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OIL CONSERVATION DIVISION 
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44. Order of the NMOCD, Case No. 10685, Order No. R-9894, Application of Hanson 
Operating Company, Inc. for Statutory Unitization, Eddy County, New Mexico dated 
May 19,1993. 
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Respectfully submitted, 

KELLAHIN & KELLAHIN 

Telephonic approval 6/29/97 
W. Thomas Kellahin 
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Santa Fe, New Mexico 87504 
(505) 982-4285 
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SHERIDAN, P. A. 

Paul R. Owen 
P. O. Box 2208 
Santa Fe, New Mexico 87504 
(505)988-4421 
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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 
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UNIT OPERATING AGREEMENT 

MYERS LANGLIE-MATTIX UNIT 

LEA COUNTY, NEW MEXICO 

THIS AGREEMENT, entered Into as of the first day of January, 

197 3, by and between the parties who have signed the original of thla 

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

bound by the provisions hereof; 

W I T N E S S E T H : 

WHEREAS, the parties hereto as Working Interest Owners have 

executed, aa of the date hereof, an agreement entitled "Unit Agreement, 

Myers Langlle-Hattlx Unit, Lea County, New Mexico", herein referred to as 

"Unit Agreement", which, among other things, provides for a separate 

agreement to be entered into by Working Interest Owners to provide for 

the development and operation of the Unit Area; 

NOW, THEREFORE, in consideration of the mutual agreements here

in set forth, it is agreed aa 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 thla agreement. The 

definitions In the Unit Agreement are adopted for all purposes of 

this agreement. I f there is any conflict between the Unit Agreement 

and thla agreement, the Unit Agreement shall govern. 

ARTICLE 2 

EXHIBITS 

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 

Incorporated herein by reference. 

2.1.2 Exhibit D attached hereto, la a schedule showing 

the Unit Participations of each Working Interest Owner for Phase 1 

and Phaae I I of Unit Operations. Exhibit 0 or a revision thereof, 

shall not be conclualve as to the Information therein except It 
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shall be used aa showing the Unit Participations of the Working Interest 

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

aa herein authorized. 

2.1.3 Exhibit E. attached 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 i , this bgreeoent shall prevail. 

2.1.4 Exhibit P. attached hereto are the assessments which may 

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

thereon a* provided In Article 10. In the event the tracts for any of the wells 

listed In Exhibit "F" f a l l to qualify for Inclmlon in the Unit on the ef

fective dste hereof, Exhibit "F" shall be revised to delete each such well 

snd Its assessment. 

2.2 Revision of Exhibits. Whenever Exhibits A, B or C are revised, 

Exhibit D shall be revised accordingly and be effective ss of the same date. 

Unit Operator shall also revise Exhibit D from time to time aa required to 

conform to change* in ownership of which Unit Operator has been notified as 

provided in the Unit Agreement. 

ARTICLE 3 

SUPERVISION OF OPERATIONS 
BY WORKING INTEREST OWNERS 

3.1 Over-all Supervision. Working Interest Owners shall exercise 

over-all supervision snd control of a l l matters pertaining to unit operations 

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

authority, each Working interest Owner shall aci solely in its own behalf In 

the capacity of an Individual owner snd not on behslf of the owners as sn 

entirety. 

3.2 Specific Authorities and Duties. The matters with respect to 

which the Working Interest Owner* shall decide tnd 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 pro

gram to be employed. 

3.2.2 Drilling of Wells. The drilling of sny well within the 

Unit Area whether for production of UnitIsad Substances, for use as an In

jection well, or for other purposes. 

3.2.3 Well Recompletlon* snd Cheng* of Status. The recompletion, 

sbandonaent, or change of statua of any well, or the use of sny well for In-
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3.2.4 Expenditures. The making of any single expenditure 

in excess of Fifteen Thousand Dollars ($15,000.30); provided that, approval 

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

plugging beck of any well shall include approval of all necessary ex

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

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

3.2.5 Disposition of Unit Equipment. The selling or other

wise disposing of any major item of surplus Unit equipment, If the cur

rent list price of new equipment similar thereto Is 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 representstive to appear before any court or regulatory 

agency in matters pertaining to Unit Operations; provided that, such 

designation shall not prevent any Working Interest Owner at its own ex

pense from appearing In parson or from designating another representative 

In its own behslf. 

3.2.7 Audits. The auditing of the accounts of Unit Operator 

pertaining to unit operation* hereunder; provided that, the audits shall: 

(a) not be conducted more than once each year 

except upon the resignation or removal of 

Unit Operator. 

(b) be mad* at the expense of all Working In

terest Owners other than the Working In

terest Owner designated as Unit Operator; 

and 

(c) be made upon not lea* than thirty (30) 

day*' 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 authorizing of charges to 

tha joint account for services by consultants or Unit Operator's tech

nical personnel not covered by the overhesd charges provided by Exhibit 

E. 

3.2.10 Assignments to Committees. The appointment of com

mittee* to atudy any problem* In connection with Unit Operations. 

3.2.11 Removal of Unit Operator and the Selection of a 

Successor. 

-3-
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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 EXERCISINC 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 authorised to represent 

and bind such Working Interest Owner with respect to Unit Operations. 

The representative or alternate may be changed from time to time by 

written notice to Unit Operator. 

4.2 Meetings. All meetings of the Working Interest Owners 

shall be called by Unit Operator upon Its own motion or at the request 

of one or mora 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, with agenda for the 

meeting attached. Working Interest Owners who attend the meeting shall 

not be prevented from amending Items Included in the sgenda or from 

deciding the amended item or other items presented at the meeting. The 

representative of Unit Operator shall be chairman of each meeting. 

4.3 Voting Procedure. Working Interest Owners shall decide 

all matters coming before them a* follows: 

4.3.1 Voting Interest. Each Working interest Owner shall 

have a voting intereat equal to Its Unit Participation in effect at the 

time such vote is taken. 

4.3.2 Vote Required. Except as may otherwise be provided 

herein or in the Unit Agreement, Working Intereat 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 (651), provided that, should 

any one Working Interest Owner own more than thirty-five percent (351) 

Voting Intereat, lta negative vote or failure to vote shall not defeat 

a motion and such motion shall pass if such motion is approved by a 

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

controlling on a l l parties. 
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4.3.3 Vote at Meeting by Non-attending Working Interest 

Owners. Any Working Intereat Owner not represented at a meeting may vote 

on any Item included in 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 Owners, if 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 5 

INDIVIDUAL RICHTS 
OF WORKING INTEREST OWNERS 

5.1 Reservation of Right*. Working Interest Owner* severally 

reserve to themselves all their rights, except aa otherwise provided 

in this agreement and the Unit Agreement. 

5.2 Specific Right*. Each Working Intereat 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 

information 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 requests the Information. 

ARTICLE 6 

UNIT OPERATOR 

6.1 Unit Operator. SKELLY OIL COMPANY Is hereby designated 

as Unit Operator. 

-5 
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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 reslgnstlon or removal 

of s Unit Operator, a successor Unit Operator shall be selscced 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 snd to instructions from Working Interest Owners, 

Unit Operator shall have the exclusive right and be obligsted to conduct 

Unit Operations. 

7.2 Workmanlike Conduct. Unit Operator shall conduct Unit 

Operations In s good snd workmanlike manner aa 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 will

ful misconduct. 

7.3 Liens and Encumbrances. Unit Operator shall endeavor to 

keep the lands and leases In the Unit Area free from s l l liens and en

cumbrances occasioned by Unit Operations, except the lien as outlined 

in Section U.S. 

7.4 Employees. The number of employees used by Unit Operator In 

conducting unit operetlons, their selection, hours of labor, and com

pensation shall be determined by Unit Operator. Such employees shall be 

tha employees of Unit Operator. 

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

and records of Unit Operations hereunder end shsll permit any party 

hereto to examine all records of same at any reaaonable time. 

7.6 Reports to Working Interest Owners. Unit Operator shall 

furnish to Working Interest Owners periodic reports of Unit Operations 

aa prescribed by the Working Interest Owners. 

