area; in the event

of conflict between this agreement and Exhibit £, this sgreement shall prevatl.
2.1.4 Exhibit F, attached hereto are the assessments which may

be made against the working interest owners of certain non-usable wells listed

thereon sa provided in Article 10. In the event the tracts for any of the wells

listed in Exhibit “F" fa{l to qualify for incluiion in the Unit on the ef-
fective date hereof, Exhibit "F" shall be reviged to delete each such well

snd {ts assessment.

2.2 Revision of Exhibits. Whenever Exhibits A, B or C are revised,
Exhibit D shall be revised accordingly and be effective as of the same date.
Unic Operator shall siso revise Exhibit D from time to time as required to
conform to changes in ownership of which Unit Operator has been notified as
provided in the Unit Agreement.
ARTICLE 3

SUPERVISION OF OPERATIONS
BY WORKING INTEREST OWNVRS

3.1 Over-all Supervision. Working Interest Owners shall exercise

over-all supervision and control of all matters pertaining to unit operations

pursuant to this agreement and the Unit Agreement. In the exercise of such

authority, each Working Interest Owner shall act solely in its own behalf in

the capscity of an individual owner and not on behalf of the owners as an

entirety.
3.2 Specific Authorities and Duties. The matters with respect to

which the Working Interest Owners shall decide énd take action shall include,

but not be limited to, the following:

3.2.1 Method of Operation. The method of operation, including
any type of pressure maintensnce, secondsry recovery, or other recovery pro-

grsm to be smployed.

3.2.2 pDrilling of Wells. The drilling of sny well withta the
Unit Ares whether for production of Unit{zed Substances, for use as an in-

jection well, or for other purposes.

3.2,3 Wall Recompletions and Change of Ststus. The recowmpletion,

sbandonment, or change of status of any well, or the use of sny well for in-

-2
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3.2.4 Expenditures. The making of any single expenditure

in excess of Fifteen Thousand Dollars (515,000.00); provided that, approval

by Working Interest Owners of the drilling, reworking, deepening, or

plugging back of any well shall include approval of all necessary ex-

penditures required therefor, snd for completing, testing, and equipping

the same, including necessary flow lines, separators, and lease tankage.

3.2.5 Disposition of Unit Equipment. The selling or other-

wige disposing of any major item of surplus Unit equipment, {f the cur-

rent list price of new equipment similar thereto tis Three Thousand and

Five Hundred Dollars ($3,500.00) or more.

3.2,6 Appearance Before a Court or Regulatory Agency. The

designating of a representative to appear before any court or regulatory
agency in matters pertatning to Unit Operations; provided that, such
designation shall not prevent any Working Interest Owner at its own ex-
pense from appearing in person or from designating another representative
in its own behalf.
3.2.7 Audits. The auditing of the accounts of Unit Operstor
pertaining to unit operations hereunder; provided that, the asudits shall:
(a) unot be conducted more than once each year
except upon the resignation or removal of
Unit Operator.
(b) be made at the expense of all Working In-
terest Ownars other than the Working In-
terest Owner designated as Unit Operator;
and
(c¢) be made upon not less than thirty (30)

days' written notice to Unit Operator.

3.2.8 Inventories. The taking of periodic inventories

under tha terms of Exhibit E.

3.2.9 Technical Services. The suthorizing of charges to

the joint account for services by consultants or Unit Operator's tech-
nical personnel not covered by the overhead charges provided by Exhibit

3.2.10 Assignmenta to Committees. The appointment of com-

mittees to study any problems in connection with Unit Operstions.

3.2.11 Removal of Unit Operator and the Selectiom of a

Successor.
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3.2.12 Enlargement of the Unit Area.

3.2.13 Adjustment and Readjustment of Investments.

3.2,14 Termination of the Unit Agreement.

ARTICLE &4
MANNER OF EXERCISING SUPERVISION

4,1 Designation of Representatives., Each Working Interest
Owner shall in writing inform Unit Operator of the names and addresses
of the representative and alternate who are authorized to represent
and bind such Working Interest Qwner 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 the Working Interest Owners
shall be called by Unit Operator upon its own motion or at the request
of one or mors Working Interest Owners having a total Unit Participation
of not less than ten percent (10%). No meeting shall be called on less
than fourteen (14) days' advance written notice, wlthvlgendn for the
meeting attached, Working Interest Ouners who attend the meeting shall
not be prevented from amending items included {n the agenda or from
deciding the amended item or other {tems presented at the meeting. The
representative of Unit Operator shall be chairman of each meeting.

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

4.3.1 VYoting Interest. Each Working Interest Owner shall
have 3 voting interest equal t; {ts Unit Participation in effect at the
time such vote i{s taken.

4.3.2 Yote Required., Except as may otherwise be provided
herein or in the Unit Agreement, Working Interest Owners shall act upon
and determine all matters coming before them by the affirmative vote of
three (3) or more Working Interest Owners having a combined Voting
Interest of at least sixty-five percent (65%), provided that, should
any one Working Interest Owner own more than thirty-five perceant (357%)
Voting Interest, its negative vote or fatlure to vote shall not defeat
a motion and such motion shall pass L{f such motion is approved by a

majority of the Voting Interest, and such affirmative vote shall be

controlling on all partcies.
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4.3.3 Vote at Meeting by Non-attending Working Interest

Owners, Any Working Interest Owner not repreasented at a meeting may vote
on any item included {n the agenda of the meeting by letter or telegram
addressed to the chairman of the meeting provided such vote is received
prior to the submission of such item to vote. Such vote shall not be
counted with respect to any item on the agenda which is amended at the

meeting.

4.3.4 Poll Votes. Working Interest Owners may vote on and

decide, by letter or telegram, any matter submitted in writing to Work-
ing Interest Owmers, Lf no meeting is requested, as provided in Section
4.2, within ten (10) days after the proposal is sent to Working Interest
Owners. Unit Operator will give prompt notice of the results of the voting
to all Working Interest Owners.

ARTICLE S

INDIVIDUAL RICHTS
OF WORKING INTEREST OWNERS

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

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

5.2.1 Access to Unit Area. Access to the Unit Area at
all reasonable times to inspect Unit operations, all wells, and the
records and data pertaining thereto.

5.2.2 Reports. The right to receive from Unit Operator,
upon written request, copies of all reports to any governmental agency,
reports of crude oil runs and stocks, inventory reports, and all other
tnformation pertaining to Unit operations. The cost of gathering and
furnishing information not ordinarily furnished by Unit Operator to all
Working Interest Owners shall be charged to the Working Interest Owner
who requeats the informattion,

ARTICLE &
UNIT OPERATOR

6.1 Unit Operator. SKELLY OIL COMPANY is hereby designated

as Unit Operator.
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6.2 Resignation or Removal. Unit Operator may resign or be
removed at any time under procedures prescribed in Section 7 of the

Unit Agreement.

6.3 Selection of Successor. Upon the resignation or removsl

of & Unit Operator, a successor Unit Operator shall be selected by Work-
ing Interest Owners in the manner prescribed in Section 8 of the Unit
Agreement.

ARTICLE 7

AUTHORITIES AND DUTIES OF UNIT OPERATOR

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

Unit Operatiomns.

7.2 Morkmanlike Conduct. Unit Operator shall conduct Unit

Operations in a good and workmanlike manner as would a prudent operator
under the same or simfilar circumatances. Unit Operator shall freely
consult with Working Interest Owners and keep them {nformed of all matters
which Unit Operstor, 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 Lts gross negligence or will-

ful misconduct.

7.3 Liens and Encumbrances. Unit Operator shall endeavor to

keep the lands and leases in the Unit Area free from all liens and en-
cumbrances occasioned by Unit Operations, except the lien as outlined
in Section 11,3,

7.4 Employees. The number of employees used by Unit Operator in
conducting unit operstions, their selection, hours of labor, and com-
pensstion shall be determined by Unit Operator. Such ewployees shall be

the employees of Unit Operator.

7.5 Records. Unit Operator shall keep correct books, sccounts,

and records of Unit Operations hereunder and shall peruit any party
hereto to examing all records of same at any reasonable time.

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

7.7 Raports to Governmental Authorities. Unit Operator shall

make all reports to govermmental authorities that it has the duty to
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7.8 Engineering and Gealogical Information. Unit Qperator
shall furnish to 2 Working Interest Owner, upon written request, a copy
of the log 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 Fifteen Thousand Dollars ($15,000.00)
without prior approval of Working Interest Owners. If an emergency occurs,
lin{t Operator may {mmediately 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 poasible, the nature
of the emergency and the action taken.

7.10 Wells Drilled by Unit Operator. All wells drilled by Unit

Operator shall be at the usual rates prevailing in the area. Unit Operator

may employ f{ts own tools and equipment under terms and conditions approved

by Working Interest Owners.

8.1 Ad Valorem Taxes. Unit Operator shall, beginning with the
first calendar year after the effective date hereof, make and file for
ad valorem tax purposes all necessary renditions snd returns with the
proper taxing authorities or governmental subdivisions covering all real
and personal property of each Working Interest Owner within the unitized
land and used or held by Unit Operator in connection with the develop-
mgnt and operation of the Unitized Formation. Any Working laterest Owner
dissatisfied with any proposed rendition or assessment of its interest
in real or personal property, shall have the right, at {ts own expense,
to protest and resist the same. All such ad valorem taxes due and payable
on account of real and personal property of each Working Interest Owner
in, on and under the unitized land which is used in connection with Unit
Operations shsll be psid by Unit Operator for the joint account in the
same manner as other costs and expenses of Unit Operations; provided,
that {f the interest of a Working Interest Owner is subject to separately
assessed overriding royslty interest, production payment, or other in-
terest in excess of 1/8th royalty, such Working Interest Owner shall be

given credit for the reduction in taxes paid resulting therefrom.
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8.2 Octher Taxes. Each Working Iaterest Owner shall pay or cause

to be paid all production, severance, gathering, and other taxes imposed
upoa or in respect to the production or handling of {ts share of Unitized
Substances.

ARTICLE 9

INSURANCE

9.1 Insurance. Unit Operator, at all times while conducting

operations hereunder, shall purchase or provide protection for the beneffit
of the parties hereto, comparable to that afforded under standard form
policies of insurance as follows:

(1) Workmen's Compensation and Employers' Liability insur-
ance providing benefits {n accordance with the laws
of the State of New Mexico.

(2) General Public Liability insurance with Bodily Injury
limits of $100,000 per person and $300,000 per accident
and & Propercy Damage limit of $100,000 per accident.

(3) Automobile Public Liability Insurance with Bodily In-
jury limits of $100,000 per person and $300,000 per
accident and a Property Damage limit of $50,000.

Unit Operator shall charge the joint account an amount not to
exceed the premium applicable to the protection provided in Paragraphs
1 and 2 above.

Unit Operator shall not provide any other kinds of insurance for
the benefit of tha parties hersto except with mutual writtem consent of
the parties.

Insurance requirements for contractors or sub-contractors shall be
left to the judgment of Unit Operator.

Should Skelly Otl Company cease to be Unit Oparator hereunder,
any new Unit Operator shall carry Workmen's Compansation Insurance and
General Public Liability and Automobile Public Liability and Property
Damsge Insurance with limits as above specified or sas mutually agreed
upon by the psrtias hareto.

ARTICLE 10
ADJUSTMENT OF INVESTMENTS

10.1 Personsl Property Takan Over. Upon execution of this agree-
mant by ths respective Working Intersst Owners, each elects that its wells
as shown on Exhibit "A" are hereby committed to the Unit.

Upon the effective

-8-
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date hereof, but subject to Article 12 and the other provisions of this
Article 10, said Working Interest Owners shall deliver to Unit Operator
the following:

10.1.1 Wells and Casing. ALl those wells shown on Exhibit
"A'" 18 Usable Conditfon together with that portion of all wells completed
or to be completed by the Unit Operator in the Unitized Formation, which
are used or usable in whole or in part for production of Unitized Sube
stances or for injection or other purposes together with cthe casing
therein above the base of the Unitized Formation. In dual completion
wells, Unit Operator shall take over an undivided one-half interest in
the casing to the base of the Unitized Formation where the Unitized
Formation lies above the other formation in which the well {s completed.
Where the other formation in which the well is completed lies above the
Unitized Formation, Unit Operator shall take over an undivided one-half
interest in the casing to the base of the other formation and a full
interest below said point.

10.1.2 Well and Lease Equipment. The 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 aéd which the Work-
ing Interest Owners then determine may be necessary or desirsble for con-

ducting Unit Operations.

10.1.3 Records. A copy of all production and well records
that pertain to such delivered wells.

10.2 Assessment in Lieu of Usable Well. Each of the Working
Interest Owners named in Exhibic "F", in lieu of delivering to the Unit
the wells listed thereon in Usable Condition as of the effective date
hereof, does herewith bind itself and agree to the following:

10.2.1 Schedule I - Assessments. Each of the Working In-
terest Owners listed under Schedule 1 of Exhibit "F" will deliver its
wells listed thereunder to Unit Operator on the effective date hereof,
and each shall pay its proportionsate share of any remedisl work approved
by the Working Interest Ouners snd done to make any Schedule I well a
Usable Well, based on the ratio that its total assessments under Schedule
1 for its wells which are not Usable Wells on the effect{ve date hereof
bears to the total assessments under Schedule I for all the wells lisced
thereon which are noc Usable Wells on the effective date hereof. Unit

Operator shall bill each Working Interest Owner who {s obligated hereunder

-9-
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from time to time for its share of the cost of remedial work as such
work {s performed. Installation of casing to the top of the Langlie-
Mactix formation shall be initi{ated only after approvsl by the Working
Interest Quners aas provided in Article 4 of this agreement; provided,
however, that {f such casing i{s not installed within two years after
the effective date of this agreement, said installat{on shall be at
the expense of all Working Interest Owners rather than those listed tn
Schedule I of Exhibit "P'. 1In no event shall any Working Interest Owner
be separately assessed hereunder an amount in excess of the total
assessmants under Schedule I shown opposite its wells which are not
Usable Wells on the effective date of this agreement. Any costs in
excess of those separately assessed hereunder shall be charged as Unit

expense.

10.2.2 Schedule 11 - Assessments. The Working Interest

Owners of those wells listed under Schedule I1 of Exhibit "F" may re-

tain for their own use, as to formations other than the Unitized

Pormation, the wells listed thersunder. Any Working Interest Qwner

who fails to deliver as s Usable Well on the effective data of this agree-~
mant any of the wells listed under Schedule 11 of Exhibit "I shall

be sssessed in lieu thereof the amount set forch opposite such well.

The assessment may be psid in cash, for credit to the joint account, within
thirty (30) days after Phase II becomes effective, or may be paid out of
sixty percent (60%) of the production sllocated to the tract, under

Phase 1I, on which such well is located.

10.2.3 Schedule Il - Assessments. Working Interest Owners
may, at any time after the effactive date hereof, determmines that those
wells listed under Schedule III of Exhibit "F'" which have not been com-
pleted as Usable Wells prior to the effective dntelhcreof, need to be
completed as Ussble Wells. When such determination {s made, Unit Operator
shall make appropriste written demands on the Working Interest Owners of
the wells determined necessary, Within thirty (30) days after such demand,
each Working Interest Owner upon whom demand is made shall advise Unit
Operator of its election as to the following:

A. Within ninety (90) days after demand as provided

above, each Working Interest Owner upon whom demand

is made shall complete and equip, at its sole cost,

~10-
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risk and expense, a Usable Well, Upon delivery to
Unit Operator of a Usable Well, an inventory and
ad justment of investment shall be effected in
accordance with the other provistons of this
Article 10.

B. Working Interest Owners upon whom demand {s made
under this Section 10.2.3 may, in lieu of furnish-
ing a Usable Well, elect to pay in cash to the Unit
Operator, for credit to the joint account, the amount
shown under Schedule III of Exhibit 'F" opposite the
well for which demand is made. Payment shall be made
within thirty (30) days after receipt of demand for a
Usable Well.

10.3 laventory. On the effective date hereof, or as soon there-
after as feasible, Working Interest Ouwners shall, at Unit expense, in-
ventory the personal property taken over under Section 10.1 above. Such
inventory shall be limited to controllable material as defined by the
“Material Classification Manuasl", 1967 Print, issued by the Council of
Petroleum Accountsnts Societies of North America; provided however, that
for adjustment purposes only, sucker rods, down-hole pumps snd other items
as agreed upon by the Working Interest Owners will be treated the same
as controllable equipment. Although all casing shall be included in full
detail in the inventory, the value of the casing for adjustment purposes
shall be zero. Noancontrollable {tems which are omitted from the inventory
shall, nevertheless, be taken over by the Unit {f in use on the property.
As to any Tract, Unit Operator shall notify each Working Interest Owner
therein at least ten (10) days prior to the taking of the inventory with
respect to such Tract, so that each of said Working Interest Owners may
make arzangements to be represanted at the taking of the inventory. Fail-
ure of a Working Interest Owner to be represented at the taking of the
inventory shall, nevertheless, bind such Working Interest Owner to accept
the inventory taken by representatives of the other Working Interest Owners.

10.4 laventory Evaluation and Approval. Unit Operator shall

furnish for approval by Working Interest Owners an inventory reflecting

the following:

(a) A list of controllable material and equipment, except

for material and equipment required for production from non-unitized

-11-
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formations, deemed necessary or desirable for Unit Operations. The

material and equipment so listed shall be valued at eighty percent

(80%) of the price basis prescribed for material in Paragraph 2

of Article IV of Exhibir "E", the applicable conditions to be

indicated on the inventory; provided, however, that matertal and
equipment not classified to be in condition B or C as specified
in Paragraph 2 of Article IV of Exhibit E shall not be taken over
by Unit Operator except by special agreement with the owners of
said equipment as approved by the Working Interest Owners.

(b) A list of material and equipment serving the Unitized

Formarion deemed necessary by the Unit Operator for the temporary

convenience af the Unit, Said material and equipment shall be

retained on a loan basis for a period of time not to exceed six

(6) months from and afcer the effective date of this agreement

unless individual arrangement has been made for the further

use thereof.

(¢) A list of the materisl and equipment which, although
caken over by Unit Operator, is not, as of date of submission

of sald inventory for Working Interest Owner approval, deemed

necessary or desirable for Unit Operations,

10.5 Adjustment of Investment. Upon approval by the Working
Interest Owners of the inventory evaluation referred to in Section 10.4
hereof, each Working Interest Owner shall be credited with the value as
determined {n accordance with Section 10.4 (a) above, of its {nterest
in all material snd equipment taken over by Unit Operator under Section
10.1 of this agreement and charged with an amount equal to that obtained
by multiplying the total value of all such ;aterlnl and equipment taken
over by Unit Operator by such Working Interest Owner's Phase 1I Unit
Participation., If the charge against any Working Interest Owner 1is
greater than the amount credited to such Working Interest Owner, the
resulting net charge shall be paid and {n all other respects be treated
as any other item of Unit expense chargeable agsinst 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 creditc
shall be paid to such Working Interest Qumer by Unit Operstor out of funds

received by it in settlement of the net charges descrided above.
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10.6 Removal of Non-Unit Equipment. Upon approval by the Working

Interest Owners of the {aventory referred to in Section 10.4 hereof, the
material and equipment listed as surplus as provided in Section 10.4 (c)
shall be reclaimed by the owner thereof and may be removed from the Unit
Area at any time or shall be removed within a reasonable time after the
owners of such property have been requested to do so by Unit Operator
unless said material and equipment are necesaary for use by the owners
thereof in the operation or development of horizons not unitized under

the Unit Agreement and this agreement. Material and equipment l{sted

under Saction 10.4 (b) shail be reclaimed and removed by the owner thereof

on requast of Unit Operator.

10.7 General Facilities. The acquisition of warehouses, ware-
house stocks, lease houses, camps, facility systems, and office buildings
necessary for Unit Operacions shall be by negotiation by the ouners thereof
and Unit Operator, subject to the approval of Working Interest Owners based
upon their respective Phase II Unit Participations. There shall be no
ad justment for lease roads or appurtenances thereto.

10.8 Ownership of Personal Property and Facilities. Each Working
Interest Owner shall, by virtue hereof, own an undivided interest in all
personal property and facilities taken over or otherwise acquired by Uatt
Operator pursuant to this agreement, and said undivided {nterest shall be
equal to its Phase I1 Unit Participation.

ARTICLE 11}
UNIT EXPENSE

11.1 DBasis of Charges to Working Interest Owners. Unit Operator
initially shall pay and discharge all costs and expenses incurred in the
developmant and operstion of the Unit Ares. Each Working Intarest Owner
shall reisburse Unit Operator for its proportionate share of all such
costs and expanses as follows:

11.1.1 Operating Expense. Beginning at 7:00 A.M., on the
effective date hereof, all opersting expenses shall be shared by Working
lnterest Owners in sccordance with their respective Unit Participation
as set out in Exhibit "D" which are in effect at the time ssid expenses
are incurved.

11.1.2 Cspital Expenditures. Beginning at 7:00 A.M., on
the effective date hereof, and thereafter during the life of this agree-

ment, all capital expenditures for development and for the purchase and

-13-
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{nstallation of material classified as investment items shall be shared
by Working Interest Owners in accordance with their regpective Phase I1
Unit Participations as setr out in Exhibit "p*,

All charges, credits and accoqnting for costs and expenses shall
be governed by Exhibit "E" or, when applicable, the provisions of Section
11.1.2 hereof.

11.2 Budgets. Before or as soon as practical after the effective
date hereof, Unit Operator shall prepare a budget of estimated costs and
expenses for the remainder of the calendar year, and on or before the first
day of each October thereafter shall prepare & budget of estimated costs
and expenses for the ensuing calendar year., Such budgets shall ser forth
the estimated costs and expenses by quarterly periods., Budgets so prepared
shall be estimates only and shall be subject to adjustment and correction
by Working Interest Owners and Unit Operator from time to time whenever
it shall appear that an adjustment or correction is proper. A copy of
such budget and adjusted budget shall be promptly furnished 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 by submitting to Working Lnterest Owners, on
or before the 1l5th day of any month, an i{temized estimste thereof for
the succeeding month, with a request for payment in advance, Within
fifceen (15) days thereafter, 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 accounts of Working Interest Owners
shall be adjusted accordingly.

11.4 Commingling of Funds. No funds receiyed by Unit Operator
under this agreement need be segregated or maintained by it as a separate

fund, but may be commingled with its own funds.

11.5 Lien of Unit Operator and Working Interest Owners. Each

Working Interest Owner grants to Unit Operator & lien upon its oil and gas
rights in each Tract, its share of Unitized Substances when produced, and
its {nterest in all Unit equipment, as security for payment of its share of
Unit expense, together with interest thereon at the rate of ten percent

(10%) per annum. Unit Operator shall have the right to bring suit to enforce

collection of such indebtedness with or without seeking foreclosure of the

14~
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lien. In addition, upon default by any Working Interest Owner {n the pay-

ment of its share of Unit expense, Unit Operator, without prejudice to nther
existing remedies, shall have the right to collect from the purchaser the
proceeds from the sale of such Working Interest Owner's share of tmitized

Substances until the amount owed by such Working Interest Owner, plus in-

terest as aforesaid, has been paid. Each purchaser shail be entitled to

rely upon Unit Operator's written statemenc concerning the amount of any
default. Unit Operator grants a like lien to the Working Interest Owners.
11.6 Unpaid Unit Expense. If any Working Interest Owner fails to
pay its share of Unit expense within sixty (60) days after rendition of a
statement therefor by Unit Operator, each Working Interest Owner agrees, upon
request by Unit Operator, to pay its proportionate part of the unpaid share
of Unit expense of the defaulting Working Interest Owner, The Working In-
terest Owners that pay the share of Unit expense of a defaulting Working In-
terest Owner shall be reimbursed by the Unit Operator for the amount so paid,
plus any interest collected thereon, upon receipt by Unit Operator of any past
due amount collected from the defaulting Working Interest Owner. Any Working
Interest Owner so paying a defaulting Working Interest Owner's share of Unic
expense shall be subrogated to the lien and rights here;n granted Unit Operator.
11.7 Uncommitted Royalty. Should an owner of a Royalty Interest in
any Tract fail to become a party to the Unit Agreemenc, and, as a resulc chere-
of, the actual Royalty Interest payments with respect to such Tract are
more or less than the Royalty Interest payments computed on the basis of the
Unitized Substances that are allocated to such Tract under the Unit Agree-
ment, the difference shall be borne by or inure to the benefit of Working
Interest Owners in proportion to their respective Unic Participations; how-
ever, the difference to be borne by or inure to the benefit of Working In-
terest Owners shall not exceed an amount conputed on the basis of one-eighth
{(1/8) of the difference between the Unitized Substances allocated to the
Tract and the Unitized Substances produced from the Tract. Such adjustments
shall be made by charges and credits to the joiant account. If the interest
of such Royalty Owner is an overriding royalty interest, production payment
or other interest conveyed out of a Working Interest, the nbligation to make
the psyment or to otherwise satisfy such Royalty Owner shall be the sole

obligation of the Working Interest Owmer or Owners whose interest is burdened

thereby.
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NON-UNITIZED FORMATIONS

12.1 Right to Operate. Any Working Interest Owner that now
has or hereafter acquires the right to drill for and produce oil, gas
or other minerals, from other than the Unit{zed Formation, shall have
the right to do 8o notwithstanding this agreement or the linit Agreement.
In exercising the right, however, the Working Interest Owner shall
exercise reasonable precaution to prevent unreasonable interference
with Unit Operations. No Working Interest Owner shall produce Unitized
Subatances through any well drilled or operated by it. If any Working
Interest Owner drills any well i{nto or through the Unitized Formation,
the Unitized Formation shall be protected in a manner satisfactory to
Working Interest Owners so that the production of Unitized Substances

will not adversely be affected.

12.2 Multiple Completions - Limitations. There shall be no wells

in the Unit Area completed in more than two producing formations, one of
which is the Unitized Formation, except under such terms and conditions as
may be agreed upon by the Working Interest Owners.

12.3 Joint Operations Provided For. Multiply completed wells

shall be handled as follows:

12.3.1 Rights of Unit Operator and Allocation of Cost Be-

tween Unitized and Non-Unitized Operations. Unit Operator shall have the
right to operate that portion of multiply-completed wells which were
.delivered to it pursuant to Article 10 above for production of Unicized
Substances or as injection wells or for any other purpose pursuant to

or in connection with the Unit operations provided for herein. The
Working Intersst Owner or Qwners who own Oil. and Gas Rights to any
formation other than the Unitized Formation wherein any such multiply-
completed well is situated, hereinafter called "Other Operator", shall
have the right at its sole cost, risk and expense to operate that portion
of such well which it has retained for the production of oil end gas

from such formation other than the Unitized Formation, hereinafter called
"Other Formation". The cost and expense of operating a multiply-completed
wvell as to the Unitized Formation and keeping and maintaining the personal
property delivered to Unit Operator pursuant to Article 10, save and except

for casing, shall be borne entirely by the Working Interest Owners of the
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Unit the same as if such well were a single completion in the Unirized

Formation.

Except where circumstances and conditions warrant otherwise,
Unit Operator shall be entitled to install tubing of a size equal to the
tubing installed and used for the Other Formation, it being the t{ntention
hereby to provide that Unit operations shall not be subordinated to a

secondary or {nferior status.

12.3.2 Subsequent Completion in Formation Other than

Unitized Formation. No well in which the Unit ovwns a partial or full

interest may be subscquently completed or recompleted {n another formatfion

without the consent of the Working Interest Ouners.

12.3.3 Workovers or Other Similar Operations in Multiply-

Completed Wells. If either the Unit Operator or Other Operator should
desire to conduct a workover, reconditioning or other operation which
would result in any iaterruption or cessation of operations being con-
ducted in, upon or with respect to such well by the other party, then
the party desiring to undertake such operation shall first notify the
other party in writing at least fifteen (15) days prior to commencing
the proposed operation, sctting out a complete and detaileu description
thereof. After the expiration of the fifteen (15) day period, or
sooner if mutually agreeable, the party desiring to undertake such
operations may proceed im accordance with its proposal subject to any
amendments or changes which have been mutually agreed upon by the
parties during the fifteen (15) day period. Such operations shall be
performed in a good snd workmanlike minner and, except as hereinafter
provided with respecc to casing, at the sole cost, risk and expense

of the party undertaking the work. Th; party undertaking the work
shall at his sole cost, risk and expense make all reasonabie efforts
to restors the formation operated by the other party to the same work"
ing condition and status of performance which existed prior to under-
taking the work. Except for gross negligence or willful misconduct,
the party undertaking such work shall not be liable beyond the duty
imposed by the preceding sentence hereof or responsible for any damages
to or loss of production from the formation operated by the party not
desiring to undertake the work, nor shall such undertaking party be

liable for any damsge to the well or the casing.
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12.3.4 Maintenance of Casing. In the event any casing repairs

become necessary with respect to a multiply-completed well which are not

the result of workovers or other similar operations hereinabove provided

for, the Unit Operator and Other Operator shall pay the cost of such re-
pairs in the following proportions: 1If the Unitized Formation lies below
the other formation in which the well is completed, the Unit Operator and
the Other Operator shall share equally the cost of any casing repairs
necessary to the base of the other said formation and the cost of any
repairs necessary from the base of the other said formation to the base
of the Unitized Formation shall be borne solely by the Unit Operator;
If the Unitized Formation lies above the other formation in which the well
is completed, the Unit Operator and the Other Operator shall share equally
the costs of any necessary repairs to the base of the Unitized Formation
and the cost of any repairs necessary below the base of the Unitized
Format{on shall be borne solely by the Other Operator.

12.3.5 Replacement Wells. If as a consequence of any deeper
drilling, workover or repairs, a replacement well has been proposed by
the Unit Operator, either the Working Interest Owners or the Other Operator
may elect whether or not to participate in the drilling of such replace-~
ment well as a multiple-completion well. 1In the event such s replacement
well is to be drilled, the cost of drilling the same to the base of the
Unitized Formation shall be borne by the Working Interest Owners and the
Other Operactor in equal shares, if the Unitized Formation lies above the
other formation in which the well is completed, and the cost of drilling
said replacesent well below the Unitized Formation shall be borne by the
Other Operator, If the Unit{zed Formation lies below the other formation
in which said replacement well is to be completed the cost of drilling
the sams to the base of the other formation will be borne by the Working
Interest Owners and the Other Operator in equal shares, and the cost of
drilling said replacement well below the base of the other formation shall
be borne by the Working Interest Owners. The Working Interest Owners and
Other Operator shall each pay their respective completion costs in any such

replacement well.

12.3,6 Communications Between Formations. Unit Operator shall

be responsible for checking communications between the Unitf{zed Formation

and any other Pormation; provided, however, the Other Operator shall be
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notified at least twenty-four (24) hours prior to the taking of any
packer leakage tests and be permitted to have a representative present if

they should so desire. The cost of any operation performed to remedy

communication between zones will be borne equally by and between the Work-
ing Interest Owners and the Other Operator, or Operators, of such communicat-
ing zone or zones.

12.3.7 Abandonment. If either party should desire at any
time to abandon one of {ts operations in any multiply-completed well and
salvage its material and equipment therefrom, such party shall be bound
to give the other party at least a fifteen (15) day notice in writing
prior to making such abandonment and shall otherwise proceed as provided
above in Section 12.3.3, subject however to the terms and provisions of
Section 22.1. If both parties mutually agree to abandon the well, the cost
of such abandonment shall be shared equally.

ARTICLE 13
TITLES

13.1 Warranty and Indemnity. Each Working Interest Owner repre-
gents and warrants that it is the owner of the respective Working Interests
set forth opposite its name in Exhibit "B” of the Unit Agreement, and hereby
agrees to indemnify and hold harmless the other Horking Interest Owmers
from any loss due to failure, in whole or in part, of its title to any such
interest, except failure of title arising ocut of Unit Operations; provided
that, such lﬂdeunity and warranty shall be limited to an amount equal to
the net value that has been received from the sale or receipt of Unitized
Substsnces attributed to the interest as to which title failed. Each
failure of title will be deemed to be effective, insofar as this agreement
is concerned, as of the first day of the calendar month in which such
failure is finally determined, and there shall be no retroactive adjustment
of llnit expense, or retrosctive allocation of Unit{zed Substances or the
proceeds therefrom, as a result of title failure,

13.2 PFailure Because of Unit Operations. The failure of title to

any Working Interest in any Tract by rcason of Unit Operations, including
non-production from such Tract, shall not chanpe the Unit Participation of
the Working Interest Owner whose citle failed in relation to the Unit Partici-

pations of the other Working Interest Owners at the time of the title failure,
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LIABILITY, CLAIMS, AND SUITS
14.1 Individual Liability. The duties, obligations and liabilities

of Working Interest Owners shall be several and not joint or collective;
and nothing herein contained shall ever be construed as creating a partner-

ship of any kind, joint venture, association, or trust among Working Inter-

egt OQuners,

14,2 Settlements. Unit Operator may settle any single damage

claim or suit involving Unit Operations but not involving an expenditure in
excess of Two Thousand Dollars ($2,000.00), provided the payment is in
complete settlement of such claim or suit. If the amount required for
settlement exceeds the above specified amount, Working Interest Owners shall
assume and take over the further handling of the claim or suit unless such
authority is expressly delegated to Unit Operator. All costs and expense
of handling, settling, or otherwise discharging such claim or suit shall
be an {tem of Unit expense, If a clsim is made against eany Working Interest
Owner or if any Working Interest Owner is sued on account of any matter
arising from Unit Operations and over which such Working Interest Owner
individually has no control because of the rights given Working Interest
Owners and Unit Operator by this agreement and the Unit Agreement, che Work-
ing Interest Owner shall immediately notify the Unit Operator, and the claim
or suit shall be treated as any other claim or suit involving Unit Operations.
ARTICLE 15
INTERNAL REVENUE PROVISION

15.1 Internal Revenue Provision. Each Working Interest Owner
hereby elects that it and the operations covered by this agreement be
excluded from the application of Subchapter K of Chapter 1 of Sub-title
A of the Internal Revenue Code of 1954, or such portion thereof as the
Secretary of the Treasury of the United States or his delegate shall permit
by election to be excluded therefrom. Unit Operator is hereby authorized
and directed to execute on behalf of each Working Interest Owner such

addicional or further evidence of the election as may be required by regu-

lations issued under said Subchapter K. Should the regulations require each

party to execute such further evidence, each Working Interest Ouner agrees
to execute or join in the execution thereof. The election hereby made and

the other provisions of this paragraph shall apply in like manner to
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applicable state laws, regulations, and rulings now in effect or hereafter
enacted that have an effect similar to the fedeval provisions veferred
to herein.

ARTICLE 16

NOTICES
16.1 Notices. All noticee 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 Interest
Owner as furnished to Unit Operator in accordance with Section 4.1 hereof.

ARTICLE 17

WITHDRAWAL OF WORKING INTEREST OWNER

17.1 Mithdrawal. If any Working Interest Owner s0 desires, it
may withdraw from this agreement by conveying, assigning and transferring,
without warranty of title either express or {mplied, to the other Working
Interest Owners who do not desire to withdraw herefrom, all of the former's
right, title and interestc in and to its lease or leases or other operating
rights in the Unit Area insofsr as said lesse, leases or rights pertain
to the Unitized Formation, together with the withdrawing Working Interest
Owner's interest in all wells, pipe lines, casing, injection equipment,
faciiities and other personal property used in conjunction with the develop-
ment and operation of the Unit Ares; provided, however, that such transfer,
assignment or conveyance shall not relieve said Working Interest Owmer
from any obligation or liability tncurred prior to the date of the execution
and delivery thereof. The interest so transferred, assigned and conveyed
shall be taken and owned by the other Working Interest Owners in proportion
to their respective Phase II Unit Participations. After the execution and
delivery of such transfer, assignment or conveyance, the withdrswing Work-
ing Interest Onwer shall be relieved from all further obligstions and

1iability hersunder and under the Unit Agreement. Thereupon, the right
of such Working Interest Owner to any benefits subsequently accruing here-
under snd under the Unit Agreement shall cease; provided, that upon
delivery of said transfer, assignment of conveyance, the assignees (in

the ratio of the respective interests so acquired) shall psy to the
assignor for tts interest in all jointly ownad equipment, casing snd

other personal property the fair net salvage value thereof, less {ts

proportionate share of the costs of terminating the Unit, as same are
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determined and fixed Ly Working Interest Owners. This Section shall not
prevent a Working Interest Owner from assigning, conveying or otherwise
transferring ics {nterest, in whole or in part, provided such assignment,
conveyance or trangfer ia wmade subject to the terms of this sgreement and
the Unit Agreement.

ARTICLE 18

CREATION OF NEW INTEREST

18.1 Creation of New Interest. If any Working Interest Owner

shall, after executing this agreement, create any overriding royalty,
production payment, or other similar interest, hereafter referred to as
"new interest", out of {ts interest subject to this agreement, such new
interest shall be subject to all the terms and provisions of this lgree-.
ment. In the event the Working Interest Owner owning the {nterest from
which the new interest was created withdraws from this agreement under
the terms of Article 17, or fails to pay any expenses and costs chargeable
to it under this agreement and the production to the credit of such Work-
ing Interest Owner is insufficient for that purpose, the owner of the new
interest will be liable for the pro rata portion of all costs and expenses
for which the original Working Interest Owner creating such new interesc
would have been liable by virtue of his owneraship of the new interest
had the same not been transferred. 1In this event, the lien provided in
Section 11.5 may be enforced against such new interest. 1If the owner
of the new interest bears a portion of the costs and expenses or the same
is enforced against such new interest, the owner of the new interest will
be subrogated to the rights of the Unit Operator with respect to the in-
terest primarily chargeable with such costs and expenses.
ARTICLE 19
ABANDONMENT OF WELLS

19.1 Riahts of Former Owners. If Working Interest Owners decide
to abandon permsnently sny well within the Unit Ares prior to terwination
of the Unit Agreement, Unit Operator shall give written notice thereof to
the Working Interest Owaers of the Tract on which the well {s located, and
they shall heve the option for a pertod of ainety (90) days after the
sending of such notice to notify Unit Operator {n writing of thelr election
to take over snd 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
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joint account, the amount estimated by Working Interest Owners to be the
net salvage value of the casing and equipment in and on the well. The
Working Interest Owners of the Tract, by taking over the well, agree to
geal off effectively and protect the Unitized Formation, and upona abandan-
ment to plug the well in compliance with applicable laws and regulations.
19.2 Plugging. If the Working Interest Owners of a Tract do

not elect to take over a well located theveon which {s proposed for
abandonment, Unit Operator shall plug and abandon the well in compliance
with spplicable laws and regulations.

ARTICLE 20

FORCE MAJEURE

20.1 Force Majeure. In the event any party hereto is rendered

unable, wholly or i{n part, by force majeure to carry out its obligacions
under this contract, other than the obligations to meke payment of money
due hereunder, {t is agreed that upon such parcy's giviang notice and
reasonably full particulars of force majeure in writing or by telegraph
to the other parties hereto within a reasonable time after the occurrence
of the cause relied upon, then the obligations of the party giving the
notice, so far as they are affected by force majeure, shall be suspended
during the continuance of any liability so caused, but for no longer period,
and the cause of the force majeure shall, so far as possible, be remedied
with all reasonable dispatch. The term "force majeure" as employed herein
shall mean any cause not reasonably within the conctrol of the party claim-
ing suspension.

ARTICLE 21

EFFECTIVE DATE AND TERM

21.1 Effective Date. This agreement shall become effective on

the date and at the time that the Unit Agreement becomes effective.

21.2 Term. This agreement shall continue in effect so long
as the Unit Agreement remains in effect, and thereatter until (a) all
Unit wells have been abandoned and pluggyed or turned over to Working Ia-
terest Ouners in sccordance with Article 22; (b) all Unit equipment and
real property acquired for the joilnt account have been disposed of by

Unit Operator ian accordance with inatructions of Working Interest Owners;

and (c) there has been a final accounting.
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ABANDONMENT OF OPERATIONS

22.1 Termination. Upon termination of the Unit Agreement, the

following shall occur:

22.1.1 01l _and Gas Rights. Oil and gas rights in and to
each separate Tract shall no 1onge¥ be affected by this agreement, and
thereafter the parties shall be governed by the terms and provisions of
the leases, contracts, and other instruments affecting the separate Tracts.

22.1.2 Right to Operate. Working Interest Owners of any
tract that desire to take over and continue to operate wells located there-
on may do so by paying Unit Operator, for credit to the joint account,
the net salvage value of the casing and equipment in and on the wells taken
over, a8 estimated by Working Interest Owners, and by agreeing to plug
properly each well at such time as it is abandoned.

22.1.3 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 separate Tracts as can economically and reasonably be
salvaged, and shall cause the wells to be plugged and abendoned properly.

22.1.4 Cost of Salvaging. Working Interest Oun;rs shall
share the cost of salvaging, liquidation or other distribution of assets
and properties used in Unit Operations in proportion to their respective
Unit Participatioms as set out in Exhibit D.

ARTICLE 23

COUNTERPART EXECUTION

23.1 Execution by Separate Counterparts of Ratifications. This

sgreemant may be executed in any number of counterparts and each counter-
part so executed shall have the same force and effect as an original
instrument and as if all of the parties to the aggregate counterparts
had signed the same instrument; or, {t may be ratified by a separate
instrument in writing referring to this agreement. Each such racificacion
shall have the force and effect of an executed counterpart and of adopt-
ing by reference all provisions hereof.
ARTICLE 24
SUCCESSORS AND ASSIGNS
24.1 Successors and Assigns. The provisions hereof shall be

covenants running with the lands, leases, and interests covered hereby,

-24-
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and shall be binding upon and inure to the benefit of the respective
heirs, devisees, legal Fepresentatives, successors and asaigns of the
parties hereto.

ik
o

Ve

-‘.ﬁ IN WITNESS WHEREOF, this agreement is executed as of the date
-~

o "’fﬁﬂi‘al}“e written.

i 88 Do

e B

Y
v atkddy: sx_zu.v.su. COMPANY

lce President

Assistant Secypecary
’

"fate of Signature:

Qm_,z;s 778

-25-
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STATE OF OKLAHOMA )
) ss
COUNTY OF TULSA )

The foregoing instrument was acknow ged before me th
day of Lprd v 1973 by @d Stealliz——

A

Vice President of SKELLY OIL COMPANY, a Delaware corporation, on behalf
of said corporation.

e

{lufﬁi 0Z0 .
h < Lg oxavald, /). toZ<W
‘ ;I Cﬁilsion expires: Notary Public

o

~26-



UNIT OPERATING AGREEMENT

EXHIBIT D"

MYERS LANGLIE-MATTIX UNIT

LEA COUNTY, NEW MEXICO

Working Interest Owner

Allied Chemical Corporation
Amerada Hess Corporation
Arlene S. Anthony

Amoco Production Company
Atlantic Richfield Company
Frank Bateman

George R. Bentley

0. A, Bourg Drilling Company
Tom Brown Nrilling Company
W. K. Byrom

Chevron Oil Company

Cities Service 011 Company
Ralph L. Clarke

Margaret 8. Clay

Clay Trusts 618-1, 2 & 3

W. J. Clay

Conka Production Company
Continental-Emsco Company
Continental 0il Company
Crown Central Petroleum Corporation
R. DeChicchis Estate

Mrs. V. M. Donnelly

Chas. A. Dore

Clara Dwyer Estate

F. W. Dye Estate

Elder Estate

El Pasa Natural Gas Company
Flag-Redfern Oil Company
Fluor Corporation

Gackle Oi{l Cowmpany

General Crude 01i1 Company
Getty Oil Company

Great Western Drilling Company
Gulf 0i{l Corporation

John H, Hendrix

Lamar Hunt

N. B. Hunt

W. H. Hunt

Johnson & French

Aubrey Kenyon

Michael L. Klein

P. D. & Lillisn B. Jones

C. B. King Estate

Frank D. Lortscher

Ralph Lowe Estate
Management Trust Company
Blanche McCallister

R. G. McPherson

Merchants National Bank of Terre Haute

Gertrude C. Mitchell

Mobil 01l Corporation
Petroleum Corporation of Texas
W, A. Pruatt

Charles B. Read

Reserve 0il and Gas Company
Resler snd Sheldon

Herbert J. Schmitz

Charles T. Seott, Jr.
Robert C. Scott

T. J. Sivley

Skelly 011 Company

R. L. Summers

" 544 38¢

PERCENT

Phase 1 Phasc I
.59869 1.01166
6.17699 6.21268
0.00000 0,08283
6.21201 5.34004
5.26996 9.53544
.20003 .26117
.02816 016469
. 16486 .05131
49459 . 15392
1.55489 .84458
.76773 ,04851
2.01056 1.64622
1.22629 .13075
.84250 . 75051
.81434 .73583
0.00000 01777
.204624 .09393
1.16195 . 58852
1.73554 2.08825
.67790 .88783
.65945 .20523
41299 62812
0.00000 00209
.05261 04186
.18428 . 28249
1.31890 41046
0,00000 .086138
2.41669 1.18850
.09902 .10012
1.00774 .30206
.31562 .25116
46205 .22939
2,88702 2.54868
7.68827 10.87787
.25581 .23951
1.03064 1.51044
2.06130 3.020%90
1.03066 1.51046
45264 . 56001
.05685 .05322
.25581 .23950
0.00000 .00084
.36857 . 56499
0.00000 .24864
.74190 .57950
.30232 .27061
.29047 .13893
.41688 .23477
.02816 .01469
.05260 .04186
.84166 .66977
.31649 .13537
0.00000 00104
.10421 .05969
.82849 .86361
3.93863 1.47473
0.00000 .19891
0.00000 ,08283
0.00000 .08288
. 19074 .38752
12.53466 13.369413
.16599 08407
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Exhibit “D"

Unit Operating Agreement
Page Two

Workinz Interest Owner

Superior 0il Company
Texaco Inc.

Texas Pacific Oi{l Company
J. E. Warren

Finn Watson

Unleased Interest

TOTAL

PERCENT

Phase I Phase 11
0.00000 00648
8.80313 10.28603

16.89701 12.96196

.18428 .28249
.20423 .09398
0.,00000 .27556

100.00000 100 . 00000
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COPAS — 1942
Fourm 11.3444-170

Recommended
imn":: S::z'“.:::
. €. t
EXHIBIT “E’ North Amesca. o
Excaot 4 maditied
'3

Attached to and made a part of.. . Unit Qperating Agreement . $ ey

... . Myers Langlie-Mateix Unit T
Lea County, New Mexico . ........... ' Jadse®
Sec. iV n'.‘;, ::(”

ACCOUNTING PROCEDURE

(JOINT OPERATIONS)

I. GENERAL PROVISIONS

. Definitions

“Joint Property” shall mean the real and personal property subject ta the agreement to which this "Accounting Pra-
cedure’ is attached.

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

“Operator’ shall mean the party designaled to conduct the Joit QOperations.

“Non-Operators” shaili mean the nonoperating parties. whether one or more.

“Joint Account” shall mean the account showing the charges and credits acuruing because of the Joint Operations
and which are to be shared by the Parties.

“'Parties” shall mean Operator and Non-Operatacs.

“Material” shall mcan personal property, equipment or supplies acquired or held for use on the Joint Property.
*Controllable Material™ shall mean material which at the time is so classified in the Material Classitication Manual
as most recently recommended by the Council of Petroleum Accountants Societies of North America.

Conflict with Agreement

In the event of a conllict between the provisions of tnis Accounting Procedure and the provisions of the ugree-
ment to which this Accounting Procedure is attached. the provisions of the agreement shall control
Collective Actien by Nen-Operators

Where an agreement or other action of Non-Operators is expressly required under this Accounting Procedure
and if the agreement to which this Accounting Procedure is attached conlains no contrary provisions in regard

thereto, Lthe agreement or action of a majority in interest of the Non-Operators shall be controlling on_all Non-
Operators.

. Statements and Billings

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of costs and

exp for the preceding month. Such hills will be accompanied by statements reflecting the total charges
and credits as set forth under Subparagraph ¢ below:

A. Statement in detail of all charges and credits to the Jaint Account.

B. Statement of all charges and credits to the Joint Account. summarized by apprdpriate classiticati indicati

of the nature thereof.
C. Statement of sl charges and credits to the Jaint Account summarized by appropriate classifications indicative
of the nature thercof, except that items of Controllable Material and unusuul charges and credits shall be detailed.
Payment and Advances by Non-Operaters
Unless otherwise provaded foe i the ageeement, the Operator may regquiee the \'ml-‘)l

nated cazh owtlay {or the suceeeding month’s aperation. Operator shall adjust rac
received from the Nos Operators.

wrators Lo advaner theie share of esti-
v moathly billing to eeflect advances

Each Non Operator #hall pay its proportion of all bills within fifteen (13) days after receipt. If payment is not made within
such time. the unpaid balance shall bear interest monthly ut the rate of ten per cent (1) per annum or the maximum con-
teact rate permitted by the applicable wiiry laws in the state in which the Joint Property is located, whichever is the lesser.
Adjustments .

Payment of any such bills shall not prejudice the right of any Non-Operators to protest or question the correctness
thereof: provided however, ail bills and statements rendered to Non-Operators hy Operstor during any calendar
year shail conclusively be presumed to be true and correct after twenly-four {24) months lollowing the end of any
such calendar year, unless within the said twenty-four (24) month period a Non-Operator takes written excep-
tion thercto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall be made
unless it is made within the same prescribed period. The provisions of thus paragraph shall not prevent adjust-
ments resulting from a physical inventory of the Joint Property as provided for in Section VII.

Audits

A Non-Operator, upon notice in writing to Operator and all other Non-Operatars, shall have the right to audit
Operator’s accounis and recnrds relating 1o the accounting hereunder for any calendar year within the twenty-four
(24) month period following the end of such calendar year: provided however, the making of an audit shall not ex-
tend the time for the taking of writlen exception to and the adjustment of accounts as provided for in Paragraph
8 of this Section I. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable

effort to conduct joint or simultaneous audits in a manner which will result in a mini of incon to
the Operator.

1. DIRECT CHARGES

Subject te limitations hereinafter preseribed, Operater shall charge the Joint Account with tha fellowing itema:
Rentals snd Reyslties

Delay or other remtals and royalties when such rentals and royalties are paid by Operator for the Joint Account
of the Parties.

Laber

A. Salaries and wages of Operator's employees directly cngaged on the Joint Property in the conduct of the Joint
Operations, and salaries or wages of technical emplayees who are tempararily assigned to and directly
employed on the Joint Property.
Operator’s cost of holiday, vacation, sickness and disabilily benefits and other customary allowances paid to the
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section II
and Pnaragraph 1 of Section 111; except that in the case of those employees only a pro rata portion of whose
salaries and wages are chargeable 10 the Joint Account under Paragraph 1 of Section 111, not more than the same
pro rata portion «f the benefits and allowances herein provided for shall be charged 10 the Joint Account. Cost
under this Paragraph 2B may be chacged on 8 “when and as paid basis" or by “percentage assessment” on the
amount of salarics and wages chargeable to the Joint Account under Paragraph 2A of this Section [ and Para-
graph 1 of Section 1II.  If percentage assessment is used, the rate shall be based on the Operator's cost experience.
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C. Expenthitures or ennatribulions made pursuant to assessmuents imposed by governmental authority which are ap-
phicable 1o Operator's labor cost af salaries and wages chargeabie to the Joint Account under Paragraphs IA

and 2B of this Sectinn 11 and Parugiaph 1 of Section [11.

Reasunahle personal expenses of those employees whose salaries and wages are chargeable to the Joint Account

under araiaph 2A of this Section [T and for which expenses the employees are reimbursed under Operator's
usuul practice.

D.

Emplayee Renefits
Operaturs enerent vost of established plans for employers” gronp life msarance, hospitalization, pension, retirement, stock
purchase, thrift. boaus, and other benefit plans of 4 like nature, applicable 1o Dperator’s labor cost; provided however, the

total of such chaeges shall not exeeed Tilteen peeceat (1374) of ¢ Iperator’s labor costs chargeable to the Joint Account under
Paragraphs 2\ and 2B of this Section 1 and Faragraph § ol Section 111

Materiat

Material purchased or furnished by Operator for use on the Joint Property. So far as it is reasonably practi-
cal and consistent with efficient and economical operation, only such Materia) shall be purchased for or transferred
ta the Joint Property as may be required for immediate use: and the accumulation of surplus stocks shall be avoided.
Transportation
Trunspoitiation of employees and Material necessary for 1he Joint Operations but subject o the following limitations:
A, U Materat is moved 10 the Juinl Propeety trom the Dperator's warchouse or other properties, no charge shull be made
to the Joint Account for a distance greatee than the distance Trom the neacest reliable supply store, cecognized barge
teeminal, oe railway reveiviag point where fike mateaal is nocmally available, unless agreed to by Opecator and Noao-
Ogperatoes,
1 arplus Mateed & moved 10 Operatoe’s waeehonse ar other stocge pont. no charge shall he made to the Joint
Aceount for a distance greater than the distunee 1o the nearest reliablie supply store, recognized barge terminal, or rail-
way receiving peant unkeas agreed to by Dperators amd Non@dperatars, No charge shult be made to the Joint Account
for moving Matrerial 1o other propeetios helouging o Operator, unless agesed 1o by Operator and Nondperators.

C. o the application of Subparagrapis A and B above, theee <hall e no cqualization of actual gross teacking costs of
3100 ur Ivsa.

. Services

A. The cost of contract services and utilities procured from outside sources other than services covered by Para-
praph 8 of this Section 1 and Paragraph 2 of Section §i1

B. Use and service of equipment and facilities furnished by Operator as provided in Paragraph $ of Section IV.

Damages and Losses to Jeint Property

All costs or expenses necessary for the repair or replacement of Joint Prope:ty made y b of d €

or losses incurred by lire, flood, storm, theft, accident, or any other cause, except to the extent that the dsmage or

loss could have been avoided through the exercise of reasonable diligence on the part of Qperator. Operator shail

furnish Non-Operators written notice of damages or losses incurred at soon as practicable after a report thereof

hai been received by Operator.

Legal Expense

All vosts and expenses of handling. investigaling and settling litigation or claims arising by reason of the Joint
Operations or necessary 10 protect or recover the Joint Property, including. but not limited to, atlorneys' lees,
court costs, cost of investigation or procuring evidence and amounts paid in settlement or satisfaction of any
such litigation or claims; provided, (a) no charge shall be made for the services of Operator's legal staff or other reg-
ularly employed personnel (such services being idered 1o be Ad rative Qverhead under Section III), ex-
cept by agreement with Non-Operators, and (b) no charge shall be made for the fees and expenses of outside at-

torneys unless the employment of such attorneys is agreed to by Operator and Non-Operators.
Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation
thereof, or th: production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties.
Insurance Premiums

Premiums paid for insurance required to be carried on the Joint Property for the protection of the Parties.

Other Expenditures

Any other expenditure not covered or dealt with in the {oregoing provisions of this Section II, or in Section IIf,
and which is wncurred by the Operator for the necessary und proper conduct of the Joint Operations.

IIL INDIRECT CHARGES

Operator may charge the Joint Account for indirect costs either by use of an allocation of district expense items plus a
fixed rate for administrative overhead, and plus the warehousing charges, ajl as provided for in Paragraphs i, 2, and 3 of

this Section 111 OR by combiniag al! three of said items under the fixed rate provided for in Paragraph 4 of this Section
111, a8 indicated next below:

OPERATOR SHALL CHARGE THE JOINT ACCOUNT UNDER THR TERMS OF:
{3 Paragraphs 1, 2 and 3. (Allocation of district expense plus fixed rate for administrative overhead plus
warehousing.) .
B Paragraph 4. {Combined fixed rate)
District Expense

Operator shail charge the Joint Account with a pro rata portion of the salaries, wages and expenses of Operator's
production superintendent and other employees serving the Joint Property and other properties of the Operator in
the ::ame operating area. whose time is not allocated directly to the properties, and a pro rata portion of the cost of
maintaining and operating s production off{ice known as Operator's

office located at or near ) (or a comparable office if location changed), and neces-
sary sub-offices (il any). maintained for the convenience of the above-described office and ail necessary camps,
including housing facilities for employces if required. used in connection with the operations of the Joint Property
and other properties in the asme operating area. The expense of, less any revenue from, such facilities may, at the
option of Operator. include depreciation of investment or a fair monthly renta! in lieu of deprecistion. Such

charges shall be apportioned to all properties served on some equitable basis consistent with Operator’s accounting
practice.

Administeative Overhead

Operator shall charge administrative overhead to the Joint Account at the following rates, which charge shall be in
lieu of the cost and expense of all offices of ihe Operator nut vovered by Paragraph | of this Section III, inoluding
salaries. wages and expenses of personnel assigned to such offices. Such charges shall be in addition to the salaries,

wages and expenses of employees of Operator authorized to be charged as direct charges as provided in Paragraphs
2 and 8 of Section II.
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The cost md umu ot services from oumdo sources in tion w'nh 3 of taxation, traffic, ing, or
matters before or involving governmental a

shall be idered as included in the overhesd rates provided for in
this Paragraph 2 of Section IIL. unless such cost and expense are agreed upon between Operator and Non-Operators
as a direct charge to the Joint Account.

3. Operater’s Fully Owned Wareh Operating and Malnt B

{Describe fully the agreed proc-durc to be followed by the Operator. )

. Clmhlnd Fixed lhm OO P VOO VOO

Operator shall charge the Joint Account for the services covered by Paragraph 1, 2 and 3 of this Section III, the
following fixed per well rates:

WELL BASIS (RATE PER WELL PER MONTH)

NG WitL RATS
o {Uos Curveat Produsing Bepth)
Al Wells
Yieot Pive MNeut M Over Toa

Said fixed rate (WY (shall not) include salaries and expenses of production foremen.
S. Application of Administrative Overhead or Combined Fixed Rates
The: tollowing limitations, instructions and charges shall apply in the application of the per well rates as provided
under either Paragraph 2 or Paragraph 4 of this Section III:
A, Char(u tar drilling wells shall begin on the date each well is spudded and terminate on the date the drilling or
pletion rig is rel d, whichever is later, except that na charge ihall be made during the suspension of
drilling opacstions for fifteen (13) or more consecutive days.
B. The status of wells shall be as follows:

(1) Producing gas wells, injection wella for recovery aperations, water supply wells utilized for water flooding
operations and salt water dispasal wells shall be considered the same as wrells.

(2) Wells permanently shut down but on which plugging operations are deferred shall be dropped from the
well schedule at the time the shutdown is effected. When such & well is plugged s charge shall be made
at the producing well rates.

(3) Wells being plugged back, drilled deeper, converted to a source or input well, or which are undergoing any
type of workover that requires the use of s drilling or workover rig shail ba considered the same as drilling
wails,

(4) Temporarily shut-down wells, which are not produced or worked upon for s pariod of & tull estendar month,
shail not be included in the well schedule, provided however, wells shut in by governmental regulstory
body shall be included in the well schedule only in the svent the allowable production is transferred to some
other well or wells on the Joint Property. In the event of a unit allowable, all wells capable of producing
will be counted in determining the

charge.
(8) Gas wells shall be intiuded in the well sthedule if directly connectad to a permanent sales outlet even

t;\oalhwnponﬂlys:::tmdmtoo wmutu\motma::bxm;mm
(8) Wel eo-phldnn homou be considered as s well for separa ucing borison,
providiag each compl is P wellby.unm muahrmmﬁﬁwyutMy

C. Thewellululntproducqnlhthllhrnpph‘lolh d by

&Wmtmudulmuudpm lhwellnmdullhenpphdlothmnllnhrolpldmnk
irrespective of indivi

The well rates shall be adjusted on the first day of April of each year following the effective dats of the agrese-
mant to which this Accounting Procedure is attached. The adjustment shall be computed multiplying the
nueumﬂyhunbyﬂnnmnmolwordeﬂu—inm:mpwnklyunhpoﬂ:rud-Pnrohum
and Gas Production Workers for the last calend. pared to the preceding calendar yesr as shown by
mlndudAmnWodlyhmlnpo(CMMrohun and Gas Production Workers” as published by the
United States Department of Labor, Bureau of Labor Statistics. The adjusted retes shall be the rates currently
in use, plus er minus the computed adjustment.

For the construetion of compressor plants, water stations, secondary recovery systema, salt water disposal facili-
ties, and other such projects, as distinguished from the more umial drilling and producing operations, Operator
in addition to the Administrative Overhead or Combined Fixed Rates provided for in Paragraph 2 and 4 of this
Section 111, shall charge the Joint Account with an additional overhsad charge as follows:

A. Total cost less than $35,000, no charge.

B. rmummmmmmmmusmm_l_sotmnm

C. Total cost of $100,000 or more,_d_% of the first $100,000 plus _2_% a.um;mouocmmm
Total cost shall mean the total gross cost of any one project. For the purpose of this Paragraph the component parta
aof a single projeet shall not be treated sepacately and the cost of drilling walls shail be excluded.

Thae specific rates provided for in this Section Il may be amended from tima to time by mutual agreement between
the Parties herete it, in practice, the rates are found to be insutticlent or excessive.

1V. BASIS OF CRARGES TO JOINT ACCOUNT
Subject to the further provisions of this Section IV, vaﬂlmﬂ&uﬂﬂﬂm”t&)ﬂntm
erty. At the Operater's option, Non-Operator may supply Material or services for the Joint Preperty.
1. Purchates

Material purchassd and service procured shall be charged at the price paid by Oparator after deduction of all dis-
counts actually received.

2. Material furnished frem Oporater's Warchouse or Other Preperiles
A. New Material (Condition “A")

) ‘l'uhlup.b uuplliu pe, shall be priced on a maximum cariosd and/or harge load weight basi regardleas of

quanlit ullnedlo(hlo h( fo.bmlnyneu t o¢ recoguised barge
i onl-ﬂlu,l nmywhenmehM: P"“ mmoﬁndu

Line pipe shall be alMemtuﬂnu-tﬂcﬂmltdauduﬂnm.mmlynon

nearest the Joiat wheee such Material is normally available if the movement is leas than 30

lftl'-mnummﬂum.uﬂlﬂInprmdo.lbu-'bm.mqmduh.uﬂclhl

paragraph.

1.

—_3—
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. Warranty of Material Purnished by Operater

When the O perutor has eiqualized actaal hauling costs ax provided Tor in Paragraph 5 of Section 1, Operstor is per-

mitted to inchude ten cents (J0c) per lunudred-weqgit on all tububie gooda faenished from his stocks in lieu of loseding
and unloading cots sustained.

(2) Other Material shali be priced at the current replacement cost of the same kind of Material, ettective at date

of movement and {. o. b. the supply store or railway receiving point nearest the Joint Property where
Material of the same kind is available.
The Joint Acrount shall not be credited with cash discounts applicable to prices provided for in this Para-
graph 2 of S«-ction IV,
B. Used Matecial (Condition “B” and “C")
(1) Material in sound and serviceable candition and suitable (ar reuse without reconditioning, shall be classitied
asg Condition “B" and priced at seventy-five per cent (73¢;) of the current price of new Material.
(2) Material which cannot be classilied as Condition “B” but which,
(2} After reconditioning will be further serviceatle for original function as good secondhand Material
{Condition “B"), or
(b) Is serviveable for original function but substantially not suitable for reconditioning, shall be classifi-
ed as Cundition “C” and priced at (ifty per ceal (5077 ) of current new price.
(3) Obsolete Material or Material which cannot be classified as Condition “B” or Condition “‘C” shalt be priced
at a value commensurate with its use. Material no longer suitable for its original purpose but usable for
some other purpose, shall be priced on a basis comparable with that of items normally used for such other

&)

purpose.
(4) Material involving erection vosts shall be charged at upplicable percentage of the current knocked-down
price of new Material.

Premium Prices

Whenever Material is not readily obtainable at prices specified in Paragraphs 1 and 2 of this Section IV because of
national emergencies, strikes or other unusual csuses over which the Operator has no control, the Operator may
charge the Joint Account for the required Material at the Operator's actual cost incurred in procuring such Material,
in making it suitable for use, and in moving % to the Joint Property, provided, thal notice in writing is
furnished to Non-Operators of the propoted chargeXgriar to billing Non-Operators for such Material. Each Non-
Qperator shall have the right, by 3o electing and n&ng Operator within 10 days after receiving notice from
Operator, to furnish in kind all or part of his share uch Matceial suitable for use and acceptabie to Operator.

Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passad to the

Joint Account until adjustment has heen received by Operator fram the manufaciurers or their agents.

Equipment and Facilitis Furnished by Operater .

A. Operstor shall charge the Juint A U four e of equipment and fucilities at rates commensurats with cost of owner
ship and operstiva. Such rates shall include cost of maintenance, repairs, other operating expanss, insurgnce, tazes,
depreciation, and imterest un investment nol (o exered six por cont ((s) per anium. provided such retes shall not cxceed
those currently prevailing in the immediate ares within which the Juint Pruperty is located. In liew of rates based on
costs of ip and operation of equipment, olber tha autimotive. Oprrator may elect Lo wes commeecial rates

ailing in the arse of the Juint Pruperty less 20%:; for autowstive equipment, rates s published by the Petroleum
mnr Transpart Agocistion iay be wned. Ratres for lahoratory services J:'l; nol rxeeed those currently prevailing if
p:rfoﬂbed by outside service laboraturies. Rates for teucks, trartors and well service wnits may inclisde wages and expenses

of o 3

Whenever requestad, Operator shail inform Non-Operators in advance of the rates it proposes ta charge.

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

V. DISPOSAL OF MATERIAL

The Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus Condi-
tion “A” or “B" Material. The disposition of surplus Controllable Material, not purchasad by Oparator, shall be subject

10 agresmant between Operator and Non-Operators, provided Operalor shail dispose of normal accumuistions of junk
and scrap Material either by transfer or sale from the Jaint Property.

8

1

1.

Material FPurchased by the Operator or Noa-Operaiors

Materisl purchased by either the Operator or Non-Operators shall be credited by the Operator to the Joint Account
for the month in which the Material is removed by the purchaser.

Divisien In Kind

Division of Material in kind, if made batween Operator and Non-Operators, shall be in propoction to the respective
interests in such Material. The Parties will thereupan be charged individually with the value of the Matarial re-
ceived or receivable. Praper credits shall be made by the Operator in the monthly statement of aperationa.

Sales te Outslders

Sales to outaiders of Materis! from the Joint Proparty shall be credited by Operator to the Joint Account at the net

smount collected by Operator from vendee. Any claim by vendee related 1o such sale shall be charged back 1o the
Joint Account if and when paid by Operator. :

V1. BASES OF PRICING MATERIAL TRANSFERRED FROM JOINT ACCOUNT
Material purchased by oither Operater ot Non-Operaters or divided in kind, uniess stherwize agreed ts beiween
Operater and Nen-Oparutors shall be priced an the follewing basis:
New Price Defined

New price o3 used in this Section VI shall be the price specified for New Material in Section 1V.
New Material

New Muterial (Condition “A"), being new Material procured for the Joint Property but never used, at one hundred
per cent (100%) of current new price (plus sales tax il any).
Geed Used Material

Good uxed Material (Cendition “B"), being used Material in sound and serviceabls condition, suitable for reuse
without reconditioning:

A. At seventy-five per cont (T3%) of current naw price if Material was charged to Joint Account as new, or

B. At sixty-five per cont (83%) of current new price it Material was originally charged to the Joint Actount as
secondhand st seventy-five percent (757%) of new price.

Othar Used Matorial

Used Material (Conditien “C™), at lifly per cent (307 ) of current new price, being used Material which:
A. Is not in sound and servicesble condition but suitabiv (or reuse after reconditioning, or

B. 1s serviceable for original tunction but not suitable fnr reconditioning. ’

Bad-Order Matorial

Material (Condition “D*), no longer suitable for its oriinal purpose without excessive repair cost but usable for
soms othar purpose at a price comparable with that of itlems normally used for such other purposs.

Juak: Material

Junk Material (Condition “E"), being obsolete and scrap Msterial, at prevailing prices.

Temperarily Used Material

Whan the use of Material is temporary and its service 10 the Joint Property does not justify the reduction in price as

provided for in Paragraph 3 B of this Section V1, such Material shall be priced on a basis that will lsave a net charge
to the Joint Account consistent with the value of the service rendered.

—t—
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VIL. INVENTORIES

The Operator shall maintain detailed records of Material generally considered controliable by the Industry.

Periodic Inventories, Notice and Representation

At reasonable intervals, inventories shall be taken by Operator of the Joint Account Material, which shall include
ail such Material as is ordinarily considered controllable. Written notice of intention to take inventory shail be
given by Operator at least thirty (30) days befaore any inventary is to begin so that Non-Operators may be repre-
sented when any inventory is taken. Failure of Non-Operators to be repr d at an i y shall bind Non-

Operators to accept the inventory taken by Operator, who shall in that event furnish Non-Operators with a copy
thereof.

Reconcili

ion and Adfustment of Inventories
Reconciliation of inventory with charges to the Joint Account shall be made, and s list of overages and shortages
shall be jointly determined by Operator and Non-Operators. Inventory adjustmentis shall be made by Operator

with the Joint Account for overages and shortages, but Operator shall be held accountable to Non-Operator only
for shortages due to lack of reasonable diligence.

Special Inventeries

Special inventories may be taken whenever there is any sale or change of interest in the Joint Property. It shall be
the duty of the party selling to notify all other Parties as quickly as possible after the transfer of interest takes
place. In such cases, both the seller and the purchaser shall be governed by such inventory.
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Tract

No. Well Locstion

SCHEDULR

76 Sec. 9-T248-R37R
SE/4 NW/4

70 Sec. 8-T248-R37R
NR/4 SW/4

6 Sec. 12-T24S-RI6E

SW/4 M/4

33 Sec. 36-T235-R368
SE/4 SE/4

12 Sec. 10-T248-R37%
W/4 St/4

12 SE/4 SW/4
13 Sec. 10-T248-RI7E
SR/4 Wi/b

W Sac. 25-T238-R36R
NR/4 WE/4

80 Sec. 9-T248-R37R
SE/4 WR/4

74 Sec. 9-T243-RITE
SW/4 W/

1] Sec. 12-T243-RI6R
SE/4 SR/4

32 Sec, 16-T238-R16R
w/h St/4

32 sw/4 sSE/4

68 Sec. 7-T248-R3I7R
SW/é /6

EXHIBIT "P"
UNIT OPERATING AGREEMENT
MYBRS LANGLIE-MATTIX UNIT
LEA COUNTY, NEW MEXICO

ASSESSMENTS

Lease Name and Well No.
Working Interest Ownar(s)

Imperial Royalty No. 1
Ralph Clarke

Cooper No. 1
Continental Oil Company

Vaughn A-12 Fed. No. 1
Atlancic Richfield Company
Chevron 0{1l Company
Contineantal 0il Company
Amoco Production Company

J. R. Holt B-State No, 2
Gulf 0i{l Corporation

Mactix B Fed. No. 2
L. Hunt
N. B, Hunc
W. R. Runt

Maceix B Fed. No. 3
L. Hunt
N. B. RAunt
W. H. Runt

Mattix B-10 No. 1
L. Ruat

N, B. Hunt
W. H. Hunt

Carter No. 1
Mre. V. M. Donnelly
Reserve 011 & Gas Company

Lee Carter No. 1
Atlantic Richfield Company

Powler Hair No. 2
Atlantic Richfield Company

Toby No. 1
Atleatic Richfield Company

Mexico D MNo. 1
Skelly 01l Company

Mexico D Wo, 2
Skelly 0il Company

Toby No. 1
Skelly 011 Company

W.I. Ovner(s)

_Assessment

$ 6,098,00

$ 6,906.00

$ 6,408.00

$ 6,423.00

$§ 6,448.00

$ 5,843.00

§ 5.843.00

$ 6,307.00
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Exhibic "p"
Myers Langlie-Mattix Unic s &) « ’
Pags Two
Tract Laase Name and Well No. W.1. Ouner(s)
No. Well Location VWorking Interest Owner(s) Assessment
14 Sec. 31-T23S-R37R Blinebry “A" {NCT-1) No, 1
NW/4 SE/4 Texaco Inc. $ 5,825.00
15 Sec, 31-T238-R37E Blisebry "B" (NCT-1) No. 3
NR/& SW/4 Texaco Inc. $ 5,824.00
TOTAL $ 98,561.00
SCHEDULR I
27 Sec. 9-T263-RI7R C. Mayers B Ped. No. 13
W/46 SW/4 Amoco Production Company $ 1,642.00
28 Sec. 7-T248-RI7E C. Mayers B Fed. No. 10
SW/4 NE/4 Amoco Production Company § 1,240.00
28 Sec. 6-T248-R37E C. Meyers B Ved. No. 11
Wi/e NR/b - Amoco Production Company $ 1,866.00
47 Sec, 31-T238-RIJE Cowden “C" 1-A
NE/4 WR/4 Gackle 0Ll Company $ 4,7%.00
63 Sec. 3-T248-2178 8. J. Carr No. 1
W/4h /4 Gulf 011 Corporation $ 3,642.00
3 Sec. 32-T238-R37R Stata JL Mo, 1 .
W/e /4 El Paso Natural Gas Company $ 2,939.00
23 Sec. 34-T238-R31R Blinebry 8 Ped. No. 3
NE/6 W/& Texss Pacific 0il Company $ 958.00
SCHEDULR 111
30 Sec. 36-T238-R3I6E State LMT No. 2
SE/4 W/b Ameradas Hess Corporation $ 15,313.00
27 Sec. b-%b:-l)'lt Mysrs B Fed. No. 2
/6 Si/4 Mmoco Production Company $ 63,834.00
64 Sec, 12-1T248-236 Cooper No. 2
SE/4 W/A Atlantic Richfield Company $ 15,563.00
7 Ssc. 28-T238-R3I7E Stuart 29 Ped. No. 2
NE/b SW/b Continentsl 0il Company $ 17,736.00
3% ec. 32-T238-R3I7R lsonard B State No, 2
W/ W/e . Great Westera Drilling Company $ 29,075.00
58 Sec. 6-7263-RI7X ' :  Carter Eaves "A" No. 1
NE/4 W/4 -2 Gulf 0Ll Corporation $ 14,494.00
. i Cities Service 0il Company 9,662,00
’ LT3 Blanche McCallister 2,415.00
O Blanche McCsllister, ot al _2,416.00
S $ 28,987.00

3 See, 2 38-R3

Rk

w/4 W4

n Sac, 8-T24g-078
SW/&4 SW/A

n_Ped, No. &
Gulf 01{1 Corporation

Jowler Hair .
Gult 011 Corporation

$ 10,791.00

$ 17,768.00
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CERTIFICATE OF EPFECTIVENESS e ALY .. AL
MYERS LANGLIE-MATTIX UNIT e ik 3LG i 455
LEA COMNTY, NEW MEXICO
EPPECTIVE DATE; FEBRUARY 1, 1974

WHEREAS, a Unit Agreement dated January 1, 197), uaitizing working and royalty
interoscs im the Myers Langlic-Mactix Unit Avea was appraved by the 011 Conservation
Comnission for tho State of Nuw Moxito, by Ordar No. R-4660 dated Navembor 16, 1973,
the Commissioner of Public Lands for the Stata of New Moxico, by Certificate of Ap-
proval datad Decembar 26, 1973, and the Supurvisor, United States Geological Survay,
by Certification-Determination dated January 31, 1974; and

WIEREAS, said Unit Agreement previded further for the filtng of at least one
executed counterpart for record in the Office of the County Clerk of Lea Couaty,
New Mexico, which said filing hes been made as evidenced in Book 312, Page 350, of
the Miscellansous Rucords of tha Couaty Clerk's Office, Lea County, New Mexico; aand

WHEREAS, said Unit Agreement furthar provides that Unit Oparator shall, within
thircy (30) days after the effective date, file for recard {n the office vhers a
countarpart of the agreament {» recotdud s certificata to the effecc that sald

agreemant has bacoms effective according to its terms and stating further the
effective date; and ’

WIEREAS, Section 24 of said Uait Agreement further provides that sald agrsement
shall {pso facto expira on or befors January 1, 1974, unless prior thereto said
Unit Agreemsat has been executed or ratified by Working Interest Owners owming
tracts with a combined Phass II Unit Participation of at least eighty percent (80%),
and the Working Interest Ounevs owniang tracts with s combined Phass 11 Unit Partici-
pation of at least sixty-five percent (651) committed to safd agrecaent have decided
to extend the expiration date for a period not to exceed six (&) wonths; and

WHEREAS, the said Unit Agreement was effectively extended, as provided in
Section 24 of said Uait Agrsement, prior to January 1, 1974; snd C

WHERRAS, Tracts 1, 2, 3, 6, 7, 8, 10, 11, 12, 13, 14, 15, 16, 17, 18, 19, 20,
21, 22, 23, 24, 25, 26, 27, 28, 29, 30, 31, 32, 33, 34, 38, 36, 37, 38, 19, 40, &1,
42, 43, 44, A3, 46, 47, 48, 49, 52, 53, 54, 55, 56, 57, S8, 59, 60, 61, 62, 63, 64,
63, 66, 68, 69, 70, 71, 72, 73, 74, 75, 76, 77, 79, 80, sad 81 shown on Exhibit "A™
and described in Exhibit “B% of said Uait Agreement ware qualified for {nclusion in
ths unit as of the eflfsctive date under Section 15 of said Uait Agreement; and

WIEREAS, the proviaions for the sffactive date of Phasa 11 Participation, ia
Section 14 of said Unit Agreement, had beea fulfilled prior to Peobruary 1, 1974, and
Phase 11 Participation became affective ss of the affoctive dace of the uait.

NOW, THEREPORE, Skelly Oil Company, as Unit Operator, does hershy declare snd
cortify that the effective date of said uait is 7:00 A.M., M.D.T., Pebruary 1, 1974,

and that the deseription of the lands as to vhich said uait is effective Ls as
tollowst

P 23 SOUTH, RANGE 36 PAST, LEA COUNTY, NEY MEXICO
Section 2':5: mil4 NE/A, NETG ..i?r. SEJS NE/4, W)2 SE;#. B/2 SW/A, SW/k SU/A,

and 8/2 SE/4 .
Sactiem 36s N/2, B/2 SW/4, W/1 3E/A, B/2 SR/A

TOW, 3 SOUTH, RANGE 37 EAST, LEA COUNTY MEXICO

Section 207 SW/4

Sectiem 291 M/4, W/2 WB/A, S/2 SR/4, NE/& SR/&, W& SR/6, 8/2 SW/A, R/2 SU/A

Sectfea 30: Lot 2, Lot 1, ¥/2 wi/4, NE/4, lots 3 and &, N/2 SE/4, NE/A SW/A,
SE/A SU/4 end SW/A SE/A

Sectisa 313 Al

Sectiom 321 All

Sectism 331 8/2

Sectisa 3 W/2

P 26 SOUTH, RANGE 36 V. LEA NEW MEXICO
Soction 13 Lot 1
Seckion 123 SW/4 NN/, SE/4 NR/A, SW/A NB/&, SR/A W/4, N/2 SM/4, /2 SE/A
and SR/4 SE/4%
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TOWHRSHIP 24 SOUTH, RANGE 37 EAST, LEA COUNTY, NFM MEXTCO

Section 2;. u;; 2, Isu?l. NEJG, Lot 3, SE/4 Wilh, Lot 4, SW/4 NW/4, N/2 SW/4 and
s/2 sufe

Section 3: Lots 1 and 2, SB/4 mm NB/4 SB/4, Su/4 NE/&, SE/A SE/A and
w/2 sw/4

Section 4: All

Section 5; All

Sectjon 63 E/L4 KE/2 W/2 and lot &

Scetfon 7; Lots 1 and 2, E/2 NW/4, NE/4, Lot &, SE/4 SW/4 end SB/4

Section 8: N/2, N/2 slz and SW/4 sulb .

Section 9: N/2 NE/4, SE/4 NR/&4, WW/4 and N/2 SU/',

Section 10: MW/4, rmll. NB/4, S/2 NR/A, 2/2 SW/4 and W/2 SE/A
Section 11: sW/6 wmil4

containing 9,006.56 acres, more or less.

The Uaitized Pormation is the Langlie-Mattix Formation underlying the Unit
Area, as more fully identifted and delineated {n the Unit Agreement, rafersnce to
vhich and the rocord thoraof is have mede for all purposes.

IN WITHESS WHEREOY, thia certificata is executed this Mdl’ of Pebruary,
1974, by the undersigned, as Uait Operator.

snnorm.mmg
881
CONTY OF TULSA )

The foregoing instrument vas acknowledged befors me this / Y .;:ay of Pebruary,

1974, by _HiDD H QUALLINE , Actoruey-in-FPact of SKELLY OIL COMPANY, a Delaware
corporltll., on behalf of said corporation,
‘224«,«4 Z 20—6’»’

Notary Public

FEB 22 1914
w3 £

[ o . *
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, CERTIFICATE
RELATING TO FINST REVISION OF
EXHIBITS A", "B", AND “C" ATTACHED TO
UNIT AGREEMENT = MYERS LANGLIZ-MATTIX UNIT
LEA COUNTY, NEW MEXTCO

mmnormmm)

) i
COUNITY OF 12A

KNOW ALL MEW 3Y THESE PRESEWNTS:

TRAT, SKELLY OIL COMPANY, in its capacity as Unit Operstor of
the above described Unit and pursusat to the terws and provietons of
said Unlt Agreemanc of vecord im Book 12, page 349 of the Miscellaneous
Records of cthe County Court GQlsrk's Oflice in Les County, Nev MNexico,
rafereace to such sgreement and tha record therecf being hareby wade (ot
all purposes, does hersby ce¥tify as follows, to-wit:

1. That it hae, in complisnce with said agreement, ravised '
Exhibits “A®, “B", and “C" attached thersto, es:h of said vevisions batng
ocessionsd by end in sccordancs with the provisioas thersof:

2. That true and correct copias of seid Exhibits “A", 3%, sad
"C* marked “Firsc Revision - Effective Yebruary 1, 1974%, as so nvuod are
sttached hareto and by refersancs made & part hatesf; and

3. That t{n sccordgacs vith the provisions of said Unte
Agresment, the said revieed Exhibics “A", “B", and "C™ are esch to becoms

effective a9 of February 1, 1974; and shall thersafter remaim im full force

. and effect until again revised pursusac to the terws and provisions of

seld Unic Agresmeant,

IN WITHESS WHEREOF, SXELLY OIL COMPANY, scting io {ts cepacity
a8 Uait Operaror, has on this 25th day of March, 1974, executed thin
{nstrumeat by snd through its Attorney-In-Fact thereunto duly suthorized.

STATE OF OKLAROMA )
) 83:
COUNTY OF TULSA )

The forsgol Tumspt vas ackaovledged before we this :?_1
dsy of Match, 1974, b MM Attorney-1n-Pact of SKELLY

o1L eacm a Delavare’corparation, on behalf of said corporsctionm.

.-..

S W,
p @1 nSHes
AQT’\ S

P |c r~;
X VITEN H

3 a)lﬁ P—&uu axpiress

’ o

".r ]2\ 7Y

i Notary Public i
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Firm Revision Effectiva Fetruary |, ‘978

EXHIBIT "A"

MYCRS LANGLIE-MATTIX UNIT
IR COUNTY, NEW WERICO
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Pirst Revision - Effactive Pabruary 1, 1974
EXHIBIT “C*
Myetrs Langlie-Hattix Untt

Paye 2
Tract . - Yract Participation (%)
No,_ Phase 1 Phass [T
(1] 31,4435 4. LH140
68 1.08383 3.91700
Y 1.46904 2.171460
n 0.0 0. 21006
n 0,0 0.30204
n 6.3865) 1.48278
3 0.0 0,59930
13 0.0 1.02696
75 1.44156 0,51651
13 1.33121 0,762680
17 0.0 0. 18604
79 U.88684 0.19262
80 0.54600 . 0.72234
| 1 0.23590 0,92668
TOTAL 100.00000 100.00000
I
)
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BTATR OF NEW. MXXI0Q
LOUNTY OF LA
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§ APR 8 1914
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m mﬁﬁ\_day of SIUNS, .

19 , a8 true and correct copy of
the original on file in this office.

PAT CHAPPELLE, LEA COUNTY CLERK

D Tames pepuy
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Meaed CERTIPICATE
3 p RELATING ‘TU SECOND MEVISIOM OP
1y
soex 335 mat 152 EXHIBITS “A" AND “C* ATTACHED Tn
: UNIT AGKEEM'NT - MYERS LANGLIE MATTIX UNIT
LhA COUNTY, NEM MEXICO

THE STATE OF NEW MEX1CO )
. ) 58:
COUNTY OF LEA )

KNOU ALL MEM BY fUESE PRESENLS:

TUAT, SKELLY Q41 COMPANY, B0 1l capacily as Unit Opurator of
the above described Uuic and pursuant to the cerms and provisions of
Safd Unit Agrewment of rurocd Lo Book 316, page 455 of the Miscellansous
Recordy oF cha County Cunit Clerh's Otflve In Lea GCounty, New Muxleou,
Feference Lu such agicemcit and the Tecurd thervos belug heceby mdade fus
all purposus, does hciwby cestity as fullows, tu-wii:

. That 14 wus, 1o compllance with watd agrecment, cevined
Exhibite ™A™ and "C* attsched shereto, wach of aefd revistous beluy
uccavloned by amd 10 scuuidance with (e provisions Lhareot ;

2. That trae and correct coples of wald Exhibits "A" aud e,
warked “Second Revidion - Effsctive July 1, 1976, as wo ruvised sie

3. That in accurduwe with the provisions of said Untt
Agresment, the said reviicd xhibits A% und “C* sre eaach 9 becume
sffactive as of July 1, 197u; and shall therialtar remaia fn tull rorca

and affect until Jgaln teviusy pursuant to the cerms of pruvisions of
said Unit Agreemanc; and

4. Thac refecines 10 Tracts No. 50 aud 51 ia gahitbic “B~,
page 26, as “unqualified trecis” 1w hereby voided.

IN WITNESS WMEREOF, SKELLY OIL cOnPANY, acting lo 1Ld capscity
as Unit Operator, hss on this ;Q& day or iuly, 1978, excutcd this
inutrument by snd through Jis ALforney-ia-tuct thersunto duly suthuctizad.

//SKELLY OIL COMPANY el

( 8 ) - g/wl 2Lt 5"

Aitumey-m-iut

STATE OF OKLANOMA )

) Sy
COLNIYY OF TULSA )

The foregulng tuui ruwent was uckaowledged Lufore e this 0%
day of July, 1976, by Judd M. Uuulline, Attorney-in-tucy ol SKellY OIL
CUMPANY, 4 Dulaware cocporutiun, o behsit of satd corporation,

vhte -
Re .

\
>

.
. -
. .,tl' . A

A Hotary Public

*,,‘"ggp'(,.'lau explias:
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SECUND HEViLeimt - aPYECLIVE ULY |, 1978

EXHIBLE “C*
n [
som 335 e 154 LT AGREEHENT
Mol FANGLLE MATEIX UNIT
LEA UOUHTY, HEW HEXILU
SUROUL L OF TRACT PART(GIPATIUN

Trace

Phaae 1

No, Tteus Partls rpattun (X)

1 T

2 59020

3 4.16521

[ R UYZ3)

? L.u238b

] . . Ju08s6
10 2.14022
i1 L1405
12 2.022517
13 1. 66580
14 [Pt 13
$] 4.1i5%%e
16 L4U94S
117 L. 1w
17 ] L3599
19 2.49538
20 503l
21 3. 08114
22 2.0u232
) L3095
24 PRttty
25 IV
26 V. 199496
27 2.63084
28 T 19S
29 V.00
3 5.63333
n 99616
32 1,225
N . 2.41011
N ° 2.57028
35 NITTTY
16 RV
37 .76162
i . 15657
39 TR
40 ' 2.69658
41 39002
42 .2183)
43 . .26781
44 1.291144
43 02182
46 A5 3k6
47 NiCETYS
48 04581
49 3.2950%
50 1.33259
51 0,14398
52 R YI¥]
53 L1028
54 .26871
55 .21648
56 [N LI RYY
57 - 1.12678
58 45761
59 1.43644
0 1.18687
61 1.10778
62 2.09278
63 2.10707
64 1.50062
b

1.91187



SUHEDILE OF TRAUT PAKTICIPATION

SECOHD wevision
PAGE 2

Trucy

Mo,
66
68
£9
0
n
2 .
713
74
75
16
n
9
80
81

T0TAL

ok 335 e 155

Fhase 1)

Trace Participation (1)

[T R

1.u570b

2.%1715
L25H1
L9040
85421
YY)
Uolio §
LSUdtd
10
A2
. 38667
03y
TN

100. UL

ATE OF NEW MEXICO R FTI
BTAZOUNTY OF LEA £

FILED St )

SLI 3 - 1916 |

.Zl.'.ih..ht_.iu 2 '(/. . ST

o Rocusded s Bouk ".")05 crereen]
Poge. [N L

o County Clork
Raras WY W :




ATTEST
Certifed tis D day of Tuna
1927, as true and correct copy of
the original on file In this office.

PAT CHAPPELLE, LEA COUNTY CLERK

Maug_mm
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CERTIFTCATE
RELATING TO SECOND REVISION (CORRECTED 9/12/77) OF
- EXHIBITS “A® AND “C* ATTACHED T0
UNIT AGREEMENT - MYERS LANGLIE MATTIX UNIT
LEA COUNTY, REW MEXICO

THE STATE OF NEW MEXICO )

) SS:
COUNTY OF LEA )

KNOW ALL MEN BY THESE PRESENTS:

THAT, GErry OTL COMPANY, in its capacilty as uUnit Oparatir
wt the above descriled Unit and pursuant to the Lerms and provislons
of said Unit Agrecment of record in bBook 316, page 455 o1 the
Miscellaneous Records of the County Court Clerk's Office in laca
County, Hew Mexico, reference to such agreoement and the recosrd

therenf Leing hervby made for all purposces, does hereby cevtity
a8 follows, to-wit:

1. That it has, in complianci with said agroamcar,
revised Exhibits *A® and “C*" attached theveto, ¢ach of savd 1o~

visions beinyg occasioned by and in accordance with the priwvisivas
thuereot;

2. That tiue and correct vopics of sald Exhibitls “A*
and *C*", marked “Sccond Revision -~ Rticctive June L, 1976 (cusrcutaed

9/12/717), as so revised are attachued hercto and Ly reference made
a part hereof; and

3. That in accucrdaunce with the provisions of ward Unit
the said revised Exhibits "A® and “C" are each to hecume
cffective ag of June 1, 197e; and zhall thercafter vemain in tull
forve and effect until again revised pursuant to the terms of
provisions of said Unit Agreement; and

Adgreement,

4. That rcefereitne to Tracts Ho. 50 and 51 in Lxhibiat
*B*, page 26, as “ungualificd tracts*® is hercby voided

TN WITNESS WHEREOP, GEirY O1L COMBANY, acting in ivs
CdpuClty as Unit Oparator, has on this J9774 day af Septembec,

L4717, exccuted this instrumcent by and through its Attorney-in-fact
thereunto duly authorized.

GETTY OIL COMPANY

. //Ji’ W

l\\ii

STATE OP OKLAHOMA )

) S8:
COUNTY OF TULSA )

ﬂhn Torcyasng instoumeat was ac

Sy beilged biefore
me thia /’ day ot Seprember, 1927, by m‘-.l’w‘,ﬁ*wm
AlLturney-1h M

avt of GLTTY OFL COMPANY, a Delaware corporaticn,
on behalf of said corporation,

.u-u ‘.

\\ :Tl'

l"' N

MP ykwalunlon (xpxre-:
Wk Stuewe

Mu PILE, bodza Caualy, Okishome
By Couniioiion Lopos Hovember 3, 1919

“Notuwry Public T 7T

E——
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SECOND REVISION - EFFECTIVE JUNE 1, 1976 (CORRECYTED 9/22/17)
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EXHIBIT “C*

UNIT AGREEMENT
MYERS LANGLIE MATTIX UNIT
LEA COUNTY, NEW MEXICO

SCHEDULE O TRACT PARIICIPATION

Phase I
Tract Participation (v)

1.2231)
.59021
4.16521
.64225
1.07386
.316086
2.14022
. 33408
2.07257
1.66588
1.54385
©4.11596
. 40945
1.19564
. 13599
2,49538
.15631
31.08133
2,00252
.30952
. 30468
L9178
3,39996
2.61684
2.19345
1.023%7
5.63333
.59616
1.22538
2,413
2.57678
L0893
.313124
.76162
15687
L9131
2.6964%8
. 19002
278141}
L267A81
1.29114
.02187
.45346
.06561
.04581
3,29%0S
1.33259
. 18398
Lulliy
. 11075
LeB

. 23648
1.,15151
1,137678
85761
1,43614
1.38647
1,10778
2.09278
210707
1,506002
1.91107

703
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SCHEDULE OF TRACT PARTICI PATION
SECOND REVISION

PAGE 2

Tract ’ Phase 11

_No. ’ Tract Paiticipation (W)
Gé . 4.41344
68 3.85760
(Y] . 2.341135
70 27581
71 .29746
12 ' 1.6%5423
73 L9021
24 1.06063
15 50868
76 75123
17 . 18322
79 - : . 10667
60 71139
81 —_:91263

TO'PAL 1G60.00000

STATE OF NEW MEXICO
COUN'II‘Y OF LEA
FILED

OCT 18 M

...LLZ_E... [N -'/p__.\l

wud Recarded in flouk
l'-n—.____
Dovun ke, County Clork

p (@8]
By —_—Depiny ;(J*_,.....,'.‘,
et .
e My
{
- «,
R
“a 4 A
KO
L reseest N

\“h L F X .n



ATTEST:
Certtfied this A4Hh day of TTUNE. .

19.970_, as true and correct copy of
the original on flle in this office.

PAT CHAPPELLE, LEA COUNTY CLERK

m_ Deputy
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SBECOND REVISICN - EFFECTIVE July 1, 1976
ATTACIHMENT 0O,
TO EXHIBLIT "a"
UNIT AGREEMENT
MYERS LANGLIE-MATTIX UNMIT, LEA COUNTY, BEW MNEXICO

Schedule of sliding scale overriding royalty interests:

Tract 4

Gulf's ORRI of 12.5%, suspended for amounts over 17.5% when average

production/well/day Ls 15 barrels or less, or when gas production is
S00 MCF or less.

Tract 5

Gulf has an ORRI of 12.5% on primary production and 257% on secondary
production, suspended for amounts over 17.57 when average production/
vell/day is 15 barrels or less.

Tract 6
Percentage (%)

Overriding Royslty Owner 7Y * S% **
Marshall & Winston, Inc, 0.50000 0.33334
Southland Royaley Co. 0.75000 0.50000
Mr. J. B. DBockman 1.62500 1,08333
Ms. Selma E. Andrews 0.80557 0.53705
Frank Andrews Trust 0.69443 0.46295
Sabine Royalty Corporation 0.50000 0.33333
Ms. Evelyn Stump Hill 1.62500 1.08333
Fluor Corporation 1.000600 0.66667

7.500C0 5.00000

* [uring the period or periods when the average production per well
per day is more than 15 barrels on the entire leasehold or any part

of the arca thereof or any zone segregated for computation of
royalties,

%%k During the period or periods when the average prcduction per well
per day is 15 barrels or less on the entire leasehold or any part
of the area thereof or any zcne segregated for computation of
royalties,

Tracts 16 and 17 -

Gulf's ORRI is 5% when average production/well/day is over 15 barrels
or 500 MCF, reducible to 3.125% when production falls below such acounts.

Tracts 19 and 22

Texaco's CRR1 is 1/16 when daily average oil production is 40 barrels
or less, 3/32 when daily average oil production is more than 40 barrels
but not more than 60 barrels and 1/8 when daily average otl production
18 more than G0 barrels. Override to be calculated on production from
the SW/4 Section 29-235-37E, which covers both Tracts 19 and 22,
Texaco's override on gas s 1/8 of all gas produced from same quarter
section.

Tract 44
Gulf and Shcll overrides are as follows:

When dafly avg. oil prod.

per well per day is - The ownership (s -

150 barrcls or more 1/8 scparately or 1/4 combined
75-150 bharrels 1/16 separately or 1/8 combined
55-75 bacrels 3/64 separately or 3/32 combined
10-55 barrels . 1/32 scparately or 1/16 combincd
Not more than 10 barrclas 1/64 separitely or 1/32 combined

Override on gas is 1/8 of 8/8 of gas and casinghead gas.
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Page 2

Tract 49

When daily average oil production per well per day is lecas than 30

barrels.

Chas T. Bates, Jr. .0008464
Jazies Ray Bates .0008464
K. 3., Bates . 0008464
Theodocia G. Bates .0029622
Warren J. Bates .0008464
Catherine L. Dumraese .0126953
Marcha Watkins Harris .0001628
R. E. King .0007325
Helen Magruder Kolliker .0015869
Mrs. Clyde W. Miller .00016238
The Fort Worth National Bank, Trustee .0015869
Myrtis Dean Watkins .0001628
Elizabeth Woolworth .0006510
May Woolworth .0008138

When daily average oil production per well per day is 30 barrels or
more.

Chas. T, Bates, Jr. .0016928
James Ray Bates .0016928
K. C. Bates .0016928
Theodocia G. Bates .0059244
Warren J. Bates .0016928
Catherine L. Dumraese .0126953
Martha Watkins Harris .0003256
R. E. King -.0007325
Helen Magruder Kolliker .0031738
Mrs. Clyde W. Miller .0003256
The Port Worth National Bank, Trustee .0031738
Myreis Dean Watkins .0003256
Elizabeth: Woolworth .0013020
Miy Woolworch .0016276
Tract 54

Lonnie Kemper override is as follows:

When daily avg. oil prod.

per well is The ownership {s -

60-200 barrels ’ 1/8

25-60 barrels 1/16

Less than 25 barrels 1/32
Tract 72

Cities Service override is as follows:

When datly avg. oil prod.

per vell :¢or day s - The ownership is -

40 barrilr or wmore 1/l of 7/t scuparataly or 1/8 comb.

25-40 barrels 3/66 of 7/ separat:l:t ¢z 3/32 comb.
Not more than 25 barrels 1,32 of 7/8 separately or 1/16 comb.

Override on all gas that may be produced is 1/16 of 7/8 separately or
1/8 of 7/8 combined.