7.7 Reports to Governmental Authorities. Unit Operator shall 

make all reports to governmental authorities that it has the duty to 
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7.8 Engineering and Geological Information. Unit Operator 

shall furnish to a 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 (SIS,000.00) 

without prior approvsl of Working Interest Owners. If an emergency occurs, 

Unit Operator may Immediately make or Incur such expenditures as in its 

opinion are required to deal with the emergency. Unit Operator shall 

report to Working Interest Owners, as promptly as possible, the nature 

of the emergency and the action taken. 

7.10 Wells 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 under tens and conditions approved 

by Working Interest Owners. 

ARTICLE 8 

TAXES 

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 a l l necessary renditions snd return* with the 

proper taxing authorities or governmental subdivisions covering all real 

and personal property of each Working Interest Owner within the unitized 

land end used or held by Unit Operator In connection with the develop

ment and operation of the Unitized Formation. Any Working Interest Owner 

dlssetlsfled with any proposed rendition or assessment of its Interest 

in real or personal property, shall have the right, et its own expense, 

to proteat 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 1* used in connection with Unit 

Operations shall be paid by Unit Operetor for tha joint account In the 

sama manner as other costs and expenses of Unit Operations; provided, 

that If tha Interest of a Working Interest Owner is subject to sepsrstely 

assessed overriding royelty Interest, production payment, or other In

terest in excel* of l/8th royalty, such Working Interest Owner shall be 

given credit for the reduction in taxes paid resulting therefrom. 

-7-
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8.2 Other Taxes. Each Working Interest Owner shall pay or cause 

to be paid all production, severance, gathering, and other taxes Imposed 

upon or In respect to the production or handling of its shsre of Unitized 

Substsnces. 

ARTICLE 9 

INSURANCE 

9.1 Insursnce. Unit Operator, at all times while conducting 

operatlona hereunder, shall purchase or provide protection for the benefit 

of the perttes hereto, comparable to that afforded under stsndard form 

policies of insurance as follows: 

(1) Workmen's Compensation and Employers' Liability insur

ance providing benefits In accordance with the laws 

of the Stste of New Mexico. 

(2) Generel Public Liability insurance with Bodily Injury 

limits of $100,000 per person and $300,000 per accident 

and a Property Damage limit of $100,000 per accident. 

(3) Automobile Public Liability Inaurance 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 

tha benefit of tha parties hereto except with mutual written conaent of 

the parties. 

Insurance requirements for contractors or sub-contractors shall be 

left to tha judgment of Unit Operator. 

Should Skelly Oil Company caaaa to be Unit Operator hereunder, 

any new Unit Operator shall carry Workmen's Compensation Inaurance and 

General Public Liability and Automobile Public Liability and Property 

Damage tnauranea with limits aa above specified or ae mutually agreed 

upon by the parties hereto. 

ARTICLE 10 

ADJUSTMENT OP INVESTMENTS 

10.1 Personal Property Taken Over. Upon execution of this agree

ment by the respective Working Interest Owners, each elects that its wells 

aa shown on Exhibit "A" are hereby committed to the Unit. Upon the effective 

-a-
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date hereof, but subject to Article 12 and the other provisions of thla 

Article 10, said Working Intereat Owners shall deliver to Unit Operator 

the following: 

10.I.1 Wells and Casing. All those wells shown on Exhibit 

"A" in Usable Condition 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 Sub

stances or for injection or other purposes together with the csslng 

therein above the beae of the Unitized Formation. In dual completion 

wells, Unit Operator shall take over an undivided one-half Interest in 

the caaing to the base of the Unitized Formation where the Unitized 

Format Ion lies sbove the other formation In which the well la completed. 

Where the other formation in which the well Is completed lies sbove the 

Unitized Formation, Unit Operator shall take over an undivided one-half 

Intereat in the casing to the base of the other formation and a full 

Interest below said point. 

10.1.2 Well snd Lease Equipment. The tubing in eech such 

well, the wellhead connections thereon, and all other leaae and operating 

equipment thet is used in the operation of such wells snd which the Work

ing Interest Owners then determine may be necessary or desirable 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 Exhiblc "F", in lieu of delivering to the Unit 

the wells Usted 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. Esch of the Working In

terest Owners listed under Schedule I of Exhibit "F" will deliver its 

wells listed thereunder to Unit Operator on the effective dste hereof, 

and each shall pay Its proportionate share of any remedial work approved 

by the Working Interest Owners and done to make any Schedule I well a 

Usable Wall, based on the ratio that Its total assessments under Schedule 

I for i t * wells which are not Usable Wells on the effective date hereof 

bears to the total assessments under Schedule I for a l l the wells listed 

thereon which are not Usable Wells on the effective date hereof. Unit 

Operstor shall bill each Working Interest Owner who Is obligated hereunder 
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from time to time for Its share of the cost of remedial work as such 

vork Is performed. Installation of casing to the top of the Langlie-

Mattix formation shall be initiated only after approval by the Working 

Interest Owners aa provided In Article 4 of this agreement; provided, 

however, that If such casing Is not installed within two years after 

the effective date of this agreement, said Installation shall be at 

the expense of all Working Interest Owners rather than those listed In 

Schedule I of Exhibit "F". In no event shall any Working Interest Owner 

be separately assessed hereunder an amount in exceas of the total 

assessments under Schedule I shown opposite Its wells which sre 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 I I - Assessments. The Working Interest 

Owners of those walls listed under Schedule I I of Exhibit "F" may re-

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

Formation, tha wells listed thereunder. Any Working Interest Owner 

who falls to deliver aa a Usable Well on the effective data of thla agree

ment any of the wells listed under Schedule I I of Exhibit "F" shall 

be aasessed in lieu thereof the amount set forth opposite such well. 

The assessment may be paid 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 allocated to the trsct, under 

Phase I I , on which such well Is locsted. 

10.2.3 Schedule I I I - Assessments. Working Interest Owners 

may, at any time after the effective date hereof, determine thet those 

wells listed under Schedule I I I of Exhibit "F" which hsve not been com

pleted ea Usable Wells prior to the effective date hereof, need to be 

completed as Usable Wells. When such determination la made, Unit Operator 

shall make appropriate 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 lta election as to the following: 

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

above, each Working Interest Owner upon whom demand 

la made shall complete and equip, at its sole cost, 
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risk and expense, a Usable Well. Upon delivery Co 

Unit Operator of a Usable Well, an inventory and 

adjustment of investment shall be effected In 

accordance with the other provisions of this 

Article 10. 

B. Working Interest Owners upon whom demand Is 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 I I I of Exhibit "P" 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 Inventory. On the effective date hereof, or as soon there

after aa feasible, Working Interest Owners 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 Manual", 1967 Print, issued by the Council of 

Petroleum Accountants Societies of North America; provided however, that 

for adjuatment purposes only, sucker rods, down-hole pumps snd other Items 

as agreed upon by the Working Interest Owners wi l l be treated the same 

as controllable equipment. Although a l l casing shall be Included In full 

detail in the Inventory, the value of the caalng for adjustment purposes 

shall be sero. Noncontrollsble items which are omitted from the inventory 

shall, nevertheless, be taken over by the Unit I f in use on the property. 

As to any Tract, Unit Operator shall notify eech Working Interest Owner 

therein at leaat ten (10) daye prior to the teklng of the Inventory with 

reapect to auch Tract, so that each of said Working Intereat Owners may 

make arrangements to be represented et 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 repreaentatlves of the other Working Interest Owners. 

10.4 Inventory Evaluation and Approval. Unit Operator shall 

furnish for approval by Working Interest Owners an inventory reflecting 

the following: 

(a) A l i s t of controllable material and equipment, except 

for material and equipment required for production from non-unitized 
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formations, deemed necessary or desirable for Unit Operations. The 

material and equipment so listed shall be valued at eighty percent 

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

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

indicated on the inventory; provided, however, that material 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 l i s t of material and equipment serving the Unitized 

Formation deemed necessary by the Unit Operator for the temporary 

convenience of the Unit. Said material and equipment ahall 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 indivlduel arrangement has been made for the further 

use thereof. 

(c) A l i s t of the material and equipment which, although 

taken over by Unit Operator, is not, aa of date of submission 

of said Inventory for Working Interest Owner approval, deemed 

necessary or desirable for Unit Operations. 