Atlantic Richfield's basic royalty {anterest {3 as follows:

When Daily Avg. Oil Prod. s
Per Well Per Day {s - The Ownership {s -

40 Rarrela ar More “atean
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Texaco USA F.2 3,28

moDbs NM 3824C
SOE 383 T

June 13, 1989

TO _WO NG INTEREST OWNERS

RE: MYERS LANGLIE MATTIX UNIT
WELLS NO. 258, 259, 260, 261 AND 262
LANGLIE MATTIX FIELD

LEA COUNTY, NEW MEXICO

Gentlemen:

Attached for your approval is Texaco’s Authority for Expenditure
(Drilling Proposal) to drill and complete the above captioned
wells. The wells are shown on Figure No. 1. Please indicate
your approval by returning one signed copy for each well to
Texaco Producing Inc., Attention: Laura Skinner, -P._ O.— Box—728,
Hobbs; New-MexicCa;-88240.  ,7 . /L.

These wells were originally approved in March, 1988. However,
due to declining oil prices and budgetary constraints, the wells
were postponed until now. These wells have now been released for
drilling, but due to the long period of time since approval, we
are resubmitting our request of approval.

The total cost to drill and complete the proposed wells will be
$935,000 and is expected to recover an additional 267,276 barrels
of new oil or 53.5 MBBLS per well. The first 12 months production
is expected to be 12.4 MBBLS per well. Estimated initial
production will be 43.5 BOPD.

The subject wells are a continuation of the infill drilling
program that was started in the first quarter of 1986 with the
completion of Wells No. 253 - 257. Figure No. 2 shows the
combined production of these five wells. These five wells have a
cumulative production of 195 MBO as of 1-1-89 and are expected to
produce a total of 328 MBO. Due to the large variation from well
to well in the Langlie Mattix field, the production and reserves
for the current five well package were estimated at considerably
less than the actual of those already drilled.

The well locations were selected on the basis of offset cumulative
production. It has been determined that wells drilled in areas
of production greater than 100 MBO tend to be better wells.

e e i e o ———— . = ; .;'E‘
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All Working Interest Owners -2 - June 13, 1989

Your early consideration and prompt return of the signed AFE’s
will be appreciated. If there are any guestions regarding this
proposal, please contact Mr. Kent Watson of this office at
(505) 393-7191.

Yours very truly,

WA

W. B. Cade
District Operations Manager

KAW:jss

Attachments

XU 2e 1.
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TEXACO INC.

DRILLING

Date: JUNE 14, 1989

PROPOSAL

Lease Name and Well No. MYERS LANGLIE MATTIX UNIT WELL NO. 258

Prospect: LANGLIE MATTIX POOL County: LEA

District:_ _HOBBS

Area: EUNICE

State N.M.

Location: 2650' FSL, 1320' FWL, SEC, 31, T-23-S, R-37-E

Objective:_SEVEN RIVERS-QUEEN

Estimated Well Costs ($000):

Well and Lease Equipment:
Wellhead
Surface Casing (13-3/8")
Intermediate Casing (8-5/8")
Completion Casing (5-1/2")
Tubing (2-7/8%)

Total

(Detailed Tubular Data
Intangible Drilling Costs ($000):
Drilling Rig
Completion Rig
Road and Location
Bits, Reamers, Directional
Tool and Rental
Mud and Logging
Cementing and Service
Supervision
Perforation and Stimulation

Miscellaneocus

Total

Estimated Total Well Costs

Depth: 3650

Dry Hole Completion  Total

6 6

1 1

8 8
_321 21

13 13

15 34 49

Available Upon Request)

33 4 37

7 7

13 1 14

12 4 16

16 2 18

7 8 15

2 1 3

12 12

11 S 16

94 44 138

109 78 187

The estimate given above ig made to the best of our ability
based on available facts. Actual costs may be more or less
because of unforeseen circumstances or conditions.

Non-Operator:

Approved By:

Date:
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TEXACO INC.

DRILLING PROPOSAL

Date: JUNE 14, 1989

Lease Name and Well No,_MYERS LANGLIE MATTIX UNIT WELL NO. 258

T

Prospect: _LANGLIE MATTIX POOL County: LEA State_N.M,

District:_HOBBS Area: EUNICE

Location:_2630' FSL, 1320' FWL, SEC. 31, T-23-S, R-37-E

Objective: _SEVEN RIVERS-QUEEN Depth:_3650"

Estimated Well Costs ($000):

Dry Hole completion Total

Well and Lease Equipment:

Wellhead 6

6
Surface Casing (13-3/8") 1 1
Intermediate Casing (g;;;gi) 8 8
Completion Casing (5-1/2") 21 21
Tubing (2-7/8%) 13 13
Total 15 34 49
(Detailed Tubular Data AvaiY¥able Upon Request)
Intangible Drilling Costs ($000):
Drilling Rig 33 4 37
Completion Rig 7 7
Road and Location 13 1 14
Bits, Reamers, Directional
Tool and Rental ) 12 4 16
Mud and Logging 16 2 18
Cementing and Service . 7 8 15
Supervision 1 3
Perforation and Stimulation 12 12
Miscellaneous 11 S 16
Total 94 44 138
Estimated Total Well Costs 109 78 187

The estimate given above is made to the best of our ability
based on available facts. Actual costs may be more or less
because of unforeseen circumstances or conditions.

Non-Operator:

Approved By:

Date:




TEXACO INC.

DRILLING PROPOSAL

Date: JUNE 14, 1989

Lease Name and Well No, MYERS LANGLIE MATTIX UNIT WELL NO. 259

Prospect: LANGLIE MATTIX POOL County: LEA State_N.M.
District: HOBBS Area: _EUNICE

Location; S0' FSL, 50' FWL, SEC, 31, T-23-S, R-37-E

Objective: SEVEN RIVERS-QUEEN ) Depth: 3700°

Estimated Well Costs (5000):

Dry Hole Completion Total
Well and Lease Equipment:

Wellhead 6 6
Surface Casing (13-3/8") 1 1
Intermediate Casing (8-5/8") 8 8
Completion Casing (5-1/2") 21 21
Tubing (2-7/8%) 13 13

Total 15 34 49

(Detailed Tubular Data Available Upon Request)
Intangible Drilling Costs ($000):

Orilling Rig 33 4 37
Completion Rig 7 7
Road and Location 13 1 14
Bits, Reamers, Directional

Tool and Rental 12 4 16
Mud and Logging 16 2 18
Cementing and Service 7 8 15
Supervision’ 2 1 3
Perforation and Stimulation 12 12
Miscellaneous 11 5 16

Total 94 44 138

Estimated Total Well Costs 109 i 78 187

The estimate given above is made to the best of our ability
based on available facts. Actual costs may be more or less
because of unforeseen circumstances or conditions.

Non-Operator:

Approved By:

Date:

Xi A -
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TEXACO INC.

DRILLING PROPOSAL

Date: JUNE 14, 1989

Lease Name and Well No. MYERS LANGLIE MATTIX UNIT WELL NO. 260

Prospect: LANGLIE MATTIX POOL County:_LEA State N.M.
District:_HOBBS Area: EUNICE

Location: 2630' FNL, 1320' FWL, SEC. 29, T-23-S, R-37-E

Objective: SEVEN RIVERS-QUEEN Depth: 3750

Estimated Well Costs (5000):

Dry Hole Completion Total
Well and Lease Equipment:

Wellhead § 6
Surface Casing (13-3/8") 1 1
Intermediate Casing (8-5/8*%) 8 8
Completion Casing (5-1/2") 21 21
Tubing (2-7/8*) 13 13
Total 15 34 49
{Detailed Tubular Data Available Upon Request)
Intangible Drilling Costs ($000):
Drilling Rig 33 4 37
Completion Rig 7 7
Road and Location 13 1 14
Bits, Reamers, Directional
Tool and Rental 12 4 16
Mud and Logging 16 2 18
Cementing and Service 7 8 15
Supervision 2 1 3
Perforation and Stimulation 12 12
Miscellaneous 11 5 16
Total 94 44 138
Estimated Total Well Costs 109 78 187

The estimate given above is made to the best of our ability
based on available facts. Actual costs may be more or less
because of unforeseen circumstances or conditions.

Non-Operator:

Approved By:

Date:
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TEXACO INC.
DRILLING PROPOSAL

Date: JUNE 14, 1989

Lease Name and Well No. MYERS LANGLIE MATTIX UNIT WELL NO,

260
Prospect: _LANGLIE MATTIX POOL County: LEA State_N.M.
District:_HOBBS Area: EUNICE
Location:_2630' FNL, 1320' FWL, SEC, 29, T-23-3, R-37-E
Objective: SEVEN RIVERS-QUEEN : Depth: 3750
Estimated Well Costs ($000):
Dry Hole Completion Total
Well and Lease Equipment:
Wellhead 6 6
Surface Casing (13-3/8") 1 1
Intermediate Casing (8-5/8") 8 8
Completion Casing (5-1/3") 21 21
Tubing (2-7/8") : 13 13
Total 18 34 49
(Detailed Tubular Data Available Upon Request)
Intangible Drilling Costs ($000): .
Drilling Rig 33 4 37
Completion Rig 7 7
Road and Location 13 1 14
Bits, Reamers, Directional
Tool and Rental 12 4 16
Mud and Logging 16 2 18
Cementing and Service | 7 8 15
Supervision 2 1 3
Perforation and Stimulation 12 12
Miscellaneous 11 5 16
Total 94 44 138
Estimated Total Well Costs 109 78 187

The estimate given above is made to the best ot'our ability
based on svailable facts. Actual costs may be more or less

because of unforeseen circumstances or conditions.

Non-Operator:

Approved By:

Date:

~—~ .
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TEXACO INC.

DRILLING PROPOSAL

Pate: JUNE 14, 1989

Lease Name and Well No. MYERS LANGLIE MATTIX UNIT WELL NO. 261

Prospect: LANGLIE MATTIX POOL County: LEA State_N.M.

District:_ HOBBS Area: EUNICE

Location:_1320" FSL, 132Q' FWL, SEC. 31, T-23-S, R-37-E

Objective: SEVEN RIVERS-QUEEN Depth: 3650

Estimated Well Costs ($000):

Dry Hole Completion Total

Well and Lease Equipment:

Wellhead ) 6
Surface Casing (13-3/8") 1 1
Intermediate Casing (8-5/8") : 8 8
Completion Casing (5-1/2%) ) 21 21
Tubing (2-7/8") 13 13
Total 15 34 49
(Detailed Tubular Data Available Upon Request)
Intangible Drilling Costs ($000):
Drilling Rig 33 4 37
Completion Rig ? 7
Road and Location 13 1 14
Bits, Reamers, Directional
Tool and Rental 12 4 16
Mud and Logging 16 2 18
Cementing and Service 7 8 15
Supervision 2 1 3
Perforation and Stimulation 12 12
Miscellaneous 11 S 16
Total ' 94 a4 138
Estimated Total Well Costs 109 78 187

The estimate given above is made to the best of our ability
based on available facts, Actual costs may be more or less
because of unforeseen circumstances or conditions.

\ Non-Operator:

Approved By:

Date:




" PRXACO INC.
DRILLING PROPOSAL

Date: JUNE 14, 1989

Lease Name and Well No. MYERS LANGLIE MATTIX UNIT WELL NO. 261

Prospect: LANGLIE MATTIX POOL County: LEA State N.M.

District: _HOBBS Area: EUNICE

Location: _1320' FSL, 1320' FWL, SEC. 31, T-23-S, R-37-E

Objective: _SEVEN RIVERS-QUEEN Depth: 3650

Estimated Well Costs ($000):

Dry Hole Completion Total

Well and Lease Equipment:
Wellhead 6

6
Surface Casing (13-3/8") 1 1
Intermediate Casing (g;;ig:) 8 8
Completion Casing (5=1/2") 21 21
Tubing (2-7/8%) 13 13
Total 18 34 49
(Detailed Tubular Data Available Upon Request)
Intangible Drilling Costs ($000):
Drilling Rig 33 4 37
Completion Rig 7 7
Road and Location 13 1 14
Bits, Reamers, Directional
Tool and Rental _ 12 4 16
Mud and Logging 16 2 18
Cementing and Service 7 8 15
Supervision 2 1 3
Perforation and Stimulation 12 12
Miscellaneous 11 S 16
Total 94 44 138
Estimated Total Well Coats 109 78 187

The estimate given above is made to the best of our ability
based on available facts. Actual costs may be more or less
because of unfo;caeen circumstances or conditions.

Non-Operator:

Approved By:

Date:
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TEXACO INC.

DRILLING PROPOSAL

Date: JUNE 14, 1989

Lease Name and Well No. MYERS LANGLIE MATTIX UNIT WELL NO. 262

Prospect: LANGLIE MATTIX POOL County:_LEA State N.M.
District: HOBBS Area: EUNICE

Location: _2600' FSL, 50' FWL, SEC, 31, T-23-S, R-37-E

Objective: SEVEN RIVERS-QUEEN Depth:_3825'

Estimated Well Costs (5000):

Dry Hole Completion Total
Well and Lease Equipment:

Wellhead 6 §
Surface Casing (13-3/8"%) 1 1
Intermediate Casing (8-5/8") 8 8
Completion Casing (S-1/2%) 21 21
Tubing (2-7/8") 13 13

Total 15 34 49

(Detailed Tubular Data Available Upon Request)
Intangible Drilling Costs ($000):

Drilling Rig 33 4 37
Completion Rig 7 7
Road and Location i 13 1 14
Bits, Reamers, Directional

Tool and Rental 12 4 16
Mud and Logging 16 2 18
Cementing and Service 7 8 15
Supervision' 2 1 3
Perforation and Stimulation 12 12
Miscellaneous 11 5 16

Total 94 44 138

Estimated Total Well Costs 109 78 187

The estimate given above is made to the best of our ability
based on available facts. Actual costs may be more or less
\ because of unforeseen circumstances or conditions.

Non-Operator:

Approved By:

Date:

-,
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TEXACO INC.

DRILLING PROPOSAL

Date: JUNE 14, 1989

Lease Name and Well No. MYERS LANGLIE MATTIX UNIT WELL NO. 262

Prospect: _LANGLIE MATTIX POOL County: LEA State N.M,

District:_HOBBS Area: EUNICE

Location:_2600' FSL, 50' FWL, SEC. 31, T-23-S, R-37-E

Objective: SEVEN RIVERS-QUEEN Depth: 3825'

Estimated Well Costs ($000):

Dry Hole Completion Total

Well and Lease Equipment:

Wellhead 6
Surface Casing (13-3/8") 1 1
Intermediate Casing (8-5/8") 8 8
Completion Casing (5-1/2%) 21 21
Tubing (2-7/8%) 13 13
Total 15 34 49
(Detailed Tubular paCa Avajilable Upon Request)
Intangible Drilling Costs ($000):
Prilling Rig 33 4 37
Completion Rig 7 7
Foad and Location 13 1 14
Bits, Reamers, Directional
Tool and Rental 12 4 16
Mud and Logging 16 2 18
Cementing and Service 7 8 15
Supervision 2 1 3
Perforation and Stimulation 12 12
Miscellaneous 11 5 16
Total 94 44 138
Estimated Total Well Costs 109 78 187

The estimate given above is made to the best of our ability
based on available facts. Actual costs may be more or less
because of unforeseen circumstances or conditions.

Non-Operator:

Approved By:

Date:

XUz zma



iESE;i
" Texaco USA P O Box 3109

Producing Department Midland TX 79702
Midland Division

March 23, 1990

District Supervisor

Bureau of Land Management
Roswell District Office

P. O. Box 1397 :
Roswell, New lexico 88201

Commissioner of Public Lands
P. 0. Box 1148
Santa Fe, New Mexico 87504-1148

New Mexico 0il Conservation Division
P. O. Box 2088
Santa Fe, New Mexico 87501

All Working Interest Owners
(Address List Attached)

RE: MYERS LANGLIE MATTIX UNIT
SECONDARY RECOVERY UNIT
LEA COUNTY, NEW MEXICO

Gentlemen:

In accordance with Section 12 of the Unit Agreement for the
Development and Operations of the Myers Langlie Mattix Unit, Lea
County, New Mexico, Texaco Inc. respectfully submits for your
approval a report of past operations and a plan of development for
the year 1990. Enclosed for your convenience is a production plot,
monthly operating reports for 1989 and a well status list.

PAST OPERATIONS

The Myers Langlie Mattix Unit became effective February 1, 1974.
Injection started in eighteen (18) wells on August 13, 1975. As
of December 1, 1989, ninety-eight producers and ninety-nine active
injection wells were in service. Cumulative injection since
unitization was 128,801,000 barrels through December of 1989. The
daily average injection rate during December, 1989 was 29,918 BWPD
at an average of 900 psig.



Bureau of Land Management,

Commissioner of Public Lands,

New Mexico 0il Conservation

Division, and Working

Interest Owners -2- March 23, 1990

Cumulative oil productipn from the Unit area since unitization was
5,704,436 barrels of oil through December of 1989. The average
daily production during December of 1989 was 638 BOPD.

Installation of central production facilities and satellite test
stations began in September, 1976. Additional facilities were
installed in 1978 and 1980 to handle higher volumes. Statutory
unitization became effective January 5, 1981.

In 1977, six (6) injectors and one (1) producer were drilled . on
undeveloped tracts. In 1978, ten (10) producers were drilled. In

1980, nine (9) injectors and six (6) producers were drilled.
—

In 1981, twelve (12), producers and two (2) injectors were drilled.
In 1982, the fourteen (14) newly drilled wells were completed.

In 1985, one (1) replacement well was drilled for Well No. 11a,
which was plugged. Eight previously NIO injections were returned
to injection to lease line agreements reached with the Carter

Foundation. Well No. 99 was treated with polymer for profile
modification.

In 1984, one (1) replacement well was drilled for Well No. 108,
which was plugged. One (1) well was converted to injection. Ten
(10) wells were polymer treated for profile modification.

In 1985, twelve (12) injection wells were polymer treated for
profile modification.

In January, 1986, four (4) wells were polymer treated for profile
modification and five (5) infill development wells were drilled.
The unit was decertified as a tertiary recovery project after it
was determined that polymer treatments for profile modification did
not significantly add to the reserves of the unit. Two injectors
were reactivated and eight (8) producers operating below economic
limit were shut-in.

In 1987, 33,000' of injection line was replaced with fiberglass
injection line. A 3000 Bbl, gun barrel was installed. Other work
included the treatment of two wells with "injectrol®. Moderate
success was achieved on one injectrol treatment.

In 1988 workovers were performed on 16 wells. In 1989, the MLMU
Nos. 163, 172, 253 and 254 were cleaned out agd acidized. The MLMU
No. 27 was converted to an injection well. 7 Currently, workovers

i
ot

are pending on the MIMU Nos. 41 and S6. &

YHIRADL ¢« 7




Bureau of Land Management,
Commissioner of Public Lands,
New Mexico 0il Conservation
Division, and Working

Interest Owners -3- March 23, 1990

FO 0

The proposed plan of development for 1990 includes the drilling of
five infill wells upon partnership approval. Unit production will

continue to be monitored and optimized.
Yours very truly,
Texaco Inc.

v

S. G. yder
Portfolio Manager

MOS/srt
Attachments
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amerada Hess Corporation

Attn: R. W. Mullins
P. O. Box 2040
Tulsa, Oklahoma 74102

Oryx Energy Company

Attn: Linda Guerrero

P. 0. Box 1861

Midland, Texas 79702-1861

Amoco Production Company

Attn: V. P. Whitfield
P. 0. Box 3092
Houston, Texas 77253

Arlene S. Anthony
721 Chatham Road
Glenview, Illinois 60025

"O0XY USA Inc.

Production Manager
P. 0. Box 50250

Midland, Texas 79710

Mr. George R. Bentley
P. 0. Box 509
Pineville, Kentucky 40977

James C. Brown
P. 0. Box 10621
Midland, Texas 79702

Doyle Hartman
P. O. Box 10426
Midland, Texas 79702

ARCO 0il & Gas Company
Joint Interest Operations
P. 0. Box 1610

Midland, Texas 79702

Clay Trusts 618-1,2,3
MBANK Fort Worth

Attn: Trust Dept.

P. 0. Box 910

Fort Worth, TX 76101-0910

Rufus Clay, Jr. Trust
Juanita Jackson, Trustee

P. O. Box 50668
Amarillo, Texas 79159
Sirgo Brothers, Inc.

P. 0. Box 3531
Midland, Texas 79702

Mrs. Adele Combs Clough
6926 Midbury Drive
Dallas, Texas 75230

Mr. Michael Clough
7717 Meadowhaven Drive
Dallas, Texas 75240-8105

Great Western Drlg. Co.
Attn: J. T. Hampton

P. O. Box 1659

Midland, Texas 79702

Margaret Couch Trust
Juanita Jackson, Trustee
P. O. Box 50668
Amarillo, TX 79159-0668

Cross Timbers Production
810 Houston Street

Suite 2000

Fort Worth, Texas 76102

Davoil, Inc.
Attn: Jerry Brannon
P. O. Box 122269

Fort Worth, TX. 76121-2269

Meridian 0il
Attn: T. H. 0Olle
21 Desta Drive

Midland, Texas 79705

Kerr-McGee Corporation
Attn: Joint Interest
P. 0. Box 11050

Midland, Texas 79702

Geodyne Resources, Inc.
Attn: Robert Clemons
320 South Boston Avenue
Tulsa, Oklahoma 74103

Texas American Bank
ELLEN HARRIS CLAY ESTATE
P. 0. Box 2605

Fort Worth, Texas 76113
Conoco, Inc.

P. 0. Box 460

Hobbs, New Mexico 88240

Chevron, U.S.A. Inc.
Attn: J. C. Prindle

P. 0. Box 670

Hobbs, New Mexico 88240

Parker & Parsley
Development Partner,L.P.
P. 0. Box 3178

Midland, Texas 79702



MYERS LANGLIE MATTIX UNIT (Cont'd)
LEA COUNTY, NEW MEXICO

American Exploration Co.
Joint Interest Manager
700 Louisiana, Suite 2100
Houston, Texas 77002-2793

W. H. Hunt

Attn: Joint Interest
3500 Thanksgiving Tower
Dallas, Texas 75201

N. B. Hunt

Attn: Joint Interest
1941 Thanksgiving Tower
Dallas, Texas 75201

Evelyn Clay O'Hara Trust
Marilyn Barnes, Trustee
1701 River Run, Suite 500
Fort Worth, Texas 76107

Joan Clay

c/o Grant Thornton

P. O. Box 19585

Irvine, California 92713

Jennifer Ann Clay
2500 Ruger #37
Arlington, Texas 76006

Robert C. Scott

2400 N.E. 26th Avenue

Fort Lauderdale,.
Florida 33305

" Dallas,

Marilyn A. Tarlton,
Trustee for

Lortscher Family Trust
P. 0. Box 1212
Los Altos, Calif. 94023
John H. Hendrix Corp.
223 West Wall, Suite 525
Midland, Texas 79701

Lamar Hunt

Attn: Joint Interest
1962 Thanksgiving Tower
Texas 75201

LTV Enerqgy Products Co.
c/o NEFF, CROZIER & CO.
102 N. College, Suite 300
Tyler, Texas 75702

Susan Marie Clay
3550 Loop 363

No. 223
Temple, Texas 76501

Edythe B. Humphries -
1706 Valleywood #110
Arlington, Texas 76013

Maralo, Inc.
P. O. Box 832

Midland, Texas 79702

P. C. Limited
P. 0. Box 911
Breckenridge,

Texas 76024-0911

Mrs. R. L.
Box 776
Hobbs, New Mexico 8824¢C

Summers

Ms. Weslynn McCallister
Larsen

P. O. Box 88
No. Komis, FLA. 34275
John W. Clay, III

7604 Fair Oaks Ave.
No. 2099
Dallas, Texas 75231-46:

Mr. T. J. Sivley
P. 0. Drawer 'GG'
Artesia, New Mex. 8821C
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| - STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

IN THE MATTER OF DOYLE HARTMAN'S
PETITION FOR ENFORCEMENT OF THE
MYERS LANGLIE-MATTIX UNIT AGREEMENT  CASE NO.
AND UNIT OPERATING AGREEMENT, g
" LEA COUNTY, NEW MEXICO AND | RECEIVED
DISAPPROVAL OF CHANGE OF OPERATOR.

Moy o nal

OIL CONSERVATION DiVISION

Doyle Hartman petitions for an Order disapproving all C-104s filed by Slrgo
Operaﬁng inc. ("Sirgo") which name Sirgo as Operator of the Meyers Langiie-Mattix Unit
("MLMU"), and an Order enjoining Sirgo from replacing the current operator, Texaco
Exploration & Production Inc. ("Texaco®) until such time as all provisions of the Unit
Operating Agreement are complied with. In support, Petitioner states as follows:

1. Doyle Hartman is the owner of a 4.8% working interest in the MLMU.
2. OnJanuary 1, 1973 a Unit Agreement was entered into by all working
royalty or other oil and gas interest owners unitizing working and royalty interests in the
MLMU. A copy of the MLMU Unit Agreement is attached and incorporated as Exhibit 1.
3. The MLMU Unit Agreement was approved by the Oil Conservation
Commission for the State of New Mexico, by Order No. R-4660. A copy of the order of
approval is attached and incorporated as Exhibit 2. The MLMU Unit Agreement was
approved by the Commissioner of Public Lands for the State of New Mexico, by

EXHIBIT
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Certificate of Approval dated December 26, 1973. The MLMU Unit Agreement was
approved by the Supervisor, United States ‘Geclogical Survey, by Certification-
Determination dated January 31, 1974.

- 4. - Pursuantto the provisions of Section 6 of the Unit Agreement, Skelly
Oil Company was named Unit Operator of the MLMU. Texaco, &s Successor in interest
to Skelly, succeeded to Operator of the MLMU inr approximately 1981, and has for years
operated the Unit |

5. On October 4, 1980, Sirgo represented to Hartman in a letter that as
of October 4, 1990, Sirgo had purchased "60+% of the Unit and Texaco has agreed to
relinquish operations to us." A copy of the October 4, 1990 letter is attached and
incorporated as Exhibit 3.

6. Contrary to Sirgo’s representation in the October 4, 1991 letter,
Sirgo’s ownership interest in the MLMU at that time was only approximately 7.3%. See
copy of Joint Account Statement for October, 1990 attached and incorporated as Exhibit
4.

7. Apparently, as part of its misrehresentaﬁons regarding ownership of
the unit, Sirgo has misrepresented to Texaco and to other third parties, including various
working interest owners in MLMU, that Sirgo owns Hartman's working interest in the
MLMU. Sirgo contracted to purchase Hartman's working interest in the MLMU but has
failed and refused to close the transaction. Sirgo does not own the Hartman interest.

8. In November and December 1990, Sirgo’s ownership interest in the
MLMU rose to approximately 21%. See November and Decemnber 1990 Joint Account



'Pr- alew

Statementsattachedandmrporatadasemms Hartman has seen no records
evidencing a greater ownership mterest by Sargoerther before or since these referenced

 9. OnorAboutFebruaryZB 1891 and March 8, 1991, Sirgo circulated
ballotstovanousworkxngmarestownershMLMU purporting to have the working
interest owners vote for Sirgo to assume all rights, duties, and obligations of the unit
operator under the MLMU Unit Agreen;ent. thereby replacing Texaco as Unit Operator.
Copies of the Ballots are attached and incorporated as Exhibit 6. No ballots were
forwarded to Hartman.

10. On April 15, 1891, Texaco forwarded a letter to ail working interest
owners stating its intent to resign as Unit Operator “in the near future®. Texaco’s letter
further states that Sirgo has fumished Texaco with documents‘ regarding Sirgo’s
becoming the successor Unit Operator. A copy of the April 15, 1991.Ietter is attached
and incorporated as Exhibit 7.

11. Section 7 of the Unit Agreement provides for the resignation or
removal of the Unit Operator. Section 7 requires six months prior written notification of
the Unit Operator’s desire to resign. Texaco has not, as of this date, submitted a written
notification of resignation. '

12. Section 8 of the Unit Agreement provides for the selection of a
successor Unit Operator. Section 8 requires documentation of approval of three or more
working interest owners holding 65% or more of the Phase I Unit pamcupahon Sirgo
has not provnded documentation of such approvals.
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by

13.  Section 8 of the Unit Agreement also requires the approval by both
the supervisor of the United States Geological survey and the Commissioner of Public
Lands of the State of New Mexico of any change in Unit Operator. Sirgo has provided

14..  Sirgo has not complied with either Section 7 or Section 8 of the Unit
Agreement. Nevertheless, upon information and belief, Sirgo, on a date unknown at the
present time, fled a form C-104 with the Ol Conservation Division claiming a change of

. operator from Texaco to Sirgo.

15. On May 13, 1991, Texaco wrote to the Oil Conservation Division
denying the validity of the C-104's filed by Sirgo and reaffirming its operation of the
subject unit. A copy of the May 13, 1991 letter is attached and incorporated as Exhibit
8 .

16. Hartman has been informed that NMOCD has threatened to cancel
the allowables for all wells on the MLMU because of Sirgo’s having filed the C-104's
relecting a change in operator of the subject unit while the OCD does not recognize Sirgo
as the operator of the unit. Because of its actions, Sirgo has jeopardized the allowables
for each well within the MLMU, thereby jeopardizing each working interest owner’s rights
under the Unit Agreement. Disapproval of the C-104’s filed by Sirgo is therefore
necessary to ensure continued operation of the unit without disruption and harm to all
working interest owners.

17. The New Mexico Oil Conservation Division has junsdictson pursuant
to NMSA, 1978 §70-7-1 et seq.
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18.  Notice of this Petition has been served on all interested parties, as
identified in Exhibit 9, pursuant to NMOCD Rule 1207. |
WHEREFORE, Orders of the Division are requested as follows:
A Setting aside and disapproving each and every NMOCD Form C-104 flied
bysrgonémagnas’umomratoronhe'raspecuvemushmwuandanyomerﬁnng

ormquestwsuhgsud\ad\angeofOperatok.

B. Because of Sirgo’s false representations regarding its status as operator of
the MLMU and Sirga’s false and/or fraudulent representations regarding the amount of
ownership Sirgo has in the unit, including its misrepresentation of owning Hartman’s
interest in the MLMU, Hartman requests an order enjoining any change of Unit Operator
from Texaco to Sirgo uniess and ﬁntﬂ Sirgo can establish that it has fully complied with

all requirements of the Unit Agreement.

C. Hearing on this Petition be placed on the July 11, 1991 Examiners Docket.
D. ‘ Further relief as appears appropriate.

Respectfully submitted,

THOMAS M. DOMME

141 East Palace Avenue
Santa Fe, New Mexico 87501
(505) 983-6686

Attorneys for Petitioner
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STATE OPNEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DERPARTMENT

CiL CONSERVATION DIVISION
May 23, 1991
BRUCE XING POST OFFICE 80X 2088
GQVERNCR STATE LAND OFFICE 3ULDING
SANTA FE NEW MBXICD 87904
(30%) 827-5800

Thomas M. Domme

Gallegos Law Firm

141 E. Palace Avenue
Santa Fe, New Mexico 87501

Re: Petition Regarding Status Operator for
Myers Langlie-Mattix Unit

Dear Mr. Domme:

We have received your application filed in the above-identified matter.
Interpretation and enforcement of the Unit Agreement is not within the Division's
jurisdiction, and this case will not be docketed. Interpretation and enforcement of
a contract is a matter properly brought before the District courts and not the Ofl
Conservation Division.

Although your paragraph 17. states that the Division has jurisdiction pursuant to
Section 70~7-1 et. seq. 1978, that Act is the Statutory Unitization Act and this is not
a statutory unit, therefore that Act has no applicability whatever to this situation.
Please send copies of this letter to all parties to whom you gave notice of the
application. ' :

If you have any questions, please call me.
Sincerely,

AL st

ROBERT G. STOVALL,
General Counsel

RGS/dr

EXHIBIT



. STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

IN THE MATTER OF DOYLE HARTMAN'S

PETITION FOR ENFORCEMENT OF THE

MYERS LANGLIE-MATTIX UNIT AGREEMENT CASE NO.

AND UNIT OPERATING AGREEMENT, s

AND ORDER NO. R-8447 , LEA COUNTY, - RECEIVED

NEW MEXICO AND DISAPPROVAL OF CHANGE
OF OPERATOR AND DEVELOPMENT PLAN. JUN 07 1891
DIL CONSERVATION DIVISioy
I o
P REGARDING ST F OPERATQR AND Di PMENT PLAN FOR
RS LANGLIE-MATTIX UNIT NTY MEX!

Doyle Hartman ("Hartman") petitions the Oil Conservation Commission for the State
of New Mexxco ("NMOCD") for an Order disapproving all C-104s filed by Sirgo Operatmg
Inc. ("Sirgo”) which name Sargo as Operator of the Meyers Langhe-Matnx Unit (‘MLMU") ‘
an Order enjoining Sirgo from replac:ng the current operator, Texaco Exploration &
Productson Inc. ("Texaco®); an Order disapproving a plan of development proposed by
Sirgo; and for an evaluation of current and past operation of the MLMU to determine
compliance by the Operators with the Unit Agreement and the Statutory Unitization Act.

In support, Hartman states as follows:

AL A ATIONS AND FA
1. Hartnan is the owner of a 4.8% working interest in the MLMU.
2 On January 1, 1973 a Unit Agreement was entered into by all

working, royalty, or other oil and gas interest owners unitizing working and royalty

EXHIBIT




interests in the, MLMU. A copy of the MLMU Unit Agreement is attached and
incorporated as Exhibit 1.

3. The Unit Agreement was approved by the NMOCD, by Order No. R-
4660. A copy of the order of approval is attached and incorporated as Exhibit 2. The
Unit Agreement was approved by the Commissioner of Public Lands for the State of New .
Mexico, by Certificate of Approval dated December 26, 1873. The Unit Agreement was
approved by the Supervisor, United States Geological Survey, by Certification-
Determination dated January 31, 1974.

4. Pursuant to the provisions of § 6 of the Unit Agreement, Skelly Qil
Company was named Unit Operator of the MLMU. Texaco, as successor in interest to
Skelly, succeeded to Operator of the MLMU in approximately 1981, and has for years
operated the Unit.

5. On August 27, 1980, the NMOCD, through Order No. R-6447,
approved the MLMU for statutory unitization pursuant to the Statutory Unitization Act, §§
70-7-1 through 70-7-21 NMSA 1978 (“the Act"). A copy of the Order approving statutory
unitization is attached and incorporafed as Exhibit 3. The NMOCD has jurisdiction

pursuant to NMSA, 1978 § 70-7-1 et seq.



6. Natice of this Petition has been served on all interested parties, as
identified in Exhibit 4, pursuant to NMOCD Rule 1207.

! M A F THE UNIT
FOUN l ] PPORT.

. 7. On Octaober 4, 1990, Sirgo represented to Hartman in a letter that as
of October 4, 1990, Sirgo had purchased "60+ % of the Unit and Texaco has agreed to
relinquish operations to us." A copy .of the October 4, 1990 letter is attached and
incorporated as Exhibit S.

8. Contrary to Sirgo’s representation in the Qctober 4 letter, Sirgo's
ownership interest in the MLMU at that time was only approximately 7.3%. See copy of
Joint Account Statement for October, 1990.attached .and incorporated as Exhibit 6.

8. Apparently, as part of its misrepresentations regarding ownership of
the unit, Sirgo has misrepresented to Texaco and to other third parties, including various
working interest owners in MLMU, that Sirgo owns Hartman's working interest in the
MLMU. Sirgo contracted to purchase Hartman's working interest in the MLMU but has
failed and refused to close the transaction. Sirgo does not own the Hartman interest.

10.  In November and December 1980, Sirgo’s ownership interest in the -
MLMU rose to approximately 21%. See November and December 1990 Joint Accouﬁt
Statements attached and incorporated as Exhibit 7. Hartman has seen no records
evidencing a greater ownership interest by Sirgo either before or since these referenced

time periods.



11.  On or About February 28, 1891 and March 8, 1991, Sirgo circulated
ballots to various' working interest owners in MLMU purporting to have the working
interest owners vote for Sirgo to assume all rights, duties, and obligations of the unit
operator under the MLMU Unit Agreement, thereby replacing Texaco as Unit Operator.
Copies of the Ballots are attached and incorporated as Eihibit 8. No ballots were
forwarded to Hartman.

12. On April 15, 1991, Texaco forwarded a letter to all working interest
owners stating its intent to resign as Unit Operator “in the near future®". Texaco's letter
further states that Sirgo has furnished Texaco with documents reéarding Sirgo's
becoming the successor Unit Opérator. A copy of the April 15, 1991 letter is attached
and incorporated as Exhibit S.

13. § 7 of the Unit Agreement provides for the resignation or removal of
the Unit Operator. § 7 requires six months prior written notiﬁcatioﬁ of the Unit Operator’s
desire to resign. Texaco ﬁas not, as of this date, submitted a writtén notification of
resignation.

14. § 8 of the Unit Agreement provides for the selection of a successor
Unit Operator. § 8 requires documentation of approval of three or more working interest
owners holding §5% or more of the Phase Il Unit participation. Sirgo has not provided
documentation of such approvals.

15. §8of the- Unit Agreement also requires the approval by both the

supervisor of the United States Geological survey and the Commissioner of Public Lands



of the State of New Mexico of any change in Unit Operator. Sirgo has provided no
evidence of haviqg obtained such approval.

16.  Sirgo has not complied with either §§ 7 or 8 of the Unit Agreement.
Nevertheless, upon information and belief, Sirgo, on a date unknown at the present time,
filed a form C-104 with the NMOCD claiming a change of operator from Texaco to Sirgo.

17. On May 13, ;1991, Texaco wrote to the NMOCD denying the validity
of the C-104’s filed by Sirgo and reaffirming its operation of the subject unit. A copy of
the May 13 letter is attached and incorporated as Exhibit 10.

18. OnMay 20, 1'991. Sirgo forwarded to Hartman a ballot for Hartman's
approval of a change of operator from Texaco to Sirgo. Hartman has neither executed
nor returned the ballot. A copy of the May 20 letter and ballot are attached and
incorporated as Exhibit 11. Contained in the May 20, 1991 letter are the following
misrepresentations of fact: (1) "Sirgo’s current ownership in conjunction with Eélloté
received to date is sufficient for Sirgo to assume operatorship'; and (2) "Texaco has
agreed to resign as operator to allow us to do so,. . ." No proof of either representation
has ever been offered by Sirgo, and both representations fly in the'face of Texaco's May
13, 1991 letter (Exhibit 10).

18. Hartman has been informed that the NMOCD has threatened to
cancel theéllowables for all wells on the MLMU because of Sirgo's having filed the C-
104's reflecting a change in operator of the subject unit while the NMOGCD does not
recognize Sirgo as the operator of the unit. Because of its actions, Sirgo has'jeop'ardized

the allowables for each well within the MLMU, thereby jeopardizing each working interest



owner's rights under the Unit Agreement. Disapproval of the C-104's filed by Sirgo is

therefore necessary to ensure continued operation of the unit without disruption and harm

to all working interest owners.

1RGO’ P D PMENT NI TV
AND IN Vi N QOF NIT AGR AND THE ACT

20. Attached to Sirgo's May 20, 1991 letter (Exhibit 11), was a proposed
plan of development for the MLMU which Sirgo proposes implementing on July 1, 1991.
A copy of the proposed plan of development is attached and incorporated as Exhibit 12.
The proposed plan of development is defective and/or in violation of the Unit Agreement
(Exhibit 1) for the following reasons, inter alia:

a The plan purports to represent *a consensus of Texaco and
Sirgo’s combined engineering efforts®, yet the plan does not detail or contain any
discussion of Texaco'’s analysis and data. Texaco is the current operator of the unit and
is required to inform all working interest owners of the proposed changes in the
previously approved development plan. Its failure to do so in the proposed plan violates
the current Unit Agreement.

b. The plan is based upon an analysis of only 23 of 232 wells in
the unit. As acknowledged in the plan itseff, a study of only 23 of 232 wells is not
- sufficient to properly predict reservoir performance: “the quantitative data coverage is
minimal and rnay not be fully representative of the unitized area.”

c. The plan’s projected payout is 4.1 years. A more realistic

payout period appears to be 8-10 years. The overly optimistic payout is apparently based



on assumed rattier than existing economic parameters, and the use of such assumed

economic parameters casts doubt on the overall economic viability of the project.

d. § 70-7-1 NMSA 1978, provides that “the Statutory Unitization
Act applies to any type of operation that will substantially increase the recovery of oil
MMMMWM and not to what
the industry understands as exploratory units.® The Unit Agreement (Exhibit 1) aiso
specifically states that the purpose of the unitization is secondary recovery. According
to the plan, a significant amount of_ primary reserves remain within the unitized area due
to inefficient completions in many of the wells, and the intention of the plan is to recover
these primary reserves. As a result, the pian violates the Unit Agreement by involving the
recovery of primary reserves.

e. The plan is predicated upon 20-acre spacing for the Unit. It
is Hartman's understanding that the NMOCD has not approved 20-acre spacing for thié
unit, and only special exception was granted f‘or a pilot S5-well program in 1986. This
program is not representative of Unit performance as a whole, meaning that the plan’s
20-acre development constitutes an exploratory venture in violation of the Act's preclusion
of exploratory units.

. f. § 70-7-6(A)(6) NMSA 1978, provides “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.” Tﬁe plan makes specific reference to the inefficient completion

techniques used prior to 1970. Accordingly, the tracts upon which those wells are



located have not been given fair and equitable participation in the Unit due to low primary
recoveries. Since the individual tract participation formulas in the Unit Agreement for the
MLMU are based, in part, upon historical well by well cumulative production, the
participation factors are inequitable and in violation of the Act. The inequitable
participation factors also impair the correlative rights of the owners within those tracts that
have inefficient well completions.

g. Finally, if the claims in the plan are true regarding the existence
of primary reserves, the MLMU has been grossly mismanaged, and the current and
former Unit Operators must be held accountable for such mismanagement.

21.  For the foregoing reasons, inter alia, the development plan proposed
by Sirgo under the guise of its claimed operatorship of the MLMU, and represented as
having been approved by Texaco as current operator, is in direct violation of the Unit
Agreement and/or the Act, and should be disapproved by the NMOCD, and Sirgo and
Texaco shouid be prevented from going forward with it on July 1, 1991 or at any time.
Also, because of certain representations in the plan, Texaco's operation of the unit is
called into question, and the NMOCD needs to examine and determine whether the unit

has been operated in violation of the Unit Agreement and/or the Act.

T FINANCIALLY QUALIFIED TO A ME TH
QPERATORSHIP OF THE MLMU

22. The MLMU is the largest unit in New Mexico. Operation of this unit
requires significant financial and business resources. To date, the unit has been operated

by large national corporations with substantial financial and business resources. Sirgo



proposes to repjace the current operator yet, as set forth below, has not provided
evidence of its financial or business ability to do so:

a. Upon information and belief, Sirgo is operating at the present
time with a negative working capital.

b. Upon information and belief, Sirgo has not paid Texaco the
approximately $1,000,000.00 in past due joint interest billings due Texaco from the
interests Sirgo has bought M-ﬁe unit. -

c. Sirgo’s proposed plan of development calls for approximately
$44,000,000.00 in development, yet the plan is conspicuously lacking in detail regarding
the source of the funds for this development.

23. Based on the foregoing, and otherwise as will be developed prior to
the hearing on this Petition, Hartman seeks an Order from the NMOCD barring Sirgo from
replacing Texaco as Operator of the MLMU, frorﬁ going forward with the proposed plan
of development, and from interfering further with the operation of the MLMU.

~ WHEREFORE, Hartman requests the Division:
A.  Set aside and disapprove each and every NMOCD Form C-104 filed by
Sirgo naming it as Unit Operator of the respective wells in MLMU and any cther filing ¢r
request pursuing such a change of Operator, and further enjoin Sirgo from replacing the
_current operator, or from interfering in any manner with the operation of the MLMU by the
current or successor operator.
B. Disapprove the plan of development proposed by Sirgo.

C. Evaluate the current and past operation of the MLMU to determine



-

compliance with the Unit Agreement and the Act, and enter such orders as are necessary
to ensure compliance with the Act, including, if necessary, Orders dissolving the MLMU,
or reconfiguring the MLMU as necessary.

D. Hearing on this Petition be placed on the July 11, 1991 Examiners Docket,
or because of the unique nature of the claims made, before the entire Commission.

E. d'der such further relief as appears appropriate.

Respectfully submitted,

. E. GAILEG
THOMAS M. DOMME
141 East Palace Avenue
Santa Fe, New Mexico 87501
(505) 983-6686

Attorneys for Petitioner

10



ENERGY, MINERALS AﬁD NAT&RAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

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

CASE NO. 10378
Order No. R-6447-A

APPLICATION OF DOYLE HARTMAN, OIL
OPERATOR, FOR AN ORDER ENFORCING THE
PROVISIONS OF THE MYERS LANGLIE MATTIX
UNIT AGREEMENT AND UNIT OPERATING AGREE-
MENT, AS APPROVED BY DIVISION ORDER NO.
R-6447; DISAPPROVAL OF A REDEVELOPMENT
PLAN; AND AN EVALUATION OF CURRENT AND
PAST OPERATION OF THE MYERS LANGLIE
MATTIX UNIT AREA BY CURRENT AND FORMER
OPERATORS, LEA COUNTY, NEW MEXICO.

ORDER QOF THE COMMISSION

BY THE COMMISSION:

This cause came on for hearing at 9 o'clock a.m.
on August 29, 1991, at Santa Fe, New Mexico, before the
0il Conservation Commission of New Mexico, hereinafter
referred to as the "Commission." ' -

NOW, on this 13th day of September, 1991, the

Commission, a quorum being present, having consideﬁed
the record and being fully advised in the premises,

FINDS THAT:

Doyle Hartman, 0Oil Operator, applicant for hearing
in this case, has requested dismissal thereof and such
request should be granted.

IT IS THEREFORE ORDERED THAT:

Case No. 10378 is hereby dismissed.

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

STATE OF NEW MEXICO
OIL CONSERVATION COMMISSION

GARY CARLSON, Member

SEAL




DOYLE HARTMAN
Oil Operator
3811 TURTLE CREEK 8LVD., SUITE 730
DALLAS, TEXAS 75219

(214) 520-1800
(214) 5200811 FAX

Via Fax (713) 646-4305 and U.S, Mail

August 11, 1995

Scurlock Permian Corporation

333 Clay Street, Suite 2900 (77002)
P.O. Box 4648

Houston, TX 772104648

Attn: John Keffer
Manager Crude Oil Trading

Re:  Designation of Scurlock Permian as DHOO's Crude Oil Purchaser
Myers Langlie Mattix Unit
Lea County, New Mexico

Gentlemen:

Reference is made to our phone conversation yesterday that ended at 4:25 p.m., wherein I requested
that Scurlock Permian Corporation immediately become the designated purchaser of Doyle Hartman,
Qil Operator’s 4.145% net revenue share of crude oil production from the OXY USA, Inc.-operated
Myers Langlie Mattix Unit waterflood project located in Lea County, New Mexico. From a review
of our letter to Enron Oil Trading and Transportiaon Company (Enron) of August 3, 1995 (copy
enclosed), and Enron's reply letter of August 8, 1995 (copy enclosed), as well as my telephone
conversation with you yesterday, it should be apparent that starting with the production month of
April, 1993, a portion of Doyle Hartman, Oil Operator’s Myers Langlie Mattix Unit crude oil has been
improperly controlled by OXY USA, Inc. (OXY), without OXY having authority from Doyle
Hartman, Oil Operator to take our share of such Myers Langlie Mattix Unit oil production.

In April, 1993, at the time that OXY took improper control of a portion of our Myers Langlie Mattix
Unit crude oil production, OXY was not operator of the Myers Langlie Mattix Unit and most
certainly was not owner of Hartman's Myers Langlie Mattix Unit oil production. In addition, in
mid-1993, Doyle Hartman was involved in negotiations with OXY concerning the trade to OXY of
our 4.86% Myers Langlie Mattix Unit leasehold interest in exchange for OXY assigning to us its
160-acre State "N" Eumont lease consisting of the SW/4 Section 2, T-21-S, R-36-E, Lea County,



Scuriock Permian Corporation
August 11, 1995
Page 2

New Mexico, which negotiations verify that OXY, in 1993, was very aware of our 4.86% Myers
Langlie Mattix Unit leasehold ownership. During the subject 1993 trade negotiations, OXY’s
representatives indicated to our landman, Mr. Alan Smith, that OXY was highly desirous of acquiring
our 4.86% Myers Langlie Mattix Unit working interest. However, in late 1993, just prior to OXY
acquiring Texaco's Myers Langlie Mattix Unit interest, OXY changed its position as to the acquisition
of our Myers Langlie Mattix Unit interest and it is now obvious that OXY decided not to acquire our
Myers Langlie Mattix Unit interest because it was obtaining operations of the Myers Langlie Mattix
Unit by acquiring Texaco's interest Myers Langlie Mattix Unit interest and also possibly because
OXY saw no further economic advantage to holding record title to our 4.86% Myers Langlie Mattix
Unit leasehold interest since it had been able, without our permission, to control our Myers Langlie
Mattix Unit crude oil production without owning record title.

Moreover, from a review of the summary of Hartman MLMU revenues by purchaser, enclosed
herewith, it is also apparent, that since 1993, OXY has failed to pay Doyle Hartman, Qil Operator,
and our various royalty owners, a competitive oil price that includes a crude oil price bonus although
such price bonuses have been paid in the Permian Basin for approximately the past two years. For
this reason, we want to ensure that Scurlock Permian will be paying a competitive oil price as to our
Myers Langlie Mattix Unit crude oil production including the payment of a price bonus.

In the event that OXY improperly refuses to allow Scurlock Permian to be designated as Doyle
Hartman's official Myers Langlie Mattix Unit crude oil purchaser, you are to inform OXY that, for
the following reasons, Scurlock Permian will be purchasing Doyle Hartman, Oil Operator's Myers
Langlie Mattix Unit crude oil:

1) In April 1993, OXY improperly took control of our Myers Langlie Mattix
Unit crude oil without possessing proper authority or record ownership and
OXY has no legal authority to attempt to specify which entity is designated
as Doyle Hartman, Qil Operator’s oil purchaser for the MLMU.

2) OXY has failed to pay Doyle Hartman, Oil Operator and our royalty owners
a competitive oil price including a crude oil price bonus although such
bonuses, for some time, have been common in the Permian Basin, which
failure by OXY to pay such bonus renders the ongoing operations of the
Myers Langlie Mattix Unit even more non-commercial and further cements

X 002378



Scurlock Permian Corporation
August 11, 1995
Page 3

the October 1, 1993 contractual termination of the Myers Langlie Mattix Unit
agreement due to the failure of the Myers Langlie Mattix Unit to producs oil
in quantities sufficient to yield revenues in excess of operating expenses.

Yours very truly,

DOYLE HARTMAN, Oil Operator

enclosures (3)

?mwum

cc: Minerals Management Secrvice
Royalty Management Program
Reports and Payments Division

P.0.Box 17110
Deaver, CO 80217-0110

John Glidewell, Area Manager

COA, West Texas and New Mexico

EOTT ENERGY Operating Limited Partnershxp
5805 E. Business 20

P.O. Box 1660

Mdla.nd, TX 79702

Vi il ipt Reque

Paul E. Fowler, Division Manager
Texaco Trading and Transportation Inc.
16825 Northchase Blvd., Suite 600
Houston, TX 77060-6986

002379



Scurlock Permian Corporation
August 11, 1995
Page 4

R W. Lanning, Land Department
Texaco Exploration and Production Inc.
500 North Loraine (79701)

P.O.Box 3109

Midland, TX 79702

Herb Whitney, Manager of Operations
CITGO Petroleum Corporation

P.O. Box 3758

Tulsa, OK 74102

Vi i il, R el ueste

Bennett Shelton, Senior Field Representative
CITGO Petroleum Corporation

1031 Andrews Hwy.

Midland, TX 79701

Vi i il, Return Receipt ested

Patty Burchett, Marketing Representative
OXY USA, Inc.

P.O. Box 300

Tulsa, OK 74102

Via Certified Mail, Return Receipt Requested

Charles Pollard, Operations Engineering Supervisor
OXY USA, Inc.

6 Desta Drive, Suite 6000 (79705)

P.O. Box 50250

Midland, TX 79710-0250

Hand Delivered

Jon Thoma, Acquisitions and Divestitures
OXY USA, Inc.
6 Desta Drive, Suite 6000 (79705)
P.O. Box 50250
Midland, TX 79710-0250
an iver

002380



Scurlock Permian Corporation
August 11, 1995
Page 5

Ed Behm, Manager of Engineering
OXY USA, Inc.
6 Desta Drive, Suite 6000 (79705)
P.0. Box 50250
Midland, TX 79710-0250

eliv

T. Kent Wooley, Senior Landman -
" OXY USA, Inc.

6 Desta Drive, Suite 6000 (79705)

P.O. Box 50250

Midland, TX 79710-0250

Hand Delivered

J.E. Gallegos, Esq.

Gallegos Law Firm

460 St. Michaels Drive, Building 300
Santa Fe, NM 87505

James A. Davidson

P.O. Box 494
Midland, TX 79702

002343



Scurlock Permian Corporation
August 11, 1995
Page 6

TABLE OF ENCLOSURES

1. Doyle Hartman, Oil Operator letter dated August 3, 1995 to John Glidewell, Area Manager of
Enron Oil Trading and Transportation Company (Enron) together with Doyle Hartman, Oil
Operator Effective Division Order Status Table corresponding to the Myers Langlie Mattix
Waterflood Unit, Lea County, New-Mexico and copy of Enron letter dated August 15, 1991
from John Glidewell to Doyle Hartman confirming Enron as the officially designated purchaser
of a portion of Doyle Hartman's MLMU crude oil production.

2. EOTT ENERGY Operating Limited Partnership (Enron) letter reply dated August 8, 1995 from
John Glidewell to Doyle Hartman together with Texaco Trading and Transportation Inc. letter
dated June 2, 1993 from Paul E. Fowler to Mr. E.H. Gripp of Texas-New Mexico Pipeline
Company and Texaco Exploration and Production Inc. Myers Langlie Mattix Unit Tract
Allocation Percentage Table, Effective April 1, 1993 wherein EOTT, in its August 8, 1995
letter, indicated that OXY (and not Enron) was responsible for Hartman's MLMU oil
production being controlled by OXY.

3. Doyle Hartman Summary Table of Hartman MLMU Revenue by Purchaser, for period of
January 1992 thru June 1995, showing that as early as April, 1993, OXY took control of a
portion of Doyle Hartman, Qil Operator's MLMU oil production revenues just after OXY
acquired Sirgo's non-operating MLMU working interest ownership.



DOYLE HARTMAN
Oil Operator
3811 TURTLE CREEK BLVD., SUITE 730
DALLAS, TEXAS 75219

(214) 520-1300
(214) 5200811 FAX

Via Facsimile (915) 682-9719 and Certified Mail

August 3, 1995

Enron Oil Trading and Transportation Company
5805 East Highway 80 (79701)

P.O. Box 1660

Midland, TX 79702

Attn: John Glidewell
Area Manager, COA, West Texas and New Mexico

Re:  Myers Langlie Mattix Unit
Lea Countv, New Mexico

Gentlemen:

On August 6, 1991, Enron Oil Trading and Transportation Company issued corrected Division Order
Contracts to Doyle Hartman, Qil Operator corresponding to certain Texaco-operated Myers Langlie
Mattix Unit tracts described on the list attached hereto. However, it was brought to my attention
today that, notwithstanding Enron's corrected 1991 Division Order Contracts, the production month
of March, 1993 was the last month for which we have received payment from Enron for crude oil
production corresponding to the Myers Langlie Mattix Unit.

Under paragraph 8, of Enron's 1991 Division Order Contracts between Doyle Hartman, as Seller, and
Enron, as Purchaser, the seller is obligated to:

*...give you thirty (30) days prior notice before cancelling or
discontinuing any or all of the oil sales being made, or to be
made, by each of the hereunder..."

At no time subsequent to our execution of Enron's corrected 1991 Division Order Contracts have we
given notice to Enron of our intention to discontinue crude oil sales to Enron and, at no time have
we received written notice from Enron of its decision to discontinue such purchases, although,
subsequent to March, 1993, we have received some revenue disbursements from Oxy USA, Inc. as



Earon Qil Trading and Transportation Company
August 3, 1593
Page 2

to certain undocumented amounts of MLMU production. Contrary to New Mexico Statute 70-2-18,
for almost 2-1/2 years, neither Enron nor the operators of the Myers Langlie Mattix Unit have
furnished us with an appropriate accounting of our share of crude il sales from the subject MLMU
tracts and therefore, we ask that you immediately inform us by what legal authority has Enron taken
it upon itself to discontinue accounting to us for our rightful portion of crude oil proceeds from the

MLMU?

Also, being that Enron has ceased to properly account to us for our share of crude oil production
from the subject MLMU tracts, you ace respectfully requested to promptly furnish us with monthlv
crude run statements for the MLMU for the period of time of March, 1991 to the present, which
requested statements should include the following unit production and revenue data:

1. Gross MLMU Production
2. Qil Gravity
3. Qil Price
4. Gross Unit Oil Value
5. State Production Tax
6. Net Unit Oil Value

Once we have been furnished with the requested data, we will then be in a better position to
independently determine how much money has been improperly withheld from us.

Concerning the considerable disruption to our MLMU oil revenues that was experienced by us in
1991, we are enclosing a copy of Enron'’s letter to us dated August 15, 1991, wherein Enron pledged
its future assistance to prevent such a recurrence. Today, after reviewing Enron's August 15, 1551
letter (copy enclosed), we are amazed that Enron has allowed another serious disruption to occur

carresponding to our MLMU oil revenues. Therefore, your prompt attention to this matter is again
respectfully requested. ’

Yours very truly,
DOYLE HARTMAN, QOil Operator

Do

Doyle Hartman

enclosures

X 002384



Enron OQil Trading and Transportation Company
August 3, 1995

Page 3

p

wpdocs\corresp. dh\enron-mlLmu

cc: Bill Harvey, Division Order Analyst
EOTT
1300 Post Oak Blvd., Suite 2700 (77056)
P.O. Box 4666
Houston, TX 772104666

Via Facsimile (713) 993-5821and Certified Mail

X 002385
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ENRON

Oil Trading & Transportation Company

West Texas Office
P. 0. Box 10607
Midland, TX 79702
(915) 682-3761

August 15, 1981

Doyle Hartman
P. 0. Box 10426
Midland. Texas 79702

Attention:. Mr. Bryan Jones
Land Manager

RE: Myers Langlie Mattix Unit

"In reference to your letters dated August 6 and August 12, you stated that
Enron received a copy of the C-104 from the New Mexico 0il Conservation
Department. This is incorrect. Enron received a PL-107 from Texas New Mexico
Pipeline based on information provided to them bv the C-104 from the NMOCD.
The purchaser (Enron) does not receive a copy of the C-104 from the NMOGCD. A
copy is provided to the transporter (Texas-New Mexico Pipeline) by the NMOCD.

The problems with the Division Orders which were brought to mv attention on
August 5, 1991 by Carolyn Sebastian have been resolved and the changes reflect
that Texaco is the current ooerator of this Unit. Said Division Orders will be
executed by Doyvle Hartman and returned to Enron.

It is further understood that Enron will release monev held in susoense for
Doyle Hartman by a special check that will be hand delivered todav (8-15-91),
and that Enron will continue to purchase Dovle Hartman’s interest in this unit.

If there are any further problems, questions or correspondence relative to this
lease or any other lease in which Enron is involved please call me and I will
do everything I can to see that the situation is handled as expediently as

possible.

Sincerely yours, ’/éé::;7
, V/:;/§%223164422a~<?

4

John Glidewell

District Manager ( . )
Crude 0il Acquisitions \AUG 1, .54



EOTT E. .RGY Operating Limite rartnership

P.O. BOX 1560
S80S . BUSINESS 20
MIDLAND, TEXAS 79702 August 8, 1995
(915) 6828251
Certified Mail Return Receipt Requested
Mr. Doyle Hartman
Oil Operator
P. O. Box 10426
Midland, TX 79702

Re: Myers Langlie Mattix Unit in Lea County, New Mexico

Dear Mr. Hartman:

I am in receipt of your letter dated August 3, 1995, addressed to Enron Oil Trading &
Transportation Company. Effective January 1, 1993, Enron Oil Trading & Transportation
Company changed its name to EOTT Energy Corp. ("EOTT"). Please be advised that EOTT has
not been the purchaser of crude oil from the tracts listed on the schedule attached to your letter
since March 31, 1993. Effective April 1, 1993, CITGO became the purchaser of production from

said tracts.

Since EOTT has not purchased production from your tracts since March, 1993, EOTT
does not possess the accounting information requested in your letter, and EOTT has no duty to
provide such accounting. You should contact Oxy USA, Inc., and/or CITGO to obtain the
information requested in your letter.

Enclosed is copy of a letter from Texaco Trading and Transportation Inc., to Texas-New
Mexico Pipeline Company. This letter was EOTT's first notice that it was no longer the purchaser

of production from your tracts.

You said in your letter that you were "amazed that Enron has allowed another serious
disruption to occur corresponding to our MLMU oil revenues.” Obviously, EOTT does not
control the disbursement of proceeds of production that EOTT does not purchase. Likewise,
EOTT's division order does not require EOTT to provide you with notice that it is no longer
buying production from your tracts when the marketer of that production (Oxy USA, Inc.)
unilaterally commences selling such production to another purchaser.

/%;&

hn Glidewell
Area Manager
cc: Bill Harvey
Walter Zimmerman e\ "BOViEPASTRNAR Y| &
2] SGicsearros i i
i

I
NECSIVELY

AR 10 1895
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June 2, 1993

Mr. E. H. Gripp

Texas-New Mexico Pipeline Company
P. O. Box 60028

San Angelo, Texas 76906

Re: Myers Langlie Mattix Unit
Lea County, New Mexico
Operated by Texaco Exploration and Production Inc.

Effective April 1, 1993, Oxy USA Ine. designates CITGO as purchaser of interests recently acquired and
previosly purchased by Enron in the subject unit.

This change affects approximately 1967 BPD which should be run for CITGO's account on Texas-New
Mexico Pipeline. The attached exhibit details the changes in purchaser percentages. Please update your
records to reflect this change.

Should you have any questions, please contact Jason Staker at (713) 874-2350.

Paul E. Fowler
PEF/IS
Attachments

cc: Frank Burek
* John Glidewell - Enron
Harry Rathermel
Tom Savage
Beanett Shelton - CITGO
Bob Wvan

v AAAYAA



TEXACO EX. URATION AND PRODUCTION IN. . - UNIT OPERATOR
MYERS LANGLIE MATTIX UNIT TRACT ALLOCATION PERCENTAGE

LEA COUNTY, NEW MEXICO
PLDP #0055-2174-0000 - TTITI LEASE #81635
EFFECTIVE APRIL 1, 1993
GATHERER: TEXAS/NEW MEXICO PIPELINE
SN : "PURCHASERS e R
TRACT AMERADA !
SUB | TRACT ALLOCATION HESS CITGO ' ENRON | T1IT1 ¢
: [ 1.22311 ; 1.22311 i !
! 2| 0.59021 ! | 0.59021 ; | :
3 | 4.16521 | B 4.16521 [ |
6 | 0.64225 | | 0.64225 ' I z
7 1.07386 | ' 1.07386 | !
| g ! 0.36086 i 0.36086 i i
P10 2.12022 | i 2.14022 ¢ t \
T 0.33405 ' 0.33405 [ :
L 12 2.07257¢ ! 207257 |
|13 1.66580 | ! 1.6658 ] :
| 2178! 14 i 1.54385 ] i ; 1.54385 !
| _2179! 15 | 4.11596 i ' 4.115961
|16 | 0.40945 | i 0.40945 !
17! 1.19564 | | 1.19564 |
18 0.33599 | 0.33599
2192 19 2.49538 249538 I i
80201 20 0.15631 — | ___0.15631
8021 21 3.081331 ! I 3.08133
8022 2 | 200252! e | 2.00252 |
| 21891 23 ! 0.30952 ' 0.30952!".
21901 24 | 0.30468 : ] |
2191 25 | 0.91715 ! (097115 !
26 | 3.39996 I \ T . ] '
27| 2.63684 [ 263684 i i
28 | 2.19345 i 2.19345l i |
! L 29 ¢ 1.02337! b 1023378 i i
| P30 . 5.63333 5.63333 1 — ; i
P31 059616 i 059616 | |
8032 32 | 1.22538 ! I : | 1.22538 |
33 | 241311 | 241311 ¢ I |
8034 34 2.57678 1 [ : | 257578
8035 35 | 0.08931! ] i ! 0.08931
2180 36 i 0.33124 . v : i 0.33124!
8037 37 . 0.76162 1 | 0.76162
8038 38 | 0.15657| i 0.15657
8039 39 ! 0.94333 | = 0.94333
8040 40 | 269658 i 2.69658
8041 41 | 0.39002 | 0.35002 |
8042 42 | 0.27833 i % | 0.27833 |
| 43 | 0.26781 | 0.26781 ! !
44 | 1.29114! | [ 1.29114
45 | 0.021871 | 0.02187! I
| 46 | 0.45346 | | 0.45346 | i
| | 47 | 0.06561 | 0.06561 |
80481 48 | 0.04581 | i 0.04581
I 49 | 3.29505 3.29505 i
| 50 i 1.33259 1.33259 ! ' !
T 0.18398 1 ! 0.18398 i g 1



TEXACO EX .URATION AND PRODUCTION IN .. - UNIT OPERATOR
MYERS LANGLIE MATTIX UNIT TRACT ALLOCATION PERCENTAGE

LEA COUNTY, NEW MEXICO
PLDP #0055-2174-0000 -- TTTI LEASE #81635
EFFECTIVE APRIL 1, 1993
GATHERER: TEXAS/NEW MEXICO PIPELINE

Py v mal e PURCHASERS. . . .. .. . - .= ]
[ TRACT AMERADA ' !
|_SuB | TRACT ALLOCATION HESS CITGO ENRON |  1rm |
i i 53 i 0.31075 | j : 0.31075 .
| s4 1 _0.26871 i 0.2687] ! ! ;.
55 | 0.23648 | ! ! : 0.23648 ;
56 | 1.15151 1 ! 0.44081 | : 0.71070 !
57| 1.37678 | ] i i 1.37678 |
58 ¢ 0.85761 | ! 0.85761 | ! ;
59 | 1.43644 | ; 1.43634 | ! ;
2181 60 | 1.38687 | ! ' :~ 1.38687 :
2182 61 1.10778 | | ! i 1.10778
21831 62 2.09278! ; 0.03269 i | 2.06009°
63 | __2.10707! ; 2.10707 ! ;
r 64| 1.50062 i ; 1.50062 : : ;
80651 65 ! 1911671 ! 0.12695 1 i 1.78472
66 i 441344 | i 441344 i :
68 | 3.857601 f | i 3.85760 |
80691 69 | 2341351 ! l 2.34135

70| 0275811 ] 0.27581 ]

71| _0.29746 i 0.29746 | [

72| 1.85423 z 1.85423 i
73 | 0.59021 ! 0.29510 0.29511 | g
74 1.06063 ! 1.06063 | ¥
80751 75 0.50868 i ] 0.50868 |
76 0.75123 i 0.75123! I i
80771 77 | 0.18322] i l ! 0.18322!
79 0.38667 1 : 0.38667 | l i
80 ! 0.711391 s 0.71139 ! '
80811 81 . 0.91263 i 0.04225 | ! 0.87038
TOTALS l 100.60000 | 5.92843] 5438217 | 0.596161 _ 39.09324 |

prepared by JTS on June 2, 1993
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KELLAHRDY AND KELLAHIN
ATTORNEYS AT LAW

€L PATIO BUILDING
W THOMAS KELLAMIN®

N7 NORTHM GuaDAaLUPE TELEPHMONE (SOS) 982-4283
"NEW MENICO BOAND OF LEGAL SPECIALIZATION POsST OFrFiceE Sox 2265 TELEFAx (SOS) 982-2047
ACCOGMIZIED SPECIALIST IN THE ARCA OF
NATURAL RESQUACES-0. AND GAS LAW SANTA FE, NEW MEXICO 87304-22868
JASOM KELLAMIN IRETINED 1991) b
November 22, 1994 =TE T
0)—-
o i
Sk a
HAND DELIVERED 1" \oy 2 2 oot

—t -

“ CONSERVALT i Svist.

Mr. Michael E. Stogner
Chief Hearing Examiner

QOil Conservation Division
2040 South Pacheco

Santa Fe, New Mexico 87505

Re: Application of OXY USA Inc. for Approval of
an Expansion of its Myers Langlie-Mattix Unit
Waterflood Project and to Qualify Said Expansion
for the Recovered Oil Tax Rate Pursuant to the
"New Mexico Enhanced Oil Recovery Act”,

Lea County, New Mexico

Dear Mr. Stogner:

On behalf of OXY USA Inc., please find enclosed our referenced
application which we request be set for hearing on the next available
Examiner’s docket now scheduled for December 15, 1994.

By copy of this letter and application, sent certified mail, we are -
notifying all interested parties within a 1/2 mile radius of the subject
injection well of their right to appear at the hearing and participate in this
case, including the right to present evidence either in support of or in
opposition to the application and that failure to appear at the hearing may
preciude them from any involvement in this case at a later date.

EXHIBIT




Mr. Michael E. Stogner
November 22, 1994
Page 2

Pursuant to the Division’s Memorandum 2-90, all parties are hereby
informed that if they appear in this case, then they are requested to file a
Pre-Hearing Statement with the Division not later than 4:00 PM on Friday,
December 9, 1994, with a copy delivered to the undersigned.

Also enclosed is our proposed advertisement of this case for the
NMOCD docket.

Very truly yours,

~

W. Thoma; Kellahin

Enclosure

cc:  OXY USA Inc. (Midland) and
By Certified Mail - Return Receipt
All Parties Listed in Application



PROPOSED ADVERTISEMENT

CASE Application of OXY USA Inc. for approval of an expansion
to a waterflood project and to qualify said project for the recovered oil tax
rate pursuant to the Enhanced Oil Recovery Act, Lea County, New Mexico.
Applicant, in the above styled cause, seeks approval of an Expansion of its
Myers Langlie-Mattix Unit Waterflood Project by means of a significant
changes in process including the approval of the conversion of 17 producers
to injection wells. Applicant further seeks an order pursuant to the Rules
and Procedures for Qualification of Enhanced Qil Recovery Projects and
Certification for the Recovered Oil Tax Rate, as promulgated by Division
Order R-9708, qualifying portions of its Myers Langlie-Mattix Unit
Waterflood Project, located in various parts of Section 36, T23S, R36E,
and in Sections 31 and 32. T23S, R37E, and in Sections 5 and 6. T24S,
R37E, NMPM, Queen formation of the Langlie-Mattix Seven Rivers Queen
Grayburg Pool, for the recovered oil tax rate under the "Enhanced Oil
Recovery Act” (Law 1992, Chapter 38, Sections | through 5). Said project
area is_located approximately 9 miles north of Jal, New Mexico.



STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT

OIL CONSERVATION DIVISION
IN THE MATTER OF THE APPLICATION OF §
OXY USA INC. TO AUTHORIZE THE EXPANSION W,
OF A PORTION OF ITS MYERS LANGLIE-MATTIX - < 9o,
UNIT WATERFLOOD PROJECT AND TO QUALIFY
SAID EXPANSION FOR THE RECOVERED OIL
TAX RATE PURSUANT TO THE "NEW MEXICO
ENHANCED OIL RECOVERY ACT,"
LEA COUNTY, NEW MEXICO

CASENO

APPLICATION

Comes now OXY USA INC., by its attorneys. Kellahin & Kellahin,
and pursuant to the New Mexico " Enhanced Oil Recovery Act” and to
Division Rule 701(G) applies to the New Mexico Oil Conservation Division
approval of an expansion of its Myers Langlie-Mattix Unit Waterflood
Project by means of a significant changes in process including the approval
of the conversion of 16 producers to injection wells, to reactivate a plugged
injector and an order pursuant to the Rules and Procedures for Qualification
of Enhanced Qil Recovery Projects and Certification for the Recovered QOil
Tax Rate, as promulgated by Division Order R-9708, qualifying portions
of its Myers Langlie-Mattix Unit Waterflood Project, located in various
parts of Section 36, T23S, R36E, and in Sections 31 and 32, T23S. R37E,
and in Sections 5 and 6, T24S, R37E, NMPM, Queen formation of the
Langlie-Mattix Seven Rivers Queen Grayburg Pool, for the recovered oil
tax rate under the "Enhanced Oil Recovery Act” (Law 1992, Chapter 38,
Sections 1 through 35).



NMOCD Application
OXY USA Inc.
Page 2

(1) Oxy USA Inc. ("OXY") is the current operator of the Myers
Langlie-Mattix Unit ("Unit") which was approved by Division Order
R-4660 issued November 16, 1973 and the Myers Langlie-Mattix Unit
Waterflood Project ("Existing EOR Project”) which was approved by
Division Order R-4680 issued effective November 20, 1973.

(2) At the time of unitization approval by the Division on November
16, 1973, the Unit encompassed 9923.68 acres. Waterflood operations
were initiated during the 1970s on 80-acre five-spot injection patterns.

(3) Ultimate primary oil recovery from the Unit has been 9,000
MBBL. As of October 31, 1994, total oil production from the. Unit was
15,200,000 barrels.  Under the proposed 40-acre five-spot patterns,
ultimate secondary oil recovery is estimated at 1600 MBBL.

(4) The Unit is currently producing at 613 BOPD and 7032 BWPD
from 93 active producers. Only 62 injectors are currently active.
Approximately 683 MBBL of reserves remain under the current mode of
operations. '

(5) OXY seeks to expand a portion of this Unit by means of a
significant change in the process used for the displacement of crude oil by
a 20-acre infill drilling, reworking, establishment of water injection and
initiation of 40-acre, 5-spot patterns for the Unit.

(6) OXY seeks approval to convert 16 producers to injection wells,
to utilize plugged injection well (Unit Well No. 134) again for injection for
the Waterflood Project and authorization for the necessary changes to
convert the waterflood project from 80-acre five spot patterns to 20-acre
infill with 40-acre S-spot patterns.

(7) The estimated amount of recoverable oil attributable to a Positive
Production Response from the Expanded Use of enhanced oil recovery
technology for a portion of this existing EOR Project is 1,600,000 barrels
of additional oil.



NMOCD Application
of OXY USA INC.
Page 3

(8) In accordance with Division Order R-9708, the following is
submitted:

a. Operator’s name and address:

OXY USA INC.
P. O. Box 50250
Midland, Texas 79710

b. Description of the Expanded Use area:
(1) Plat outlining Expanded Use area:
See Exhibit "A”"
(2) Description of the Expanded Use Area:

T23S, R36E NMPM
Sec. 36: SE/4SE/4NE/4
NE/4NE/4SE/4

T23S,R37E, NMPM

Sec. 31: S/2S/2NW/4
SW/4SW/4NE/4
E/2SW/4
E/2W/25W/4
NW/4ANW/4SW/4

- S/2SE/4

S/2N/2SE/4
NW/4NW/4SE/4

Sec. 32: S/2NW/4SW/4
SW/4NE/4SW/4
W/2SE/4SW/4
SW/4SW/4



NMOCD Application
of OXY USA INC.
Page 4

T24S., R37E, NMPM
Sec 5: W/2NW/4
W2/2E/2NW/4
NW/4SW/4
W/2NE/4SW/4
N/2SW/4SW /4
NW/4SE/4SW/4

Sec 6: NE/ANW/ANW/4
N/2NE/4NW/4
N/2N/2NE/4
SE/4NE/4NE/4
E/2SE/4NE/4
E/2NE/4SE/4
NE/4SE/4SE/4

(3) Total acres in Expanded Use Area:
76Q acres. more or less

(4) Name of the subject Pool and formation:
Queen formation of the

. Langlie-Mattix Seven Rivers
Queen Grayburg Pool
c. Status of operations in the project area:
(1) unit name:

Myers Langlie-Mattix Unit
Order R-4660 issued November 16, 1973

(2) N/A
(3) N/A



NMOCD Application
of OXY USA INC.
Page §

d. Method of recovery to be used:

(1) injected fluids: water

(2) Approved by Order R-4680
issued November 20, 1973
(3) N/A :

e. Description of the Expanded Use Area:

(1) a list of producing wells:
See Exhibit "B"

(2) a list of injection wells:
See Exhibit "B" and "C"

(3) Capital cost of additional facilities:

Drill & Equip 18 producers: $3,660,000
Convert 17 producers to injec: 690,000
Upgrade Battery/injec.facil: 750,000

(4) Total Project Costs:
$5.,100.000.

(5) Estimated total value of the additional
production that will be recovered as a
result of this Expanded Use Area:

An additonal 1,600,000 barrels of oil
with a current undiscounted value
of $ 14.8 million dollars

(6) Anticipated date of commencement of
injection:
as soon as possible after
OCD approval, if granted.



NMOCD Application
of OXY USA INC.
Page 6

(7) the type of fluid to be injected and the anticipated volumes:

water injected at an estimated
rate of 300 BWPD

(8) Explanation of changes in technology:

OXY proposes to utilize changes in technology
and the process to be used for displacement of
oil as approved by Division Order R-9955-A,
issued April 29, 1994, for the OXY USA Inc.’s
Skelly Penrose "B" Unit Waterflood Project

f. Production data:

See attached graphs marked as Exhibits "D"
"E" and "F" to show the production history and
production forecast of oil, gas, casinghead gas
and water from the project area.

Wherefore, Applicant requests that this application be set for hearing
and that after said hearing, the Division enter its order approving this
application.

W. Thomas Ke&ahin
KELLAHIN &/KELLAHIN
P.O. Box 226

Santa Fe, New Mexico 87504
(505) 982-4285



NMOCD Application
of OXY USA INC.
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CERTIFICATION

STATE OF TEXAS )
) SS.
COUNTY OF MIDLAND )

1, Scott Geagler, having been first duly sworn, state that
1 am a petroleum engineer, a duly authorized representative of OXY
USA Inc, bave knowiedge of the facts herein and therefor certify thut
the facts set forth in this Application are true and accurate to the best
of my own knowiedge and belief. -

STATE OF TEXAS )
)SS.
COUNTY OF MIDLAND) -

-

a The foregoing certificate was signed and acknowledged before me on -
this~"_ day of November, 1994, by Scott Genger. :

& .,4;- Re ’4"7 4
WA LA
Notary Puhlic

My Commission Expires:
NS A5-37

' APaan BETY L CHATWELL
)\ é’*\b\ N(S) [ARY PUBLIC
Lo & Late of Texa

’%‘J: Carmin Exp 0§ o:-s‘n
by 5 .

.

> e s AT S

'J

¥



PROPOSED ADVERTISEMENT

CASE Application of OXY USA Inc. for approval of an expansion
to a waterflood project and to qualify said project for the recovered oil tax
rate pursuant to the Enhanced Oil Recovery Act, Lea County, New Mexico.
Applicant, in the above styled cause. secks approval of an Expansion of its
Myers Langlie-Mattix Unit Waterflood Project by means of a significant
changes in process includiny the approval of the conversion of 16 producers
to injection wells and to reactivate Unit Well No. 134 as an injection well.
Applicant further seeks an order pursuant to the Rules and Procedures for
Qualification of Enhanced Oil Recovery Projects and Certification for the
Recovered Oil Tax Rate., as promulgated by Division Order R-5708,
qualifying portions of its Myers Langlie-Mattix Unit Waterflood Project,
located in various parts of Section 36, T23S. R36E, and in Sections 31 and
32, T23S, R37E. and in Sections 5 and 6. T24S. R37E. NMPM. Queen
formation of the Langlie-Mattix Seven Rivers Queen Grayburg Pool. for the
recovered oil tax rate under the "Enhanced Oil Recovery Act” (Law 1992,
Chapter 38, Sections 1 through 5). Said project area is located
approximately 9 miles north of Jal, New Mexico.



Service List

Government Agencies

Bureau of Land Management
attn: Vince Baldarez

P.0O. Box 1157

Hobbs, NM 88240

State of New Mexico Land Office
3830 N. Grimes, Ste C
Hobbs, NM 88240

Offset Operators

Amerada Hess Corp
Drawer D
Monument, NM 88265

Amoco Production Company
P.O. Box 3092
Houston, TX 77253

Arco 0il & Gas Company
P.O. Box 1610
Midland, TX 79701

Lewis B. Burleson Inc.
P.QO. Box 2479
Midland, TX 79702

Conecco, Inc.
10 Desta Dr., Ste 100W
Midland, TX 7970S

Great Western Drilling
P.0O. Box 1659
Midland, TX 79702

Doyle Hartman
500 N. Main
Midland, TX 79701

Lanexco Inc.
P.0O. Box 2730
Midland, TX 79702

Meridian 0il, Inc.
21 Desta Dr.
Midland, TX 79705



- Neill Propérties, Ltd.
O. Box 2840
tid” d, TX 79702

X J Exploration & Producing Inc.
'.0. Box 730
obbs, NM 88241

- rface Owners

‘hristie Gas Corp.
N1 MOPAC Expressway Ste 515
. stin, TX 78746

'immy Doom
ar Route
1, WM 88252

- 2p Wells Ranch
" ar Route 1, Box 244
al, NM 88252

e Gy, S Enee
904 DEVELOPMENT PLANG
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Well

Miyers Langlie Mattix Unit #70

Jdyers Langlie Mattix Unit #71
Ayers Langlie Mattix Unit #72
Myers Langlie Mattix Unit #73
Myers Langlie Mattix Unit #93
Myers Langlie Mattix Unit #94
Myers Langlie Mattix Unit #95
Myers Langlie Mattix Unit #86
Myers Langiie Mattix Unit #97
Myers Langlie Mattix Unit #98
Myers Langlie Mattix Unit #89
Myers Langiie Mattix Unit #105
Myers Langlie Mattix Unit #106
Myers Langlie Mattix Unit #107

Myers Langlie Mattix Unit #1098

Myers Langlia Mattix Unit #132
Myers Langlie Mattix Unit #133
Myers Langiie Mattix Unit #134
Myers Langlie Mattix Unit #1356
Myers Langiia Mattix Unit #138
Myers Langlie Mattix Unit #137
Myers Langile Mattix Unit #141
Myers Langlie Mattix Unit #142
Myers Langlie Mattix Unit #143
Myers Langlie Mattix Unit #1869
Myers Langlie Mattix Unit #170
Myers Langiie Mattix Unit #171
Myers Langlie Mattix Unit #176
Myers Langlie Mattix Unit #177
Myers Langlie Mattix Unit #178
Myers Langlie Mattix Unit #251
Myers Langlie Mattix Uit #252
Myers Langiie Mattix Unit #258
Myers Langlie Mattix Unit #2538
Myers Langlie Mattix Unit #259
Myers Langiie Mattix Unit #260
Myers Langlie Mattix Unit #261
Myers Langlia Mattix Unit #262
Myers Langlie Mattix Unit #263
Myers Langlie Mattix Unit #264
Myers Langiie Mattix Unit #265
Myers Langlie Mattix Unit #2686
Myers Langlie Mattix Unit #2687
Myers Langlie Mattix Unit #268
Myers Langlie Mattix Unit #2639
Myers Langiie Mattix Unit #270
Myers Langlie Mattix Unit #271
Myers Langhe Mattix Unit #272
Myers Langlie Mattix Unit #273
Myers Langlie Mattix Unit #274
Mvers Lanalie Mattix Unit #27§

Myers Langlie Mattix Unit
Cuyrrent Status

S

Location

1980' FNL & 660" FEL, Sec 36, T23S, R36E
1980' FNL & 660 FWL, Sec 31, T23S, R37E
1980' FNL & 1980 FWL, Sec 31, T23S, R37E
1980' FNL & 1980' FEL, Sec 31, T23S, RI7E
1980' FSL & 1750° FWL, Sec 32, T23S, R3I7E
1980' FSL & 760" FWL, Sec 32, T23S, R3I7E
1880' FSL & 660 FEL, Sac 31, T23S, R37E
1979 FSL & 1980" FEL, Sec 31, T23S, RI7E
1980' FSL & 1980°' FWL, Sec 31, T23S, R3I7E
1980" FSL & 660" FWL, Sec 31, T23S, R37€
1980 FSL & 660" FEL, Sec 36, T23S, R36E
660' FSL & 660' FWL, Sec 31, T23S, R37E
660" FSL & 1936' FWL, Sec 31, T23§, R3I7E
660" FSL & 1980 FEL, Sec 31, T23S, R3I7E
680" FSL & 660' FWL, Sec 32, 723§, R37E
660" FNL & 1980' FWL, Sec §, T24S, R37€
660" FNL & 660" FWL, Sec §, T24S, R37E
680" FNL & 660" FEL, Sec 6, T24S, R37k
760" FNL & 2080' FEL, Sec 8, T24S, R37F
660" FNL & 1980' FWL, Sec 8, T24S, R37E
660" FNL & 626' FWL, Sec 8. T24S, R3I7E
1962' FNL & 660" FEL. Sec 6, T24S, R37E
1962' FNL & 860' FWL, Sec §. T24S, R3I7E
1960' FNL & 190§’ FWL, Sec 5, T24S, R37E
1980' FSL & 1980' FWL. Sec §, T24S, R37E
1980' FSL & 330" FWL, Sec 5, T24S, R37E
19880' FSL & 660° FEL, Sec 8, T24S, RI7E
660" FSL & 660" FEL, Sec 8, T24S, R37E
660' FSL & 990" FWL, Sec 5, T24S, R3I7E
660' FSL & 1980' FWL, Sec 5, 7248, R37E
860" FSL & 2086’ FWL, Sec 32, T23S. R37E
685 FSL & 660' FEL, Sec 31, T23S, R37F
106' FNL & 1310° FWL, Sec 8, T24S, R37E
2560 FSL & 120' FWA,, Sec 31, T23S, R37F
2620' FNL & 1340 FWL, Sec 31, T23S, R3I7E
2535 FSL & 2563' FWL, Sec 31, T23S, R3I7E
1340' FSL & 13C0' FWL, Sec 31, T23S, R37E
1350' FSL & 2380' FWL, Sec 31, T23S, R37E
1398' FSL & 1564’ FEL, Sec 31, T23S, R37E
1400' FSL & 180" FWL, Sec 32, T23S, R37E
1480' FSL & 1340 FWL, Sec 32, T23S, R37E
100" FNL &2556° FWL, Sec 6, T24S, R37E
190°' FNL & 1480° FEL, Sec 6, T24S, R37E
139’ FNL & 372' FEL, Sec 6, T24S, R37E
238" FNL & 1274' FWL, Sec 5, T24S, R37E
1410' FNL & 90' FEL, Sec 6, T24S, R37E
1340' FNL & 1030' FWL, Sec 5§, T24S, R37E
2620 FNL & 90' FEL, Sec 6, T24S, R3I7E
2533 FNL & 1350 FWL, Sec 5, T24S, RI7E
1300 FSL & 120' FWL, Sec §, T24S, R37E
1340' FSL & 1340 FWL. Sec 5, T24S. R3I7E

. tus
Inactive Producer
Active Injector
Inactive Producer
Active Injector
Active Injector
inactive Producer
Active Injector
Active Producer
Inactive Injector
Active Producer
Inactive Injector
Active Injector
Active Producer
Active Injector
Active Injactor
Active Injector
Active Producer
inactive
Actlve Producer
Active Injector
Active Producer
Active Producer
Active Injector
Active Producer
Active Injector
Active Producer
Active Injector
Active Producer
Active Injector
Active Producer
Active Producer
Active Producer
Active Producer
Active Producer
Active Producer
Active Producer
Active Producer
Active Producer
Active Producer
Active Producer
Active Producer
Active Producer
Active Producer
Active Producer
Active Progucer
Active Producer
Active Producer
Active Producer
Active Producer
Active Producer
Active Producsr



Well

Myers Langlie Mattix Unit
Proposed Status

Location

Myers Langlie Mattix Unit #70
Myers Langlie Mattix Unit #71
Myers Langlie Mattix Unit #72
Myers Langlie Mattix Unit #73
Myers Langlie Mattix Unit #93
Myers Langiie Mattix Unit #94
Myers Langlie Mattix Unit #95
Myers Langlie Mattix Unit #96
Myers Langlie Mattix Unit #97
Myers Langlie Mattix Unit #98
Myers Langlia Mattix Unit #99
Myers Langlie Mattix Unit #105
Myers Langlie Mattix Unit #108
Myers Langlie Mattix Unit #1Q07
Myers Langlie Mattix Unit #109
Myers Langlie Mattix Unit #132
Myers Langlie Mattix Unit #133
Myers Langiie Mattix Unit #134
Myers Langiie Mattix Unit #1358
Myers Langlie Mattix Unit #136
Myers Langlie Mattix Unit #137

‘Myers Langiie Mattix Unit #141

Myers Langlie Mattix Unit #142
Myers Langlie Mattix Unit #143
Myers Langlie Mattix Unit #169
Myers Langlie Mattix Unit #170
Myers Langlie Mattix Unit #171
Myers Langlie Matlix Unit #176
Myers Langlie Mattix Unit #177
Myers Langlie Mattix Unit #178
Myers Langiie Mattix Unit #251
Myers Langlie Mattix Unit #252
Myers Langiie Mattix Unit #256
Myers Langlie Mattix Unit #258
Myers Langlie Mattix Unit #259
Myers Langlie Mattix Unit #260
Myers Langlie Mattix Unit #261
Myers Langlie Mattix Unit #262
Myers Langlie Mattix Unit #263
Myers Langlie Mattix Unit #264
Myers Langlie Matlix Unit #265
Myers Langlie Mattix Urut #268
Myers Langiie Mattix Unit #267
Myers Langlie Mattix Unit #268
Myers Langlie Mattix Unit #269
Myers Langlie Mattix Unit #270
Myers Langlie Mattix Unit #271
Myers L anglie Mattix Unit #272
Myers L anglie Mattix Unit #273
Muars | annlie Mattix Linit #9274

1980' FNL & 660" FEL, Sec 36, T23S, R3I6E
1980" FNL & 660" FWL, Sec 31, T23S, RI7E
1980' FNL & 180" FWL, Sec 31, T23S, R37E
1980 FNL & 1980’ FEL, Sec 31, T23S, R37E
1980' FSL & 1750' FWL, Sec 32, T23S, R3I7E
1980' FSL & 760° FWL, Sec 32, T23S, R37E
1980 FSL & 66Q' FEL, Sec 31, T23S, R37E
1979 FSL & 1980' FEL, Sec 31, T23S, RI7E
1980’ FSL & 1980°' FWL, Sec 31, T23S, R37E
1980 FSL & 660' FWL, Sec 31, T23S, R37E
1980' FSL & 660C' FEL, Scc 36, T23S, R36E
660" FSL & 880" FWL, Sec 31, T23S, RI7E

660" FSL & 1936 FWL, Sec 31, T23S, R37E

660' FSL & 1980' FEL, Sec 31, T23S, R3I7E
660" FSL & 660' FWL, Sec 32, T23S, R37E
660 FNL & 1980' FWL., Sec 5, T24S, R37E
660’ FNL & 660" FWL, Sec 5, T24S, R37E
660' FNL & 860° FEL. Sec 6, T24S, R37E
760" FNL & 2080' FEL. Sec 6, T24S. R37E
660" FNL & 1980' FWL, Sec 6, T24S, R37E
660’ FNL & 626' FWL, Sec 8, T24S, R37E
1962’ FNL & 86Q' FEL, Se¢ 6, T24S, R3TE
1862' FNL & 660°' FWL. Sec 5, T24S, R3I7E
1660 FNL & 1905 FWL, Sec 5, T24S, R37E
1980" FSL & 1980' FWL. Sec 5, T24S, R37E
1980" FSL & 330" FWL, Sec 5, T24S, R3I7E
1980 FSL & 660" FEL, Sec 6, T24S, R37E
660" FSL & 660' FEL, Sec 6, T24S, R37E
660" FSL & 990 FWL, Sec 5, T24S, R37E
680" FSL & 1980 FWL, Sec 5, T24S, R37E
660" FSL & 2066' FWL, Sec 32, T23S, R37E

- 685 FSL & 860" FEL, Sec 31, T23S§, RI7E

105 FNL & 1310' FWL, Saec 6, T24S, R37E
2560 FSL & 120' FWL, Sec 31, T23S, R37E
2620° FNL & 1340 FWL, Sec¢ 31, T23S, R37E
2535 FSL & 2563’ FWL, Sec 31, T23§, R3I7E
1340 FSL & 1300" FWL, Sec 31, T23S, R37E
1350' FSL & 2380 FWL, Sec 31, T23S, R37E
1388’ FSL & 1564' FEL, Sec 31, T23S, RI7E
1400 FSL & 160" FWL, Sec 32, T23S, R3I7E
1460" FSL & 1340 FWL, Sec 32, T23S, R37E
100" FNL & 2556° FWL, Sec 6, T24S, RJI7E
180' FNL & 1460 FEL, Sec 6, T24S, R37L
139 FNL & 372' FEL, Sec 8, T24S, RITE
238' FNL & 1274' FWL, Sec §. T24S, R37E
1410' FNL & 90’ FEL, Sec 6, T24S, R37E
1340' FNL & 1030' FWL, Sec 5, T24S, R3I7E
2620' FNL & 90’ FEL, Sec 6, T24S, R37
2533 FNL & 1350' FWL, Sec §, T24S, R37E
1300" FSL & 120' FWL. Sec 5. T24S. R37E

_ Status.

Injector

Injector
Injector
Injector
injector
Injector
Injector
Injector
injector
Injector
Injecter
injectar
Injector
Injector
Injector
injector
Injector
Injector
Injector
Injector
Injector
Injector
injector
Injector
Injector
injector
Injector
injector
Injector
Injector
Injcctor
Injector
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producer
Producsr
Frogucer
Producor
Pruducer
Producer
Producer
Producer
Producer
Producer
Producer
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Cx< Cm> Inc.

Myers Langlie Mattix Unit # 70
1980' FNL & 660" FEL, Sec 36, T-23-S, R-36-E
Lea County, New Mexico

INJECTION WELL DATA SHEET
OXY USA Inc.

Myers Langlie Mattix Unit # 72
180" FNL & 1980' FWL, Sec 31, T-23-S, R-37-E
Lea County, New Mexico

INJECTION WELL DATA SHEET
OXY USA Inc.
Myers Langlie Mattix Unit # 94
980" FSL & 760' FWL, Sec 31, T-23-§, R-37-E :
Lea County, New Mexico

INJECTION WELL DATA SHEET
OXY USA luc.
Myers Langlie Mattix Unit # 96
979" FSL & 1980' FEL, Sec 31, T-23-§, R-37- m
Lea County, New Zux_no

INJECTION WELL DATA SHEET
OXY USA Inc.
Myers Langlie Matlix Unit # 98
'80' FSL & 660' FWL, Sec 31, T-23-S, R-37-E
Lea County, New Zo.:oc

INJECTION WELL DATA SHEET

OXY USA Inc.
Myers r»_.m__n Mattix Unit # 106
60' FSL & 197 7" °'L, Sec 31, T-23-§, R-37-E
Lea « oy, New Mexico

INJECTION WELL DATA SHELET

OXY USA Inc.
Myers Langlie Mattix Unit # 133

660" FNL & 660' FWL, Sec 5, T-24-S, R-37- m

Lea County, New Mexico

INJECTION WELL DATA SHEET
OXY USA Inc.
Myers Langlie Maltix Unit # 134
660" FNL & 660’ FEL, Sec 6, 'T-24-S, R-37-E
Lea Counly, New Mexico

INJECTION WELL DATA m:mm‘—,
OXY USA Inc.
Myers Langlie Mattix Unit # 135
760' FNL & 2080' FEL, Sec 6, T-24-S, R-37-E
Lea County, New Mexico

INJECTION WELL DATA SHEET
OXY USA lnc.
Myers Langlie Mattix Unit # 137

660' FNL & 626' FWL, Sec 6, T-24-S, R-37-E

Lea Counly, New Mexico

- INJECTION WELL DATA SHEET
OXY USA Inc.
Myers Langlie Mattix Unit # 141

1961.5' FNL & 660’ FEL, Sec 6, 1-24-S, R-37-E

Lea County, New Mexico

INJECTION WELL DATA SHEET
OXY USA Inc.

Myers Langlie Mattix Unit # 143
1959.54' FNL & 1908’

Lea Coumy. New Mexico

|
|

Sec 5, T-24-S, R-37-I2

HYJECTION WELL DATAS

OXY USA Inc.
Myers Langlie Mattix Unit # 170
1980' FSL & 330' FWL, Sec S, 1-24-§, R-37-
Lea County, New Mexico

INJECTION WELL DATA SHEE
OXY USA luc.
Myers Langlie Mattix Unit # 176
600" FFSL & 660’ FEL, Sec 6, T-24-S, R-37-
Lea Oo::ar New Mexico

INJECTION WELL DATA SHEE'
OXY USA Inc.
Myers Langlie Mattix Unit # 178
660" FSL & 1980' FWL, Sec 5, T-24-§, R-37
Lea County, New Mexico

INJECTION WELL DATA SHEET
OXY USA Inc.
Myers Langlie Mattix Unit # 251
660' FSL & 2096' FWL, Sec 32, T-23-§, R-37
Lea County, New Mexico

INJECTION WELL DATA SHEET
OXY USA Inc.
Myers Langlie Mattix Unit # 252
685' FSL & 660' FEL, Sec 32, T-23-S, R-37-1
Lea no._:.v.. New Mexico
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MYERS LANGLIE MATTIX UNIT
PROJECT AREA
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DOYLE HARTMAN
0il Operator
500 NORTH MAIN
P.O, BOX 10428
MIDLAND, TEXAS 79702

———

(915) 6844011
(915) 682-7616 FAX

Via Facsimile (713) 646-4305 & (915) 684-0501 and U.S. Mail

April 22, 1997

Les Harding, Director of Crude Oil Trading
Scurlock Permian Corporation

333 Clay Street, Suite 2900 (77002)

P.O. Box 4648

Houston, Texas 77210-4648

Robert Schaffer, Marketing Representative
Scurlock Permian Corporation

3705 E. Hwy. 158 (79701)

P.O.Box 3119

Midland, Texas 79702

Re: Positive Production Response Certification
EOR Tax Credit
Myers Langlie Mattix Unit
T-23-S and T-24-S, R-36-E and R-37-E
Lea County, New Mexico

Gentlemen;

Today, independent of OXY USA, Inc., we have learned that the NMOCD recently issued a
“Centificatc of Positive Production Response” dated February 6, 1997 (cffective August 1, 1995)
corresponding to OXY USA, Inc.’s Myers Langlie Mattix Waterflood Project located in T-23-S and
T-24-§, R-36-E and R-37-E, Lea County, New Mexico. A copy of the NMOCD's “Certificate of
Positive Production Response™ is enclosed herewith. Additionally enclosed are copies of the
Fnhanced Oil Recovery Act [Sections 7-29A-1 through 7-29A-5 NMSA 1978] and State of New
Mexico Taxation and Revenue Department Enhanced Oil Recovery Application and Reporting
Instructions.