10.5 Adjustment of Investment. Upon approval by the Working 

Intereat Owners of the inventory evaluation referred to in Section 10.4 

hereof, each Working Interest Owner shall be credited with the value as 

determined in accordance with Section 10.4 (a) above, of Its Interest 

in a l l material and 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 a l l such material and equipment taken 

over by Unit Operator by such Working Interest Owner's Phase I I Unit 

Participation. I f the charge against any Working Intereat Owner is 

greater than the amount credited to such Working interest Owner, the 

resulting net charge shall be paid and in a l l other respects be treated 

aa any other Item of Unit expense chargeable against such Working Interest 

Owner. I f the credit to any Working Interest Owner is greater than the 

amount charged against such Working Interest Owner, the resulting net credit 

ehall be paid to such Working interest Owner by Unit Operator out of funds 

received by I t in settlement of the net charges described above. 
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10.6 Removal of Non-Unit Equipment. Upon approval by the working 

Interest Owners of the Inventory referred to In Section 10.4 hereof, the 

material and equipment listed as surplus aa 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 necessary 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 listed 

under Section 10.4 (b) shall be reclaimed and removed by the owner thereof 

on requeat of Unit Operator. 

10.7 Cenerel Facilities. The acquisition of warehouses, ware

house 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 bssed 

upon their respective Phase I I Unit Participations. There shall be no 

adjustment for leaae 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 Unit 

Operator pursuant to this agreement, and ssld undivided interest shall be 

equal to its Phase I I Unit Participation. 

ARTICLE 11 

UNIT EXPENSE 

11.1 Basis of Charges to Working Interest Owners. Unit Operator 

initially shall pay and discharge all cost* and expenses Incurred in the 

development and operation of the Unit Area. Each Working Interest Owner 

shall reimburse Unit Operator for its proportionate share of all such 

coats and expanses as follows: 

11.1.1 Operating Expense. Beginning at 7:00 A.M., on the 

effective date hereof, all operating expenses shall be shared by Working 

Intereat Ownera In accordance with their respective Unit Participation 

aa set out in Exhibit "0" which ere in effect at the time ssld expenses 

are incurred. 

11.1.2 Capital Expenditures. Beginning at 7:00 A.M., on 

the effective date hereof, and thereafter during the life of this agree

ment, all capital expenditurea for development and for the purchase and 
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Installation of material classified as investment items shall be shared 

by Working Interest Owners in accordance with their respective Phase I I 

Unit Participations as set out In Exhibit "0". 

All charges, credits and accounting for costs snd 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 a budget of estimated costs 

snd expenses for the ensuing calendar year. Such budgets shall set forth 

the estimated costs and expenses by quarterly periods. Budgets so prepared 

shall be estimates only and ahall be aubject to adjustment and correction 

by Working Interest Owners and Unic 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 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 (IS) daya thereafter, each Working Interest Owner shall pay 

to Unit Operator its shere 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 

shell be adjusted accordingly. 

11.4 Commingling of Funds. No funds received by Unit Operator 

under thla 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 a lien upon its oil end gaa 

rights In each Tract, its share of Unitized Substances when produced, snd 

its Interest In all Unit equipment, e* 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 
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lten. In addition, upon default by any Working Interest Owner In the pay

ment of its share of Unit expense, Unit Operator, without prejudice to other 

existing remedies, shall have the right to collect from the purchaser the 

proceeds from the sale of such Working Interest Owner's share of llnitlz'-d 

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

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

rely upon Unit Operator's written atatement concerning the amount of any 

default. Unit Operator grants a like lien to the Working Interest Owners. 

11.6 Unpaid Unit Expense. I f any Working Interest Owner fails to 

pay ita ahare 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 i t s proportionate pert of the unpeld 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 ao 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 Intereat Owner's share of Unit 

expense shall be subrogated to the lien and rights herein granted Unit Operator. 

11.7 Uncommitted Royalty. Should an owner of a Royalty Interest In 

any Tract f a l l to become a party to the Unit Agreement, and, es a result there

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 thet are allocated to such Trsct 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 Unit Participations; how

ever, tha difference to be borne by or inure to the benefit of Working In

tereat Owners shall not exceed an amount computed on the basis of one-eighth 

(1/8) of the difference between the Unitized Substances allocated to the 

Tract and the Unitized Substance* produced from the Tract. Such adjustments 

shall he made by charges and credlta to the joint account. I f the Interest 

of such Royalty Owner 1* an overriding royalty Interest, production payment 

or other Interest conveyed out of a Working Interest, the obllgetlon to make 

the pajaamt or to otherwise satisfy such Royalty Owner shall be the sole 

obligation of the Working Interest Owner or Owners whose Interest is burdened 

thereby. 
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NON-UNITIZED FORMATIONS 

12.1 Rli»ht 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 reasonable precaution to prevent unreasonsble interference 

with Unit Operstlons. No Working Interest Owner shall produce Unitized 

Substances through any well drilled or operated by It. If any Working 

Interest Owner drills any well into or through the Unitized Formation, 

the Unitized Formation shall be protected in a manner satisfactory to 

Working Interest Owners so that the production of Unitized Substances 

will not adveraely be affected. 

12.2 Multiple Completions - Llmltstlons. There shell 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 

shell be hendled aa follows: 

12.3.1 Rights of Unit Operator and Allocation of Cost Be

tween Unitized and Non-Unltlzed Operations. Unit Operetor 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 Unitized 

Substances or as injection wells or for any other purpose pursuant to 

or in connection with the Unit operations provided for herein. The 

Working Interest Owner or Owners who own Oil.and Gaa Rights to any 

formation other than the Unitized Formation wherein any such multiply-

completed well is situated, hereinafter called "Other Operator", shall 

have tha right at lta sole cost, risk and expense to operate that portion 

of such well which i t haa retained for the production of oil snd gaa 

from auch formation other than the Unitized Formation, hereinafter called 

"Other Formation". The cost and expense of operating a multiply-completed 

well aa to tha 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 IE such well were a single completion In the Unitized 

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 Intention 

hereby to provide that Unit operations shsll not be subordinated to a 

secondary or Inferior status. 

12.3.2 Subsequent Completion In Formation Other than 

Unitized Formation. No well In which the Unit owns a partial or full 

Interest may be subsequently completed or recompleted In another formation 

without the consent of the Working interest Owners. 

12.3.3 Workovers or Other Similar Operations In Multiply-

Completed Wells. I f either the Unit Operator or Other Operator should 

desire to conduct a workover, reconditioning or other operetlon which 

would result In any Interruption 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 flrat notify the 

other party in writing at leaat fifteen (13) days prior to commencing 

the proposed operation, setting out a complete and detailed description 

thereof. After the expiration of the fifteen (15) day period, or 

sooner i f mutually agreeable, the party desiring to undertake such 

operationa may proceed in accordance with i t s proposal subject to any 

amendments or changes which have been mutually agreed upon by the 

partlea during the fifteen (15) day period. Such operations shall be 

performed in a good and workmanlike minner and, except as hereinafter 

provided with respect to casing, at the sole cost, risk and expense 

of the party undertaking the work. The party undertaking the work 

shall at hla sole cost, risk and expense make a l l reasonable efforts 

to restore 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 loaa of production from the formation operated by the party not 

desiring to undertake the work, nor shall such undertaking party be 

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

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

the result of workovera or other similar operationa hereinabove provided 

for, the Unit Operator and Other Operator shall pay the cost of such re

pairs in the following proportions: If 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 repslrs 

necessary to the baae of the other said formation and the cost of any 

repaira 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 Operstor snd 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 

Formation shall be borne solely by the Other Operator. 

12.3.3 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. In the event such s replacement 

well is to be drilled, the coat of drilling the same to the base of the 

Unitized Formation shall be borne by the Working Interest Owners and the 

Other Operator in equal shares, if the Unitized Formation lies above the 

other formation in which the well is completed, and the cost of drilling 

seid replaceaant well below the Unitized Formation shall be borne by the 

Other Operator. If the Unitized Formation Ilea below the other formation 

In which said replacement well is to be completed the cost of drilling 

the same to the baae of the other formation will be borne by the Working 

Intereat 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 ahall each pay their respective completion costs in any such 

replacement wall. 