Since our files were previously devoid of this vital tax credit information, we respectfully request that
Scurlock please review our prior MLMU crude oil payments back to September 1, 1995 to determine



Les Harding, Director of Crude Qil Trading
Robert Schaffer, Marketing Representative
Scurlock Permian Corporation

April 22, 1997

Page 2

whether or not we have been benefiting from the subject MLMU Enhanced OQil Recovery (EOR) tax
credit, which became effective August 1, 1995, as per the recent NMOCD certification. If we have
been benefiting from the approved EOR production tax credit, please let us know precisely when the
credit became effective. If we have pot been benefiting from the subject EOR tax credit, please make
the tax credit effective with the production month of April, 1997,

On Scurlock’s monthly disbursement statements, please also report to us that portion of the total
MLMU oil production that qualifies for the approved EOR tax credit. By copy of this letter, we are
hercby requesting that OXY furnish both Doyle Hartman and Scurlock with the appropriate.
ONGARD Production Unit Numbers for those wells that dg qualify for the subject EOR tax credit. *

Your prompt attention to this matter is greatly appreciated.
Very truly yours,
DOYLE HARTMAN, Oil Operator

Aanda, Kond

Linda Land
Controller

enclosures

MW&J

cc: State of New Mexico
Taxation and Revenue Department |
P.O. Box 2308
Santa Fe, NM 87504-2308

Donald Romine, V.P. Western Region
OXY USA, Inc.

P.O. Box 50250

Midland, Texas 79710



Les Harding, Director of Crude Oil Trading
Robert Schaffer, Marketing Representative
Scurlock Permian Corporation

April 22, 1997

Page 3

T. Kent Wooley, Senior Landman
OXY USA, Inc.

P.O. Box 50250

Midland, Texas 79710

Robert Hunt, Asset Team Leader
OXY USA, Inc.

P.O. Box 50250

Midland, Texas 79710

Scott Gengler, Petroleum Engineer
OXY USA, Inc.

P.O. Box 50250

Midland, Texas 79710

Linda Reams, Land
OXY USA, Inc.
P.O. Box 300
Tulsa, OK 74102

James A. Davidson
214 W. Texas, Suite 710
Midland, TX 79701

Larry A. Nermyr
HC-57

Box 4106

Sydney, MT 59270

James E. Burr
P.O. Box 8050
Midland, TX 79702

Ruth Sutton
2826 Moss
Midland, TX 79705



Les Harding, Director of Crude Oil Trading
Robert Schaffer, Marketing Representative
Scurlock Permian Corporation

April 22, 1997
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James C. Brown
P.O. Box 10621
Midland, TX 79702

DOYLE HARTMAN, Qil Operator (Dallas)
DOYLE HARTMAN, Qil Operator (Midland)

Steve Hartman
Cindy Brooks



axyY » OXY USA INC.

) g Box 50250, Midland, TX 79710

Vaace E. Woolley, /D, CPL/ESA Phass (915) 685.5908

Landman Advisor FAX: (913) 685-5754
December 8, 1994

Doyle Hartman

3811 Turte Creek Blvd., Suite 730

Dallas, TX 75219

RE:  Joint Inwerest Invoice Arearages, Myeta Langlie Mattix Unit, Lea County, New Mexico

Dear Mr. Hartman:

. A review of our records indicates that you are seriously in arrears on the payments of your
joint interest invoices for the captioned unit. Your present outstanding balance is $309,086.31 mostofwhxch
is overdue, in fact $121,742.03 is more than 60 days overdue.

As you are aware, you are contractually obligated for your share of expenses incurred in
operating the captioned Unit. Your failure to meet your obligations leaves us no choice but to exercise our
rights under the Unit Operating Agreement. The Operator's lien on your production has been exercised and
effective immediately all overdue amounts will bear interest at the highest rate provided in the Unit Operating
Agreement.

We are aware that you are dissatisfied with the capital contributions that are presenty
necessary to prudendy develop and operate this property for maximum long term economic benefit. OXY
USA Inc. has no desire to trap you into a situation that you are unhappy with. To this end you have previously
been advised that you can, as a matter of right, avoid responsibility for future expenses by delivering an
assignmeat of your interest in the Unit pursuant to the terms of the Unit Operating Agreement. However, all
amounts due for periods prior to such delivery will remain your responsibility. Therefore, you should make
a decision concerning this course of action soon.

In addition, OXY USA Inc. has been and remains willing to discuss reasonable trades and/or’
a cash acquisition of your interest. To date you have not identified reasonable candidates for trades or asked
a reasonable cash price for your Myers Langlie Mattix interest. We remain willing to discuss reasonable
alternatives that deal fairly with both sides.

OXY USA Inc. hereby requests that you immediately bring your account current. If you do
not bring your account current within 20 days from the date of this letter we will be forced to consider other

means of obtaining payment.
| Very truly yours,
XY USA Inc.

Z MEW

Vance E. Woolley, JD, CPL/ESA
Landman Advisor

X 000554

An Occidental Qi1 and Gas company



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. 10779
Order No.R-6856-B

APPLICATION OF PHILLIPS PETROLEUM COMPANY TO QUALIFY FIVE
PORTIONS OF ITS EAST VACUUM GRAYBURG-SAN ANDRES UNIT PRESSURE
MAINTENANCE PROJECT FOR THE RECOVERED OIL TAX RATE PURSUANT TO

THE "NEW MEXICO ENHANCED Oll. RECOVERY ACT,"” LEA COUNTY, NEW
MEXICO

RDER OF THE DIVISI
BY THE DIVISION:

This cause came on for hearing at 8:15 A.M. on July 29, i993, at Santa Fe, New
Mexico, before Examiner Michael E. Stogner.

NOW, on this 1Zthday of November, 1993, the Division Director, having

considered the testimony, the record, and the recommendations of the Examiner, and
being fully advised in the premises,

FINDS TH

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

(2) The following orders of the Division have been issued for the Phillips
Petrolcum Company East Vacuum Grayburg-San Andres Pressure Maintenance Project:

(a)  Order No. R-3871, issued in Case No. 6366 and dated November

1978, approved t the application of Phillips Petroleum Company

tory unitizatiog of the following described 7,025.3 acres,

‘more or less, of State lands in Lea County, New Mexico, also
known as the East Vacuum Grayburg-San Andres Unit Area:

T HIP 17 SOUTH, R 4 il
Section 24: SL/4



Case No. 10779
Order No. R-6856-B

Page 2
TOWNSHIP 1 TH P
Section 18: Lots 3 and 4 (W/2 SW/4 equivalent) and SE/4
Sw/4

Section 19:  Lots 1 through 4 (W/2 W/2 equivalent), S/2 NE/4,
E/2 W/2, and SE/4

Section 20: SW/4 NE/4, W/2 NW/4, SE/4 NW/4, SW/4, W/2
SE/4, and SE/4 SE/4

Section 21: NE/4 SW/4, S/2 SW/4, and SE/4

Section 22: SW/4, W/2 SE/4, and SE/4 SE/4

Section 23: S/2 SW/4

Section 24: SW/4 SW/4

Section 25: W/2 NW/4

Section 26: N/2, SW/4, N/2 SE/4, and SW/4 SE/4

Sections 27 through 29:  All

Section 31: N/2 SE/4 and SE/4 SE/4

Sections 32 and 33: All

Section 34: N/2, SW/4, and NW/4 SE/4

Section 35: N/2 NW/4

TOWNSHIP 18 SO N A

Section4: Lots 2, 3, and 4 (NW/4 NE/4 and N/2 NW/4
equivalent)

Section 5:  Lots 1 through 4 and S/2 S/2 (N/2 equivalent) and
NW/4 SwW/4

(b) “ﬁiﬂﬂ issued in Case No. 6367 and dated January 26,
1979, authorized Phillips Petroleum Company to institute a
pressure maintenance project (therein designated the East Vacuum
Gra bur, -S&Q Andres Unit Pressure Maintenance Project Area) by

of wategfinto the Vacuum Grayburg-San Andres Pool
on the above-described Unit, Lea County, New Mexico.

(¢) ﬁ Ni. l—6856,ls%ucd in Case 7426 and dated December 16,
1981, assended %;No. R-5897ﬁy authorizing Phillips Petroleum
Company te o inject carbom dioxide fllong with water through 45
certain wells within the following described area therein designated
a "Qualificd Tertiary Project Area” that lies wholly within the East
Vacuum Grayburg-San Andres Unit Pressure Maintenance Project
Arca:



Cuse No. 10779
Order No. R-6856-B
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TOWNSHIP 17 H T.

Section 26: N/2, SW/4, N/2 SE/4, and SW/4 SE/4
Sections 27 through 29:  All

Section 31: N/2 SE/4 and SE/4 SE/4

Sections 32 and 33: All

Section 34: N/2, SW/4, and NW/4 SE/4

Section 35: N/2 NW/4

T HIP 18 SOUTH, RANGE 1y

Section4:  Lots 2, 3, and 4 (NW/4 NE/4 and N/2 NW/4
equivalent)

Section 5:  Lots 1 through 4 and S/2 S/2 (N/2 equivalent) and
NW/4 SW/4

(d)  Order No. R-6856-A, issued in Reopened Case 7426, on September
19, 1990, provided for the reinjection of hydrocarbon contaminated
carbon dioxide into said Qualified Tertiary Project Area.

(3) At this time the applicant, Phillips Petroleum Company, seeks an order
putsuant to the Rules and Procedures for Qualification of Enhanced Oil Recovery
I’rojects and Certification for the Recovered Qil Tax Rate, as promulgated by Division
Order No. R-9708, qualifying five portions of its East Vacuum Grayburg-San Andres
UJnit Pressure Maintenance Project, Vacuum Grayburg-San Andres Pool, Lea County,

Hew Mexico, for the recovered oil tax rate pursuant to the "Enhanced Oil Recovery Act”
(Laws 1992, Chapter 38, Sections 1 through S).

(4)  The proposed five arcas under consideration specifically comprise the
following described lands: ‘

Arca 1:

That portion of Lot No. 3 being the SW/4 NW/4 NE/4 NW/4 equivalent,
the W/2 SW/4 NE/4 NW/4 equivalent, and the SE/4 SW/4 NE/4 NW/4
cquivalent, that portion of Lot No. 4 being the S/2 N/2 NW/4 NW/4
cquivalent, and the S/2 NW/4 NW/4 equivalent, N/2 SW/4 NW/4, N/2
S/2 SW/4 NW/4, NW/4 SE/4 NW/4, and N/2 SW/4 SE/4 NW/4 all in
Section S, Township 18 South, Range 35 East, NMPM, Lea County, New
Mexico, comprising 85 acres, more or less.
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Area 2;

S/2 N/2 NE/4 SW/4, S/2 NE/4 SW/4, SE/4 NE/4 NW/4 SW/4, E/2
SE/4NW/4 SW/4,E/2NE/4 SW/4 SW/4,NE/4 SE/4 SW/4 SW/4,N/2
SE/4 SW/4, N/2 S/2 SE/4 SW/4, SW/4 NE/4 NE/4 SE/4, §/2 NW/4
NE/4 SE/4, SW/4 NE/4 SE/4, W/2 SE/4 NE/4 SE/4, S/2 N/2 NW/4
SE/4, S/2 NW/4 SE/4, N/2 SW/4 SE/4, N/2 S/2 SW/4 SE/4, W/2
NE/4 SE/4 SE/4, NW/4 SE/4 SE/4, N/2 SW/4 SE/4 SE/4, and NW/4
SE/4 SE/4 SE/4 all in Section 32, Township 17 South, Range 35 East,
NMPM, Lea County, New Mexico, comprising 180.00 acres, more or less.

Area 3;

S/2SW/4 NE/4 NE/4, S/2 NE/4 NW/4 NE/4, W/2 NW/4 NE/4, SE/4
NW/4 NE/4, N/2 SW/4 NE/4, SW/4 SW/4 NE/4, N/2 SE/4 SW/4
NE/4, N/2 NW/4 SE/4 NE/4, NE/4 NE/4 NW/4, S/2 NW/4 NE/4
NW/4,S/2NE/4NW/4,S/2 SE/4 NW/4 NW/4, NE/4 SW/4 NW/4,5/2
NW/4 SW/4 NW/4, S/2 SW/4 NW/4, SE/4 NW/4, N/2 NE/4 SW/4,
SW/4 NE/4 SW/4,N/2SE/4 NE/4 SW/4, E/2 NW/4 SW/4, N/2 NW/4
NW/4 SW/4, SE/4 NW/4 NW/4 SW/4, NE/4 SW/4 NW/4 SW/4, N/2
NE/4 SW/4 SW/4, N/2 NW/4 SE/4 SW/4, and N/2 NW/4 NW/4 SE /4
all in Section 33, Township 17 South, Range 35 East, NMPM, Lea County,
New Mexico, comprising 275.00 acres, more or less.

Areca 4:

S/2 SW/4 NE/4 NE/4, S/2 SE/4 NW/4 NE/4, NE/4 SW/4 NE/4, §/2
NW/4 SW/4 NE/4, S/2 SW/4 NE/4,S/2 NE/4 SE/4 NE/4, W/2 SE/4
NE/4,SE/4 SE/4 NE/4,S/2 SE/4 SE/4 NW/4, E/2 NE/4 NE/4 SW/4,
NL/4 SE/4,N/2NW/4 SE/4,E/2 SW/4 NW/4 SE/4, SE/4 NW/4 SE /4,
E/2 NE/4 SW/4 SE/4, and N/2 SE/4 SE/4 of Section 33 and $/2 SW/4
SW/4 NW/4, W/2 SW/4 NE/4 SW/4, S/2 NE/4 NW/4 SW/4 W/2
NW/4 SW/4, SE/4 NW/4 SW/4, N/2 NE/4 SW/4 SW/4, and NW/4
SW/4 SW/4 of Section 34, all in Township 17 South, Range 35 East,
NMPM, Lea County, New Mexico, comprising 250.00 acres, more or less.
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Area 5

S/2 SW/4 NE/4 NE/4, NW/4 NE/4, N/2 SW/4 NE/4, N/2 S/2 SW/4
NE/4,N/2NW/4 SE/4 NE/4, NE/4 NW/4,S/2 SE/4 NW/4 NW/4 N/2
NE/4 SW/4 NW/4, N/2 SE/4 NW/4, and N/2 S/2 SE/4 NW/4 all in
Section 32, Township 17 South, Range 35 East, NMPM, Lea County, New
Mexico, comprising 160 acres, more or less.

(5)  All of the above-described areas are located wholly within the "Qualified
Tertiary Project Area” approved by said Order No. R-6856, as amended.

(6) Evidence indicates Phillips proceeded with its carbon dioxide/water
injection phase within said "Qualified Tertiary Project Area” in 1985.- According to
Division records there are currently forty-two active and three inactive carbon
dioxide/water injection wells within the boundary of said "Qualified Tertiary Project

Area". Said flood operations have thus far been conducted on 80-acre inverted nine-spot
patterns.

(7)  Primary oil recovery from the entire pressure maintenance project has
been approximately 78,000,000 barrels of oil. As of January 1993, total oil production
from said Unit was approximately 117,099,100 barrels of oil. Under the current 80-acre

invert nine-spot patterns, ultimate secondary and tertiary oil recovery is estimated to be
66,548,800 barrels of oil.

(8)  Said pressure maintenance project is currently producing at a rate of 7,900
BOPD and 38,000 BWPD from 199 active producers with 100 currently active injection
wells (both water and carbon dioxide/watcr injectors). Approximately 26,000,000 barrels
of recoverable oil reserves remain under the current mode of operations.

(9)  Phillips seeks to expand portions of this "Qualified Tertiary Project Area”
by means of a significant change in the process used for the displacement of crude oil
which will be a maodification of well configurations in the five above-described selected
arcas of the Unit. This proposed cxpansion will require that the applicant drill and equip
a total of cight new producing wells, convert four existing producing wells to injection,

reactivate one producing well, and upgrade cxisting tank batteries and injection facilities
as follows:

AREA 1: There is presently no injection activity in this particular area,
carbon dioxide/water injection will commence by converting the East
Vacuum G/SA Unit, Tract 0524, Well No. 129 and the drilling of an infill
producing well (East Vacuum G/SA Unit, Tract 0524, Well No. 7) in the
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SW/4 SE/4 NW/4 (the SW/4 of Unit F). The entire area including the
following five existing wells; East Vacuum G/SA Unit, Tract 0524, Well
Nos. 2, 3, 8, 45, and 112; should be affected by this change which will

change, somewhat, the process used for displacement of crude oil by the
introduction of carbon dioxide into this virgin area;

AREA 2: Three additional infill producing wells are to be drilled (East
Vacuum G/SA Unit, Tract 3202, Well Nos. 20 and 21 and the East
Vacuum G/SA Unit, Tract 3229, Well No. 13) within the area and the
existing East Vacuum G/SA Unit, Tract 3202, Well No. 1, in Unit I, will
be converted to a carbon dioxide/water injection well. There is currently
one carbon dioxide/water injection well within the area, the East Vacuum
G/SA Unit, Tract 3229, Well No. 8. The impact of these changes should
affect the areal sweep as to allow carbon dioxide to contact areas that are
currently not being contacted with carbon dioxide from the existing
injection well located in the area. As a consequence, the following seven
producing wells should experience an improvement in oil recovery through
this improved sweep efficiency; Eust Vacuum G/SA Unit, Tract 3202,

Well Nos. 4, 6, 12, and 15 and the East Vacuum G/SA Unit, Tract 3229,
Well Nos. 3, 4, and §;

AREA 3: There are currently two carbon dioxide/water injectors in this
arca, the East Vacuum G/SA Unit, Tract 3333, Well No. 5 and the East
Vacuum G/SA Unit, Tract 3374, Well No. 2. This area is being converted
from two 80-acre nine-spot patterns to a 160-acre line drive pattern. The
existing East Vacuum G/SA Unit, Tract 3333, Well No. 2 will be
converted to injection and three additional producing wells (the East
Vacuum G/SA Unit, Tract 3308, Well No. 6, East Vacuum G/SA Unit,
Tract 3366, Well No. 1, and East Vacuum G/SA Unit, Tract 3373, Well
No. 2) will be drilled offset to the line drive injection. The combination of
these changes will alter the displacement process significantly by increasing
the areal sweep to allow carbon dioxide to contact new areas that are
currently not being contacted with carbon dioxide. In addition to the three
new infill wells, the following nine existing producers should experience an
improvement in oil recovery through improved sweep efficiency; the East
Vacuum G/SA Unit, Tract 3308, Well Nos. 2 and 3, the East Vacuum
G/SA Unit, Tract 3366, Well No. 29, the East Vacuum G/SA Unit, Tract
3373, Well No. 28, the East Vacuum G/SA Unit, Tract 3333, Well Nos.
3 and 8, the East Vacuum G/SA Unit, Tract 3328, Well No. 2, and the
East Vacuum G/SA Unit, Tract 3374, Well Nos. 1 and 3;
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AREA 4: There are currently two carbon dioxide/water injectors in this
area, the East Vacuum G/SA Unit, Tract 3315, Well Nos. 6 and 8. This
area is being converted from one 80-acre nine-spot pattern and one 70-
acre seven spot pattern to a 150-acre line drive pattern. The existing East
Vacuum G/SA Unit, Tract 3315, Well No. 1 will be converted to injection
and an additional well (the East Vacuum G/SA Unit, Tract 3440, Well
No. 7) is to be drilled to accomplish these changes in operations. The
combination of these changes should alter the oil displacement process
significantly by changing the areal sweep to allow carbon dioxide to
contact new areas that are currently not being contacted with carbon
dioxide. In addition, the following nine wells should experience an
improvement in oil recovery through this improved sweep efficiency; the
East Vacuum G/SA Unit, Tract 3333, Well Nos. 1, 4, and 7, the East
Vacuum G/SA Unit, Tract 3440, Well Nos. 1, 3, and 5, and the East
Vacuum G/SA Unit, Tract 3315, Well Nos. 2, 4, and S; and,

ARFEA §: The conversion of the East Vacuum G/SA Unit, Tract 3202,
Well No. 33, along with the existing carbon dioxide/water injector East
Vacuum G/SA Unit, Tract 3236, Well No. 6, will alter this pattern from
an 80-acre inverted nine-spot pattern to an 80-acre line drive pattern.
This change will alter the oil displacement process by changing the areal
sweep to allow carbon dioxide to contact new areas that are currently not
being contacted with carbon dioxide. The following seven wells should
experience an improvement in oil recovery through this improved sweep
efficiency; the East Vacuum G/SA Unit, Tract 3202, Well Nos. 3, 16, and

19 and the East Vacuum G/SA Unit, Tract 3236, Well Nos. 3, 4, S, and
7.

(10) Applicant’s engineering evidence indicates that with a significant change
or modification in the injection patterns with the drilling of said additional producers
and the conversion of existing wells to injection, an estimated additional 1.056 million
barrels of oil will be recovered in the five "Expanded Use Areas” having a current

undiscounted value of $19,505,308.00.

Areas"

(11) The costs of the required additional facilities in the five "Expanded Use
are estimated to be approximately $3,958,825.00 and the total project costs are

estimated 1o be approximately $5,976,249.00.
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(12)  The geologic evidence presented by Phillips demonstrated that portions of
the reservoir in the "Expanded Use Areas” contains distinct stringers each vertically
isolated from the others with none continuous over the entire southern portion of the

unit resulting in the existing 80-acre waterflood pattern being too large to overcome the
areal discontinuities found in the Pool.

(13) Based on the testimony presented in this case the proposed enhanced oil

recovery project is economically and technically feasible and has not been prematurely
filed.

(14)  Each of the subject five "Expanded Use Areas" that are included in the
"Qualilied Tertiary Project Area” of Phillips’ East Vacuum Grayburg-San Andres Unit
Pressure Maintenance Project Area should be qualified an "Enhanced Oil Recovery

Project” (EOR) pursuant to the "Enhanced Oil Recovery Act” (Laws 1992, Chapter 38,
Sections 1 through 5).

(15) In order for the applicant to be eligible for said EOR credit, the operator
should advise the Division, after an appropriate application for injection is processed,
when the injection into each additional injection well commences and at such time,

request the Division certify the project to the New Mexico Taxation and Revenue
Department.

(16) The application should be approved and the EOR Project should be
governed by the provisions of the "Rules and Procedures for Qualifications of Enhanced
Oil Recovery Projects” and "Certification for Recovered Oil Tax Rate" as promulgated
by Division Qrder No. R-9708.

(17) Each of the five "enhanced oil recovery project areas” should initially

comprise those producing wells listed by Phillips that are to be affected by the expanded
carbon dioxide/water injection in the five subject areas.

(18) At such time as a positive production response occurs and within five years
from the date of the Certificate of Qualification, the applicant must apply to the Division
for certification of positive production response, which application shall identify the area
actually benefitting from enhanced recovery operations, and identify the specific wells
which the operator believes are cligible tor the credit. The Division may review the
application administratively or set it for hearing. Based upon evidence presented, the

Division will certify to the Department of Tuxation and Revenue those lands and wells
which are eligible for the credit.
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IT IS THEREFORE ORDERED THAT:

(1)  The application of Phillips Petroleum Company to qualify five individual
and separate portions of its East Vacuum Grayburg-San Andres Unit Pressure
Maintenance Project, Vacuum Grayburg-San Andres Pool, Lea County, New Mexico as

an "Enhanced Oil Recovery Project” pursuant to the "Enhanced Oil Recovery Act" (Laws
1992, Chapter 38, Sections 1 through S), is hereby approved.

2)  The subject "enhanced oil recovery project areas” shall initially comprise
the following five described areas in Lea County, New Mexico:

Area |3

That portion of Lot No. 3 being the SW/4 NW/4 NE/4 NW/4 equivalent,
the W/2 SW/4 NE/4 NW/4 equivalent, and the SE/4 SW/4 NE/4 NW /4
cquivalent, that portion of Lot No. 4 being the S/2 N/2 NW/4 NW/4
equivalent, and the S/2 NW/4 NW/4 equivalent, N/2 SW/4 NW/4, N/2
S/2 SW/4 NW/4, NW/4 SE/4 NW/4, and N/2 SW/4 SE/4 NW/4 all in
Section 5, Township 18 South, Range 35 East, NMPM, Lea County, New
Mexico, comprising 85 acres, more or less.

Areg 2;

S/2 N/2 NE/4 SW/4, S/2 NE/4 SW/4, SE/4 NE/4 NW/4 SW/4, E/2
SE/4 NW/4SW/4,E/2NE/4 SW/4SW /4 NE/4 SE/4 SW/4SW/4,N/2
SE/4 SW/4, N/2 S/2 SE/4 SW/4, SW/4 NE/4 NE/4 SE/4, S/2 NW/4
NE/4 SE/4, SW/4 NE/4 SE/4, W/2 SE/4 NE/4 SE/4, S/2 N/2 NW/4
SE/4, S/2 NW/4 SE/4, N/2 SW/4 SE/4, N/2 S/2 SW/4 SE/4, W/2
NE/4 SE/4 SE/4, NW/4 SE/4 SE/4, N/2 SW/4 SE/4 SE/4, and NW/4
SE/4 SE/4 SE/4 all in Section 32, Township 17 South, Range 35 East,
NMPM, Lea County, New Mexico, comprising 180.00 acres, more or less.

Area 3:

S/2 SW/4 NE/4 NE/4, S/2 NE/4 NW/4 NE/4, W/2 NW/4 NE/4, SE/4
NW/4 NE/4, N/2 SW/4 NE/4, SW/4 SW/4 NE/4, N/2 SE/4 SW/4
NE/4, N/2 NW/4 SE/4 NE/4, NE/4 NE/4 NW/4, S/2 NW/4 NE/4
NW/4,S/2 NE/4 NW/4, S/2 SE/4 NW/4 NW/4, NE/4 SW/4 NW/4,S/2
NW/4 SW/4 NW/4, S/2 SW/4 NW/4, SE/4 NW/4, N/2 NE/4 SW/4,
SW/4 NE/4 SW/4, N/2 SE/4 NE/4 SW/4, E/2 NW/4 S\W/4, N/2 NW/4
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NW/4 SW/4, SE/4 NW/4 NW/4 SW/4, NE/4 SW/4 NW/4 SW/4, N/2
NE/4 SW/4 SW/4,N/2 NW/4 SE/4 SW/4, and N/2 NW/4 NW/4 SE/4
all in Section 33, Township 17 South, Range 35 East, NMPM, Lea County,
New Mexico, comprising 275.00 acres, more or less.

Area 4;

S/2 SW/4 NE/4 NE/4, S/2 SE/4 NW/4 NE/4, NE/4 SW/4 NE/4, S/2
NW/4 SW/4 NE/4,S/2 SW/4 NE/4, S/2 NE/4 SE/4 NE/4, W/2 SE/4
NE/4, SE/4 SE/4 NE/4,S/2 SE/4 SE/4 NW/4, E/2 NE/4 NE/4 SW/4,
NE/4 SE/4, N/2NW/4 SE/4, E/2 SW/4 NW/4 SE/4, SE/4 NW/4 SE/4,
E/2 NE/4 SW/4 SE/4, and N/2 SE/4 SE/4 of Section 33 and S/2 SW/4
SW/4 NW/4, W/2 SW/4 NE/4 SW/4, S/2 NE/4 NW/4 SW/4, W/2
NW/4 SW/4, SE/4 NW/4 SW/4, N/2 NE/4 SW/4 SW/4, and NW/4
SW/4 SW/4 of Section 34, all in Township 17 South, Range 35 East,
NMPM, Lea County, New Mexico, comprising 250.00 acres, more or less.

Ar H

S/2 SW/4 NE/4 NE/4, NW/4 NE/4, N/2 SW/4 NE/4, N/2 S/2 SW/4
NE/4,N/2NW/4 SE/4 NE/4, NE/4 NW/4,S/2 SE/4 NW/4 NW/4,N/2
NE/4 SW/4 NW/4, N/2 SE/4 NW/4, and N/2 S/2 SE/4 NW/4 all in
Section 32, Township 17 South, Range 35 East, NMPM, Lea County, New
Mexico, comprising 160 acres, more or less.

(3) Eachof the five Project Areas shall be defined in terms of the unit wells
which would actually qualify for the recovered oil tax rate and shall initially comprise the
following wells in the above described arcas in Lea County, New Mexico:

o~

AREA 1: - AREA 2:

EAST VACUUM GRAYBURG-SAN ANDRES UNIT EAST VACUUM GRAYBURG-SAN ANDRES UNIT
Tract No. Well No. Tract No. Weill No.
INJECTION WELLS INJECTION WELLS
0524 129 3202 1
PRODUCING WELLS 3229 8
0524 2 PRODUCING WELLS
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AREA 1
EAST VACUUM GRAYBURG-SAN ANDRES UNIT EAST VACUUM GRAYBURG-SAN ANDRES UNIT
Tract No. Well No. Tract No. Well No.
0524 3 3202 4
0524 7 3202 6 I
0524 8 3202 12 |
0524 45 3202 15 |
0524 3202 20 ﬂ
3202 21
3229 3
4
5
13

“7 EAST VACUUM GRAYBURG-SAN ANDRIES UNIT

AREA 3:

AREA 4:

LEAST VACUUM GRAYBURG-SAN ANDRES UNIT

Well No.

Tract No.

Well No.

,L Tract No.
INJECTION WELLS

INJECTION WELLS

3333 2 3315 1
3333 5 3315 6
3374 2 3315 8

PRODUCING WELLS

PRODUCING WELLS

3308 2 3333 \
3308 3 3333 4
3308 6 3333 7
3328 2 3315 2
3333 3 3315 4
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AREA 3: AREA 4: ]
EAST VACUUM GRAYBURG-SAN ANDRES UNIT EAST VACUUM GRAYBURG-SAN ANDRES UNIT
Tract No. Well No. Tract No. Well No.
3333 8 3315 S
3366 1 3440 1
3366 29 3440 3
3373 2 3440 5
3373 28 3440 7
3374 1
_ 3374 t 3 . L |
AREA §:
EAST VACUUM GRAYBURG-SAN ANDRIS UNIT
Tract No. Well No.
INJECTION WELLS
3202 3
3236 6
PRODUCING WELLS
3202 3
| 3202 16
| 3202 19
| 323 3
| 3236 4
| 3236 5
L s | 7

(4)  The operator shall advise the Division when the additional injection phase
of the project commences into any of the new injection wells.
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(5)  Atsuch time as a positive production response occurs and within five years
from the date of the Certificate of Qualification, the applicant must apply to the Division
for certification of positive production response, which application shall identify the area
actually benefitting from enhanced recovery operations, and identify the specific wells
which the operator believes are eligible for the credit. The Division may review the
application administratively or set it for hearing. Based upon evidence presented, the

Division will certify to the Department of Taxation and Revenue those lands and wells
which are eligible for the credit.

(6)  Said EOR project shall be governed by the provisions of the "Rules and
Procedures for Qualifications of Enhanced Oil Recovery Projects” and "Certification for
Recovered Oil Tax Rate" as promulgated by Division Order No. R-9708.

(7)  Jurisdiction of this causc is retained for the entry of such further orders
as the Division may deem necessary.

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

STATE OF NEW MEXICO
OlIL CONSERV N DIVISION

WILLIAM J.
Director
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: 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

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 DIVISION:

This cause came on for hearing at 8:15 a.m. on September
9, 1987, at Santa Fe, New Mexico, 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 appliicant, 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 presented at the time of the hearing.

(4) The proposed unit area should be designated the Twin

- Lakes San Andres Unit Area; and the horizontal limits of said

(. unit area should be comprised of the following described State
and Fee lands in Chaves County, New Mexico:




.

Page 2
Case No. 9210
Order No. R-8557

TOWNSHIP 9 SOUTH. RANGE 23 EAST. NMPM

Section 25: SE/4 NW/4, NE/4 SW/4, S/2 SW/4, and
- SE/4 -

Section 26: SE/4 SE/4

Section 3§: E/2 E/2

Section 36: All

TOWNSHIP 8 SOUTH, RANGE 29 EAST, NMPM

Section 30: Lots 3 and 4, E/2 SW/4, and SW/4 SE/4
Section 31: All

Section 32: W/2 SW/4

TOWNSHIP 9 SOUTH., RANGE 28 EAST, MMPM

Section 1: Lots 1 through 4, S/2 N/2, SE/4, and
E/2 sSw/4 -

Section 2: Lot 1
Section 12: NE/4, E/2 SE/4 and NW/4 SE/4
TOWNSHIP 9 SOUTH, RAMGE 29 EAST., NMPM

Section 5: Lots 3 and 4, S/2 Mwv/4, and SW/d
Sections 6 and 7: All
Section 8: N/2 NW/4 and SW/d4 Nw/d
Section 18: Lot 1, E/2 NW/4, and W/2 NE/4
(5) The horizontal limits of said unit are within the
governing boundaries of the Twin Lakes - San Andres Associated
Pogl 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-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 the applicant's O'Brien "L" Well No. 186

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, MMPM, Chaves County, New Mexico. :

(.

o
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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. i

(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 f{rom 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 wunitized management, operation and further
development of the Twin Lakes San Andres 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 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 gas 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, being
the Unit Agreement and the Unit Operating Agreement,
respectively, should be incorporated by reference into this
order,

(18) 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
Unit Area upon terms and conditions that are fair, reasonable
and equitable, and which include:

(a) an allocation to the separately owned tracts of
the unit area of all o0il 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 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) a1 provision governing how the costs of unit
vperations including capital investments shall
be determined and charged to the separately-
owned tracts and how said costs shall be paid,
including a provision providing whea, 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 mav be sold and the proceeds applied to
the payment of his costs:

(d) a provision for carrving any working interest
owner nan a limited, carried or net-profits
basis, pavable out of production, upon terms and
conditions which are just and reasonable, and
which allow an appropriate charge for interest
for such service pavable 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 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 unitization 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 IS THEREFORE ORDERED THAT:

(1) The Twin Lakes San Andres Unit Agreement, covering
4,863.82 acres, more or less, of State and Fee lands in the
Twin Lakes - San Andres Associated Pool, Chaves County, New
Mexico, is hereby approved for statutory unitization pursuant
to the "Statutory Unitization Act", Sections 70-T-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, MMPM

Section 25: SE/4 NW/4, NE/4 SwW/4, 8/2 Sw/4, and
SE/ 4

Section 26: SE/4 SE/4
Section 35: E/2 E/2
.Section 36: All

TOWNSHIP 8 SOUTH, RANGE 29 EAST. NMPM

Section 30: Lots 3 and 4, E/2 SW/4, and SW/4 SE/4
Section 31: All
Section 32: W/2 SW/4

TOWNSHIP 9 SOUTH, RANGE 28 EAST. MMPM

Saction 1: Lots L 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 35: 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 13: 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 Tfeet
(+ 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 Oil 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, MMPM, Chaves County, New dMexico. .

(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 is
the subject of Division Case No. 9211.

() 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.

(8) 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 upon terms and conditions 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 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.) ’

(9) 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.

(10) Jurisdiction of this cause is retained for the entry
of such further orders as the Division may deem necessary:

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

STATE OF NEW MEXICO

OiL CONSERVATION DIVISION
U e i
WILLIAM J. LEMAY ‘
Director

SEAL
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UNIT OPERATING AGREEMENT - TWIN LAKES SAN ANDRES UNIT
CHAVES COUNTY, NEW MEXICO

THIS AGREEMENT, entered into as of the 1st day of June, 1987, by the
parties who have signed the original of this instrument, a counterpart
thereof, or other instrument sgreeing to be bound by the provisions hereof;

WITNESSETH:

WHEREAS, the parties hersto as Working Interest Owners have executed,
as of the date hereof, an agreemsnt entitled, "Unit Agreement for the
Development and Operation of the Twin Lakes San Andres Unit, Chaves County,
New Mexico”, herein referred to as "Unit Agreement”, which, among other
things, provides for a separate sgreement to be sntered into by Working
Interest Ownerds pertaining to the development and operation of the Unit
Ares as therein defined;

NOW THEREFORE, 1in consideration of the mutusl sgreesents herein set
forth, it is agreed as follows:

ARTICLE 1
CONFIRMATION OF UNIT AGREEMENT AND ADOPTION OF DEFINITIONS

1.1 Confirmation of Unit Agreement. The Unit Agreememt asnd all
exhibits sttached thersto or any revisions thereof are hereby confirmed and

by reference made a part of this sgreement. If there is any conflict
between the Unit Agreement and this agreement, the Unit Agreement shall
govern, except as othervise provided in Article 12 hereof.

1.2 Adoption of Definitions. The definitions in the Unit Agrsement
and the following additional definitions are adopted for all purposes of
this agreement:

(s) "Unit Operations" is defined as all operations conducted by
Working Interest Owners or Unit Operator pursuant to this agreement
for or on account of the development and operation of the Unitized
Formation for the production of Unitized Substances.

(b) "Unit Equipwent™ is defined as all personal property, lease
and well equipment, plants, and other facilities and equipsent taken
over or otherwvise acquired for the joint account for use in Unit
Operations,

(c) "Uanit Expense™ is defined as 2ll cost, expenss or



indebtedness incurred by Working Interest Owners or Unit Operator pursuant
to this agreement as well as all necessary pre-unitization costs or
expenses incurred for or on account of Unit Operationms.

(d) "Tract Operator" is defined as the taspective operator of
each tract within the Unit Area prior to unitization.

ARTICLE 2
EXHIBITS

2.1 Exhibits. The following exhibits are incorporated herain by
reference:

2.1.1 Exhibits "A", "B" and "C" of the Unit Agreement.

2.1.2 Exhibit "D", attached hereto, which is a schedule showing
the Workirdg Interest of each Working Interest Owner in each Tract
listed in Exhibit "C", the percentage of total Unit Participation
attributable to each such interest, and the total Unit Participation
of each Working Intersst Owner. Exhibit "D", or a revision thareof,

shall not be conclusive as to the information therein, except it may
be used as showing the Unit Participation of the Working Interest
Owners for purposes of thi..l agreenent until shown to be in error or is
revised as herein authorized.
2.1.3 Exhibit "B", attached hereto, which is the Accounting
Procedure applicable to development and operation of the Unit Area.
If there is any conflict betwsen this agreement and Exhibit "E", this
agreement shall govern.
2.1.4 Exhibit "F", attached hereto, which contains insurance
provisions applicable to Unit Operations.
2.2 Revision of Exhibits. Whenever Exhibit "C" is revised, Exhibit
"D* ghall be revised sccordingly and all such changes shall be effective as
of the same date. Unit Operater shall also revise Exhibit "D" from time to
time as required to conform to changes in ownership of which Unit Operator
has been notified as provided in the Unit Agreement.

_ ARTICLE 3
SUPERVISION OF OPERATIONS BY WORKING INTEREST OVNERS

3.1 Overall Supervisiom. Working Interest Owners shall exercise

oversll supervision and control of all matters pertaining to Unit
Operations pursuant to this agresment and the Unit Agreement. In the
exercise of such authority, esach Working Intersst Owner shall act solely in



its own behalf in the capacity of an individual owner and not on behalf of
the owners as an entirety.

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

3.2.1 Method of Operation. The method of operation, including
any type of pressure maintenance, secondary recovery, or other 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 Change of Well Status. The abandonment or the conversion
of any producing well to an injection well or to a well to be used for
any purpose other than production of Unitized Substances.

3.2.4 Expenditures. The wmaking of any single expenditure in
excess of Mwenty Thousand Dollars ($20,000.00), subject, however, to
the provisioas of Section 7.9 hereof; provided, that approval by
Working Interest Owners of the drilling, rovo_rking. deepening, or
plugging back of any m%l shall include approval of asll necessary
expenditures required therefor, and for completing, testing and
equipping the same, including necessary flow lines, separators and
lease tankage.

3.2.,5 Disposition of Unit Equipment. The Uunit Operator shall
have the right to sell or otherwise dispose of any item of surplus
Unit Equipment.

3.2.6 Appearance Before a Court or Regulatory Agsncy. The

designating of Unit Operator to appear before any court or regulatory
agency in matters pertsining to Unit Operations; provided, however,
that Working Interest Owners shall in the event Unit Operator {is
unable to appear designate an alternate reprasentative; and provided,
further, that such designation shall not prevent any Working Interest
Owner from appearing in person or from designating another
representative in its own bahalf.

3.2.7 Audits. The suditing of the accounts of Unit Operator
pertaining to Unit Operations hersunder; provided that, the audits
shall:

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

(b) be made upon the approval of the Owner or Uwners of a
majority of Working Interest other than that of Unit Operator, at the
expense of all Working Intsrest Owners other than the Working Interest
Owner designated as Unit Operator, or;

(c) be made at the sxpense of those Working Interest owners
requesting such sudit if owners of less than a majority of Working
Interest, other than that of Unit Operator, request such sudit, 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 "E".
N 3.2.9 Technical Services. The authorizing of charges to the
joint account for services by consultants or Unit Operator's technical
personnel in access of $5000.00 and not covered by the overhead
charges provided by Exhibic "E".

3.2.10 Asgignments to Committees. The appointment of
committees to study any ﬁroblcu in connection with Unit Operations.

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

3.2,12 The expansion of the Unit.

3.2.13 The adjustment of investments.

3.2.14 The termination of the Unit Agreement.

) ARTICLE 4
MANNER OF EXERCISING SUPERVISION

4.1 Designation of Representatives. Not later than thirty (30) days
after the effective date hereof, each Working Interest Owner shall inform
Unit Operator in writing of the names and addresses of the representative

and alternate wvho are authorized to represent and bind such Working
Interest Owner with respect to Unit Operations. The representative or
alternste 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 two or
more Working Interest Owners having a total voting interest of not less
then ten percent (10%). No meeting shall be called on less than fourteen
(14) days' advance written notice, with agends for ths mesting attached.
Working Intersst Owners who attend the meeting shall not be prevented from
smending items included in the agends or frow deciding the amended item or
other items presented at the meeting. The representative of Unit Operator
shall be chairman of each meeting.

4.3 Voting Procedurs. Working Interest Owners shall decide all

matters coming before them as follows:

4.3.1 Voting Interest. Each Working Interest Owner shall have

a voting interest equal to its Unit Participation in effect at the

time of the vote.

4,3.,2 Vote Required - GCenerally. Unless otherwiss provided
herein or in the Unit Agreemsnt, all matters shall be decided by an

affirmative vote of seventy~-five percent (75X) or more of the voting
interest, said voting intersst to include two or more Working Interest



Owners.

4.3.3 Yote at Meeting by Nonattending Working Interest Owner.
Any Working Interest Owner who is not represented at a meeting may

“vote by latter or telegranm addressed to the representative of the Unit

Oparator if 1its vote is received prior to the actual vote taken at
such meeting.

4.3.4 Poll Votes. Working Interest Owmers may vote on and
decide, by letter or telegram, any matter submitted 1in writing to
Working Interest Owners. If a 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
become final. Unit Operator will give prompt notice of the results of
such vote to all Working Interest Owners.

ARTICLE 5

) INDIVIDUAL RIGHTS OF WORKING INTEREST OWNERS
5.1 Reservation of Rights. Working Interest Owners severally
reserve to themselves all their rights, except as othervise provided in

this agreement and the Unit Agreement.
5.2 Specific Rights. Each Working Interest Owner shall have, among
others, the following specific rights:
5.2.1 Access to Unit Area. Access to the Unit Area at all
reasonable times to inspect Unit Operations, all wells, and the
records snd data pertaining thereto.

5.2,2 Reports. The right to receive from Unit Operator, upon
written request, copies of all reports to any governmental agency. 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 Owmer who r-cquutl the information.

ARTICLE 6
UNIT OPERATOR

6.1 Initisl Unit Operator. Pelto Oil Company is hereby designated
as Unit Operator.

6.2 Resignation or Removal - Selection of Successor. The

resignation or removal of Unit Operator and the selection of a successor
shall be governed by the provisions of the Unit Agreement.



ARTICLE 7
AUTHORITIES AND DUTIES OF UNIT OPERATOR

‘7.1  Exclusive Right to Operate Unit. Subject to the provisions of

this agreement and to the orders, directions and limitations rightfully
given or imposed by Working Interest Owners, Unit Operator shall have the
exclusive right and shall be obligated to develop and operate the Unit Area
for the production of Unitized Substances.

7.2 Vorkmanlike 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
villful uisconduct.

7.3 Liens and Encumbrances. Unit Operator shall endeavor to keep
the lands and leases in the Unit Ares free from all liens and encumbrances

occasioned by Unit Operations, except the lfen of Unit Operator granted
hereunder.

7.4 Employess. The number of employees used by Unit Operator in
conducting Unit Operations, thair selection, hours of labor and
compensation shall be determined by Unit Operator. Such employses shall be
employees of Unit Operator,

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

7.6 Reports to Working Interest Owners. Unit Operator shall furanish
to Working Interest Owners periodic reports of Unit Operations.

7.7 Reports of Governmental Authorities. Unit Operator shall make
all reports to governmantal authorities that it has the duty to make as
Unit Operator.

7.8 Engineering and Geological Information, Unit Operator shall

f;:rnhh to each Working Interest Oumer, upon its written request, s copy of
the log and other enginesring and geological data pertaining to wells
drilled for Unit Operations.

7.9 Expenditures. Unit Operator 1is authorized to wmske single
expenditures not in excess of Twenty Thousand Dollars ($20,000.00) without
prior approval of Working Intsrest Owners. If an emergency occurs, Unit
Operator may iomedistely make or incur such expenditures as in its opinfon
are required to deal with the emergsncy. Unit Operator shall report to
Working Intsrest Owners, as promptly as possible, the nature of the
emsrgency and the action taken.



7.10 Wells Drilled by Unit Operator. All wells drilled by Unit
Operator shall be at the usual rates prevailing in the area. Unit Operator
may employ its own tools and equipment, but the charge therefor shall not
exceed the prevailing rate in the area, and the work shall be performed by
Unit Operator under the same terms and conditions as are usual in the area
in contracts of independent contractors doing work of s similar nature.

7.11 Border Agreements. The Unit Operator, with the approval by
formal vote of seventy-five percent (75X) of the Working Interest Owners,
may enter into a border protoction agreement or agreements with Working
Interest Owmers of the adjscent lands along the exterior boundary of the
Unit Area with respect to any cooperative operations i{n the border area for

the proper protection of the parties and interests.

ARTICLE 8
TAXES
'

8.1 Ad Valorem Taxes. Unit Operator shall, beginning with the first
calendar year after the Unit Agreement becomes effective, make and file all
necessary ad valorem tax renditioms and returns with the proper taxing
suthorities covering -11 real and personal property of each Working
Interest Owner used or held by Unit Operator in Unit Operations. Unit
Operator shall settls assessments arising thersform. All such ad valorem
taxes shall be paid by Unit Operator and charged to the joint account.

8.2 Other Taxes. Unit Operator shall pay or causs to be paid on
behalf of seach Working Interest Owmners all production, severance,
gathering, and other taxes imposed upon or in respect of the production or
handling of its share of Unitized Substances.

ARTICLE 9
INSURANCE

9.1 Insurance. Unit Operator, with respect to Unit Operations and
at Unit Expense, shall do the following:
9.1.1 Comply with the Workmen's Compansation Act of the State
of New Mexico.
9.1.2 Carry Employer's Liability and other insurance as
required by the laws of the State of New Mexico.



9.1.3 Provide other insurance as set forth in Exhibit "F".

ARTICLE 10
- ADJUSTMENT OF INVESTMENTS

10.1 Personsl Property Taken Over. Upon the effective date hereof,
Working Intersst Owners shall deliver to Unit Operator the following:
10.1.1 Wells. All walls completed in the Unitized Formation,
together with the casing therein.

10.1.2 Well and Lesass Equipment, The casing and tubing in each
such well, all subsurface equipment therein including sucker tods and
pumps, the wellhead connections thereon, and all other well and lease
equipment that {s used in the operation of such wells which Unit Operator
deternines is necessary or desirable for conducting Unit Operations. Unit
Oparator shall have up to six (6) months after the sffective date in which
to make such ddtermination, and all such property that is determined to be
surplus shall be returned in the same condition less usual depreciation to
each Tract Operator who was responsible for delivery same to Unit Operator.
There shall be no charge to the Unit for the use of any such surplus
property during this six (6) month period. The individual Tract Operators
shall have ninety (90) days from the daste of notification in which to
remove the surplus property returnad to them. Surplus property shall then
be disposed of by each Tract Operator in accordance with the respective
joint operating agresment which governs each Tract., If the surplus
property has not been removed from the Unit Area within the ninety (90) day
psriod, then Unit Operator shall have the right to dispose of the property
in a good and vorkmanlike manner as would a prudent operator under the same
or similar circumstances. Any proceeds received upon disposition, in
sxcess of removal and clean-up costs, will be disbursed to the Working
Interest Owners in the specific Tract. Any costs in excess of proceeds
received upon disposition will be charged to the Working Intersst Owners in
the specific Tract.

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

10.2 Inventory and Evaluatiom of Personal Property. The Working Interest
Owners shall sppoint an inventory committes which shall, as of the effective
date hereof or as soon thereafter as feasible, cause to be taken under the
supervision of the Unit Operator at Unit Expenss, joint physical inventories of
lease and well equipment within the Unit Area, vwhich inventories shall be used
as a basis for determining the controllable items of aquipment to be taken over
by the Unit Operator hersunder.




In the absence of an inventory committee Unit Operator shall engage at Unit
Expense & qualified independent firm to serve in place of an inventory
committee. Such inventories shall include and be limited to those items of
equipment normally considered controllable by operators of oil and gas
properties except that certain items of equipment normally considered
noncontrollable, such as sucker rods, subsurface pumps and other items as
determined by the Working Interest Owners may be included in the
inventories in order to insure a more equitable adjustment of investment.
All other noncontrollable items of lease and well equipment iastalled
within the Unit Area, although excluded from the inventories, which the
Unit Operator decides are necessary and usable in Unit Operations, shall
nevertheless be taken over by the Unit Operator. After the determination
by Unit Operator as to surplus property, such inventories covering
equipment taken over by the Unit Operator under Subsection 10.1.2 and
retained for Unit Operations, shall bde priced in accordance with the
provisions of Pxhibic "E", Accounting Procedurs, attached hersto and made a
part hereof, or at an appraised value as determined by the inventory
comnittee; such pricing shall be performed under the supervision of, by the
personnel of, and in the offices of the Unit Operator, with the inventory
committee furnishing such additional pricing help as may be available and
necessary. Casing shall be included in the inventory for record purposes
but shall be excluded from pricing aund investmwent adjustment.

10.3, Investment Adjustment. Upon approval by Working Interest Owners

of the {nventory and evaluation, investments shall be adjusted as follows:
10.3.1 Initial Adjustment of Investments. Each Working

Interest Owner shall be credited with the value, as datermined in
accordance with Section 10.2 above, of its intersst in all personal

property taken over by Unit Operator under Section 10.1.2 and charged
with an amount equsl to that obtained by multiplying the total value
of all such personal property taken over by Unit Operator under
Section 10.1.2 by such Working Interest Owner's Unit Participation, as
shown on Exhidit "C". 1If the charge against any Working Interest
Owner is greater than the amount credited to such Working Interest
Owner, the resulting net charge shall be paid sand in all other
respects be trested as any other item of Unit Expense chargeable
sgeinst 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 Uunit Operator out of funds received by it in
settlement of the net charges described above.

10.4. Ceneral Faci{lities. The acquisition of general facilities which

service mors than one leass snd which are necessary for Unit Operations




shall be by negotistion between the owners thereof and Unit Operator,
subject to the approval of Working Interest Owners. There shall be no
sdjustment for lease roads or appurtenances thereto. General facilities
vhich are owned one-hundred percent (100Z) by the Unit Operator shall be
acquired by negotiation between the Unit Operator and the Working Interest
Owners. General facilities owned one-hundred (100%) by the Unit Operator
and vhich are deemed to be necessary for Unit Operations are listed as
follows:
(a) General Facilities Located Within the Unit Ares
Warehouse Building and Yard
Office Building and furnishings
Warehouse Stock (Including Tools)
Shop Building
Lease Automstic Custody Transfer (L.A.C.T.)
Rolling Stock
) Comnunication Equipment
(b) General Facilities Located Outsids the Unit Area
Natural Gas Pipeline - Approximately three and
four-tenths (3.4) miles of polyug pipeline with a
starting point at the outlet of the compressor station
and extending to a tie-in with a pipeline owned by
Stevens Operating Corporation.
Source Water System -~ The source water system has not
been constructed. The planned system consists of
existing Ogalla water rights acquired by Unit Operator
in addition to two wells, pump sites and rights-of-way
from the water source to Twin Lakes Field. Such
system vwill pipe water a distance of approximately 27
miles. As soon as practicable following the effective
date hersof, Unit Operator will submit an AFE to
construct the source water system for approval by the
Working Interest Owmers.
10.5 Exchange of Interast in and Ownership of Personal Property and
Facilicies. Each Working Interest Owner hersby exchanges, and agress
to exchange, its intersst in all of the personsl property snd facilities
descrided in Section 10.1.2 above for its proportionate interest, as shown
on Exhibit C, from and after the time the same may hereafter become
affective, in all such personal property and facilities described in
Section 10.1.2. Each Working Interest Owner, individually, shall by virtue
hereof own an undivided interest in all personal property and facilities
tsken over or othervise acquired by Unit Operator pursusnt to this
agreemant.



ARTICLE 11
DEVELOPMENT AND OPERATING COSTS

-11.1 Basis of Charge to Working Interest Owners. Unit Operator
initially shall pay and discharge all costs and expeuses incurred in Unit

Operations including all pre-unitization expenses required for organization
sud/or formation of the unit. Each Working Interest Owner shall reimburse
Unit Operator for its share of Unit Expense in proportion to the respective
Unit Participation of the parties hereto. All charges, credits, and
accounting for Unit Expense shall be in accordance with Exhibit "E",

11.2 Budgets. Before or as soon as practical after the Effective
Date hereof, Unit Operator shall prepare a budget of estimated Unit Expense
for the remainder of the calendar year, and, on or before the first day of
each Saptesber thereafter, shall prepare such a budget for the ensuing
calendar year. A budget shall set forth the estimated Unit Expense by
quarterly peridds. Budgets shall be estimates only, and shall be ndjnued
or corrected vhenever an adjustment or correction is proper. A copy of
each budget and adjusted budget shall promptly be furnished to each Working
Interast Owmer. :

11.3 Advance Billings. Unit Operator shall have the right srl.thour;
prejudice to any other rights or remedies, at its option to require Working
Interest Owvners to advance their respective proportions of such costs and
expenses by submitting to Working Interest Owners, on or befores the 15:5
day of any month, an itemized estimate of such costs and expenses for the
succeeding two months with a request for payment in advance. If such
advance 1is requested as to operating costs and expenses, the Uorkinﬁ
Interest Owners' proportionate shares thereof shall be deemed to be the
same as for the preceding month, with an adjustment to be made on the basis
of their actual proportionate sharss thereof as determined at the end of
the period for which such advance was requested. Within fifteen (15) days
thereafter, each Working Interest Owner shall pay to Unit Operator its
proportionste part of such estimate. Adjustment betwveen estimates and the
actual costs shall be made by Unit Opsrator at the closs of each calendar
sonth, and the sccounts of the Working Interest Owners shall be adjusted
accordingly.

11.4 Commingling of Funds. No funds received by Unit Operator under
this agreement need be ujriutod or maintained by it as a separate fund‘i.
but may be commingled vwith {ts own funds. i

11.3 Lien of Unit Operstor. Effective as of the date this Unit
Operating Agreement is filed for record in Chaves County, New Mexico, ur.h
Vorking Interest Owner grants to Unit Operator a lien upon its Working
Interest in each Tract, its share of Unitized Substances when produced, and
its interest in all Unit Equipment, as security for payment of its share of
Unit Expense to the full exteot sllowed by State and Federal Statues,



together with interest thereon at the prime rate charged by Chase Manhattan
Bank of New York plus two percent (22) per annum. To the extent that Unit
Operator has a security interest under the Uniform Commercial Code, Unit
Operator shall be entitled to exercise the rights and resedies of a secured
party under the Code. Unit Operator shall have the right to bring suit to
enforce collection of such indebtedness with or without seeking foreclosure
of the lien. In addition, upon default by any Working Interest Owner in
the payment of its share of Unit Expense, Unit Operator shall have the
right to collect from the purchaser the proceeds from the sale of such
Working Interest Owner's share of Unitized Substances until the amount owed
by such Working Interest Owner, plus interest as aforesaid, has been paid.
Each purchsser shall be entitled to rely upon Unit Operator's written
statement concerning the amouat of any default. Unit Operator grants a
like lien and security interest to the Working Interest Owners.

11.6 Unpaid Unit Expense. If any Working Interest Owner fails to pay
its share of bmitc Expense within sixty (60) days after rendition of a
statesent therefor by Unit Operator, each Working Interest Owner agress,
upon request by Unit Operator, to pay its proportionate part of the unpaid
share of Unit Expense of the defaulting Working Interest Owner. The
Working Interest Owners that pay the share of Unit Expense of a defaulting
Working Interest Owner shall be reimbursed by the Unit Operator for the
amount so paid, plus any interest collected thereon, upom receipt by Unit

Operator of any past due asmount collected from the defaulting Working
Interest Owner. Any Working Intersst Owmer so paying a defaulting Working
Interest Owner's share of Unit Expenses shall be subrogated to the lien and
rights herein granted Unit Operator.

11.7 Rentals and Minioum Royalties, The Working Interest Owner in
each Tract shall, at its own expense, pay any and all rentals required to
continue its lease in force, and any and all minimum royalties payable
theraundez. Upon request of Unit Operator, each such Working Interest
Owner shall furnish Unit Operator satisfactory evidence as to the payment
of each such rental not less than thirty (30) days prior to the rental
payment date and as to the payment of such minisum royalty payment when
ssms is dus. Unit Operator shall have the right, but shall be under no
cbligation, to pay any and all such rentals and minimum royalties on behalf
of each such Working Interest Owner, and any and all amounts so paid by
Unit Operator shall be charged solely to the account of such Working
Interest Owner. In the event the Working Interast Ovner in any Tract fails
to pay sny rental required to continue its lease in force as to such Tract
or any minimum royslties payable under such lease and as a result said
lesse terminates or is cancelled as to such Tract, the termination or



cancellation of said lease as to such Tract shall be considered for all
purposes of this agreement and the Unit Agresment to be a failure of title
to said lease for reasons other than Unit Operations.
ARTICLE 12
OPERATION OF NON~-UNITIZED FORMATIONS

12,1 Right to Operate in Non-Unitized Formations. Any Working

Interest Owner now having, or hereafter acquiring, the right to drill for
and produce oil, gas or other minerals, other than Unitized Substances,
within the Unit Ares shall bave the full right to do so notwithstanding
this agreement or the Unit Agreement. In exercising said right, however,
such Working Interest Owner shall exercise every reasonable precaution to
prevent unressonsble interference” with Unit operations hereunder. No
Working Interest Owner (other than Unit Operator) shall produce Unitized
Substances thr&ugh any well within the Unit Ares drilled or operated by it.
If any Working Interest Owner drills sny well into or through the Unitized
Formation, the Unitized Formation shall be protacted during drilling
operations by a drilling fluid satisfactory to Unit Operator, and following
drilling operations, the Unitized Formation shall be protected by cement or
by casing and cement and shall otherwise be protected in such a manner that
the Unitized Formation and the production of Unitized Substances will not
be adversely affected.

12.2 Multiple Completions. No well now or heresfter completed in
Unitized Formation shall ever be completed as a multiple completion with
any other formation or formations without the unanimous consent of Working
Interest Owners.

ARTICLE 13
TITLES

13.1 WVarranty and Indemmity., Each Working Interest Owner represents
and warrants that it is the owner of the respective working interests set
forth opposite its name in Exhibit "C" of the Unit Agreement and hsreby
sgrees to indemnify and hold harmless the other Working Interest Owmers
from any loss due to failure, in whole or in part, of its title to any such
interest, except failure of title arising out of Unit Opsrations; provided
that, such indemnity shall be limited to an amount equal to the net value
that has besen received from the sale or receipt of Unitized Substances
attributed to the Interest as to which title failed. Each failure of title
vill be deemsd to be effective, insofar as this agreement ig concerned, as
of the first day of the calendar month in which such failure is finally
determined, and thers shall be no retroactive sdjustment of Unit Expense,
or retroactive allocation of Unitized Substances or the proceeds therefrom,
as a result of title failure.



ARTICLE 14
LIABILITY, CLAIMS AND SUITS

“14.1 Individual Liability. The duties, obligations and 1iabilities
of Working Interest Owners shall ba several and not joint or collective;
and nothing herein contained shall ever be construed as creating a

partnership of any kind, joint venture, association, or trust among Working
Interest Owmers.

16,2 Settlements. Unit Operator may settle any single damage claim
or suit involving Unit Operations but not involving an expenditure in
excess of Seven Thousand Five Hundred Dollars ($7,500.00) provided the
payment is in complets settlement of such claim or suit, If the amount
required for settlement exceeds the above specified amount, Unit Operator
shall notify Working Interests Owmers and shall continue handling the
claim or suit unless such authority is expressly denied by Working Interest
Owners after ngtificltion. All costs and expense of handling, settling, or
othervise discharging such claim or suit shall be an item of Unit Expense.
1f a claim is made against any Working Interast Owmer or if any Working
Interest Owner i{s sued on account of any matter arising from Unit
Operations and over which such Working Interest Owner individually has no
control because of the rights given Working Interest Owners and Unit
Operator by this agreement and the Unit Agreement, the Working Interest
Owner shall immediately notify the Unit Operator, and the claim or suit
shall be treated as any other claim or suit involving Unit Operatious.

ARTICLE 15
INTERNAL REVENUE PROVISION

15.1 Internal Revenue Provision. Notwithstanding any provisions

herein that the rights and liabilities of the parties harsunder are several
and not joint or collective or that this agreement and the operations
hersunder shall not constitute a partnership, if for Federal income tax
purposes this agreement and the operations hereunder are regarded as a
partnership, then each of the parties hereto hereby elects to be excluded
from the application of all of the provisions of Subchapter K, Chapter 1,
Subtitle A, of the Intarnal Revenue Code of 1954, as persitted and
authorized by Section 761 of said Code and the regulation promulgated
thereunder. Unit Operator is hereby suthorized and directed to execute on
behalf of each of the parties hersto such evidence of this election as may
be required by the Secretary of the Treasury of the United States or by the
Federal Internal Revenue Service, including specifically, but not by way of
1isitation, all of the returns, etatesents, and the data required by
Federal Regulations 1.761-1 (a). Should there be any requirement that each
party hersto further evidence this election, each party hereto agrees to



execute such documents and furnish such other evidence as may be required
by the Federal Internal Revenue Service or as may be necessary to evidence
this election. Each party hereto further agrees not to 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
property covered by this sgreement is located, or any future income tax
lavs of the United States, contain, or shall hereafter contain, provisions
similar to those contained in Subchapter K. Chapter 1, Subtitle A, of the
Internal Revenue Code of 1954, under which an election similar to that
provided by Section 761 of said Subchapter K is permitted, each of the
parties hereto hereby makes such election or agrees to make such election
as may be permitted by such laws. In making this election, each of the
parties hereto hereby states that the income derived by 1t from the
operations under this agreement can be adequately determined without the

computation of partnership taxable income.

] ARTICLE 16

NOTICES

16.1 Notices. All notices required hereunder shall be in writing and
shall be deemed to have been properly served when sent by mail or telegram
to the address of the representative of each Working Interest Owner as
furnished to Unit Operator in accordance with Article 4,

ARTICLE 17
WITHDRAWAL OF WORKING INTEREST OWNER

17.1 Withdrawal. A Working Interest Owner wmay withdraw from this
Agresment by transferring, without warranty of title, either express or
implied, to the other Working Interest Ownars, ("transferees"), all its 04l
and Gas Rights, exclusive of Royalty Interests, together with its interest
in all Unit Equipment and in all wells used in Unit Operations. The
instrument of transfer may be delivered to Unit Operator for the
transferess. Such transfer shall not relieve the Working Interest Owner
from any obligation or 1iability incurred prior to the date of the delivery
of the instrument of trasasfer; however, the tender has to be accepted
unless Working Interest Owners decide within ninety (90) days to terminate
the Unit. The interest transferred shall be owned by the transferees in
proportion to their respective Unit Psrticipations in effect. The
transferses, in proportion to the respective interest so acquired, shall
pasy transferor for its iotersst in Unit Equipment the net salvage value
thereof as determined by Working Interest Owners. In the event such
vithdraviag party's intersst in the aforesaid fair sslvage value after
deducting the estimated cost of salvaging same is lass than the withdrawing
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party's share of estimated cost of plugging and abandoning the wells then
being used or held for Unit Operations, then as condition precedent to its
vithdrawal, the withdrawing party shall pay in cash to the 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 sharse of Unit Expense, including
any deficiency in salvage valus, 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 by Unit Operator and, as of such esffective date,
vithdrawing owner shall be relieved from all further obligations and
1iabilities hereunder and under the Unit Agreement, and the rights of the
withdrawing Ho‘king Interest Owner hereunder and under the Unit Agreement
shall cease insofar as they existed by virtue of the intereast transferred.

ARTICLE 18
INTEREST CARVED OUT BY WORKING INTEREST OWNER

18,1 (Carved-out Interest Subject to This Agreement. In the event any

Working Iunterest Owner shall, after this Agreement becomes effective or
after executing this agreement, whichever is sarlier, create an overriding
royalty, production payment, net profits, or carried interest, or any other
intarest out of its Working Interest then subject to this agreement, such
carved-out interest shall be subject to the terms and provisions of this
agresment, specifically including, but without lim{itation, Section 11.5
hereof, entitled "Lien of Unit Operator”. In the event the Working
Interest Owner creating such carved-out interest (i) fails to pay any costs
or expenses chargeable to such Working Interest Owner under this agreement
and the production of Unitized Substances accruing to the credit of such
Working Intersst Owner is insufficient for that purpose, or (ii) withdraws
from this agreement under the terms and provisions of Article 17 hereof,
the carved-out interest shall be chargeable with & prorata portion of all
costs and expenses incurred hereunder and Unit Operator shall have the
right to enforce against such catrved-cut interest the lien and all other
rights granted in said Sectiom 11.5 for the purpose of collecting the costs
and sxpenses chargeable to said carved-out interest.

ARTICLE 19
ABANDONMENT OF WELLS
19.1 Rights of Former Owners. If VWorking Interest Owners decide to

abandon permanently any well within the Unit Area prior to termination of
the Unit Agreement, Unit Operator shall give written notice thersof to the
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Working Interest Owners of the Tract on which the well is located, and they
shall have the option for a period of ninety (90) 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 estimated by Working Interest Owners to be the salvage
value of the casing and equipment in snd on the well, except the casing
therein if casing and equipment in and on the well, except the casing
therein 1f contributed by such Working Interest Owners of the Tract under
Section 10.1.1, less salvage costs. The Working Interest Owners of the
Tract, by taking over the well, agree to seal off effectively and protect
the Unitized Formation, and upon abandomment to plug the well in compliance
with applicable laws and regulations.

19.2 Plugging. If the Working Interest Owners of a Tract do not
elect to takd over a well located thereon which 1s proposed for
sbandonment, Unit Operator shall plug and abandon the wall at Unit expense
in compliance with applicable laws and regulations.

ARTICLE 20
EFFECTIVE DATE AND TERM

20.1 Effective Date. This agreement shall be binding on each party
who executes or ratifies the same as of the date of execution or
ratification by such party, but shall not become effective for the purpose
of conducting Unit Operations hereunder until the effective dacte of said
Unit Agreement, which date shall also be the effective dste of cthis
agreement.

20.2 Term. This agreement shall continue in full force and effect so
long as the Unit Agreement remains in force and effect, and thereafter
until (a) all Unit Wells have been abandoned and plugged or turned over to
the the Working Interest Owners in accordance with Article 21, (b) all Unic
Equipment and real property ascquired for the joint account have been
disposad of by the Unit Operator in accordance with instructions of the
Vorking Ianterest Owners, and '(c) there has been a final accounting.

ARTICLE 21
ABANDONMENT OF OPERATIONS

21.1 Termination. Upon termination of the Unit Agrsement, the
following will occur:



21.1.1 011 and Gas_Rights, The cil and gas rights io end to
each separate Tract shall no longer be affected by this agreement, and

thereafter the parties shall be governed by the terms and provisions
‘of the leases, contracts, and other instruments affecting the separate
Tracts.

21.1.2 Right to Operate, Working Interest Owners of any Tract
that desire to take over and continue to operate wells located thereon
may do so by paying Unit Operator, for credit to the joint account,
the net salvage value of the casing and equipment in and on the wells
taken over, except the casing therein if contributed by such Working
Interest Owners under Section [0.1.1 less salvage costs as estimated
by Working Interest Owmers, and by agreeing to plug properly each well
at such time as it is abandoned.

21.1.3 Salvaging Vells. Unit Operator shall salvage as much of
the casing and equipment in or on wells not taken over by

Working Igtthut Owners of eseparate Tracts as can economically
and reasonably be salvaged, and shall cause the walls to be plugged
and sbandoned properly. .

21.1.4 Cost of Salvaging & Distribution of Assets. Working
Interest Owners shall share the cost of salvaging and abandonment as
vell a8 distribution of asssets and properties used in Unit Operation
in proportion to their respective Unit Participatioms.

ARTICLE 22
EXCISE TAX PROVISIONS

22.1 Crude 01l Excise Tax. For the period during which excise
taxes are payable under the Crude 0il Windfall Profit Tax Act of 1980 on
any party's Unitized Substances, the first crude cil allocated to any Tract
after distribution of any incremental stripper crude as hereinafter
provided shall be the tax tier type of crude oil actually produced or
considered to have been produced during the bdase period under I.R.C.
regulations but not to exceed its Tract Participation share or the amount
of such tax tier type of crude ofl currently available. Any excess of a
tax tier type of crude oil curreatly available. Any excess of s tax tier
typs of crude oil existing after the foregoing specific identification
allocation shall be allocated to the remaining Tracts {n the uanit which
have an underallocation of crude oil in proportion to the amount of their
relative underallocations of crude oil. Anything  hereinabove
notwvithstanding, any incremental stripper oil as defined under I.R.C.
Section 4993 shall be allocated to esch Tract in accordance with its Tract
Participstion prior to sny other allocation of tax tier type of crude oil
under this Article 21.1. In no case shall the sum of the different tax
tier typas of crude oil allocated to any Tract exceed the total amount of
crude oil allocable under its Tract Participationm.



ARTICLE 23

EXECUTION
23.1 Execution by Separate Counterparts or Ratiffcations. This
agreement may be executed in any number of counterparts, snd each executed

counterpart shall have the same force and effect as an original instrument
and as if all parties to the aggregate counterparts had signed the same
instrument, or may be ratified by a separate instrument in writing
referring to this agreement, each such ratification having the force and
effect of an executed counterpart hereof and in effect incorporating by
reference all of the provisions hersof.

ARTICLE 24
SUCCESSORS AND ASSIGNS
'

24,1 Successors and Assigns. This agreesent shall constitute a
covenant running with the lands and leases covered hersby, and shall be
binding upon and inure to thas benefit of the hairs, devisees, legal
representatives, successors, and assigns of the parties hereto,
respectively., Each sssignment or other transfer éf Working Interest by any
party hereto shall be msde expressly subject to this agreement and shall
provide expressly that the transferee shall assums and be bound by all

obligations accruing hereunder in respect to the Working Interest
transferred from and after the assignment or other transfer.

24,2, Notice of Transfer. An assignment or other transfer of Working
Interest that is subject to this agreement shall not be binding upon Unit

Opsrator and shall not relieve the transferor of obligations accruing
hersunder, until the first day of the calendar wmonth next succeeding
receipt by Unit Operator of written notice of such assignment or transfer
accompanied by certified copy of the recorded instrument evidencing the
transfer.

24.3 Six or More Owners. In the event that any Tract or Tracts

subject to this agreement is owned or hersafter becomes owned by six (6) or
more Working Intersst Owners, then, ir such event, said Working Interest
Owners agres, upon request, to furnish Unit Operator with a recordable
instrument executed by all such Working Interest Owners designating an
agent to receive and be rasponsible for all costs, expenses, and cradits
related to Unit Operations and attributable to all such Working Interest
Ovmners.

25.1 Governmental Regulatipns. Working Interest Owners agres to

release Unit Operator from any end all losses, damages, injuries, clsims
asnd causes of sction arising out of, incident to or resulting directly or
indirectly from Unit Operator's interpretation or application of rules,
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EXRIBIT "P"

Attached to snd made a part of that certain Unit
Operating Agreement, Twin Lakes San Andres Unit,

County of Chaves, State of New Mexico,
dated June 1, 1987,

INSURANCE

Unit Operator and Unit Operator's contractors and subcontractors shall,
during the drilling and completing of any and all well or wells drilled
on the Unit Area and during the performance of all operations, carry the
following described minimunm insurance coverage on the Unit Area.

A. Employer's Liability with limit of $100,000 and
Worksen‘s Compensation Insurance covering Operator's
employees and the employees of Operator's contractors
and subcontractors engsged in oparations under this
Agreement, in complisnce with the laws of the State
wvhere the work is to ba performed.

B. Gncu} Public Liability Insurance covering the partiess
hereto’ in connection with all operations conducted by
Operator or Operator's contractors and subcontractors
with Bodily Injury or Death limit of not less than Two
Hundred Fifty Thousand Dollars ($250,000,00) for injury
to or death of any one psrson; not less than Five
Hundred Thousand Dollars ($500,000.00) for injury to or
death of mors than one person resulting from any one
sccident and for Property Damage with a limit of not
less than Two Bundred Fifty Thousand Dollars
($250,000,00) for damage to property for each accident;
and

C. Automobile Public Liability and Property Damage
Insurance covering the parties hereto in connection with
all operations conducted by Operator or Operator's
contractors and subcontractors with Bodily Iajury eor
Death limit of not less than Two Hundred Fifty Thousand
Dollars ($250,000.00) for injury to or death of any one
person; not less than Five Hundred Thousand Dollars
{$500,000.00) for injury to or death of more than ome
person resulting from any one accident and for Property
Damage vith a limit of not less than Two Bundred Fifty
Thousand Dollars ($250,000.00) for damage to property
for each accident.

D. Such additional insurance as may be required by lav.
Unit operator shall require its contractors and subcontractors working
and performing services on land committed hersto to carry imsurance of

the types specified above. All insurance coverage shall be carrisd at
the joint expenss and for the benefit of the parties hereto.
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L
(b) at si.xly-ﬁve‘ percent (_65';) of current new price, s determined by Paragraph 2A of this Scotion
IV, if Material was originally charged to the Joint Account as good used Matenal at seventy-five p'--:
cent {754 ) of current new price. ’ -
The cos1 of reconditioning, if any, shall be absorbed by the transferring property.
C. Other Used Material (Condition C and D)
(1) Condition C

Material whxch is not in :oundland seryieelble condition and not suitable for its original function until
after recondnhqmng slhall be priced at fifty percent (505.) of current new price as determined by Para-
g{'aph 2A o_f _um Section IV. The cost of reconditioning shall be charged to the receiving property, pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B value. '

(2) Condition D

A{l other Material, including junk, shall be priced at a value commensurate with its use or at prevailing
prices. Material no longer suitable for its original purpose but usable for some other purpose, shall be
priced on a basis comparable with that of items normally used for such other purpose. Operator may dis-
pose of Condition D Material under procedures normally utilized by the Operator without prior approval
of Non-Operators.

D. Obsolete Material

Material v_lhich is serviceable and usable for its original function but condition and/or value of such Material

is not equivalent to that which would justify a price as provided above may be specially priced as agreed to by

the Parties. Such price should resuit in the Joint Account being charged with the value of the service ren-

dered by such Material

E. Pricing Conditions

(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (13¢) per
hundred weight on_all tubular goods movements, in lieu of loading and unloading costs sustained, when
actual hauling cost’of such tubular goods are equalized under provisions of Paragraph 5 of Section II.

(2) Material involving erection costs shall be charged at applicable percentage of the current knocked-down
price of new Material.

Premium Prices

Whenever Materiai is not readily obtainable at published or listed prices because of national emergencies, strikes
or other unusua) causes over which the Operator has no control, the Operator may charge the Joint Account for the
required Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use,
and in moving it to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed
charge prior to billing Non-Operators for such Materisl. Each Non-Operator shall have the right, by so electing and
notifying Operator within ten days after receiving notice from Operator, to furnish in kind all or part of his share
of such Material suitable for use and acceptable to Operator.

Warranty of Material Furnished by Operater

Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the
Joint Account until adjustment has been received by Operator from the manufacturers or their agents.

V. INVENTORIES

The Operator shall maintain detailed records of Centroliable Material.

L

4.

Periedic Inveateries, Notice and Representation

At reasonable intervals, Inventories shall be taken by Operator of the Joint Account Controilable Material.
Written notice of intention to take inventory shall be given by Operator at least thirty (30) days before any inven-
tory is to begin so that Non-Operators may be represented when any inventory is taken. Failure of Non-Operators
10 be represented at an inventory shall bind Non-Operators to accept the inventory taken by Operator.

Reconciliation and Adjustment of Investeries

Reconciliation of a physical inventory with the Joint Account shall be made, and a list of overages and shortages
shall be furnished to the Non-Operators within six months following the taking of the inventory. Inventory ad-
justments shall be made by Operator with the Joint Account for overages and shortages, but Operator shall be
held accountable only for shortages due to lack of reasonable diligence.

Special Inventories

Special Inventories may be taken whenever there is any sale or change of interest in the Joint Property. It shall
be the duty of the party selling o notify all other Parties as quickly as possible after the transfer of interest takes
place. In such cases, both the seller and the purchaser shall be governed by such inventory.

Expenss of Conducting Periedic Inveatovies
mmdmducun;whdkmvmwm»thdurndtotheJointAeeoumunlenumdtobythc
Parties.



B. Overhead - Percentage Basis

(1) Operator shall charge the Joint Account at the following rates:
(a) Development

——————_Percent (%) of the cost of Development of the Joint Propert Jusi
provided under Paragraph # of Section II and all salva::ncrediu. periy exclusive of costs

(b) Operating
—————_ Percent (%) of the cost of Operating the Joint Property exclusive of costs i
under Paragraphs 1 and 9 of Section II, all salvage credits, the value of injected substances ps:::;t:
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the min.
eral interest in and to the Joint Property.
(2) Application of Overhead - Percentage Basis shall be as follows:
For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section 111, de-
velopment shall include all costs in connection with drilling, redrilling, deepening or any remedia] o;;gn-
tions on any or all wells involving the use of drilling crew and equipment; also, preliminary expenditures
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com-
pleted as a producer, and original cost of construction or installation of fixed assets, the expansion of fixed
assets and any other project clearly discernible as a fixed asset, except Major Construction as defined in
Paragraph 2 of this Section III. All other costs shall be considered as Operating.

2. Overbead - Majer Ceanstruction

To compensate Operstor for overhead costs incurred in the construction and installation of fixed assets, the ex-
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the development and
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall
charge the Joint Account for Overhead based on the following rates for any Major Construction project in excess
of $_20,000,00 _ :

A 5 ___ % of total chsts if such costs are more than §_20,000.00 _ but less than $.100,000.00 . pius

B. 3 __ % of total cosis in excess of $100,000.00 _but less than $1,000,000; plus

C. —2___ % of total costs in excess of $1,000,000.

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

3. Amendment of Rates

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

IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all ma-
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; how-
ever, at Operator's option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition
of idle and/or surplus Material, such disposal being made either through sale 10 Operator or Non-Operator, division in
kind, or sale to outsiders. Operator may purchase, but shail be under no obligation to purchase, interest of Non-Opera-
tors in surplus condition A or B Materisl. The disposal of surplus Controllable Material not purchased by the Opera-
tor shall be agreed to by the Parties.

1. Purchases

Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case
of Material found to be defective or returned 10 vendor for any other reason, credit shall be passed to the Joint
Account when adjustment has been received by the Operator.

2. Translers and Dispesitions
Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the
Operator, unless otherwise agreed to by the Parties, shall be priced on the following bases exclusive of cash dis-
counts:
A. New Material (Condition A)

(1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movement on &
maximum carload or barge load weight basis, regardiess of quantity transferred, equalized to the lowest
published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Property
where such Material is normally available.

(2) Line Pipe -

(a) Movement of Jess than 30,000 pounds shall be priced at the current new price, in effect at date of
movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor-
mally available

(b) Movement of 30,000 pounds or more shall be priced under provisions of tubular goods pricing in Pars-~
graph 2A (1) of this Section IV.

(3) Other Material shall be priced at the current new price, in effect at date of movement, ulitt_edbynnlinbh
supply store or {.0.b. railway receiving point nesrest the Joint Properly where such Material is normally
available.

B. Good Used Msterial (Condition B)

Material in sound and serviceable condition and suitable for reuse without reconditioning:

(1) Material moved to the Joint Property
(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section xv:

(2) Material moved from the Joint Property

(a) At seventy-five percent (73%) of current new price, as determined by lfanmph 2A of this Section IV,
if Material was originally charged to the Joint Account as new Material, or




10. Taxes

A)l taxes of every kind and nsture assessed or levied upon or in connection with the Joint Property,
| gon ‘thereot, or the production therefrom, and which taxes have been paid by the Operator for the be
arties.

the opera.
nefit of the

11. losurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par-
ues.' In the evmt..lunt Operations are eom!uc}ed in a state in which Operator may act as self-insurer for Work-
men's Compensation and/or Employers Liability under the respective state’s laws, Operator may, at its election,

include the risk under its self-insurance program and in that event, Operator shall include a charge at Operator's |
cost not to exceed manual rates.

12. Other Expenditures

|
Any ou'wr 'ex_penditm not covered or dealt with in the foregoing provisions of this Section II, or in Section 111, !
and which is incurred by the Qperator in theA necessary and proper conduct of the Joint Operations. !

iIl. OVERHEAD i

1. Overhead - Drilling and Preducing Operations
L As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge
drilling and producing operations on either:
( X ) Fixed Rate Basis, Paragraph 1A, or
( ) Percentage Basis, Paragraph 1B.
) Unless otherwise a to by the Parties, such charge shall be in lieu of costs and expenses of all offices
! and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable
. under Paragraph 2A, Section II. The cost and expense of services from outside sources in connection with
i matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and expenss are agreed to by the Parties as a direct charge to the Joint Account.
_ ii. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant
. services and contract services of technical personnel directly employed on the Joint Property shatV/ ( ) shall
! not (X ) be covered by the Overhead rates. or temporary contr or professional services employed

i A - Fixed Rate for the benefit of the joint property

{ (1) Operator shall charge the Joint Account at the following rates per weil per month:
' 1l 11 Bate § 4000,00
‘Water Source, m%%fs. Rate $ 400,00

(2) Application of Overhead - Fixed Rate Basis shall be as follows:

(a) Drilling Well Rate

{1] Charges for onshore drilling wells shall begin on the date the well is spudded and terminate on |
the date the drilling or completion rig is released, whichever is later, except that no charge shall -
be made during suspension of drillihg operations for fifteen (15) or more consecutive days. !

[2] Charges for offshore drilling wells shall begin on the date when drilling or completion equipment
arrives on location and terminate on the date the drilling or completion equipment moves off loca-
tion or rig is released, whichever occurs first, except that no charge shall be made during suspen-
sion of drilling operations for fifteen (13) or more consecutive days

[3] Charges for wells undergoing any type of workover or recompletion for a period of five (5) con-
secutive days or more shall be made at the drilling well rate. Such charges shall be applied for
the period from date workover operations, with rig, commence through date of rig release, except
that no charge shall be made during suspension of operations for fifteen (15) or more consecutive
days.

(b) Producing Well Rates

[1] An active well either produced or injected into for any portion of the month shall be considered |
as a one-well ge for ﬁe maire month, 'ghis shall include production from water- !

12) BONTCs A8 el A o Rttt Sell in which production is not commingled down

} hale shall be considered as s one-well charge providing esch completion is considered a separate
well by the governing regulatory suthority.

[3] An inactive gas well shut in because of overproduction or fsilure of purchaser to take the produc-

: tion shall be considered as a one-well charge providing the gas well is directly connected to a per= :

i manent sales outlet.

! [4] A one-well charge may be made for the month in which plugging and abandonment operations
are completed on any weil.

(81 All other inactive wells (including but not limited to inactive wells covered by unit allowable,
jease allowable, transferred allowable, etc.) shall not qualify for an overhead charge.

: usted as of the first of A each year following the effective date of the
! @ ?.m“n :.:' :Ju&hth::’Amnﬁng Proeodu:’ is atuehed.wn The adjustment shall be computed by }nulﬂ-
! plying the rate currently in use by tha percentage increase or decrease in the average weekly earnings of
: Crude and Gas Production Workers for the last calender year compared to the calendar year
| precading as shown by the index of average weekly earnings of Crude Petroleum and Gas Fﬁ'lld.l Prodt:;;
‘ tion Workers as published by the United States Department of Labor, .Burenu of Labor Statistics, or ot
! equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall
the rates currently in use, plus or minus the computed adjustrent.
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Il. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1.

2,

Reatals and Royalties
Lease rentals and royalties paid by Operator for the Joint Operations.
Laber

A. (1) Salaries and wages of Operator’s field employees directly employed on the Joint Property in the conduct
of Joint Operations.

(2) Salaries of First Level Supervisors in the field.

{3) Salaries and wages of Technical Employees directly employed on the Joint Property if such
excluded from the Overhead rates. perty <h charges are

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section
II. Such costs under this Paragraph 2B riay be charged on a “when and as paid basis” or by ‘‘percentage as-
sessment” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this
Section II. If percentage assessment is used, the rate shall be based on the Operator's cost experience.

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are
lppli;i‘uble to Operator’s costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec-
tion

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under
Paragrasph 2A of this Section II.

Employes Benefits

Operator’s current costs of established plans for employees’ group life insurance, hospitalization, pension, re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor
cost chargeable to the Joirft Account under Paragraphs 2A and 2B of this Section II shall be Operator’s actual
cost not to exceed twenty-per-cent—(M5o)twenty three percent (232) or the percent most recently

. g.%nded by the Council of Petroleum Accountants Societies of North America.

Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only
such Material shall be purchased for or transferred to the Joint Property as may be required for immediate use
and is reasonably practical and consistent with efficient and economical operations. The accumulation of sur-
plus stocks shall be gvoided.

Transpertation
Transportation of employees and Material necessary for the Joint Operations but subject to the following limita-
tions:

A. If Material is moved to the Joint Property from the Operator's warehouse or other properties, no charge shall
be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store,
recognized barge terminal, or railway receiving point where like material is normally available, uniess agreed
to by the Parties.

B. If surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made to the
Joint Account for a distance greater than the distance to the nearest reliable supply store, recognized barge
terminal, or railway receiving point unless agreed to by the Parties. No charge shall be made to the Joint Ac-
count for moving Material to other properties belonging to Operator, unless agreed to by the Parties.

C. In the application of Subparagraphs A and B abave, there shall be no equalization of actual gross trucking cost
of $200 or less excluding accessorial charges.

Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by
Paragraph 9 of Section II and Paragraph 1. ii of Section IIl. The cost of professional consultant services and con~
tract services of technical personnel directly engaged on the Joint Property if such charges are excluded from the
Overhead rates. The cost of professional consuliant services or contract services of technical personnel not di-
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by

the Parties.

. Equipment and Facilities Furnished by Operater

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com-
mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other
operating expense, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent (8%)
per annum. Such rates shall not exceed sverage commercial rates currently prevailing in the immediate ares
of the Joint Property.

B.. In lieu of charges in Paragraph TA above, Operator may elect to use average commercial rates prevailing in
the immediate area of the Joint Property less 20%. For automotive equipment, Operator may elect to use rates
published by the Petroleum Motor Transport Association.

Damages and Lesses te Jeint Preperty
COSts OF expenses Necessa for the repair or replacement of Joint Property made necessary becsuse of dam-
aAguu or lc::u incurred by !ir?, flood, storm, theft, accident, or other cause, except those resulting from Operator’s
gross negligence or willful misconduct. Operator shall furnish Non-Operator written notice of damages or losses
curred as soon as practicable after a report thereof has been received by Operator.

. Legal Expense

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments
and amounts paid for settlement of claims incurred in or resulting from operations under the agreement or
necessary to protect or recover the Joint Property, except that no charge for services of Operator's legal staft
or fees or expense of outside attorneys shall be made unless puviously_uned to by the Parties. All other legal
expense is considered to be covered by the overhead provisions of Section III unless otherwise agreed to by the

Parties. except as provided in Section I, Paragraph 3.

I
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EXHIBIT " E "

Attached to and made a part of that certain Unit Operating Agreement
Twin lLakes San_Andres lUnit, County of Chaves, State of New _
Mexico, dated June 1 .. 1987,

) ACCOUNTING PROCEDURE
JOINT OPERATIONS

L GENERAL PROVISIONS
Definitions

“Joint Property” shall mean the real and personal property subject to the agreement to which this Accounting
Procedure is attached.

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

“Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint
Operations and which are to be shared by the Parties.

“Operator” shall mean the party designated to conduct the Joint Operations.
“Non-Operators” shall mean the parties to this agreement other than the Operator.
“Parties” shall mean Operator and Non-Operators.

“First Level Supervisors”’ shall mean those employees whose primary function in Joint Operations is the direct
supervision of other emplpyees and/or contract labor directly employed on the Joint Property in a field operat-
ing capacity.

“Technical Employees” shall mean those employees having special and specific engineering, geclogical or other
professional skills, and whose primary function in Joint Operations is the handling of specific operating condi-
tions and problems for the benefit of the Joint Property.

“Personal Expenses” ghall mean travel and other reasonable reimbursable expenses of Operator’s employees.
*“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.

“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual
as most recently recommended by the Council of Petroleum Accountants Societies of North America.

Statement and Billings

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the
Joint Account for the preceding month. Such bills will be accompanied by statements which identify the author-
ity for expenditure, lease or facility, and all charges and credits, summarized by appropriate classifications of in-
vestment and expense except that items of Controliable Material and unusual charges and credits shall be sep-
arately identified and fully described in detail.

Advances and Payments by Nea-Operaters

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

Each Non-Operator shali pay its proportion of all bills within fifteen (15) days affgr jRladlf1Ra yrReqt: Een
made within such time, the unpaid balance shall bear interest monthly at the ratmgaanrf%-pgg

of UOAszmmm or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint

Property is located, whichever is the lesser, plus atforney’s fees, court costs, and other costs in connection with
the collection of unpaid amounts.

Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correct-
ness thereof; provided, however, all bills and statements rendered to Non-Operators by Operator during any
calendar year shall conclusively be presumed to be true and correct after twenty-four (24) months following
the end of any such calendar year, unless within the said twenty-four (24) month period a Non-Operator takes
written exception thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall
be made unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent
adjustments resulting from a physical inventory of Controllable Material as provided for in Section V.

Audits

A. Non-Operastor, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Ope-
rator’'s accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month
period following the end of such calendar year; provided, however, the making of an audit shall not extend the
time for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this
Section I. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to
conduct joint or simultaneous audits in a manner which will result in a minimum of inconvenience to the Opera-
tor. Operator shall bear no portion of the Non-Operators’ audit cost incurred under this paragraph unless agreed
to by the Operator.

Appreval by Nea-Operaters

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sec-
tions of this Accounting Procedure and if the agreement to which thia Accounting Procedure is attached contains
no contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator’'s proposal, and
the agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Opera-

tors.