12.3.6 Communications Between Formations. Unit Operator shall 

be reaponaibl* for checking communications between the Unitized Formation 

and any other Formation; provided, however, the Other Operator ahall be 
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notified at least twenty-tour (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. I f either party should dealre at any 

time to abandon one of Its operations In sny multiply-completed well and 

salvage i t s material and equipment therefrom, such party shall be bound 

to give the other party at least s fifteen (15) day notice in writing 

prior to making such abandonment and shall otherwise proceed aa provided 

above In Section 12.3.3, subject however to the terms and provisions of 

Section 22.1. I f both parties mutually agree tn abandon the well, the cost 

of such abandonment shall be shsred equally. 

ARTICLE 13 

TITLES 

13.1 Warranty and Indemnity. Each Working Interest Owner repre

sents and warrants that i t 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 Working Interest Owners 

from any loss due to failure, In whole or in part, of i t s t i t l e to any such 

interest, except failure of t i t l e arising out of Unit Operations; provided 

that, such indemnity and warranty shsll be limited to an amount equal to 

the net value that has been received from the sale or receipt of Unitized 

Substance* attributed to the Interest es to which t i t l e failed. Each 

failure of t i t l e w i l l be deemed to be effective, insofar ss this agreement 

Is concerned, as of the fi r s t 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 Subatancea or the 

proceeds therefrom, as a result of t i t l e failure. 

13.2 Failure Because of Unit Operations. The failure of t i t l e to 

any Working Intereat in any Tract hy reason of Unit Operations, including 

non-production from such Trsct, shall not change the Unit Participation of 

the Working Interest Owner whose t i t l e felled In relation to the Unit Partlcl-

pstlon* of the other Working Interest Owners at the time of the t i t l e 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 ss creetlng a partner

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

est Owners. 

14.2 Settlements. Unit Operator may settle any single damage 

claim or suit involving Unit Operations but not Involving an expenditure in 

excesa 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 sbove specified amount, Working Interest Owners shall 

assume and take over the further handling of the claim or suit unless such 

authority is expressly delegeted to Unit Operator. All costs snd expense 

of handling, settling, or otherwise discharging such claim or suit shall 

be an Item of Unit expense. I f a claim is made against any Working Interest 

Owner or if any Working Interest Owner is sued on account of any matter 

arising from Unit Operations 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 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 aa the 

Secretary of the Treaaury of the United Statea 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 

additional or further evidence of the election as may be required by rep,il

lations Issued under said Subchapter K. Should the regulations require eai-li 

party to execute such further evidence, each Working interest Owner threes 

to execute or Join in the execution thereof. The election hereby made and 

the other provisions of this paragrsph shall apply In like manner to 
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applictble state law6, regulations, and rulings now In effect or hereafter 

enacted that have an effect similar to the federal provisions referred 

to herein. 

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 mall or 

telegram to the address of the representative of each Working Interest 

Owner ss furnished to Unit Operator in accordance with Section A.I hereof. 

ARTICLE 17 

WITHDRAWAL OF WORKING INTEREST OWNER 

17.1 Withdrawal. If any Working Interest Owner so desires, it 

may withdraw from this agreement by conveying, assigning snd transferring, 

without warranty of title either express or Implied, to the other Working 

Interest Owners who do not desire to withdraw herefrom, all of the former's 

right, title and interest in and to its lease or losses or other operating 

rights In the Unit Area insofsr ss said lease, 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, 

facilities snd other personal property used in conjunction with the develop

ment and operation of the Unit Area; provided, however, that such transfer, 

assignment or conveyance shall not relieve said Working Interest Owner 

from sny obligation or liability Incurred prior to the date of the execution 

and delivery thereof. The Interest so transferred, assigned and conveyed 

ahall be taken and owned by the other Working Interest Owners In proportion 

to their respective Phase I I Unit Psrticipetlons. After the execution and 

delivery of such trsnsfer, assignment or conveyance, the withdrawing Work

ing Interest Onwer shall be relieved from all further obligations and 

liability hereunder and under tha 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 pay to the 

assignor for its interest in s l l jointly owned equipment, casing snd 

other personal property the felr net salvsge value thereof, less Its 

proportlonete share of the costs of terminating the Unit, as ssmc are 
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determined and fixed by Working Interest Owners. This Section shall not 

prevent a Working Interest Owner from assigning, conveying or otherwise 

transferring its Interest, in whole or in part, provided such assignment, 

conveyance or transfer la made subject to the terms of this agreement and 

the Unit Agreement. 

ARTICLE 18 

CREATION OF NEW INTEREST 

18.1 Creation of New Intereat. If any Working Intereat Owner 

ahall, after executing this agreement, create any overriding royalty, 

production payment, or other similar interest, hereafter referred to aa 

"new Intereat", out of its interest subject to this agreement, such new 

interest shall be subject to all the terms and provisions of this agree

ment. In the event the Working Interest Owner owning the Interest from 

which the new interest was created withdraws from this agreement under 

the terms of Article 17, or fails to pay any expenses and coats chsrgeable 

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 reta portion of all costs and expenses 

for which the original Working Intereat Owner creetlng such new Interest 

would hsve been liable by virtue of his ownership of the new interest 

had the same not been transferred. In this event, the lien provided In 

Section 11.5 may be enforced against such new Interest. If the owner 

of the new Interest bears a portion of the costs and expenses or the same 

la 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 coats and expenses. 

ARTICLE 19 

ABANDONMENT OF WELLS 

19.1 Rights of Former Owners. If Working Interest Owners decide 

to sbendon permanently any well within the Unit Area prior to termination 

of tha Unit Agreement, Unit Operator shall give written notice thereof to 

the Working Interest Owners of the Trect on which the well is located, end 

they shall have the option for e period of ninety (90) days after the 

sanding 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 

Intereat Ownera 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, die amount estimated by working Interest Owners to be Che 

net salvage value of the casing and equipment in and on the well. The 

Working Interest Owners of the Tract, by taking over the well, agree to 

seal off effectively and protect the Unitized Formation, and upon abandon

ment to plug the well in compliance with applicable laws and regulations. 

19.2 Plugging. I f the Working Interest Owners of s Tract do 

not elect to take over a well located thereon which is proposed for 

abandonment, Unit Operator shall plug and abandon the well in compliance 

with applicable laws and regulations. 

ARTICLE 20 

FORCE MAJEURE 

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

unable, wholly or In part, by force majeure to carry out Its obligations 

under this contract, other than the obligations to make payment of money 

due hereunder, i t is agreed that upon such party's giving notice and 

reasonably f u l l particulars of force majeure in writing or by telegraph 

to the other parties hereto within e 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 li a b i l i t y so caused, but for no longer period, 

and the cause of the force majeure shall, so far as possible, be remedied 

with a l l reasonable dispatch. The term "force majeure" as employed herein 

shall mean any cause not reasonably within the control of the party claim

ing suspension. 

ARTICLE 21 

EFFECTIVE DATE AMD TERM 

21.1 Effective Date. Thla agreement shall become effective on 

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

21.2 Term. This agreement shall continue in effect so long 

as the Unit Agreement remains in effect, and thereafter until (a) a l l 

Unit wells have been abandoned and plugged or turned over to Working In

terest Owners in accordance with Article 22; (b) a l l Unit equipment and 

real property acquired for the Joint account have been disposed of by 

Unit Operator In accordance with Instructions of Working Interest Owners; 

and (c) there has been e final accounting. 

-23-
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ABANDONMENT OF OPERATIONS 

22.1 Termination. Upon termination of the Unit Agreement, the 

following shall occur: 

22.1.1 Oil and Caa Rights. Oil and gas rights in and to 

each separate Tract shall no longer be affected by thla agreement, and 

thereafter the parties shsll be governed by the terms and provlaions 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 snd equipment in and on the wells taken 

over, as estimated by Working Interest Owners, snd 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 tha caaing and equipment in or on wells not taken over by Working 

Intereat Owners of separate Tracts as can economically and reesonably be 

salvaged, and ahall cause the wells to be plugged and abandoned properly. 

22.1.4 Cost of Salvaging. Working Interest Owners shall 

share the coat of salvaging, liquidation or other distribution of assets 

and propertlea uaed in Unit Operations in proportion to their respective 

Unit Participations aa set out In Exhibit D. 