—_—1—
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EXHIBIT “D*
TRACT & UNIT PARTICIPATION - TRACT BASIS

TLPARTD. WR1 UNIT OPERATING AGREEMENT
9-1-87 ! TRACT
| PARTICIPATION UNIT UNIT

! ! | ! B6ROSS | NET t 1 BOPD/WELL PARTICIPATION | PARTICIPATION

TRACT # {(LEASE/WELLS ! OWNER 1 TYPE | Wi | INTEREST ! CUTOFF (EXPENSE) (REVENUE)

34 IMOONSHINE 18 #1-3 {POC Wl ! 0. 4687350000 ! 0.33484380 1 0.0308971 0.0212418 0.01463251
} {SUN wl ! 0. 18730000 | 0.14812300 1 0.0308971 0.0037932 0.004576é6
| 1 TENNECO L3 ! 0. 123500000 1 0. 123500000 | 0.0308971 0.0038621 0. 0038421
1 {MOON CO RI ] ! 0.12304690 1| 0.0308971 0. 0000000 0.0038018
{ {MURRAY C MCKINNON TRUST RI 0.00193310 0.0308971 0. 0000000 0. 0000603
! IFRANCISCA WINSTON EST TRUST R1 0.00781230 0.0308971 0. 0000000 0.0002414
| {F S WINSTON MARITAL TRUST RI 0.00390620 0.0308971 0. 0000000 0.0001207
| IMARSHALL & WINSTON RI 0.00781230 0.0308971 0. 0000000 0.0002414
| ICHARLES A KELLY RI 0.00193310 0.0308971 0. 0000000 0. 0000603
] 1P W PARKER TRUST RI 0.00390630 0.0308971 0.0000000 0.0001207
{ 1J T WYMAN TRUST © Rl 0.00390430 0.0308971 0. 0000000 0.0001207
1 IDAVID 1 MILLER OR 0.00730000 0.0308971 0. 0000000 0.0002317
{ INILLIAM O DEWITT OR 0.00093750 0.0308971 0. 0000000 0. 0000290
H 1J T HOWARD OR 0.00260420 0.0308971 0. 0000000 0.0000803
! 1DONALD R WATTS OR 0.00520830 0.0308971 0. 0000000 0.0001609 |
| {POC OR 0.00390430 0.0308971 0. 0000000 0.0001207
“ “_...zz.mm SEEL 16SON NPR1 0.01757800 0.0308971 0. 0000000 0.0003431
! ! 1.00000000 1.00000000 0.0308971 0.0308971
35 {0'BRIEN N #1 & #2Y {POC " 1 0.73718730 1 0.39649630 0.0086242 0.0063031 0.00352636

| | TENNECD . i 0. 12300000 ! 0. 12500000 0.0080242 0.0011030 0.0011030
] IW 6 STROECKER 8 1 0. 065623 ! 0. 05310060 0.0088242 0. 0005791 0. 0004486
| {MARION WEEKS ! " 1 0.065625 i 0.035310060 0.0088242 0.0003791 0.0004486
! {B & R NINTHER ] W ! 0. 00656250 | o.«“umno—o 0.0088242 0.0000379 0.0000469
] IMARSHALL & WINSTON ] R | i 0.007681260 0.0088242 0. 0000000 0. 0000689
] {MOON CO ! R 1 [ 0. 12304480 0.0080242 0. 0000000 0.0010858
! 1J T WYMAN TRUST R | 0.00292970 0.0088242 0. 0000000 0.0000239
{ {P W PARKER TRUST R ] 0.00292970 0.0088242 0.0000000 0. 0000257
H IFRANCISCA WINSTON EST TRUST R | 0.00583940 0.0088242 0. 0000000 0.0000317
1 {F S WINSTON MARITAL TRUST R { . 0.00292970 0.00808242 0.0000000 0. 0000237
! {CHARLES A KELLY R ! 0.00193310 0.0088242 0. 0000000 0.0000172
| _§D< C MCKINNDN TRUST R { 0.00195310 0.0086242 0. 0000000 0.0000172
“ “ﬂ TES SEELIGSON NPRI “ 0.01737810 0.0088242 0.0000000 0.0001351
“ “ = “ 1.00000000 1.00000000 0.0088242 0.00088242
! $ ! 1.0000000 1. 0000000 1.0000000
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EXHIBIT “D"

TRACT & UNIT PARTICIPATION - TRACT BASIS
TLPARTD. WR1 UNIT OPERATING AGREEMENT

9-1-87
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TRACT & UNIT
UNIT

EXHIBIT “D*
PARTICIPATION - TRACT BASIS

TLFARTD. WR1 OPERATING AGREEMENT
9-1-87 ] TRACT ! !
{ PARTICIPATION UNIT 1 UNIT I
| ! | ! BROSS ! NET 1 1 BOPD/WELL PARTICIPATION | PARTICIPATION !
TRACT # |LEASE/WELLS ! OWNER I TYPE L] ! INTEREST ! CUTOFF (EXPENSE) ! (REVENUE) !
30 I0*BRIEN FF &1 - %6 1POC | Wi ] 0.78984373 | 0.63843700 | 0.11463739 0.0919188 | 0.0743010
} 1 TENNECO 1 Wi } 0.06250000 | 0. 046250000 0. 1146375 0.0072735 0.0072733
| IW G STROECKER 1 Wi i 0.07031250 | 0. 05683390 0.116373 0.0081827 0.0066143
1 IMARION WEEKS ! Wi | 0.07031250 | 0.03683390 0.114373 0.0001827 0.0066143
| (B & R WINTHER Wl | 0.00703123 | 0.00568360 0.11637% 0. 0008183 0.0006614
! IMARSHALL & WINSTON RI ! 0.00370630 0.114373 0. 0000000 0.0004346
! iMOON CO. RI ] 0. 100468840 0. 1163734 0. 0000000 0.0114694
} 1J T WYMAN TRUST RI | 0.00195310 0.1163799 0. 0000000 0.0002273
| {P_W PARKER TRUST . RI | 0.00195310 0.1163739 0. 0000000 0. 0002273
! IFRANCISCA WINSTON EST TRUST ] RI ] 0.00390630 0.1163739 | 0. 0000000 0.0004544
| IF S WINSTON MARITAL TRUST 1 - Rl 0.00193310 0.1163759 ! 0. 0000000 0.0002273
! ICHARLES A KELLY RI 0. 00097660 0.1163739 ) 0. 0000000 0.0001137
| IMURRAY C MCKINNON TRUST RI 0.00097660 0.1163739 | 0. 0000000 0.0001137
} {BEATRICE P_B STONE NPRI 0.00320830 0.1163739 1 0. 0000000 0.0004061
! {GROVER S STONE, JR NPRI 0.001388%90 0.1163739 0. 0000000 0.0001416
! ISTEVEN L STONE NPR1 0.001380%0 1 0.1163739, 0. 0000000 0.0001616
| {SANDRA J STONE NPRI 0.001386%90 ! 0.1163759 0.0000000 0.0001616
l {MARGARET E B DANIELS NPRI 0.00520830 1 0.116373 0. 0000000 0. 0005061
! IDIANNE E DANIELS NPRI | 0.001388%90 ! 0. 1163755 0. 0000000 0.0001616
! {JUNE A D GROTHE NPR1 ! 0.001380%0 | 0. 1163735 0. 0000000 0.0001616
i {CHARLES W DANIELS NPRI 0.00136890 ! 0. 116375 0.0000000 0.0001616
! IFRATES SEEL IGEON NPRI 0.014335350 0. 11463735 0.0000000 0.0014706
! {JOHN D BRISCOE NPRI 0.02812500 0.11463739 0. 0000000 0.0032731
{ INANCY E CARLOCK NPRI 0.00117180 0.1163739 0. 0000000 0.00013464
" “c—nqs E CARLOCK NPRI 0.001171680 : 0.1163739 0. 0000000 ! 0.00013564
t ! 1. 00000000 1.00000000 1 0.1163759 1 0.114373%
31 IMOONSHINE 7 #t 1POC Wi 0. 73000000 | 0.58078120 0.0084417 0.0063313 1 0.0049028
| 1SUN L3 0. 25000000 | 0. 19468730 0.0084417 0.0021104 ! 0.0016433
! {MOON CO RI 1 . 0.12304680 0.0084417 0. 0000000 0.0010387
} IFRANCISCA WINSTON EST TRUST RI | 0.00781250 0.0084417 0.0000000 0.0000660
} ! TENNECO | Rl ] 0.02968750 0.0084417 0.0000000 0.0002306
! {MURRAY C MCKINNON { RI 0.00097660 0.0084417 0. 0000000 0. 0000082
! {DOUGLAS A MCKINNON - RI 0.00097660 0.0084417 0.0000000 0.0000082
} IMARSHALL & WINSTON RI 0.00781230 0.0084417 0. 0000000 0.00006460
! IF S WINSTON MARITAL TRUST RI 0. 00390430 0.0084417 0. 0000000 0. 0000330
! {CHARLES A KELLY Rl 0.001935310 0.0004417 0. 0000000 0.000016%
! IP W PARKER TRUST Rl 0. 00390630 0.0004417 0. 0000000 0. 0000330
! 1J T WYMAN TRUST | Rl 0. 00390630 0.0084417 0. 0000000 0.0000330
! IDAVID I MILLER OR 0. 00750000 0.0084417 0. 0000000 0. 0000633
! IWILLIAM O DEWITT OR 0.00093750 0.0084417 0.0000000 0.0000079
! {J T HOWARD OR 0.002560410 0.0084417 0. 0000000 0. 0000220
{ IDONALD R WATTS OR ! 0.003520830 0.0084417 0. 0000000 0.0000440
} { TENNECO OR(PP) | 0.00156250 0.0084417 | 0.0000000 1| 0.0000132
| {POC OR I 0.005154640 0.0084417 0. 0000000 1| 0.0000433
“ “ﬂgdmm SEEL.1BSON NPRI “ " 0.01757800 0.0084417 0. 0000000 " 0.0001484
! ! ! 1.00000000 | 1. 00000000 0.0084417 | 0.00684417
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EXHIBIT "D"
TRACT & UNIT PARTICIPATION -~ TRACT BASIS

TLPARTD. WR1 UNIT OPERATING AGREEMENT

9-1-87 ] TRACT 1 ] !
! PARTICIPATION 1 UNIT ! UNIT ]
! 4 { | BROSS ! NET ! 1 BOPD/WELL )} PARTICIPATION | PARTICIPATION !
TRACT # ILEASE/WELLS | OWNER 1 TYPE | w1 ! INTEREST 1 CUTOFF ! (EXPENSE) ! (REVENUE) “
26 10'BRIEN J 2-8 {POC Wi { 0.73718730 | 0.59896490 | 0.1231374 ) 0.0907734 | 0.0737530
| { TENNECO Wi 1 0. 12500000 0. 12500000 1 0.1231374 | 0.0133922 | 0.0153922
| IW 6 STROECKER Wl 0. 06562300 0.035332030 | 0.1231374 0. 0080809 | 0. 0065657
! {MARION WEEKS Wi 0.063462300 0.03332030 | 0.1231374 0.0080809 | 0.0063637
l {B & R WINTHER Wl 0.00656250 0.00533200 | 0.1231374 0.0008081 ! 0.00046566 |
! {MARSHALL & WINSTON RI 0.00585940 0.1231374 0. 0000000 | 0.0007213% !
! {MOON CO RI 0. 12304690 0.1231374 0. 0000000 | 0.0131517
! 1J T WYMAN TRUST R1 0.00292970 0.1231374 9. 0000000 | 0.0003408
! IP W PARKER TRUST RI 0.00292970 0.1231374 0. 0000000 1| 0.00034608
! IFRANCISCA WINSTON EST TRUST RI 0.00383940 0.1231374 0.0000000 ! 0.0007213
! {IF S WINSTON MARITAL TRUST RI 0.00292970 0.1231374 0. 0000000 1 0. 0003608
! {CHARLES A KELLY RI 0.001456480 0.1231374 0.0000000 | 0.0001804
! IMURRAY C MCKINNON TRUST Rl 0.00146480 0.1231374 0.0000000 1 0.0001804
“ “mxz.mm SEEL IGSON NPR1 0.01737810 0.1231374 0. 0000000 “ 0.0021643
! H 1.00000000 1. 00000000 . 0.1231374 | 0.1231374
27 10'BRIEN K #1 - #3 1POC ] wi 0.39898430 ! 0.29480770 0.0318663 0.0127142 | 0. 0093943
H {TX0 ! wi 0.21873000 | 0.17773440 0.0318663 0.0069708 | 0.00564638
! {W B STROECKER ] Wi 0.02578130 | 0.019306460 0.03184663 0.0008216 | 0.0006152
{MARION WEEKS | Wi { 0.02578130 | 0. 01930640 0.03184663 , 0.0008216 ! 0.0006152
{ {tB & R WINTHER Wi H 0. 00257810 0. 00193070 0.03185463 0.0000822 | 0.000061%
! {HARLOW CORP Wi ! 0.10937300 0.07792970 0.0318443 0.0034854 1| 0.0024833
ICOLUMBIA GAS Wi i 0.21873000 0.17773440 0.0318643 0.0049708 | 0.0036638
{ {MARSHALL & WINSTON Rl ! 0.00292970 0.0318663 0. 0000000 1! 0.0000934 |
| {MOON CO RI 0. 10048840 0.0318663F | 0.0000000 | 0.0032022 1
! {J T WYMAN TRUST RI 0.00146480 0.03186463 0. 0000000 ! 0.0000467 1
1 {P W PARKER TRUST Rl 0.001446480 0.0318663 0.0000000 | 0.0000467 |
H {FRANCISCA WINSTON EST TRUST RI 0. 00292970 0.0318663 0.0000000 f{ 0. 0000934
! iF S WINSTON MARITAL TRUST RI 0.00146480 0.0318663 0.0000000 0. 00004467
| {CHARLES A KELLY RI 0.00073240 0.0318663 0. 0000000 0. 0000233
! IMURRAY C MCKINNON TRUST RI ! 0.00073240 0.0318663 0. 0000000 0.0000233
| I TENNECO R1 | 0.01171880 0.0318463 0. 0000000 0.0003734
{ {J M HUBER CORP OR 0. 04373000 0.0318663 0. 0000000 0.0013942
] IFRATES SEEL 1GSON - NPR1 0.01433350 0.0318663 0. 0000000 0. 0004373
| INANCY E CARLOCK NPR 0.00117180 0.0318663 0. 0000000 0.0000373
{ {VICTOR E CARLOCK NPR 0.00117180 0.0318463 0. 0000000 0.0000373 1
| IBEATRICE P_B STONE NFR 0. 00320830 0.0318663 0. 0000000 0.00015660 !
| IGROVER S STONE, JR NPR 0. 00138890 0.03186465 0. 0000000 0.0000443 !
t {STEVEN L STONE NPRI 0.00138890 0.0318663 0. 0000000 0.0000443
! ISANDRA J STONE NPR { 0.001388%0 0.0318663 0. 0000000 0.0000443
| IMARGARET € B DANIELS NPR | 0.003520830 0.0318463 0. 0000000 0.00016460
! IDIANNE E DANIELS NPR | 0.00138890 0.0318463 0. 90000000 0.0000443
b IJUNE A D GROTHE NPR ! 0. 00138890 0.0318663 0.0000000 0.0000443
{ ICHARLES W DANIELS NPR ! 0.00138890 0.03186635 0. 0000000 0. 0000443
“ “.-9.2 D BRISCOE _ NPR “ 0.02812300 0.0318665 0. 0000000 0.00089462
! ! ! 1.00000000 | 1. 00000000 0.0318665 | 0.03186635
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EXHIBIT *D*
TRACT & UNIT PARTICIPATION - TRACT BASIS

TLPARTD. WR1 UNIT OPERATING AGREEMENT
9-1-87 | TRACT 1 t
| PARTICIFATION | UNIT ] UNIT |
! ! ] ] BROSS 1 NET | 1 BOPD/WELL | PARTICIPATION i PARTICIPATION |
TRACT # ILEASE/WELLS : OWNER IOTYPE | Wi | INTEREST 1|  CUTOFF | (EXPENSE) | (REVEME) |
23 10'BRIEN F 49 tPOC Wl 0.84250000 |  0.67794930 | 0.0002051 0.0001728 0.0001390 |
1 IW 6 STROECKER W 0.07500000 |  0.04035130 0.0002051 0.0000134 0.0000124 1
| IMARION WEEKS W 0.07500000 |  0.06035150 0. 0002051 0.0000154 0.0000124 |
! 1B % R WINTHER W | 0,00750000 |  0.00403320 0.0002051 0. 0000015 0.0000012 |
! {MOON CO R 0. 12304490 0. 0002051 0. 0000000 0.0000252 |
] IFRANCISCA WINSTON EST TRUST R 0. 00585940 0.0002051 0. 0000000 0.0000012 |
1 IF 5 WINSTON MARITAL TRUST RI 0. 00292970 0. 0002051 0. 0000000 0.0000006 |
{ ICHARLES A KELLY RI 0.00146480 0.0002051 0. 0000000 | 0.0000003 |
| IP W PARKER TRUST RI 0.00292970 1 0. 0002051 0. 0000000 | 0.0000006 |
| 1J T WYMAN TRUST R 0.00292970 1 0.0002051 0. 0000000 0.0000006 |
IMARSHALL & WINSTON ‘R 0.00365940 | 0. 0002051 0.0000000 0.0000012 !
IMURRAY € MCKINNON TRUST R 0.00145480 0. 000204 0. 0000000 0.0000003 |
1 TENNECO R 0. 03125000 0.000203 0. 0000000 0. 0000064 |
IFRATES SEEL1GSON L 0.01757810 0. 000202 0.0000000 0.0000035 |
J ! 1.00000000 1.00000000 0.0002051 0.0002051 |
24 I0'BRIEN I #1 - © 1POC 1w 0.84250000 |  0.68453120 | 0.103773 0.0874290 0.0710341 !
IW G STROECKER " 0.07500000 |  0.06093750 | 0. 103773 0.0077830 0.0063237 |
IMARION WEEKS " 0.07300000 |  0.06093730 | 0.10377 0.0077830 0.0063237 |
1B & R WINTHER o 0.00750000 |  0.00609380 | 0.10377 0.0007783 0.0006324 |
IMARSHALL & WINSTON R 0.00383%40 | 0.10377 0. 0000000 0.0006080 |
! 1 TENNECO R 0.02343750 0. 10377 0. 0000000 0.0024322 |
{ IMOON CO RI 0. 12304690 0.10377 0.0000000 0.0127690 |
i 1J T WYMAN TRUST RI 1 0.00292970 0.10377 0. 0000000 0.0003040 |
[ 1P W PARKER TRUST RI I 0.00292970 0.10377 0. 0000000 0.0003040
1 IFRANCISCA WINSTON EST TRUST |  RI 0.00385940 0.103773 0. 0000000 0. 00056080
I IF S WINSTON MARITAL TRUST I RI 0. 00292970 0. 103773 0.0000000 0.0003040
! ICHARLES A KELLY I RI 0. 00145480 0. 103773 0. 0000000 0.0001520
! IHURRAY 'C MCKINNON TRUST I RI 0.00146480 0.10377; 0. 0000000 0.0001520
| IFRATES SEELIGSON NPRI . 0.01757810 0.1037733 0.0000000 0.0018241
! ! 1. 00000000 1.00000000 0.1037733 0.1037733
25  10°BRIEN J 1 1POC - ! W 0.84250000 0. 68433120 0.0016033 0.0013309 | 0.0010976
! IW B STROECKER 1 Ml 0. 07500000 0. 06093730 0.0016035 0.0001203 | 0.0000977
| IMARION WEEKS 1Ml 0. 07500000 0. 06093730 0.0016035 0.0001203 0.0000977
1 1D & R WINTHER wi 0. 00750000 0. 00609380 0.0016033 0.0000120 0.0000098
g IMARSHALL & WINSTON R1 0,005835940 | 0. 0016035 0. 0000000 0. 0000094
1 1 TENNECO RI 0.023437%0 0. 00180 0.0000000 0. 0000376
| IMOON CO RI 0. 12304690 0.0016033 0.0000000 0.0001973
i 1J T WYMAN TRUST RI 0.00292970 0.0016033 0. 0000000 0.0000047
! IP W PARKER TRUST RI 0.00292970 0.0016033 0. 0000000 0. 0000047
| {F S WINSTON MARITAL TRUST RI 0.00292970 0.0016033 0. 0000000 0. 0000047
! ICHARLES A KELLY RI 0.00145480 0.0016033 0. 0000000 0. 0000023
I IMURRAY C MCKINNON TRUST RI 0.00146480 0.0016033 0. 0000000 0. 0000023
| IFRANCISCA WINSTON EST TRUST RI 0.00385940 0. 0015033 0. 0000000 0. 0000094
! IFRATES SEEL 1GSON NPRI 0.01757810 0. 00156033 0. 0000000 0. 0000282
! J 1.00000000 1 1,00000000 0.001£035 0.0016035
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EXHIBIT "D*
TRACT & UNIT PARTICIPATION - TRACT BASIS
TLPARTD. WR1 UNIT OPERATING AGREEMENT
9-1-87 | TRACT i !
1 PARTICIPATION UNIT | UNIT !
{ ! ! 1 BROSS ] NET 1 1 BOPD/MWELL PARTICIPATION | PARTICIPATION !
TRACT ® ILEASE/MWELLS ! OWNER 1 TYPE Wi ! INTEREST { CUTOFF (EXPENSE) ! (REVENUE) “
20 H 1POC ] W1 0.84250000 | 0. 568453120 0. 0000000 0. 0000000 0. 0000000 |
i IW & STRDECKER Wl 0.07500000 | 0.06093730 0.0000000 0.0000000 0.0000000 |
{ IMARION WEEKS Wl 0.07500000 | 0. 06093730 0.0000000 0. 0000000 0. 0000000 |
! i1D & R WINTHER L 0,00750000 | 0. 00409380 0. 0000000 0.0000000 0. 0000000 |
t IMOON CO Rl { 0. 12304690 0. 0000000 0. 0000000 0. 0000000 |
! JTENNECO (UV INDUSTRIES) R1 ] 0.02343730 Q. 0000000 0.0000000 0. 0000000
! {FRATES SEEL 16SON NPRI | 0.01757810 0. 0000000 0. 0000000 0. 0000000
! {IFRANCISCA WINSTON EST TRUST RI { 0. 00583940 0. 0000000 0. 0000000 0. 0000000
! {F S WINSTON MARITAL TRUST Rl { 0.00292970 0. 0000000 0. 0000000 0. 0000000
{ 1CHARLES A KELLY Rl } 0.00146480 0. 0000000 0. 0000000 0. 0000000
! {P W PARKER TRUST ‘Rl ! 0.00292970 0. 0000000 0. 0000000 0. 0000000
! {J T WYMAN TRUST R1 ! 0.00292970 | 0. 0000000 0.0000000 0. 0000000
{ IMARSHALL & WINSTON ! RI | 0. 00385940 0. 0000000 0. 0000000 0. 0000000
“ "§x>< C MCKINNON TRUST “ Rl “ 0.00146480 0,0000000 0.0000000 0. 0000000
! ! i 1.00000000 | 1.00000000 1 0. 0000000 0. 0000000
21 {0*BRIEN F #5 1POC } W1 } 0.84250000 | 0.71217370 0.0014063 0.00116830 0.0010017
! {W G_STROECKER | W1 0.07500000 1| 0.06339630 0.0014063 0.0001053 0. 0000892
| IMARION WEEKS Wl 0.07500000 | 0.06339830 0.0014065 0.0001035 0.0000897
! 1B & R WINTHER Wi 0.00750000 1 0.00633980 0.0014065 0.0000105 0. 0000085
i IMARSHALL & WINSTON Rl 0. 00468760 0. 0014065 0. 0000000 0
) 1MOON CO. Rl 0.09843730 0.0014065 0. 0000000 0.0001383 ¢
! 1J T WYMAN TRUST R1 0.00234380 0.0014063 0.0000000 0.0000033 !
| {P W PARKER TRUST R1 0. 380 0. 0014065 0. 0000000 0.0000033 |
{ {F S WINSTON MARITAL TRUST Rl 0.00234380 0.0014063 . 0. 0000000 0.0000033 1
| ICHARLES A KELLY R1 0.00117190 0.0014063 0. 0000000 0.0000016
! {MURRAY C MCKINNON TRUST RI 0.00117190 0.00140463 0. 0000000 0.0000016 1
| {FRANCISCA WINSTON EST TRUST Rl 0. 00468760 0.0014065 0. 0000000 0.0000066 |
| { TENNECO (UV_ INDUSTRIES) R1 0.02343730 0.00140463 0. 0000000 0.0000330 |
“ “ﬂzbdmm SEELIGSON NPRI 0.01406250 0.0014063 0. 0000000 0.0000198 "
! s 1.00000000 1.00000000 0.0014063 0.001406%3 “
22 {O'BRIEN F #1 - 4 {POC - | W { 0. 84250000 0.71217370 0.0234414 0.0197494 0.0166944 |
{ {W 6 STROECKER ] " ) 0.07300000 0.06339830 0.0234414 0.00173681 0.0014861 |
! {MARION WEEKS W 0. 07300000 0.06339830 0.0234414 0.0017581 0.0014861 !
1 {1D & R WINTHER [ 0. 00730000 0. 980 O.”WWO&-O 0.0001738 0.0001486 |
] {MARSHALL & WINSTON R 0 68760 0,0234414 0. 0000000 0.0001099 |
! {MOON CO. R 0.09843750 0.0234414 0.0000000 0.0023073
] 1J T WYMAN TRUST R ! 0.00234380 0.0234414 0. 0000000 0.0000349
! IP W PARKER TRUST | R { 0.00234380 0.0238414 0. 0000000 0.0000349
! IF S WINSTON MARITAL TRUST | R v { 0.002343680 0.0234414 0. 0000000 0. 00003549
l {CHARLES A KELLY ! R | { 0.00117190 0.0234414 0.0000000 0.0000273
! IMURRAY C MCKINNON TRUST ! R ! ] 0.00117190 0.0234414 0.0000000 0.0000275
! IFRANCISCA WINSTON EST TRUST | R ] ! 0.00468740 0.0234414 0.0000000 0.0001099
! IEM NOMINEE PTSP CO ! R ! | 0.02343730 0.0234414 0. 0000000 0.0005494
“ “ﬂmz.mm SEELIGSON “ NPRI " “ 0.014042350 0.0234414 ! 0.0000000 0.0003296
' | ! { 1.00000000 i 1.00000000 ! 0.0234414 0.0234414
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EXHIBIT *

TRACT & UNIT v»z.:n:.qbquoz TRACT BASIS

TLPARTD. WR1 UNIT OPERATING AGREEMENT
9-1-87 i TRACT
| PARTICIPATION | UNIT UNIT
! 1 ! ! BROSS ] NET | 1| BOPD/WELL | PARTICIPATION | PARTICIPATION
TRACT ® |LEASE/WELLS 1 OWNER I TPE o w1 ! INTEREST |  CUTOFF ! (EXPENSE) (REVENUE)
18  I0'BRIEN F #& 1POC T I 0.84230000 |  0.62660930 | 0.0003868 0.0004961 | 0.0003689
! IW 6 STROECKER [ Wil 1 0.07500000 | 0.035578110 ) 0.0005868 0. 00004842 0.0000328
1 {MARION WEEKS 1 W I 0.07500000 |  0.05578110 0. 0005888 . 0,0000442 0. 0000328
] 1D & R WINTHER I Wl | 0.00750000 0. 00557810 0.0003888 | 0. 0000044 0. 0000033
1 IMARSHALL & WINSTON i1 RI 0. 00468760 0.0005888 | 0. 0000000 0. 0000028
] |MOON CO, 1 RI 0.09843750 0. 0003868 0. 0000000 0. 0000580
] 1J T WYMAN TRUST i RI 0. 00234380 0.0005888 0. 0000000 0.0000014
] IP W PARKER TRUST i R 0.00234380 0.0005888 0. 0000000 0. 0000014
! IF S WINSTON MARITAL TRUST I R 0.00234380 0.0005688 0. 0000000 0. 0000014
i ICHARLES A KELLY R 0.00117190_ 1 0.0003868 0. 0000000 0. 0000007
1 IMURRAY C MCKINNON TRUST R 0.00117150 1 0.0005888 0. 0000000 0. 0000007
i IFRANCISCA WINSTON EST TRUST R 0. 00868760 0.0003888 0. 0000000 0.0000028
] {FRATES SEEL 1GSON NPR1 0.01406250 0.0003866 0. 0000000 0. 0000083
“ ITENNECD ™ (LV INDUSTRIES) UNLEASED 0. 12500000 | 0.0005888 0. 0000000 0.0000736
! | 1. 00000000 ! 1.00000000 | 0.0005688 0.0003888
18A | 1POC " 0. 84250000 0. 59896490 0.0000000 0.0000000 | 0.0000000
! {W 6 STROECKER " 0. 07300000 0. 03332030 0. 0000000 0.0000000 ! 0. 0000000
! IMARION WEEKS [+ 0. 07500000 0. 03332030 0. 0000000 00000000 | 0. 0000000
! 1B % R WINTHER W 0. 00750000 0. 00333200 0. 0000000 0. 0000000 0. 0000000
! 1MOON_CO RI 0. 12304690 0. 0000000 0. 0000000 0. 0000000
] {FRATES SEEL 1GSON NPRI 0.01757810 0. 0000000 0. 0000000 0. 6000000
! ITENNECO (UV INDUSTRIES) UNLEASED 0. 12500000 0. 0000000 0. 0000000 0. 0000000
1 IFRANCISCA WINSTON EST TRUST R 0. 00585940 0. 888o 0. 0000000 0. 0000000
1 IF S WINSTON MARITAL TRUST R 0. 00292970 0. 0000000 0. 6000000
1 ICHARLES A KELLY R ! 0.00144480 o o888. 0. 0000000 0. 0000000
] 1P W PARKER TRUST R i 0.00292970 0. 0000000 0. 0000000 0. 0000000
] 1J T WYMAN TRUST R 1 0.00292970 0. 0000000 0. 0000000 0. 0000000
! IMARSHALL & WINSTON R 1 0.00385940 0. 0000000 0. 0000000 0. 0000000
| IMURRAY € MCKINNON TRUST RI '0.00146480 ! 0.0000000 0. 0000000 0. 0000000
! 1 1. 00000000 1.00000000 1 0. 0000000 0. 0000000
19  (O'BRIEN F #7 tPoc W I 0.84250000 0. 490 0.0003864 | 0.0002918 0. 0002073
! 1W G STROECKER - " 0. 07500000 0. 03332030 0.0003464 | 0. 0000250 0.000018%
! IMARION WEEKS " 0. 07500000 0. 05332030 0. 000: 0. 0000240 0. 0000185
| I RatarAL b WINGTON R 0.007 0. 0383940 o 2003404 o 25 o 0900020
] {MOON CO. R 0. .Dunﬁx.ao 0.000346 «8886 0.0000426
1 1J T WYMAN TRUST R 1 0.00292970 0.000346 0. 0000000 0. 0000010
| 1P W PARKER TRUST RI {  0.00292970 0. 0003444 0. 0000000 0. 0000010
1 IF 8 WINSTON MARITAL TRUST RI i 0. 00292970 0. 0003464 0. 0000000 0. 0000010
! ICHARLES A KELLY RI ! 0. 00146480 0.0003844 0. 0000000 0. 0000003
] IMURRAY C MCKINNON TRUST RI 0.001446480 0. 0003464 0. 0000000 0. 0000005
! IFRANCISCA WINSTON EST TRUST R1 0.003835940 0.0003464 1 0. 0000000 0. 0000020
] IFRATES SEEL 1GSON NPRI 0.01757810 0. 0003464 0. 0000000 0. 0000061
| [TENNECO ™ (UV  INDUSTRIES) UNLEASED | 0. 12500000 0. 0003464 0. 0000000 _ 0. 0000433
! i i 1. 00000000 1.00000000 | 0.0003444 | 0.0003464
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EXHIBIT "D*"
TRACT & UNIT PARTICIPATION - TRACT BASIS

TLPARTD. WR1 UNIT OPERATING AGREEMENT
9-1-87 TRACT
PARTICIPATION UNIT UNIT

| | ] ! GROSS | NET 1 BOPD/MWELL PARTICIPATION | PARTICIPATION

TRACT & {LEASE/WELLS ! OWNER 1 TYPE I W1 ! INTEREST ! CUTOFF (EXPENSE) (REVENUE)

17 {0'BRIEN FEE 25 #1-84 [HARLOW CORP | W | 0. 62300000 | 0.4813562%0 0.0420482 0.02462601 0.0202488

{ {ADAMS & MCBAHEY ] W ) 0.07300000 1 0.06187300 0.0420482 0.0031336 0.0026017
! 1JW ADAMS & JUNE ADAMS EST o ! 0.07300000 1! 0.06187500 0.0420482 v 0.0031336 0.0026017
| {JW_ADAMS Wl 0.03750000 | 0.03093750 0.0420482 0.0015768 0.0013009
| {NABOB PROD CO Wi 0. 18750000 0. 15468730 0.0420482 0.0078840 0.0065043
! {MOON CO RI 0.08203130 0.0420482 0. 0000000 0.0034493
! 1EM NOMINEE PTSP_CO R 0. 02500000 0.0420482 0. 0000000 0.0010512
! {MARSHALL & WINSTON R 0.005835740 | 0.0420482 0. 0000000 0.00024564
l {FRANCISCA WINSTON EST TRUST R 0. 0056835940 0.0420482 0. 0000000 0.0002464
! {F S WINSTON MARITAL TRUST RI 0.00292960 0.0420482 0. 0000000 0.0001232
H {P W PARKER TRUST RI 0.00292960 0.0420482 0. 0000000 0.0001232
$ 1J T WYMAN TRUST Rl } 0.00292970 0.0420482 0. 0000000 0.0001232
! {CHARLES A KELLY R ] 0.001446480 0.0420482 0. 0000000 0.0000616
! IMURRAY C MCKINNON TRUST ! R 0.00073250 0.0420482 0.0000000 0.0000308
] |DOUGLAS A MCKINNON { R 0.00073240 0.0420482 0. 0000000 0.0000308
! {W V HARLOW, JR ! OR 0.03730000 0.0420482 0. 0000000 0.0015768
{ taviva L1D PTSP ! OR ! 0.01061730 0.0420482 | 0. 0000000 0.00044464
] {C H KIMBRO ! OR i 0.00750000 0.0420402 0. 0000000 0.0003134
! {J E ABRAM | OR 0.00014780 0.0420482 0. 0000000 0.0000062
{ {SALLY FELDMAN OR 0.00295610 0.0420482 0. 0000000 0.0001243
! {JACK W FLECK OR 0.00073900 0.0420482 0. 0000000 0.0000311
1 {WM J HARBECK OR 0.00036950 0.0420482 0. 0000000 0.0000133
{ {ROBERT T JACKSON OR 0. 00034550 0.0420482 0. 0000000 0. 0000159
! {JACKIE H_JOHNSON OR 0.00014760 0.0420482 0. 0000000 0.0000062
! 1 JOHMN B8 LEONDUKAIS OR 0. 0005 &WW 0.0420482 0. 0000000 0. 0000249
! IRALPH E LOWENBERG OR 0. 0003¢ 0. 0420382 0. 0000000 0.0000153
1 1DAVID L PETERSON OR 0.00039120 0.0420482 0. 0000000 0. 0000249
] {CHARLES I PETSCHEK OR 0.00118240 0.0420482 0. 0000000 0.0000497
! ILEE E SCHLESSMAN OR 0.00036950 0.0420482 0. 0000000 0. 0000133
! IROBERT REX SILVERSTONE OR 0.00073900 0.0420402 1 0. 0000000 0.0000311
! IH PETER STERN OR .0.00044340 0.0420482 | 0. 0000000 0.0000186
! {JOHN E WALSH, JR OR 0.000359120 0.0420482 | 0. 0000000 0.0000249
| {DONALD S WOOD OR | 0. 00002460 0.0420482 | 9. 0000000 0. 0000010
! ITANIA C WHITMAN TRUST OR } 0.00073900 0.0420482 | 0. 0000000 0.0000311
i 11029 PLUS ONE INVESTORS  _ OR | 0.00036930 0.0420482 | 0. 0000000 0. 0000153
! {MILDRED M MILLER OR i 0.000147860 0.0420462 | 0. 0000000 0, 0000062
{ I1DAVID E WYMAN, JR | OR ! 0.00036930 0.0420482 | 0. 0000000 0.000015%
u "ﬂqumm SEEL IGSON “ NPRI “ 0.01171880 0.0420402 “ 0. 0000000 0,0004928
{ ! ! ! 1. 00000000 1.00000000 ! 0.0420482 0.0420482
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EXHIBIT "D"
TRACT & UNIT PARTICIPATION - TRACT BASIS

TLPARTD. WR1 UNIT OPERATING AGREEMENT

9-1-87 TRACT | !
PARTICIPATION 1 UNIT UNIT |
! } } ! BROSS | NET 1 BOPD/WELL | PARTICIPATION | PARTICIPATION |
TRACT & {LEASE/WELLS { OWNER 1 TYFE |} Wi H INTEREST CUTOFF ! (EXPENSE) (REVENUE) !
14 IO'BRIEN E #9 ipoC | Wi ! 0. 84250000 | 0.73718730 ! 0.00011682 0. 0000996 0.0000871
} IW G STROECKER { Wl ! 0. 07500000 0.06362500 0.0001182 0.0000089 0.0000078

! {MARION WEEKS $ Wl ! 0. 07500000 0. 06562500 0.0001182 0. 0000089 0,00000780

! 1B & R WINTHER ! Wl | 0. 00750000 0. 006362350 0.0001182 0. 0000009 0.0000008

1 IMARSHALL & WINSTON l Rl | 0.00390630 1| 0.0001182 0.0000000 1 0. 0000005

! 1MOON CO. | RI 0.08203120 0.0001162 0. 0000000 0.0000097

| {J T WYMAN TRUST ! Rl 0.00193310 0.0001182 0. 0000000 0. 0000002

] {P W PARKER TRUST | R1 0.00195310 0.0001182 0. 0000000 0. 0000002

| IF S5 WINSTON MARITAL TRUST ] RI, ] 0.00195310 0.0001182 0. 0000000 | 0. 0000002

} {CHARLES A KELLY | RI | ! 0.00097630 0.0001182 1 0. 0000000 1 0.0000001

| {MURRAY C MCKINNON TRUST ! ‘Rl { } 0. 00097660 0.0001182 | 0, 0000000 0. 0000001

! 1EM NOMINEE PTSP CO | Rl { 0. 01562500 0.00011682 1 0. 0000000 0.0000018

! IFRANCISCA WINSTON EST TRUST | R1 0.00390630 0.00011682 | 0. 0000000 0. 0000003

" "ﬂqumm SEEL1GSON “ NPRI1 0.01171880 0.0001182 0. 0000000 0.0000014

! ! ! | 1. 00000000 1.00000000 ] 0.0001182 ! 0.0001182

15 10'BRIEN D #2 - #6 1POC ] L ! 0.73718730 0.392382080 0.0423152 0.0311942 ! 0.0250668
! { TENNECO ] Wi 0. 12500000 0. 12500000 0,0423152 0.00528%4 ! 0.0052894

| IW 6 STROECKER | Wi 0.046562500 0.05273440 0.0423152 0.0027769 1 0.0022315

! I{MARION WEEKS ! Wl 0.06542500° 0. 03273440 0.0423152 0.0027769 1| 0.002231%

! IB & R WINTHER ! Wl 0.004636250 | 0.00527340 0.0423152 0.0002777 | 0.0002231

! {MARSHALL & WINSTON { Rl { 0.00781250 0.04231352 0.0000000 | 0.0003306

{ {MOON CO. | R1 0.12304480 0.04231352 0. 0000000 0.0052067

1 1J T WYMAN TRUST ! RI 0.00390630 0.0423152 0. 0000000 0.0001653

} P W PARKER TRUST | RI ] 0.00390630 0.0823152 0. 0000000 0.0001633

! {FRANCISCA WINSTON EST TRUST | R { 0.00781230 0.0423152 0. 0000000 | 0.0003304

! {F S WINSTON MARITAL TRUST ! R ! 0.00390430 0.0423152 0.0000000 | 0.0001633

! ICHARLES A KELLY { R ! 0.00195310 0.0423152 0.0000000 | 0.0000826

! IMURRAY C MCKINNON TRUST ! R [ 0.00195310 0.0423152 0. 0000000 0.0000826

“ “ﬂzv._.mm SEEL1GSON " NPR1 .0.01757810 0.0423152 ' 0. 0000000 0.0007438

! $ } 1. 00000000 1.00000000 { 0,0423152 0.0423132

16 {O*BRIEN E #1 - #8 {POC - | " i 0. 84230000 | 0.73718730 | 0.0217479 0.0183226 | 0.0160323
! ‘W 6 STROECKER | 4 ! 0,07500000 1 0. 06362300 | 0.0217479 0,0016311 0.0014272

1 {MARION WEEKS ! W | 0. 07500000 0. 06562500 0.0217479 0.0016311 0.0014272

! {1B & R WINTHER ! [ 1 0. 00750000 0. 00656230 0.0217479 0.0001631 0.0001427

! {MARSHALL & WINSTON ! Rl ! 0. 00390630 0.021747% 0. 0000000 !} 0. 0000850

! {MOON CO. ! R | 0.08203120 0.0217479 0.0000000 | 0.0017840

{ {J T WYMAN TRUST ! R ! | 0.00193310 0.021747% | 0. 0000000 | 0.0000425

! {P W PARKER TRUST ] R ! ] 0.00193310 0.0217479 0.0000000 0.0000423

1 {F S WINSTON MARITAL TRUST H R ! ] 0.00195310 0.021747%9 Q. 0000000 0. 000042%

! ICHARLES A KELLY ! R | ] 0. 00097630 0.0217479 0. 0000000 0.0000212

¢ IMURRAY C MCKINNON TRUST 1 R ] 0. 00097660 0.0217479 0.0000000 ! 0. 0000212

! JEM NOMINEE PTSP CO ] R ! 0. 01362500 0.0217479 0, 0000000 | 0.0003399

! {FRANCISCA WINSTON EST TRUST { R ! 0.900390630 0.0217479 0. 0000000 | 0. 0000850

“ “ﬂmqum SEEL.IGSON “ NPRI “ 0.011716880 0.0217479 0. 0000000 0.000254%

! ! ! ! 1.00000000 ! 1.00000000 0.0217479 0.0217479
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EXHIBIT D"
TRACT & UNIT PARTICIPATION - TRACT BASIS

TLFARTD. WR1 UNIT OPERATING AGREEMENT
9-1-87 { TRACT {
{ PARTICIPATION UNIT {
! ! ! ! BROSS 1 NET { 1 BOPD/WELL PARTICIPATION |
TRACT & ILEASE/WELLS vy OWNER 1 TYPE 1 L)} ! INTEREST ! CUTOFF (EXPENSE) !
11 ISTATE CH 3 {POC Wi 0.842350000 | 0. 676847380 0.0030963 | 0.0026086 |
! IW B STROECKER Wi 0.07500000 1| 0.04039840 0.0030963 0.0002322 |
{ {MARION WEEKS Wi 0.07500000 | 0. 06039840 0.0030963 0.0002322 1
{ {B & R WINTHER Wi ! 0.00750000 | 0. 00603990 0.0030963 0.0000232 |
! {COMM. OF PUBLIC LANDS RI | ] 0.12500000 | 0.0030963 0.0000000 |
! ICITIES SERVICE OR ! l 0. 035448750 0.0030963 0.0000000 |
{ IROBERT L HAYNIE { OR | 0. 00250000 0.0030963 0.0000000 i
| ILEN MAYER OR | 0. 00250000 0.0030963 0.0000000
" “mmonmm E CONLEY OR “ 0. 01000000 ! 0.0030963 0.0000000
! ! : ! 1.00000000 1| 1. 00000000 1| 0.0030963 .
12 {0'BRIEN B 2 1POC 1 Wi 1.00000000 1| 0.8%937500 0. 4 0.0003394 .
- ! {MARSHALL & WINSTON 1 R1 ! 0.00583940 0, 0005594 0.0000000 .
! {MOON CO. Rl ! 0. 08203130 0.0005394 0. 0000000 .
! 1J T WYMAN TRUST RI 0.00292970 0. 0005574 0. 0000000 0.0000016 |
! iP W PARKER TRUST R1 0.00292970 0. 0005574 0. 0000000 .
! IFRANCISCA WINSTON EST TRUST R1 0. 00383940 0.0005394 0.0000000
[ IF S WINSTON MARITAL TRUST RI 0.00292970 1 0.0005394 0. 0000000
! ICHARLES A KELLY Rl 0.00146480 ! 0. 0003394 0.0000000
! {MURRAY C MCKINNON TRUST { Rl 0.00146480 0. 0003594 0.0000000
! 1EM NOMINEE PTSP CO | R1 0.02343750 0. 0005394 0.0000000
“ “ﬂqumm SEEL IGEON " NFR1 0.01171870 H 0. 0005594 0.0000000
! t i ! 1.00000000 1.00000000 1| 0.0003394
13 10°BRIEN C #2,3,5,6,7 (POC { Wi | 1.00000000 0.94765620 | 0. 0267332 0.0267532
H IMARSHALL & WINSTON | RI ! 0.00390630 1 0.02473%52 0.0000000
| {MOON CO. { RI ] 0.08203120 0.0267332 0. 0000000
| 1J T WYMAN TRUST | RI | 0.00193310 0.0267332 0.0000000
l {P W PARKER TRUST | RI ] .0.00193310 0. 0267332 0. 0000000
! {FRANCISCA WINSTON EST TRUST | Rl ! 0.00390630 0.02673%54 0. 0000000
| IF S WINSTON MARITAL TRUST 1 RI | 0.00193310 0.0267354 0. 0000000
! ICHARLES A KELLY | Rl { 0.00097630 0.026735357 0. 0000000
! IMURRAY C MCKINNON TRUST _ | RI ! 0.00097660 0.0267333 0.0000000
1 {EM_NOMINEE PTSP CO { RI { 1 0.01342300 0.0267334 0. 0000000
| | BARBARA SWEENEY | OR | 0.02734380 0.0267353 0. 0000000
“ “vﬁbdmm SEEL 16SON “ NPR1 “ 0.01171880 0.0267332 0.0000000
! ! ! | 1.00000000 1.00000000 0.0267552
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EXHIBIT *D*

TRACT & UNIT PARTICIPATION - TRACT BASIS

TLPARTD. WR1 UNIT OPERATING AGREEMENT
9-1-87 ! TRACT
PARTICIPATION UNIT UNIT
! ! 1 ] BROSS ! NET 1 BOPD/WELL PARTICIPATION | PARTICIPATION
TRACT # (LEASE/WELLS H OWNER it  TYPE ! Wl ! INTEREST CUTOFF (EXPENSE) (REVENUE)
7 {CITGO A STATE 3 :.on | Wi } 0.31500000 | 0.43517300 1 0.0186278 | 0. 0093933 0.0081064
! {TRINIDAD PETROLEUM CORP ! Wl 1 0. 20989870 1 Q. 17736440 0.0186278 | 0.0039100 0.0033039
{ IHARBERT ENERGY CORP, AGENT ! Wl 0.27510130 | 0.23246060 0.0186278 | 0.0051245 0.0043302
! ICOMN. OF PUBLIC LANDS ! R1 0. 12500000 0.0184278 0. 0000000 0.002
{ IROBERT L HAYNIE i OR 0. 003500000 0.0186278 0, 0000000 0. 31
| {LEN MAYER | OR 0. 00300000 0.0186278 0. 0000000 0. 0000931
“ "amoxmm E CONLEY " OR 0.02000000 0.0184278 0. 0000000 0. 0003726
! ! ! 1.00000000 1.00000000 0.0186278 0.0184278
8 ICITEO A STATE S 1POC | Wl 0. 32500000 0. 443462500 0.0144380 ! 0.0073800 | 0. 0064051
l {HARBERT ENERGY CORP, AGENT ! Wi 0. 47300000 0.39137500 0.0144380 ! 0. 0068380 ! 0.0036307
i {COMM. OF PUBLIC LANDS i R1 0. 12500000 0.0144380 ! 0. 0000000 0.0018048
! IROBERT L_HAYNIE OR 0. 00300000 0.0144380 0. 0000000 0.0000722
| ILEN MAYER OR ] 0. 00500000 0.0144380 0. 0000000 0. 0000722
! IGEORGE € CONLEY OR ! 0. 02000000 0.0144380 0. 0000000 0. 0002888
“ “z LEE HARVARD OR 0. 01000000 0.0144380 0. 0000000 0.0001444
! ! 1.00000000 1. 00000000 0.0144380 0.0144380
9 {CITBO A STATE 64748 {POC ] Wi 0. 84230000 ! 0. 4635293730 0.04763 0.0401433 | 0.0311126
1 iW 8 STROECKER Wi 0, 07300000 | 0. 05812300 0.0476% 0.0035738 1 0.0027697
$ IMARION WEEKS Wl 0.07500000 ! 0. 05812300 0.047 0.00335738 0.0027697
{ 1B & R WINTHER w1 0. 00750000 0.00581230 0.047 0. 0003574 0.0002770
| 1COMM. OF PUBLIC LANDS R1 0. —% . 0476502 0. 0000000 0. 003956
] ICITIES SERVICE OR 0.07 . 0476302 0. 0000000 0.003
{ {ROBERT L HAYNIE OR ! 0. 00300000 0,04763 0, 0000000 0.0002383
! ILEN MAYER OR ! 0. 00300000 0.04743 0. 0000000 0.0002383
" “mmSmm E CONLEY ! OR " 0. 02000000 0. 04746504 0. 0000000 0. 0009330
1 ! ! | 1. 00000000 1.00000000 0.04763502 0.0476302
10 ISTATE CH 1 {POC Wi ! 1. 00000000 0.80331250 0.00010350 0.0001030 1 0. 0000846
} 1COMM. OF PUBLIC LANDS Rl | 0. 12300000 0.0001030 0.0000000 1 0.00001 31
! ICITIES SERVICE - OR | 0. 0354687350 0.00010350 0. 0000000 0. 0000057
! {ROBERT L HAVYNIE OR | 0. 002350000 0.0001050 0. 0000000 0.0000003
| ILEN MAYER OR ] 0. 002350000 0.0001050 0. 0000000 0. 0000003
“ “_wmgmm E CONLEY OR “ 0. 01000000 0.0001030 0. 0000000 0. 0000011
' ! ! 1. 00000000 1.00000000 0.0001030 0.0001030
10A  ISTATE CH 2 iPaC Wi ! 1.00000000 0.980331230 0.0025428 | 0.00234280 0.0020477
{ {COMM. OF PUBLIC LANDS RI ! 0. 12500000 0.0025428 | 0.0000000 0.0003179
! {CITIES SERVICE OR ! 0.03468750 0.0023428 0. 0000000 0.0001391
{ {ROBERT L HAYNIE OR 1 0. 00250000 0.0025428 0. 0000000 0. 0000044
i {LEN MAYER OR 1 0. 00250000 0.0023428 0. 0000000 0.0000064
“ “mmgmm E CONLEY “ OR “ “ 0. 01000000 0.00235428 0. 0000000 0. 0000254
I ! ! ! 1.00000000 ! 1.00000000 1| 0.0023428 0.0023428
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TLPARTD.WR1
9-1-87

|
TRACT & ILEASE/WELLS

EXHIBIT D"

TRACT & UNIT PARTICIPATION - TRACT BASIS
UNIT OFERATING AGREEMENT

BROSS
Wi

PARTICIPATION

UNIT

(EXPENSE)

UNIT

PARTICIPATION | PARTICIPATION
(REVENUE)

1 ICITBO STATE 1

TRINIDAD PETROLEUM CORP
RBERT ENERGY CORP, AGENT
OF PUBLIC LANDS

LEE HARVARD

BY TRINIDAD &

e

0.20989870

|
t
“ 0. 51500000
“ 0.27510130

1.00000000

0.0082497
0.0033623

© 0.0044068

0. 0000000
0. 0000000

0.01460189

0.0072183
0.0028727
0.0037651
0. 0020024
0.0001402

0.0160189

CITBO STATE 2 & 6

§§ :

OF PUBLIC LANDS
1ES SERVICE

[giv}
-
p)

1. 00000000

1.00000000

0. 0037700
0. 0000000
0. 0000000

0.0057700

0.00435754
0.0007213
0.0004733

0.00357700

CITGO STATE 3

0. 73730000
0. 10494940
0. 13755060

0.0006641
0.0000920
0.0001206
0. 0000000
0. 0000000

0.0008767

0.000%147

§ o
-

3 4

CITGD STATE 45,7

0.0184209

23
§3§
333

2

00000 IO ©00
a8 a s 0 L) “« e 80
N
~
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5 3
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CITGO A STATE 1

8I382=

1.00000000

6  ICITGO A STATE 2

- -

IDAD PETROLEUM CORP
. _OF PUBLIC LANDS
RT L HAYNIE

GE E CONLEY

SRYREX

A en e er et cncswn | et e oo oo oner | onon e onee en s an [ esenan ve e | o e 0w v on

0. 30000000
0. 30000000
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ATTEST:

By:

Its:

Date Exescuted: Address:

J47/5




regulations or orders of any govctnnentn1~igoncy or predecessor agencies to
the extent Unit Operator's interpretation or application of such rules,
rulings, regulations or orders were made in good faith. Working Interest
Owners further agree to reimburse Unit Operator for their proportionate
share of any smounts Unit Operator may be required to refund, rebate or pay
as a result of an incorrect interpretation or application of the above
noted rules, rulings, regulations or orders, together with their
proportionate part of interest and penalties owing by Unit Operator as a
result of such incorrect interpretation or application of such rules,
ruling, regulations or orders.

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

) UNIT OPERATOR AND WORKING INTEREST OWNER

PELTO OIL COMPANY

ATTEST:
i
d@ ’ >
v = p; . B. Murrell
L. G. Ferspt, Assistamt Secretary Vice President - Land
Date Executed:_ August 4, 1987 Address: One Allen Center, Suite 1800
500 Dallas Street
Houston, Texas 77002
OTHER WORKING INTEREST OWNERS
ATTEST:
By:
Its:
Date Executed: Address:

- 20 -
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STATE OF NEW MEXICO

ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION DIVISION

STATE LAND OFFICE BLDG.
SANTA FE, NEW MEXICO

9 September 1987

EXAMINER HEARING

IN THE MATTER OF:

BEFORE:

Application of Pelto 0Oil Company

for statutory unitization, Chaves
County, New Mexico.

and

Application of Pelto 0il Company

for a waterflood project, Chaves

County, New Mexico.

Michael E. Stogner, Examiner

TRANSCRIPT OF HEARING

APPEARANCES

For the Division: Jeff Taylor
Attorney at Law

Legal Counsel
State Land Of
Santa Fe,

For the Applicant: James G. Bruc
Attorney at Law

HINKLE LAW FI
P. O. Box 206

CASE
9210

CASE
9211

to the Division
fice Bldg.
New Mexico 87501

e

RM
8

Santa Fe, New Mexico 87504

EXHIBIT

y
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24

GERALD B.

ROBERT L.

INDEK

MURRELL
Direct Examination by Mr. Bruce

Cross Examination by Mr. Stogner

SPOTTSWOOD
Direct Examination by Mr. Bruce

Cross Examination by Mr. Stogner

EXHIBITS

Pelto Exhibit One, Land Description

Pelto Exhibit Two, Plat

Pelto Exhibit Three, Unit Agreement

Pelto Exhibit Four, Operating Agreement

Pelto Exhibit Five, Summary

Pelto Exhibit Six, Summary

Pelto Exhibit Seven, Summary

Pelto Exhibit Eight, Ratifications

18

23
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11
11
14
15

15
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Q Would you please refer to Exhibit Number
Four and describe its contents?

A Yes. Exhibit Four is a copy of the unit
operating agreement for the proposed unit area. This docu-
ment sets forth the authorities and duties of the unit oper-
ator as well as the apportionment of expenses by and between
the working interest owners.

Q Okay. Would you please describe tract
ownership and how you determined the names of the working
interest and royalty interest owners within the unit area?

A Yes. Exhibit Five is a tract by tract
listing of the interest owners. These names were obtained
from Pelto's current Division Order and/or title opinion
files, since it operates all but one of the tracts.

Tract 17 ownership was initially deter-
mined by conducting a check of coﬁnty records, but that
check was found to be incorrect and subsequent ownership was
determined from current Division orders which were provided
by the Tract 17 working interest owners.

Q How many royalty and working interest
owners are there in the proposed unit?

A There are 61 royalty owners and initially
there were 17 working interest owners there; we're down to
11 now. There have been some repurchasing, some acqguisi-

tions of interest within the unit.
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ments of Sun and Columbia, we now have commitments to appro-
ximately 87-1/2 percent of working interest ownership in the
unit.

Q And referring to Exhibit Numbers Five and
Seven, what percentage of the royalty interest ownership has
committed to the unit?

A Exhibit Seven is a summary of the status
of royalty owner commitment as cf 9-4-87, and although not
reflected in Exhibits Five or Seven, we received
ratification yesterday by Mr. Frates Seeligson, F-R=A-T-E-S
S-E-E-L-I-G-S-0-N, which means that we now have 83.6 percent
of the royalty interest owners voluntarily committed to the
unit.

Copies of ratifications executed by
workxing and royalty interest owners are submitted as Exhibit
Number Eight.

In addition, the Commissioner of Public
Lands, which has 9.8 percent of the total unit royalty, has
preliminarily committed the State's royalty interest as

shown in Exhibit Number Nine, contingent upon OCD approval.

Q And that would bring you up to over 90 --

A That would bring the total up to over 93
percent.

Q Regarding nonconsenting working interest

*

owners, does Pelto 0il Company request that the order issued
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in Case 9210 provide for carrying working interst owners?

A Yes. Pelto reqqgsts that any working
interest owner who does not pay his share of initial unit
(unclear) cost be carried with his share of costs being
payable out of production, together with a 200 percent
charge assessed as nonconsent penalty. We think this 1is
reasonable based on the high capital cost for wunit and
waterflood.

Q With respect to the proposed waterflood,
would you please describe any unique problems and expenses
attributable thereto?

A Yes. There's an insufficient -- there's
insufficient water in quantity and in quality in the immedi-
ate area of the proposed unit within which to institute a
waterflood project. Realizing the critical nature of this
scarcity, Pelto acguired water rights in Lea County, approx-
imately 27 miles southeast of the unit. In addition, Pelto
acquired rights-of-way on which to build a pipeline from the
water source to the field. A plat showing the location of
the water source and the right-of-way to the field is sub-
mitted as Exhibit Number Ten.

The cost of acquiring the water rights
and the rights-of-way was approximately $239,000.
While this will be discussed by our next

witness, Pelto 0Oil Company requests approval of this expen-
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Examiner, I move the admission of Exhibits One through
Eleven.
MR. STOGNER: Exhibits One
through Eleven will be admitted into evidence at this time.
MR. BRUCE: I have no further |

questions of the witness at this time.

CROSS EXAMINATION

BY MR. STOGNER:

Q Mr. Murrell, is it Murrell?
A Murrell, uh-huh.
Q Mr. Murrell, as far as your certified

mailing, when was this done?

A - Which -- which particular mailing do you
mean?

The one notifying of today's hearing.

A That was on August the 20th, I believe,
or August 19th, August 19th.

Q Now this is Exhibit Number Eleven, right?

A Right.

Q Okay, it's dated August 20th, right?

A Is it dated August 20th? Oh, yours went
out the 19th, mine went out the 20th, yes, I'm sorry.

Q Okay, now when you say his, which docu-

ment are you referring to?
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A That's one that hasn't been admitted yet.
Q Oh, okay, it will be admitted 1later.
Okay.
Run this by me again. As far as the un-

committed royalty interest owners, when were they first not-

ified?
A On July the 9th.
Q Of this year?
A Of this year. Well, ﬁdw, actually they

were first ﬁotified by letter on December 22nd of 1986.

Q Do you have that particular document or
what essentially was it or is that in a packet somewhere?

A It was jsut -- no, we did not send a
package to them at that time. It was a letter notifying
them of the status, that we were preparing to send them doc-
umentation on the unit. We had had a number of inquiries
about the nature of the royalty and what was happening, and
we felt it was best at that time to respond to the working
interest owners as a whole, advising them where we were
headed with the waterflood.

The actual documents, the unit agreement
and ratifications, were sent on July 9th of this year.

Q And how about your working interest own-
ers?

A Working interest owners, as 1 say, we had
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some -- some preliminary early meetings with them during
1986; however, the official letter with all the documenta-
tion went to them on June the 9th, 1987.

Q Have you received any objections from any
of these parties?

A No, we've had no comments with respect t;
objections to the operatin§ agfeement or the unit agreement.

We've had,” as I said, a number of people
who have just expressed an interest in selling their inter-
est and, of course, we had the expression from Sun that they
weren't going to join the unit.

Q And as far as your royalty interest 1list
of the uncommitted royalty interest owners, have any of
those expressed an opposition to your unit~agreement?

A Definitely ﬁot. We've had an overwhel-
ming response from the royalty owners.

Q Okay. Those that have not responded,

have you found that most of them can't be found or what is

A We can't find some of them. We've got
addresses; however, some of the certified receipts we've
gotten back or have not gotten back are for royalty owners
which we've tried to run down and in some cases haven't been

able to do that.

Q Okay. In your testimony you mentioned a
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200 percent penalty to carry some of the uncommitted. Are
you talking about the uncommitted working interest owners?
| A Just the working interest owners, cor-
rect.
Q Mr. Murrell, are you aware of any amend-
ment to the Statutory Unitization Act allowing for such a
penalty in New Mexico statutes?
MR. BROCE: 1It's a =--
MR. STOGNER: You ought to be
able to just point me to it.
MR. BRUCE: 70-7-7(s).
c Are there any Federal acreage involved in
this unit?
No, sir.
What percentage of it is state lands?
State land is here somewhere.

Exhibit Number Seven?

OO @ 0 »

Exhibit Number Seven, I believe, yes, uh-

huh.

L o]

This is a preliminary approval?

A Yeah, that's percentage of the royalty
interest. I had the -- here it is. 1It's on Exhibit Number
Five, I believe, at the end. Nope, sorry.
believe, at the end. Nope, sorry.

Yeah, 640 acres is State; 4,223.82 acres
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is fee; or approximately 13.16 percent State; and 86.84 per-

cent fee.
Q Another difficult question. Where is
that State acreage at?
A Section 36 of Township 8 South, Range 28
East. It will be Tracts 1 through 11.
MR. STOGNER: 1 have no further

questions of this witness.
.. Mr. Bruce, do you have any fur-
ther questions?

MR. BRUCE: Nothing further,

Mr. Examiner.

MR. STOGNER: At this time

we'll take a 10 minute break.
(Thereupon a recess was taken.)

MR. STOGNER: This hearing will
come to order.

Mr. Bruce.

MR. BRUCE: Just to be safe,
Mr. Examiner, I move the admission of Exhibits One through
Eleven.

MR. STOGNER: Exhibits One

through Eleven will be admitted into evidence.
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ROBERT L. SPOTTSWOOD,
being called as witness and being duly sworn upon his oath,

testified as follows, to-wit:

DIRECT EXAMINATION
BY MR. BRUCE:

Q Mr. Spottswood, would you please state
your full name and your city of residence?

A My name is Robert L. Spottswood and I
live in Houston, Texas.

Q And what is your occupation who is your
employer?

A I'm the Manager of Petroleum Engineering
for Pelto 0il Company.

Q And would you please state your
educational and work experience?

A I received a BS in petroleum engineering
from the University of Oklahoma in January, 1953; couple of
years in the United States Army Engineers; and I have 27
years with Shell 0il Company in various petroleum reservoir
engineering assignments in the United States and Holland,
including numerous waterfloods as Project Engineer and
Project Manager; then two years with Enstar Petroleum as

Corporate Manager of Petroleum Engineering; and 2 years with
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MR. BRUCE: That's all I have

of the witness at this time.

CROSS EXAMINATION

BY MR, STOGNER:

Q The surface owner has been contacted of
the initial injection, is that correct?

A Yes.

o] I have cone figure I need. You probably
went over it but let me go over it one more time.

A All right.

Q What is the present average daily produc-
tion of the o0il wells in this particular pool at this time?

A All right, 1let me lock that up for you.
The last information I have, Mr. Examiner, for the total
field, in May of 1987, produced 9,705 barrels of oil, 22,215

MCF of gas, and 21,716 barrels of water.

Q Well, 1is that the cumulative for that
year?

A No, that's the last month.

Q Oh, the last month.

A Yes, sir.

Q And what was that oil figqure again?

A The oil for the month of May was 9,705.

The gas was 22,215 MCF for that month, and the water produc-
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tion was 21,716.
Did you ask for the cumulative?

c Well, 1 wanted a daily oil production and
that's how many wells, 100 and =--

A Let's see, that one would be for -- let
me look at my well count here =-- for wells that are current-
ly producing, Jjust a minute, I have that here some place.
Let me find the well count, or maybe it's back here in the
back. Yeah} well count, okay, producing wells for May,
1987, 97 wells for the total field.

Q Does thgt come in under 10 barrels of oil
per day average?

A I haven't calculated that but it would be
97 over -- 97 over what did I say, 97052 '

Q 970S.

A 9705 divided by 31 times 97, right?
Yeah, so 9705 divided by 31 divided by 97, yes, it comes un-

der 5 -- comes to about 3.23 barrels of oil per day per

well.
Q Okay. Your participation formula.
A Yes, sir.
Q That was covered in which exhibit? Let's

go to that.

A All right, participation formula would be

-- it's a long table, Exhibit Thirty-four.
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Q Thirty-four.

A Now that's not the formula but that --
the formula is in the unit agreement.
Q Okay.
A So we could dig that out for me, Jim, but
the basis for participation is on Exhibit Thirty-four, for
each tract 1 through 35, there's 37 tracts, would be that

far column called Heavy Ultimate Primary Fraction.

Say, for example, Tract Number 1 has
tract's working interest ownership and each participant,
then, would get their fraction of the tract's working inter-
est times that fraction and it's -- that's in the agreements
spelled out.

Q In the agreement --
A Spelled out in the agreement.

MR. BRUCE: Exhibit Three.

A Is it unit agreement, Exhibit Three?
Q And is that the same as the voting --
A That 1is the same as the voting for the

working interest owners.
Certainly there -- and the revenue side
is whatever net revenue that you have against that.
Q And how is that 200 percent to be charged
to those nonparticipating working interest owners at this

time? The calculated interest formula, how does that come
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about and how is that being -- how is that going to be --

A Well, the 200 percent will apply to the

initial capital expenditure.

Q Okay.
A So -- and that will be the $7.3-million.
Q Okay, now how is that be accounted for on

a monthly basis until such 200 percent is reached, and then
what happens?

A The -- if a person, 1if a unit operator
does not agree to participate, then a separate accounting
will be held for his interest until the amount of money that
he normally would have paid of that, say, $7.3-million, has
been paid back out the unit proceeds plus 200 percent of
what he would have been liable to pay.

Q Will this be kept track of in your office
or will it be paid to an escrow account somewhere?

A | I'm not sure.

MR. MURRELL: It probably would
be set up just in our office as a payout account, as we nor-
mally do (unclear) and keep track of this all the time in
the Accounting Department.

Q Now I believe some of the interests have
not been found, is that correct?

A That's right.

Q Some of the interests, working interests?




W 0 N A e w N

10
1"
12
13
14
15
16
17
18
19
20

21

24

68

A No, the working interests =--
Q They have all been found?

A Yes.

Q Okay.

A

Some of the royalty interest have not
been found.

Q Should there be a time limitation where
these noncommitted working interest owners at this time
should -- if they elect later oﬁ after this hearing, should
there be something or some sort of a time limit?

MR. MURRELL: I'm sorry. You
say in order to sign these people --

Q Yes, if you give them some sort of a time
-- I think of it like compulsory pooling. We usually give
them ninety days to join and if they haven't joined, then
the 200 percent penalty --

MR. MURRELL: Yeah, I think
some reasonable period of time, whatever that may be.

MR. STOGNER: Qkay, you're
familiar with our 200 or our 200 percent risk penalty in the
compulsory pooling, are you not?

MR. MURRELL: Fairly.

MR. STOGNER: 1 was thinking of
-- this 1is the first compulsory pooling wunitization that

we've had since these new rules are -- have been enacted. I
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was thinking of the same sort of procedure in which our com-
pulsory pooling's have in assessing those particular provi-
sions into the unitization.
| MR. MURRELL: That would --

MR. BRUCE: That would be ac-
ceptable.

MR. TAYLOR: When do you plan
to initiate operations?

A As soon as -- well, operations, of
course, are many things, but right now we've pre-ordered a
lot of material. We're waiting for the order of the unit --
of the State for unitization and waterflood and when that is
issued, we{re gotay ¥o be off and running and putting the
waterflood in and spending considerable sums of money.

MR. TAYLOR: So it would be ef-
fective as soon as its entered, right?

A Will we spend money as soon as the unit's
effective?

MR. MURRELL: Yeah, usually
within the ninety days, I would assume, we'd either got
these people to join or we'd made some other arrangement
with these people, or they've just said, no, we're not going
to do anything, in which case the penalty would be invoked
and they'd be a carried party.

MR. STOGNER: As far as your
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MR. STOGNER: I have no further
questions. Mr. Bruce?

MR. BRUCE: Nothing further.

MR. STOGNER: Does anyone else
have any further questions of this witness?

You may be excused.

A Thank you.

MR. STOGNER: 1Is there anything
further in this case?

MR. BRUCE: VNo, sir.

MR. STOGNER: Or either, either
of these two cases.

If not, Cases Numbers 9210 and

9211 will be taken under advisement.

(Hearing concluded.)
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CERTIFICATE

I, SALLY W. BOYD, C.S.R., DO
HEREBY CERTIFY the foregoing Transcript of Hearing before
the Oil Conservation Division (Commission) was reported by
me; that the said transcript is a full, true, and correct

record of the hearing, prepared by me to the best of my

ability.

6%\ AN %oqz\ o.C=

| do hereby certify that the foregoing Is
a complele record of the proceedings In
the Examiner hearing of Case NoS? Z2/a¢ 72,/

tt—— s e e ——

Examiner




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. Stoguer.

NOW, on this 29+th day of October, 1990, 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) Division Case Nos. 10062, 10063 and 10064 were consolidated at the time
of the hearing for the purpose of testimony.

(3) The applicant, OXY USA, Inc,, seeks the statutory unitization, pursuant
to the "Statutory Unitization Act", Sections 70-7-1 through 70-7-21, NMSA (1978), of
1561.19 acres, 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 case.

EXHIBIT




Case No. 10062
Order No. R-9336
Page 2

(4) The horizontal limits of said unit area should be comprised of the
following described Federal and Fee lands in Lea County, New Mexico:

JOWNSHIP 18 SOUTH., RANGE 33 EAST, NMPM

Section 3: Lot 4, SW/4 NW/4, and W/2 SW/4
Section4: Lots 1,2 and 3, S/2 N/2, and S/2
Section8: E/2 NE/4 .

Section 9: N/2, N/2 SW/4, SE/4 SW/4, and SE/4
Secdon 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 formaton, 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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(c)

(d)

(e)

®

(2)

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 shail have a voting interest equal to his uni*
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.

(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 pius 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.

ITIS 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) The lands 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:

WN 3 EA

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 §/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
Schiumberger 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 Unit Operating Agreement provide for unitization and unit operation of the
Central Corbin-Queen Pool upon terms and conditions that are fair, reasonable and
equitable.

(7)  Since 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 hereby
unitized whether or not such persons have approved the Unit Agreement or the Unit
Operating Agreement in wr'ting.

(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 his operating rights and working interest in and to the unit until his
share of the costs has been repaid. Such repayment shall include no non-consent penalty
(Section 70-7-7.F NMSA 1978).

(9)  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 area.

(10) 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 hereinabove designated.

STATE OF NEW MEXICO
OIL CONSERVATION) DIVISION

SEAL
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Interest Owner is greater than the amount charged against _uch
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 PFacilities. 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 oOwnership 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 cori ..zed
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 with 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 statement therefor by Unit Operator,
the non-defaulting Working Interest Owners shall, onn 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 equipment 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 p. .aent
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:
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, 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. 1In such event, the owner of such carved-out interest

shall be subrogated to the security rights granted by Section 11.6.

ARTICIE 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 oil,
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

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

CASE NO. 10341
ORDER NO. R-9548

APPLICATION OF MARATHON OIL COMPANY FOR
STATUTORY UNITIZATION, EDDY COUNTY, NEW MEXICO.

RDER OF THE DIVISION
BY THE DIVISION:

This cause came on for hearing at 8:15 a.m. on June 27, 1991, at Santa Fe, New
Mexico, before Examiner Michael E. Stogner. '

NOW, on this 22nd day of July, 1991 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) Division Case Nos. 10341 and 10342 were consolidated at the time of the
hearing for the purpose of testimony.

(3) The applicant, Marathon Oil Company, seeks the statutory unitization,
pursuant to the "Statutory Unitization Act", Sections 70-7-1 through 70-7-21, NMSA
(1978), of 880.00 acres, more or less, being a portion of the Tamano-Bone Spring Pool,
Eddy County, New Mexico, said portion to be known as the Tamano (BSSC) 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. 44 and 45,
respectively, in this case.

EXHIBIT
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(4) The proposed unit area should be designated the Tamano (BSSC) Unit
Area; and the horizontal limits of said unit area should be comprised of the following
described Federal lands in Eddy County, New Mexico:

TOWNSHIP 18 SQUTH, RANGE 31 EAST, NMPM
Section 10: S/2 NE/4 and SE/4
Section 11: All

(5)  The horizontal limits of said unit area are contained within the governing
boundary of the Tamano-Bone Spring Pool, and have reasonably been defined by
development.

(6) The vertical limits of the Tamano (BSSC) Unit Area should comprise that
interval known as the Bone Spring Second Carbonate which correlates to that section
between the depths of 7908 feet below KB (-4156 feet subsea) and 8190 feet below KB

(-4438 feet subsea) as recorded on the Dual Induction Focused Log taken on
December 17, 1987 in Marathon’s Johnson "B" Federal Well No. 4 located 1980 feet
from the South and West lines (Unit K) of Section 11, Township 18 South, Range 31
East, NMPM, Eddy County, New Mexico.

(7)  The unit area contains nine separate tracts owned by twenty-five different
working interests. Marathon operates five of the tracts representing 640 acres with the
remaining tracts operated by Harvey E. Yates Company. There is one royalty interest
owner, the United States government, and a significant number of overriding royalty
interest owners.

(8) At the time of the hearing, owners of 75.01 percent of the working interest
and owners of 85.7 percent of the royalty (including the federal royalty based upon the
preliminary approval by the U.S. Bureau of Land Management) and overriding royaity
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 pressure maintenance 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. 10342).
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(11) The proposed secondary recovery operations should result in the additional
recovery of approximately 2.261 million barrels of oil.

(12) The unitized management, operation and further development of the
Tamano (BSSC) 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 Tamano
(BSSC) 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 Tamano (BSSC) Unit Area.

(16) The granting of the application in this case will have no adverse effect
upon the Tamano-Bone Spring Pool.

(17) The applicant’s Exhibit Nos. 44 and 45 in this case, being the Unit
Agreement and the Unit Operating Agreement, respectively, should be incorporated by
reference into this order.

(18) The Tamano (BSSC) Unit Agreement and the Tamano (BSSC) Unit
Operating Agreement provide for unitization and unit operation of the Tamano (BSSC)
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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()

(d)

(e)

09

(&

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 shail 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
decidéd 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 shall
terminate and for the settlement of accounts upon such
termination.
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(19) Section 70-7-7.F. NMSA (1978) of said "Statutory Unitization Act” provides
that the unit plan of operation shall include a provision for carrying any working interest
owner subject to limitations set forth in the statute, and any non-consenting working
interest owner so carried shall be deemed to have relinquished to the unit operator ail
of his operating rights and working interest in and to the unit until his share of the costs
has been repaid plus an amount not to exceed 200 percent thereof as a non-consent
penalty.

(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 interest.

(21) The statutory unitization of the Tamano (BSSC) 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 therefore be approved.

[T IS THEREFORE ORDERED THAT:

(1)  The application of Marathon Oil Company for the Tamano (BSSC) Unit
Agreement, covering 880 acres, more or less, of federal lands in the Tamano-Bone
Spring Pool, Eddy 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 Tamano (BSSC) Unit Agreement shall be
designated the Tamano (BSSC) Unit Area and shall comprise the following described
acreage in Eddy County, New Mexico:

WNSHIP 1 TH. RAN 1 EAST, NMPM
Section 10: S/2 NE/4 and SE/4
Section 11:  All

(3)  The vertical limits of the Tamano (BSSC) Unit Area shall comprise that
interval known as the Bone Spring Second Carbonate which correlates to that section
between the depths of 7908 feet below KB (-4156 feet subsea) and 8190 feet below KB
(-4438 feet subsea) as recorded on the Dual Induction Focused Log taken on December
17, 1987 in Marathon’s Johnson "B" Federal Well No. 4 located 1980 feet from the South
and West lines (Unit K) of Section 11, Township 18 South, Range 31 East, NMPM,
Eddy County, New Mexico.



UNIT OPERATING AGREEMENT
TAMANO (BSSC) UNIT
EDDY COUNTY, NEW MEXICO

THIS AGREEMENT, entered into as of the day of , 1991, by the

parties who have signed the original of this instrument, a counterpart thereof,
or other instrument agreeing to be bound by the provisions hereof;
WITNESSETH,;

WHEREAS, the parties hereto as Working Interest Owners have executed, an
agreement entitled, "Unit Agreement, Tamano (BSSC) Unit, Eddy County, New
Mexico," herein referred to as "Unit Agreement", which, among other things,
provides for a separate agreement to be entered into by and between Working
Interest Owners to provide for Unit Operations as therein defined;

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

ARTICLE 1
CONFIRMATION OF UNIT AGREEMENT AND ADOPTION OF DEFINITIONS

1.1 Confirmation of Unjt Agreement. The Unit Agreement and all exhibics
attached thereto or any revisions thereof are hereby confirmed and by reference
made a part of this Agreement. 1If there is any conflict between the Unit

Agreement and thic Agreement, the Unit Agreement shall govern.

1.2 Adoption of Definitions. The definitions in the Unit Agreement

are
adopted for all purposes of this Agreemenc.
ARTICLE 2
EXHIBITS

2.1 Exhibits. The following exhibits are incorporated herein by

reference:



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 general facilities which
service more than one lease and which are necessary for Unit Operatioms shall be
by negotiation between the owners thereof and Unit Operator, subject to the
approval of Working Interest Owners. There shall be no adjustment for lease
roads or appurtenances thereto. General facilities which are owned one-hundred

percent (100%) by the Unit Operator shall be acquired by negotiation between the

Unit Operator and the Working Interest Owmers.

10.5 Exchange of Interest in and Ownership o ersonal Property and
Facilities. Each Working Interest Owmer hereby exchanges, and agrees to

exchange, its interest in all of the personal property and facilities described
in Article 10.1.2 above for its proportionate interest, as shown on Exhibit C,
from and after the time the same may hereafter become effective, in all such
personal property and facilities described in Article 10.1.2. Each Working
Interest Owner, individually, shall by wvirtue Hereof own an undivided interest
in all personal property and facilities taken over or otherwise acquired by Unit
Operator pursuant to this agreement equal to its Unit Participaction.
ARTICLE 11
DEVELOPMENT AND OPERATING COSTS

11.1 Basis of Charge to Working Interest Owners., Unit Operator initially
shall pay and discharge all Unit Expense including all preunitization expenses
required for organization and/or formation of the unit. Each Working Interest
Owner shall reimburse Unit Operator for its share of Unit Expense in proportion

to the respective Unit Participation of the parties hereto. All charges,

15



credits, and accounting for Unit Expense shall be in accordance with Exhibit "D", °
Accounting Procedure.
11.2 Budgets. Before or as soon as practical after the Effective Date

hereof, Unit Operator shall prepare a budget of estimated Unit Expense for the

remainder of the calendar year, and, on or before, the first day of each

September thereafter, shall prepare such a budget for the ensuing calendar year.
A budget shall set forth the estimated Unit Expense by quarterly periods.

Budgets shall be estimates only, and shall be adjusted or corrected whenever an
adjustment or correction is proper. A copy of each budget and adjusted budget
shall promptly be furnished to each Working Interest Owner.

11.3 Advance Billings. Unit Operator shall have the right without
prejudice to any other rights or remedies, at its option, to require Working
Interest Owners to advance their respective proportions of Unit Expense by
submitting to Working Interest Owners, on or before the 15th day of any month,
an itemized estimate of Unit Expense for the succeeding month with a request fér
payment in advance. If such advance is requested as to operating costs and
expenses, the Working Interest Owner’'s proportionate shares thereof shall be
deemed to be the same as for the preceding month, with an adjustment to be made
on the basis of their actual proportionate shares thereof as determined at the
end of the period for which such advance was requested. Within fifteen (15) days
of receipt of said itemized estimate, each Working Interest Owmer shall pay to
Unit Operator its proportionate part of such estimate. Adjustment between

estimates and the actual costs shall be made by Unit Operator at the close of

each calendar month, and the accounts of the Working Interest Owners shall be

adjusted accordingly.

16



11.4 Commingling of Funds. No funds received by Unit Operator under this
agreement need be segregated or maintained by it as separate funds, but may be
commingled with its own funds.

11.5 Lien of Unit Operator. Each Working Interest Owner grants to Unit
Operator a lien upon its 0il and Gas Rights in each Tract, and a security
interest in its share of Unitized Substances when produced, and its interest in
all Unit Equipment, as security for payment of its share of Unit Expense to the
full extent allowed by State and Federal Statutes, together with interest thereon
at the prime rate charged by Chase Manhattan Bank during the period that such
payment remains due, plus one percent (l%) per annum, or the maximum contract

rate permitted by the applicable usury laws of the State of New Mexico, whichever

is the lesser, plus attorney’s fees, court costs and other costs in connection

with the collection of unpaid amounts. To the extent that Unit Operator has a

security interest under the Uniform Commercial Code, Unit Operator shall be
entitled to exercise the rights and remedies of a secured party under the Code.
The bringing of a suit and the obtaining of judgment by Unit Operator for the
secured indebtedness shall not be deemed an election of remedies or otherwise
affect the lien rights or security interest as security for the payment thereof.
In addition, upon default by any Working Interest Owner in the payment of its
share of Unit Expense, Unit Operator shall have the right without prejudice to
other rights and remedies, to collect from the purchaser the proceeds from the
sale of such Working Interest Owner’'s share of Unitized Substances until the
amount owed by such Working Interest Owner, plus interest as aforesaid, has been
paid. Each purchaser shall be entitled to rely upon Unit Operator’'s written
statement concerning the amount of any default. Unit Operator grants a like lien

and security interest to the Working Interest Owners.

17



11.6 Unpaid Unjt Expense. If any Working Interest Owner fails to pay its
share of Unit Expense within sixty (60) days after rendition of a statement
therefor by Unit Operator, the non-defaulting Interest Owners, shall, upon

request by Unit Operator, pay their proportionate part of the unpaid share of

Unit Expense of the defaulting Working Interest Owner. The non-defaulting

Working Interest Owners that pay their share of Unit Expense of a defaulting
Working Interest Owner shall be reimbursed by the Unit Operator for the amount
so paid, plus any interest collected thereon, upon receipt by Unit Operator of
any past due amount collected from the defaulting Working Interest Owmer. Any
non-defaulting Working Interest Owner so paying a defaulting Working Interest
Owner’s share of Unit Expense shall be subrogated to the lien and rights herein
granted Unit Operator. A defaulting Working Interest Owner shall lose its voting
interest (as defined in Section 4.3.1) during its period of default. Its voting
rights shall be shared proportionately and exercised by each of the non-
defaulting Working Interest Owner paying their share of the defaulting Working

Interest Owner’s share of Unit Expense.

11.7 Carved-out Interest. If any working Interest Owner shall, after

executing this Agreement, create an overriding royalty, production payment, net
profits, or carried interest, or any other interest out of its Working Interest
then subject to this Agreement, such carved-out interest shall be subject to the
terms and provisions of this Agreement, specifically including, but without
limitation, Article 11.5 hereof. 1If the Working Interest Owner creating such
carved-out interest (i) fails to pay any Unit Expense chargeable to such Working
Interest Owner under this Agreement and the production of Unitized Substances
accruing to the credit of such Working Interest Owner is insufficient for that

purpose, or (ii) withdraws from this Agreement under the terms and provisions of
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Article 17 hereof, the carved-out interest shall be chargeable with a pro-rata
portion of all Unit Expense incurred hereunder and Unit Operator shall have the
right to enforce against such carved-out interest the lien and all other rights
granted in said Arcicle 11.5 for the purpose of collecting the Unit Expense
chargeable to said carved-out interest.

11.8 Rentals and Minimum Royalties, The Working Interest Owner in each
Tract shall, at its own expense, pay any and all rentals required to continue its
lease in force, and any and all minimum royalties payable thereunder. Upon
request of Unit Operator, each such Working Interest Owner shall furnish Unit
Operator satisfactory evidence as to the payment of such rentals not less than
thirty (30) days prior to the rental payment date and as to the payment of such
minimum royalty payments when same are due. Unit Operator shall have the righe,
but shall be under no obligation, to pay any and all such rentals and minimum
royalties on behalf of each Working Interest Owner, and any and all amounts so
paid by Unit Operator shall be charged solely to the account of such Working
Interest Owner. In the event the Wdrking Interest Owner in any Tract fails to
pay any rental required to continue its lease in force as to such Tract or any
minimum royalties payable under such lease and as a result said lease terminates
or is cancelled as to such Tract, the termination or cancellation of said lease
as to such Tract shall be considered for all purposes of this agreement and the
Unit Agreement to be a failure of title to said lease for reasons other than Unit
Operactions.,

ARTICLE 12
OPERATION OF NON-UNITIZED FORMATIONS
12.1 Right to Operate in Non-Unitized Formations. Any Working Interest

Owner that now has, or hereafter acquires the right to drill for and produce oil,

19
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characterized or considered to be a fair allocation of
cost between the parties that have to bear those
expenses?

A. Yes, sir. The parties will receive revenue
based on the same percentage as they will be billad,
so I believe that’s a fair and equitable situation.

Q. Is there a procedure in the Unit Agreement
for taking care of credits and charges for equipment,
machihory or anything contributed to the unit?

A. Yes, sir, it’s Article 10 of the Unit
Operating Agreement.

Q. Okay. How is that to be accomplished?

A. Article 10 provides that we‘will have an
inventory committee, and if we can’t decide on a
committee, there will be an independent authority that
will propose the inventory to the working interest
owners.

Charges and credits will be given to each
working interest owner. If chargeé exceed credits,
they will receive a bill. If credits exceed charges,
then they will receive a check in payment from the
operator. :

Q. Are there provisions made in the agreements
in the event a working interest owner dces not pay his

share of unit expenses?

HUNNICUTT REPORTING
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A. Yes, sir. That’s also in Article 11 of the
Unit Operating Agreement. The COPAS provides that you
can charge interest after 50 days if you’ve not
received payment. Article 11 provides that after 60
days, the nondefaulting working interest owners can’t
pay their proportionate share of the defaulted

payment, at that time the operator can pay them back

'with the interest attributable to the defaulting

party.

Q. Do the agreements provide for a risk factor
penalty to be assessed against any nonconsenting
working interest owner?

-A. No, sir.

Q. Is there a procedure provided for in the
Agreements for the designation of successor operator
or procedﬁre for removing of a current operator?

A. Yes, sir. Section 6 and 7 of the Unit
Agreement and Article 6 of the Operating Agreement
provide for the resignation and dé;ignation of
operator; Marathon 0il Company being designated as the
initial unit operator.

Q. Does the agreement provide for a method of
voting on unit matters?

A. Yes, sir. That’s Article 4 of the Unit

Operating Agreément, and that provides for voting

|
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STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL. CONSERVATION DIVISION

IN THE MATTER OF THE HEARING .
CALLED BY THE OIL CONSERVATION A

DIVISION FOR THE PURPOSE OF
CONSIDERING:
CASE NO. 10685

ORDER NO. R-9894

APPLICATION OF HANSON OPERATING COMPANY, INC. FOR STATUTORY
UNITIZATION, EDDY COUNTY, NEW MEXICO

R F D
BY THE DIVISION:

This cause came on for hearing at 8:15 a.m. on March 18, 1993, at Santa Fe, New
Mexico, before Examiner Michael E. Stogner.

NOW, on this _; g, day of May, 1993 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.

(2y At the time of the hearing, this case was consolidated with Division Case
No. 10686 for the purpose of testimony. -

(3) The applicant, Hanson Operating Company, Inc., seeks the statutory
unitization, pursuant to the "Statutory Unitization Act", Sections 70-7-1 through 70-7-21,
NMSA (1978), for the purpose of establishing a secondary recovery project of all mineral
interests in the Yates, Seven Rivers, Queen and Grayburg formations underlying 911.00
acres, more or less, being a portion of the Shugart Yates-Seven Rivers-Queen-Grayburg
Pool, Eddy County, New Mexico, said portion to benceforth be known as the Benson
Shugart Waterflood Unit Area; the applicant further seeks approval of the "Unit
Agreement” and "Unit Operating Agreement’, which were submitted at the time of the
hearing in evidence as applicant’s Exhibit Nos. 2 and 3, respectively.
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(4) The horizontal limits of said unit area should be comprised of the
following described federal (871.00 acres or 95.6%) and fee (40 acres or 4.4%) lands in

Eddy County, New Mexico: «
TOWNSHIF 18 SQUTH. RANGE 30 EAST, NMPM

Section 25: W/2 NE/4 and S/2
Section 26: E/2
Section 35: NE/4 NE/4

WN. RAN 31
Section 30: Lots 3 and 4 (W/2 SW/4 equivalent) and E/2 SW/4

(5) The horizontal limits of said unit are within the governing boundaries of
the Shugart Yates-Seven Rivers-Queen-Grayburg Pool zmd have been reasonably defined
by deveiopment. :

(6) The proposed Unit Area essentially contains nine separate tracts of land
owned by thirteen different working interest owners.

(7)  The applicant has made a good faith effort to secure voluntary unitization |
within the above-described Unit Area and at the time of the hearing approximately 92
percent of the working interest owners have commirtted in writing.

(8)  Byva "preliminary approval letter” from the Roswell District Office United
States Bureau of Land Management and confirmation by half of the remaining “private”
royalty interest owners, approximately 97.8 percent of the royalty interest owners have
effectively committed to the proposed Unit. There are "overriding royalty interests” who
at the time of the hearing have pot committed to the Unit. Regardless. any order issued
by the Division approving this Unit should not become effective, under the terms of said
"Starutory Unitzation Act”, Section 70-7-8.A. and C., until such time as the owners of
at least seventy-five percsnt of the interests in the Unit that are free of costs have
approved the Unit Agreement in writing.

(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. 10686).

(10) Subsequent to the time both Case Nos. 10685 and 10686 were taken under
advisement, Yates Petroleum Corporation in Case No. 10711 (heard on April 8, 1993)
requested approval for its Creek "AL" Federal (Lease) Shugart Waterflood Project,
which is propased to comprise the E/2 SE/4 of Section 23, the NW/4 SW/4 and §/2
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S/2 of Section 24, and the NW/4 and E/2 NE/4 of Section 25, Township 18 South,
Range 30 East, NMPM, Eddy County, New Mexico. Both Shugart-Yates-Seven Rivers-
Queen-Grayburg Pool waterflood projects are to be operated in conjunction with each
other.

(11) All interested partes who have not agresd to unitization were notified of
the hearing by the applicant, but no person entered an appearance or opposed the
application at the hearing.

(12) The unitized management, operation and further development of the
Benson Shugart Waterflood Unit Area. as proposed, is reasomably necessary to
effectively carry on secondary recovery operations and will substandaily 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 Benson

| Shugart Waterflood Unit Area is feasible and will resuit with reasonable probability in

the increased recovery of substantally 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 appiicant’s proposéd unitized method of
operation will benefit the working interest owners and rovalty owners of the oil and gas
rights within the Beason Shugart Watertlood Unit Area.

(16) The granting of the application in this case will have no adverse effect
upon the Shugart Yares-Seven Rivers-Quesn-Grayburg Pool.

(17) The applicant’s Exhibit Nos. 3 and 4 in this case, being the Unit
Agreement and the Unit Operating Agreement. respectively, should be incorporated by
reference into this order.

(18) The Benson Shugart Waterflood Unit Agreement and the Benson Shugart
Waterflood Unit Operating Agresment provide for unitization and unit operation of the
Benson Shugart Waterflood 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) 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 proceseds 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 cut 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., inciuding the
selection, removal and substitution of an operator from among the
working interest owners to conduct the unit operations;

$3) a provision for a voting procedure for decisions on martters 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 setutlement of accounts upon such

- termination.

ion 70-7-7.F. NMSA of said "Statutory Unitization Act” provides that

fnterest owner who has not agreed in writing to lEarticiFme in 2 yait could
1shed to-the-unit operator.all of its operating rights and working interest in™

it until his share of the costs has besn repaid plus an additional 200

Wnon-consem penalty.
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(20) The statutory unitization of the Benson Shugart Waterflood 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.

[T Is THEREFORZ ORDERED THAT:

(1) The application of Hanson Operating Company, Inc. for the Benson
Shugart Waterflood Unit, covering 911.00 acres, more or less, of federal and fee lands

_ in the Shugart Yates-Seven Rivers-Queen-Grayburg Pool, Eddy 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 Benson Shugart Waterflood Unit Agreement and Benson Shugart
Waterflood Unit Operating Agresment, which were submitted to the Division at the time
of the hearing as Exhibits 3 and 4, respectively, are hereby incorporated by refereace
into this order.

(3) The lands covered by said Benson Shugart Waterflood Unit Agresment
shall be designated the Benson Shugart Waterflood Unit Area and shall comprise the

-following described acreage in Eddy County, New Mexico:

WN 'TH, RAN N1
Section 25: W/2 NE/4 and S/2
Section 26: E/2
Section 35: NE/4 NE/4

Secuon 30: Lots3 and 4 (W/" SW/4 equxvalent) and E/" SW/4

(4) The vertcal limits of the Uhnit Area should comprise the correlative
interval between 1800 feer and 3500 fest beneath the surface of the ground or found on
the Compensated Deusity Log in the Hanson Operating Company, Inc. Ginsberg Federal
Well No. 15 located 1650 feet from the North line and 1800 feet from the East line
(Unit G) of Section 26, Township 18 South, Range 30 East, NMPM, Eddy County, New
Mexico.

(5) The applicant shall institute a waterflood project for the secondary
recovery of oil and associated gas, condensate and ail associated liquefiable
hydrocarbons within and produced from the unit area, and said waterflood project which
is the subject of Division Case No. 10686.
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(6) Under the terms of the "Stawmutory Unitization Act,” Section 70-7-8.A.
and C,, this order shall not become effective until such time as the owners of at least
seventy-five percent of the interests in the unit which are free of cost have approved in
writing the Unit Agreement.

[TIS FURTHER QRDERED THAT:

(7) If the required percentage of said interest owners in the area do not
approve the Unit Agreement within a period of six months from the date of this order,
this order shall cease to be of further force and effect and shall be revoked by the

Division.

(8) Any working interest owner who has not agresd 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 his operating rights and working interest in and to the unit undil his
share of the costs has been repaid. Such repayment shall include no non-consent penaity
(Section 70-7-7.F NMSA 1978).

(9) 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 area.

(10) Jurisdiction of this cause is retained for the entry of such further orders
as the Division may deem necessary.

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

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

WILLIAM J.
Director

SEAL
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STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION .

. CASE NO. 10635
ORDER NO. R-9894-4

APPLICATION OF HANSON OPERATING COMPANY, INC. FOR STATUTORY
UNITIZATION EDDY COUNTY NEW MEXICO

PR R

BY THE DIVISION:

It appearing to the Division that Order No. R-9894 dated May, 19, 1993, does not
correctly state the intended order of the Division, '

REF RDER THAT:

(1)  Decrertory Paragraph No. (7) on page 6 of said Order No. R-9894, be and
the same is herebv amended to read in its entirety as follows:

*(7) If the persons owning the required percsnatage of
intereasts in the Benson Shugart Waterflood Unit Area as set
out in Section 70-7-3 NMSA, (1978) Comp. do not approve
the plan for unit operations within a period of six (6)
months from the date of entry of this order, this order shall
cease to be of further force and effect and shall be revoked
by the Division, unless the Division shall extend the time for
ratification for good cause shown."

(2)  Decretory Paragraph No. (8) on page 6 of said Order No. R-9894, be and
the same is hereby amended to read in its entirety as follows:

"(8) When the persons owning the required percentage of
interest in the Benson Shugart Waterflood Unit Area have
approved the plan for unit operations, the interests of all
persons in the unit area are unitized whether or not such
p=rsons have approved the plan of unitization in writing.
Further, a non-consent penaity of 200 percent and the unit
agreement provision providing for recovery of such penalty
is approved.”

(3)  The corrections set forth in this order be entered nunc pro tung as of May
19, 1993.
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DONE at Santa Fe, New Mexico, qn this __a¢p _ day of June, 1993.

STATE OF NEW MEXICO"
OIL CONSERVATIGN DIVISION

WILLIAM J.
Director

SEAL
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103 [nvestment Adjustment. Upoa appraval by Working Interest Owners of the inveatory and evaluation,
cach Working Interest Qwner shall be credited with the value of its interest in all personal property taken over under
Scction 10.1.2, and shall be charged with an amount equal to that obtained by multiplying the total value of all personal
property taken over under Section 10.12 by such Working Interest Qwaer’s Uit Participation. If the charge against any
Working Iaterest Owner is greater than the amount credited to such Working Interest Owner, the resulting aet charge
shall be an item of Uit Expense chargeable against such Working Interest Owner. If the credit to any Working Interest
Owner is greater than the amouant 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 or reflected as a credit on such Working Interest Owner’s account.

104  Genera] Fadilities. The acquisition of warchouses, warchouse stocks, lease houses, camps, facility
systems, and office buildings aecessary for Unit Operations shall be by negotiation by the owners thereof and Unit
Operator, subject to the approval of Working Interest Owners.

105  Qumership of Persgnal Property and Facilitics. Each Working Interest Owner, individually, shall by
virtue hereof own an undivided interest, equal to its Uit Participation, in all personal property and facilities taken over
or otherwise acquired by Unit Operator pursuant to this Agreement.

ARTICLE 11

111 Basis of Charge to Working Interest Qwners. Unit Operator initially shall pay ail Unit Expense. All
charges, credits and accounting for Unit Expense shail be in accordance with Exhibit C. Each Working Interest Owner
shall reimburse the Unit Operator for its share of Unit Expense as follows:

11.1.1 Beginning at 7:00 o’clock a.m. on the Effective Date hereof, all operating expeases shall be
shared by Working Interest Owners in accordance with their applicable Unit Participation which is in effect at
the time such expease is incurred.

112 Buydgets Before or as soon as practical after the Effective Date hereof, Unit Operator shall prepare
a budget of estimated Unit Expenses for the remainder of the calendar year, and, oa or before the first day of each
February thereafter, shall prepare such budget for the easuing caleadar year. A budget shall set forth the estimated Unit
Expease by quarterly periods. 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 promptly be furnished to each Working Interest Owner.

113 Advance Billings. Unit Operator shall have the right to requirc Working Interest Owners to advance
their respective shares of estimated Unit Expease by submitting to Working Interest Owners, on or before the 15th day
of any month, an itemized estimate thereof for the succeeding month, with a request for payment in advance. Within
fifteen (15) days thereafter, cach Working Interest Owner shall pay to Unit Operator its share of such estimate.
Adjustments betweea estimated and actual Unit Expense shall be made by Unit Operator at the close of each calendar
month, and the accounts of Working Interest Owners shall be adjusted accordingly.

11.4  Commingling of Funds. No funds received by Unit Operator uader this Agreement need to be
segregated or maintained by it as a separate fund, but may be commingled with its owa funds.

115 Lien of Unit Qperator Penalty. Each Noan-Operator graats to Operator a lien upon its oil and gas rights
in the Contract Area, and a security interest in its share of oil and/or gas when extracted and its interest in all equipment,

to secure payment of its share of expense, together with interest thereon at the rate provided in Exhibit C. To the extent
that Operator has a security interest under the Uniform Commercial Code of the state, Operator shall be entitled to
exercise the rights and remedies of a secured party under the Code. The bringing of a suit and the obtaining of judgment
by Operator for the secured indebtedness shail not be deemed an election of remedies or otherwise affect the lien rights
or security interest as security for the payment thereof. In addition, upon default by any Non-Operator in the payment
of its share of expease, Operator shall have the right, without prejudice to other rights or remedies, to collect from the
purchaser the proce=ds from the sale of such Non-Operator’s share of oil and/or gas until the amount owed by such Non-
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Opcrator, together with a penalty of 200% of such Non- -Opcrator’s proportionate share of expenses plus interest has been
paid. Each purchaser shall be eatitled to rely upon Operator's written statement concerning the amount of any defauit.

Operator grants a like liea and security interest to the Non-Opcrators to secure payment of Operator’s proportionate
share of expense.

By execution or ratification of this Agreement, Working Interest Owners authorize the recording and filing of
Exhibit F giving notice of the lien rights and security interest set forth above.

id ting If any Working laterest Owner fails to pay its share of Uuit Expense within sixty
(60) days alter rendition o( a'statement therefor by Unit Operator, each Working Ioterest Owner agrees, upon request
by Uit Operator, to pay its proportionate part of the unpaid share of Unit Expease of the defaulting Working Interest
Owner. The Working Interest Owners that pay the share of Unit Expense of a defaulting Working Interest Owner shall
be reimbursed by the Unit Operator for the amount so paid, plus any interest and/or penaity collected thereon, upon
receipt by Unit Operator of any past due amount collected from the defaulting Warking Interest Owner. Any Working
Interest Owner so paying a defauiting Working Interest Owner’s share of Unit Expense shall be subrogated to the lien
and rights herein granted Unit Operator.

11.7  Uncommitted Rovaity. Should an owner of a.Royalty Interest in any Tract fail to become a party to
the Unit Agreement, and, as a result thereof, the actual Royaity [aterest paymeats with respect to such Tract are more
or less than the Royalty Interest payments computed on the basis of the Unitized Substances that are allocated to such
Tract under the Unit Agreement, the differeace shall be borne by or inure to the benefit of Working Interest Owners
in proportion to their respective Unit Participation; provided, however, that in the cvent a Tract is qualified as a result
of the execution of the indemaity provided by Section 9.1.2 of the Unit Agreement, the Working Interest Owner executimy—
such indemnity shall bear the burden or take the benefits of such differences in royaity paymeats in the same proportion
and to the same extent that such Working Interest is obligated by such indemanity with respect to the claims and demands
referred to in said Section 9.1.2.

ARTICLE 12
NON-UNITIZED FORMATIONS

121 Right to Operate. Any Working Interest Owner that now has or hereafter acquires the right to drill for
and produce oil, gas, or other minerals from other than the Unitized Formation, shall have the right to do so
notwithstanding this Agreement or the Unit Agreement. In exercising the right, however, the Working Interest Owner
shall exercise reasonabie precaution to prevent unreasonable interference with Unit Operations. No Working Interest
Owners shall produce Unitized Substances through any well drilled or operated by it. If any Working Interest Owner
drills any well into or through the Unitized Formation, the Unitized Formation shail be protected in a manner satisfactory
to Working Interest Owners so that the production of Unitized Substances will oot adversely be affected.

ARTICLE 13
TITLES

13.1  Warranty apd Indemnity. Each Working Interest Owner represents and warrants that it is the gwner
of the respective working interests set forth opposite its name in Exhibit A, and hereby agrees to indemnify and hold
barmless the other Working Interest Owners for any loss due to failure, in whole or in part, of its title to any such interest
except failure of title arising out of Unit Operations; provided that such indemnity shall be limited to an amount equal
to the net value that has been received from the sale or receipt of Unitized Substances attributed to the interest as to
which title failed. Each failure of title will be decmed to be effective, insofar as this Agreement is concerned, as of the
first day of the calendar month in which such failure is finally determined, and there shall be no retroactive adjustment
of Unit Expense, or retroactive allocation of Unitized Substances or the proceeds therefrom, as a result of title failure.

132  Failure Because of Unit Qperations. The failure of title to any working interest in any Tract by reason
of Unit Operations, including non-production from such Tract, shall aot change the Unit Participation of the Working
Interest Owner whose title failed in relation ta the Unit Participatioa of the other Warking laterest Owners at the time

of the title failure.
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