ARTICLE 23 

COUNTERPART EXECUTION 

23.1 Execution by Separate Counterparts of Ratifications. This 

agreement may be executed in any number of counterparts and each counter

part so executed shall have the same force and effect es an original 

instrument and as if all of the partlea to the aggregate counterparts 

had signed the same instrument; or, it may be ratified by a separate 

instrument In writing referring to this agreement. Eech such ratification 

shall have the force and effect of an executed counterpart and of adopt

ing by reference a l l provisions hereof. 

ARTICLE 24 

SUCCESSORS AMD ASSIGNS 

24.1 Successor* and Assigns. The provisions hereof shall be 

covenanta running with the landa, leaaea, and interests covered hereby, 

-24-
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and shal l be binding upon and Inure to the benefit of che respective 

hei rs , devisees, legal representatives, successors and assigns of the 

partlea hereto. 

IN WITNESS WHEREOF, thla agreement is executed as of the date 

^Vbove w r i t t e n . 

t f Assistant Secretary 

""'Date of Signature: 

SKELU-CjIL COMPANY 

9 
Ice President 

•s* 

6 

-25-
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STATE OF OKLAHOMA ) 

) SS 
COUNTY OF TULSA ) 

day of ^ c S y l n . t r . - n t - a acKoc^l^ged before me thLa 

V^e Prealdent^tlKELLY OIL COHPANY^ ^ f e ^ ^ k ^ f e — 
of said corporetton. COMPANY, a Delaware corporation, on b.,h.lf " 

' " • • ' I I . ; 

S . - W - A l i > „ i o n expire.: j ^ ^ L ^ ^ 
.• \'>>>- \ Notary Public 

-26 



EXHIBIT "D" *"?C 544'iCf 381 
UNIT OPERATING AGREEMENT 
MYERS LANGLIE-MATTIX UNIT 

LEA COUNTY. NEW MEXICO 

P E R C I 

•: H T 
Working Interest Owner Phsse I Phase I I 

Allied Chemical Corporation .59869 1.01166 
Amerada Hess Corporation 6.17699 6.21268 
Arlene S. Anthony 0.00000 O.U8288 
Amoco Production Company 6.21201 5.34004 
Atlantic Richfield Company 5.26996 9.53544 
Frank Bateman .20003 .26117 
George R. Bentley .02816 .01469 
0. A. Bourg Dril l ing Company . 16486 .05131 
Tom Brown Drilling Company .494 5 9 .15392 
W. K. Byroa 1.55489 .84458 
Chevron Oil Company .76773 .04851 
Cities Service Oil Company 2.01056 1.64622 
Ralph L . Clarke 1.22629 . 73075 
Margaret B. Clay .84250 . 75051 
Clay Trusts 618-1, 2 & 3 .81434 .73583 
W. J . Clay 0.00000 .01777 
Conka Production Company .20424 .09398 
Contlnental-Emsco Company 1.16195 .58852 
Continental Oil Company 1.73554 2.08825 
Crown Central Petroleum Corporation .67790 .88783 
R. DeChicchls Estate .65945 .20523 
Mrs. V. M. Donnelly .41299 .62812 
Chaa. A. Dora 0.00000 .00209 
Clara Dwyer Estate .05261 .04186 
F . W. Dye Estate .18428 .28249 
Elder Estate 1.31890 .41046 
E l Paso Natural Gas Company 0.00000 .08618 
Flag-Redfern Oil Company 2.41669 1.18850 
Fluor Corporation .09902 .10012 
Cackle Oil Company 1.00774 . 90204 
General Crude Oil Company .31562 .25116 
Getty Oil Company .46205 .22939 
Greet Western Drilling Company 2.88702 2.54868 
Gulf Oil Corporation 7.68827 10.87787 
John H. Hendrlx .25581 .23951 
Lamar Hunt 1.03064 1.51044 
N. B. Hunt 2.06130 3.02090 
W. H. Hunt 1.03066 1.51046 
Johnson & French .45264 .56001 
Aubrey Kenyan .05685 .05322 
Michael L . Klein .25581 .23950 
F. D. & L i l l i a n B. Jonea 0.00000 .00084 
C. B. King Estate .36857 . 56499 
Frank D. Lortscher 0.00000 .24864 
Ralph Lowe Eatate .74190 .57950 
Management Trust Company .30232 .27061 
Blanche McCallister .29047 .13893 
R. G. McPherson .41688 .23877 
Merchanta National Bank of Terre Haute .02816 .01469 
Gertrude C. Mitchell .05260 .04186 
Mobil Oi l Corporation .84166 .66977 
Petroleum Corporation of Texas .31649 .13537 
W. A. Pruett 0.00000 .00104 
Cherlee B. Read .10421 .05969 
Reserve Oi l and Gas Company .82849 .86361 
Resler and Sheldon 3.93863 1.47473 
Herbert J . Schmltz 0.00000 .198'" 
Charlaa T. Scott, J r . 0.00000 .08288 
Robert C. Scott 0.00000 .08288 
T. J . Slvley .19074 .38752 
Skelly Oi l Company 12.53466 13.36943 
R. L . Summers .16599 .08407 
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E x h i b i t "D" 
Unit Operating Agreement 
Page Two 

Working Intereat Owner 

Superior Oil Company 
Texaco Inc. 
Texas Pacific O i l Company 
J. E. Warren 
Finn Watson 
Unleased Interest 

P E R C E N T 
Phase I Phase I I 

0.00000 
8.80313 
16.89701 
.18428 
.20423 

0.00000 

.00648 
10.28603 
12.96196 
.28249 
.09398 
.27 536 

TOTAL 100.00000 100.1)0000 
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CODAS — 1*4} 

> 12-3444-170 * K B « * » W * try 
C o u n t * of Ptl'atojunt 

f— v u <> 0 Accountonti Soo«is-a-i o.l 
& A r 1 l D l 1 £ Norm AiAf fKa . 

Attached to and made a part of. Unit Operating. Agreement 
Myet* Ung.iU-M*Ctix..Ui\it - " £a* 
Le* County, New Mexico _ „ s # c "' ?Sa{?*•* 

S * K . <V P M . 2 A ( 1 ) 
artd S A 

ACCOUNTING P R O C E D U R E 
(JOINT OPERATIONS) 

I. GENERAL PROVISIONS 
1. Definitions 

"Joint Property" shall mean the rcil and personal property subject to the agreement to which this "Accounting Pro
cedure" is attached. 
"Joint Operations" shall mean all operations necessary nr proper for the development, operation, protection and 
maintenance of the Joint Property. 
"Operator" shall mean the party designated to conduct the Joint Operations. 
"Non-Operators" sha'i mean the nonoperating parties, whether one or more. 
"Joint Account" shall mean the account showing the charges and credits act ruing because of the Joint Operations 
and which are to be shared by the Parties. 
"Parties" shall mean Operator and Non-Operators. 
"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. 

2. Conflict with Agreement 
In the event of a conflict between the provisions of tnis Accounting Procedure and the provisions of the agree
ment to which this Accounting Procedure is attached, the provisions of the agreement shall control 

1. Collective Action by Nan-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 contains no contrary provisions in regard 
thereto, the agreement or action of a majority in interest of the Non-Operators shall be controlling on all Non-
Operators. 

4. Statements and Billings 
Operator shall bill Non-Operators on or before the last day of each month for iheir proportionate share of costs and 
expenses, for the preceding month. Such bills will be accompanied by statements reflecting the total charges 
and credits as set forth under Subparagraph C below: 
A. Statement in detail o( all charges and credits to the Joint Account. 
B. Statement of all charges and credits to the Joint Account, summarized by appropriate classifications indicative 

of the nature thereof. 
C. Statement of all charges and credits to the Joint Account summarized by appropriate classifications indicative 

of the nature thereof, except that items of Controllable Material and unusual charges and credits shall be detailed. 
5. Payment and Advances by Non-Operatsra 

Unlrw ull.i rwi-.- iwotiilrd liir in the agreement, the 'Iperatiir may require llir Nmi I heritors lu advance their share of esti
mated ca>h initial f.«r the Mieerrding miMilhV operation. Oprral<»r shall adjust i-aeli nhmthlv billing to reflect auvaneea 
received from tile Nut Operators. 

Each Non Oprralor diall pay its proportion of all bills within fifteen (I ") days after receipt. If payment ia not made within 
such lime, the unpaid balance shall bear interest monthly at the rale of trn per ernt (111%) per annum or the maximum con
tract rate |iermittrd by the applicable u»nry lam in the state in whic h the Joint I'ro-a-rty »located, whichever ia the leaser. 

I . Adjustments 
Payment of any such bills shall not prejudice the right of any Non-Operators tn protest or question the correctness 
thereof: provided however, all bills and statements rendered to Non-Operators hy 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 excep
tion 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 ot this paragraph shall not prevent adjust
ments resulting from a physical inventory of the Joint Property as provided for in Section VII. 

1. Audits 
A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit 
Operator's accounts and records relating to the accounting hereunder 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 lime for the taking of written exception to and the adjustment of accounts as provided for in Paragraph 
( of this Section I. Where there arc 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 Operator. 

II. DIRECT CHARGES 
Subject I* limitations hereinafter prescribed, Operator shall charge the Joint Account with the following Items: 

1. Rentals and Royalties 
Delay or other rentals and royalties when such rentals and royalties are paid by Operator for the Joint Account 
of tha Parties. 

2. Labor 
A. Salaries and wages of Operator's employees directly engaged on the Joint Property in the conduct of the Joint 

Operations, and salaries or wages of technical employees who are temporarily assigned to and directly 
employed on the Joint Property. 

B. Operator's coat of holiday, vacation, sickness and disability benefits and other customary allowances paid to the 
employees whose salaries and wages a n chargeable to the Joint Account under Paragraph 2A of this Section II 
and Pnragraph 1 ot Section 111; except that in the case of those employees only a pro rata portion of whose 
salaries and wages are chargeable to the Joint Account under Paragraph 1 of Section III, not more than the same 
pro rata portion .rf the benefits and allowances herein provided tor shall be charged to the Joint Account. Cost 
under this Paragraph 2B may be charged on t "when and as paid basis" or by "percentage assessment" on the 
amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this Section II and Para
graph 1 of Section III. If percentage assessment is used, the rate shall be based on the Operator's cost experience. 
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C Expenditures or contributions made pursuant to assessments imposed by governmental authority which are ap

plicable ID Opi-i alor's labor cost of salaries and wages chargeable to the Joint Account under Paragraphs 2A 
and 2R of ihis Section II and Paragiaph 1 of Section III. 

D Reasonable personal expenses of those employees whose salaries and wages are chargeable to the Joint Account 
under I'.,i ai;iaph 2A uf this Section II and for which expenses the employees are reimbursed under Operator's 
usual pnielice. 

3. Employee Benefits 
Operator's current cost of established plans for i'iii|iioyei->' ^rinip lil'c insurance, hospitalization, pension, retirement, stock 
purchase, thrift, lionti*, anil other bi-itciit plans of ,i like nature, applicable to Operator's labor cost; provided however, tlie 
total ol ...urli charges shall nut exeeeil lifleen current (l.'i'r) d Operator's IJIKW c osts c hargeable to the Joint Account under 
Paragraph!-1 \ anil Jll of this Nctioii II ami 1'aragrapli I nl .">ri lion III. 

4. Material 
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 Material shall be purchased for or transferred 
to Ihe Joint Property as may be required for immediate use: anil the accumulation of surplus stocks shall be avoided. 

5. Transportation 
Ttuuspoi latum of employees and Material necessary for ihe Joint Oiteraiions but subject to the following limitations: 
A. II Mali-rial is moved to tile Joint Property from the • ipcralor's ».ircliousc c»r other properties, no charge shall he made 

to the Joint Vccuunt for a distance greater than the distance from the nearest reliable supply slure, recognized liarge 
terminal, or railway receiving point where like material is normally availahle, unless agreed to by Operator awl Ncm-
Ojierators. 

It. If surplus Matcnal a moved to Operator's warehouse or other steerage point, no charge shall he made to the Joint 
Account for a distance greater than the iltMancr to the nearest reliable supply store, recognized barge terminal, or rail* 
way receiving |»cint unless agreed to by Operator* ami Non-Operators. No cliarge shall he made to the Joint Arruunt 
for moving Material to other properties belonging to 1 i|icralor, unless agreed to by I Ipcrator and Non-t >perators. 

C. In tile application of .Sihriaragrapli* A am) H above, there -halt lie no equalization of actual gross trucking eosls of 
tlOfl or less. 

i . Services 
A. The cost of contrail services and utilities procured from outside sources other than services covered by Para

graph 8 of this Section II and Paragraph I nf Section III 
B. Use and service of equipment and facilities furnished by Operator as provided in Paragraph i ot Section IV. 

7. Damages and Losses to Joint Property 
All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages 
or losses incurred by fire, flood, storm, theft, accident, or any other cause, except to the extent that Ihe damage or 
loss could have been avoided through the exercise of reasonable diligence on the part of Operator. Operator shall 
furnish Non-Operators written notice of damages or lasses incurred as soon as practicable after a report thereof 
has been received by Operator. 

S. Legal Expense 
All costs and expenses of handling, investigating and settling litigation or claims arising by reason of the Joint 
Operations or necessary lo protect or recover the Joint Property, including, but not limited to, attorneys' fees, 
couri 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 considered to be Administrative Overhead 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. 

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

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

I I . Other Expenditures 
Any other expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section III, 
and which is incurred by the Operator for the necessary and proper conduct of the Joint Operations. 

HI. INDIRECT CHARGES 
Operator may charge tha Joint Account for indirect costs either by use of an allocation of district expense items plus a 
fixed rale for administrative overhead, and plus the warehousing charges, all as provided for in Paragraphs t, 2, and 3 of 
this Section HI OR by combining all three of said items under the fixed rate provided for in Paragraph 4 of this Section 
III. aa indicated next below: 

OPERATOR SHALL CHARGE THE JOINT ACCOUNT UNDER THE TERMS OF: 
• Paragraphs 1, 1 and 3. (Allocation of district expense plus fixed rale for administrative overhead plus 

warehousing.) 
IX Paragraph 4. (Combined fixed rate) 

1., District Expense 
Operator shall 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 a production office known as Operator's 
office located at or near (or a comparable office if location changed), and neces
sary sub-offices (if any), maintained for Ihe convenience of Ihe above-described office and all necessary camps, 
including housing facilities for employees if required, used in connection with the operations of the Joint Property 
and other properties in the same 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 rental in lieu of depreciation. Such 
charges shall be apportioned to all properties served on some equitable basis consistent with Operator's accounting 
practice. 

2. Administrative Overhead 
Operator shall charge administrative overhead to Ihe Joint Account at the following rates, which charge shall be in 
lieu of the cost and expense of all offices of the Operator nut covered by Paragraph I 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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WELL BASIS (BATE Ft It WELL PER MONTH> 

ILL ftATI 

i_ 

The cost and (xptiw of services from outside sources in connection with matter* of taxation, traffic, accounting, or 
matters before or involving governmental agencies shall be considered as included in the overhead rates provided for in 
this Paragraph 2 of Section HI. unless such cost and expense are agreed upon between Operator and Non-Operators 
as a direct charge to the Joint Account. 
1. Operator's Fully Owned Warehouse Operating and Maintenance Expanse 

(Describe fully the agreed procedure to be followed by the Operator.) 

4. Combined fixed Rales 
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 PEE WELL PER MONTH) 
>aoouc»ia wtu SATS saaaiHC wtu RATI iu»» Cowiot *• a Saosat 

(UM T H I a—M 1 . , •• i 
t—> w«a «m n»» Mot H— Q**9 T— 

All Depth. am ....$93 185 .._ _JH__ 

Said fixed rate psaans) (shall not) include salaries and expenses of production foramen. 
S. Application of Administrative Overhead or CesnUaed "Tlxad Rates 

TV- following limitations, instructions and charges shall apply in the application of the par well rates as provided 
under either Paragraph 2 or Paragraph 4 of this Section III: 
A. Charges for drilling wells ahall begin an the date each well is spudded and terminate on the date the drilling or 

completion rig is relesaed, whichever is later, except that no charge shall be made during tha suspension of 
drilling operations for fifteen (IS) or mora etmaeeutive days. 

B. The status of wells shall be as follows: 
(1) Producing gas walla, injection walla for recovery operations, water supply wells utIUsed for water flooding 

operations and salt water disposal wells shall be considered the same as producing wells. 
(2) Wells permanently shut down but on which plugging operations are deferred shall be dropped from the 

well schedule at the time the shutdown ia effected. When such a well ia plugged a 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 workovtr that requires tha use of a drilling or workover rig shall be considered the same as drilling 
wells. 

(4) Temporarily shut-down wells, which are not produced or worked upon for a period of s full calendar month, 
shall not be included in the well schodulo, provided howevor, wells shut in by governmental regulatory 
body shall be included in tha well schedule only in tha event 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. 

(5) Cos wells shall be included In the well schedule it directly connocud to a permanent sales outlet even 
though temporarily shut in due to overprodiiction or failure of purchaser to take the allowed production. 

(•) Wells ccoapieted ia multiple horisooa shad be cotasdered as a prod Hang well far each eeparateiy producing Konaon, 
providing each eompktion ia conoids rid a separate well by guremnseatai or other aUtawiaa refulttory authority. 

C. The well rales for producing wells shall be applied lu Ihe individual leases; provided thai, whenever leases covered by 
this agrcamiat an iwerated as a unitized project, the weU rates shall be applied to tha total • limber of producing teens, 
irreopectiva of mdniduai leases. 

D. The well rates ahall be adjusted on the first day of April of each year following the effective date of the aeree-
mant to which this Accounting Procedure ia attached. The adjustment ahall be computed by multiplying the 
rate currently In use by the percentage increase or decrease In the average weakly earnings of Crude Petrnlosim 
and Gas Production Workers for the last calendar year compared to tha pneedinc calendar year aa shown by 
"The Index of Average Weakly Earnings of Crude Petroleum and Gaa Prodisction Wastes'' as iwiblished by tha 
United States Det»v~Unent of Labor, Bureau of Labor Statistics. The adjuatad rates shall be the rates currently 
in use, plus er minus the computed adjustment 

a. Tor the cxmstnassten of aim pressor plants, water stations, secondary recovery systessa, salt water disposal facili
ties, and other saeh projects, ss distinguished from the more usual drilling and producing operations. Operator 
in addition to the Administrative Overhead or Combined fixed Rates provided for ia Paragraph 1 and 4 of this 
Section III. shall charge the Joint Account with sa additional overhand charge aa follows: 
A. Total coat lass than I2S.0O0, no charge. 
B. Total cost more than 123,000 but lass than $100,000, _2_% of total cost 
C. Total cost of 1100,000 or more,_l_% of the first $100,000 plus _2_% of all over (100,000 of total east 
Total east shall moan the total gross cost of any one project. For the purpose of this Paragraph tha am portent parts 
of a single project shall not be treated separately and the cost of drilling wells ahall be excluded. 

7, The specific rates provided for in this Section in may be amended from time to time by mutual aaToe-ment between 
the Parties hereto it, in practice, the rates are found to be insuffkatntt or eitoaalvo, 

IV. BAJUa OF CHARGES TO JOINT ACCOUMT 
Subject to the further provisions of this Section TV, Operator will procure all Material and aerrtcas for the Joint Prop
erty. At the Operator's option, Non-Operator may supply Material or sarvicea for the Joint Property. 
1. Panheiss 

Material purchased and service procured shall be char god at the pries paid by Operator after cleducuon ot all dis
counts actually received. 

2. Material farniahad from OperatoVa Warohaaaa er Other Proper!loa 
A. New Material (Condition "A") 

(1) Tubttler goods, except line pipe, shal be priced on a nuxinnun carload and/or barge load weight Isaeis regardUos of 
quantity teactsferred and equalised to the lowest̂ prevaibag price f.o-b- railway receiving point or racogMxod barge 
ternuaal nisrsst the Joint Property where such Material is nornuUy available effective at date of tranofar. 
Line pise seal bo priced at the current replacement coat effective at data of transfer from a reliable supply store 
neatest the Joint rropertv when such Material is normally available if the movi-atsnt is leas than 30,000 poem da. 
If the movenjent is JO.OOO peasants or more, it shall be priced on the urns baaia as rasing sad tnhtag under thai 
paragraph. 
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When the Oprralur ha* cquali/cil a. tu.il hauling cosls as provided fur in Paragraph 5 of Section II, Operator it per
mitted to include ten cents (Hie) IHT liini.lr. .1 wc,i;lit on .ill tubular goods furnislieil Iruin hi. sticks in lieu of loading 
and unloading costs suslaincil-

(2) Other Materiel shall be priced at the current replacement cost of the same kind of Material, effective at date 
of movement and f. o. b. the supply store or railway receiving point nearest the Joint Property where 
Material of the same kind is available. 

(3) The Joint Account shall not be credited with cash discounts applicable to prices provided for in this Para
graph 2 of Si-ction IV. 

B. Used Materiel (Condition "B" and "C") 
(1) Material in sound and serviceable condition and suitable (or reuse without reconditioning, shall be classified 

as Condition "B" and priced at seventy-five per cent (73'I) of the current price of new Material. 
(2) Material which cannot be classified as Condition "B" but which, 

(a) After reconditioning wtll be further serviceable for original function as good secondhand Material 
(Condition "B"), or 

(b) Is serviceable for original function but substantially not suitable for reconditioning, shall be classifi
ed as Condition "C" and priced at fifty per ce.it (50'; ) of current new price. 

(3) Obsolete Malarial or Material which cannot be classified as Condition "B" or Condition "C" shall be priced 
at a value commensurate with its use. Material no looser 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 costs shall be charted at applicable percentage of the current knocked-down 
price of new Material. 

3. Premium Prices 
Whenever Material is not readily obtainable at prices specified in Paragraphs I and 2 of this Section IV because of 
national emergencies, strikes or other unusual causes over which Ihe 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 tt to the Joint Property, provided, that notice in writing is 
furnished to Non-Operators of the proposed chargeSjrior to billing Non-Operator* for such Material. Each Non-
Operator shall have the right, by so electing and nefering Operator within 10 day* after receiving notice from 
Operator, to furnish in kind all or part of his share oiXuch Material suitable for use and acceptable to Operator. 

4. Warranty *f Malarial Famished by Operator 
Operator does not warrant the Material furnished In case of defective Material, credit ahall not be paasad to the 
Joint Account until adjustment has been received by Operator from the manufacturers or their agents. 

5. lajsdpanaait and FaeiUiiea Furnished by Operator 
A. Operator shall charfe the joint Account for turn of equipment ami facilities at rates comrarasnrots with coat of owner-

snip and operacion. Such rates shall include runt of uiaiiitciiancc, repairs, other operating eapsnas, insurance, taxes, 
depreciatioa, and twtereat on investment nut loeseeeil six per cent (oV) per annum, provided Black rates shall not exesad 
those currently rjeeveiliog in the iinmc-liau- area within which tlie Joint Property u located. In liea of rates based on 
costs of ownership and operation of equipment, other than automotive. Operator may elect to uaa coaawafcial rates 
prevailing in the ana of the Joint Pniprrty leas 20%: fur automotive equipment, rate* as published by the Petroleum 
Motor Tranapnrt Association may be used. Katrs fur laboratory services shall nut exceed Uboee currently prevailing if 
performed by outside service laboratories. Kales fur trucks, tractors and well service mutt may ndftde wages and ex seines 
of operator. 

B. Whenever requested. Operator shall inform Non-Operators in advance of the rates it penpnats to charge. 
C. Rates shall be revised and adjusted from time to time when found to be either excessive or inau(fici*nt. 

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 purchased by Operator, shall be subject 
to agreement between Operator and Non-Operators, provided Operator shall dispose of normal acojmuUtiorui of junk 
and scrap Material either by transfer or sale from tha Joint Property. 
1. Material Purr kneed by the Operator or Nan-Opera tors 

Material 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. 

2. mvtsiea la Kind 
Division of Material In kind, if made between Operator and Non-Operators, shall be in proportion to the roapacuva 
Interests in such Material. The Parties will thereupon be charged individually with the value of the Material re
ceived or receivable. Piapai credits ahall be made by the Operator in the monthly tutemsnt of operations. 

3. Salsa to Oeiilltt* 
Sales to outsider* of Mstorial from the Joint Property shall be credited by Operator to the Joint Account at the net 
amount collected by Operator from vendee. Any claim by vendee related to such sale shall be charged back to the 
Joint Account if and when paid by Operator. 

VL BAJUR Of PRICING MATERIAL TRANSFERRED FROM JOINT ACCOUNT 
Material onrekaiao by atthar Operator at Non-Operators or divided in kind, nnlest oUwarwiao ogiood to between 
Operator and Non-Openten ahall he priced an the following basis: 

1. Now Price Deflated 
New price a* used in that Section VI shell be the price specified for New Material in Section IV. 

1 New Material 
New Material ((Edition "A"), being new Material procured for the Joint Property but riever used, at one hundred 
per cent (100%) of current new price (plus sales tax if any). 

3. Good Usod Material 
Good used Material (CeswUtion "B"), being used Material in sound and serviceable tmsWiOn, suitable for route 
without racemditinning: 
A. At seventy-five per cent (15%) of currant new price if Material was charged to Joint Account as new, or 
B. At sixty-five par cent (63%) of current new price It Material waa originally charged to the Joint Account aa 

seeondband at seventy-five percent (75",) of new price. 
4. Other Used Material 

Used Material (Condlttest "C"), at fifty per cent (SOtt) of current new price, being used Material which: 
A. It not in sound and serviceable condition but suitable for reuse after recondilioning, or 
B, Is serviceable for original function but not suitable for reconditioning, 

a. Bast-Order Material 
Material (Condition "D"), no longer suitable for its original purpose without excessive repair east but usable for 
some other purpose at a price comparable with that of items normally used for such other purpose. 

(. Jeaut Material 
Junk Material (Condition "IT) , being obsolete and scrap Material, at prevailing prices. 

T. Tamfwrarily Uaed Material 
Whan the use of Material is temporary and its service to the Joint Property does not justify tha reduction In price aa 
provided for in Paragraph 3 B ot this Section VI, such Material shall be priced on a basis that will leave a net charge 
to the Joint Account consistent with the value of the service rendered. 
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VII. INVENTORIES 

The Operator shall maintain detailed records of Material generally considered controllable by the Industry. 
1. Periodic Inventories, Notice and Representation 

At reasonable intervals, inventories shall be taken by Operator of the Joint Account Material, which shall include 
all such Material as is ordinarily considered controllable. Written notice of intention to take inventory shall be 
given by Operator at least thirty (30) days before any inventory is to begin so that Non-Operators may be repre
sented when any inventory is taken. Failure of Non-Operators to be represented at an inventory shall bind Non-
Operators to accept the inventory taken by Operator, who shall in that event furnish Non-Operators with a copy 
thereof. 

2. Recanciliotion and Ad|ualment of Inventories 
Reconciliation of inventory with charges to the Joint Account shall be made, and a list of overages and shortages 
shall be jointly determined by Operator and Non-Operators. Inventory adjustments 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. 

3. Special Inventories 
Special inventories may be taken whenever there is any sale or change ot 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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EXHIBIT "?" 
UNIT OPERATING AGREEMENT 
MYERS LANGLIE-MATTIX UNIT 

LEA COUNTY. HEW MEXICO 

ASSESSMENTS 

Tract 
No. 

SCHEDULE I 

Wall Location 
Laaaa N—ia and Well No. 

Working Intereat Owner(a) 
W.I. Ovner(s) 
Assessaent 

76 Sec. 9-T24S-R37B 
SI/4 NW/4 

70 Sec. 8-T24S-R37E 
HE/4 SW/4 

6 Sec. 12-T24S-R36E 
SW/4 NW/4 

Imperial Royalty Ho. 1 
Ralph Clarke 

Cooper No. 1 
Continental Oi l Cosspany 

Vaughn A-12 fed. No. 1 
Atlantic Richfield Cctnpany 
Chevron Oil Cotapany 
Continental Oil Ccaapany 
Astoco Production Cotapany 

$ 6,098.00 

$ 6,906.00 

$ 1,456.SO 
1,456.50 
1,456.50 
1.456.SO 

$ 5,826.00 

33 Sec. 36-T23S-R36E 
SE/4 SB/4 

12 Sec. 10-T248-R37E 
NW/4 SE/4 

J . R. Holt B-Stata No. 2 
Gulf 011 Corporation 

Hattlx B Fed. No. 2 
L. Hunt 
N. B. Hunt 
W. H. Hunt 

$ 5,872.00 

$ 1,473.25 
2,946.50 
1.473.25 

$ 5,893.00 

12 SE/4 SW/4 Hattlx B Pad. No. 3 
L. Hunt 
N. B. Runt 
W. H. Hunt 

$ 1,455.75 
2,911.50 
1.455.75 

S 5,823.00 

13 Sec. 10-T248-R37E 
SB/4 NW/4 

Hattlx 8-10 No. 1 
L. Hunt 
N. B. Hunt 
W. H. Hunt 

S 1,476.00 
2,952.00 
1,476.00 

$ 5,904.00 

44 Sec. 25-T23S-R36E 
NE/4 NE/4 

Carter No. 1 
Mr a. V. M. Donnelly 
Reserve Oi l 6> Gaa Cosspany 

$ 3,659.00 
3.659.00 

$ 7,318.00 

80 Sac. 9-T24S-E37E 
SB/4 NB/4 

74 See. 9-T24S-R37E 
SW/4 NW/4 

66 See. 12-T24B-R361 
SB/4 SI/4 

32 Sec. 36-T238-R36I 
HW/4 SB/4 

32 SW/4 SB/4 

68 Sec. 7-T24S-B37B 
SW/4 SW/4 

Lee Carter No. 1 
Atlantic Richfield Cosspany 

fowler Hair No. 2 
Atlantic Richfield Cotapany 

Toby No. 1 
Atlantic Richfield Cotapany 

Mexico D No. 1 
Shelly Oi l Cosspany 

Mexico D No. 2 
Skelly Oi l Cotapany 

Toby No. 1 
Skelly 011 Ccaapany 

$ 6,408.00 

$ 6,423.00 

$ 6,448.00 

$ 5,843.00 

$ 5,843.00 

5 6,307.00 
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Myers Unglle-Mattlx Unit 
Page Two 

MISC 544p»r.E 389 

Tract 
Ho. 

14 

15 

Wo 11 Location 

Sec. 31-T23S-R37B 
HW/4 SE/4 

Sec. 31-T23S-R37E 
NE/4 SW/4 

SCHEDULE U 

27 Sec. 9-T24S-R37E 
HW/4 SW/4 

28 Sec. 7-T24S-R37E 
SW/4 HI/4 

28 Sec. 6-T24S-R37E 
NW/4 NE/4 

47 Sec. 31-T23S-R37E 
NE/4 ltl/4 

63 Sec. 3-T248-R37E 
NW/4 SW/4 

35 Sec. 32-T238-R37E 
NW/4 SW/4 

23 Sec. 34-T23S-R37E 
NE/4 NW/4 

SCHEDULE H I 

30 

27 

64 

34 

58 

Sec. 36-T23S-R36E 
SE/4 NW/4 

Sec. 4-T24S-R37E 
5/4 SW/4 SW/ 

Sec. 12-T24S-R36E 
SX/4 NW/4 

Sec. 2B-T23S-R37E 
NE/4 SW/4 

Sec. 32-T23S-R37E 
NW/4 NW/4 

Sec. 6-T24S-R37E ' 
HB/4 NW/4 

3ec r 29-T23S-R37E 
NW/4 W/4 

Leeee Neeie end Well Ho. 
Working Intereet Owner(e) 

Bllnebry "A" (NCT-1) No. 1 
Texaco Inc. 

Bllnebry "B" (NCT-1) No. 3 
Texaco Inc. 

TOTAL 

71 Sac. 8-T248-R37E 
SW/4 SW/4 

C. Hevera B Fad. No. 13 • 
Aatoco Production Cosnany 

C. Meyer* B Fed. No. 10 
Attoco Production COBB any 

C. Meyer* B Fed. No. 11 
Aatoco Production Ccaspany 

Covden "C" 1-A 
Gackle Oi l Coajpany 

S. J. Carr No. 1 
Gulf Oil Corporation 

State JL No. 1 
E l Paeo Natural Gaa &xspany 

Bllnebry 1 Fed. No. 3 
Texas Pacif ic Oil Cosspany 

State LMT No. 2 
Aswrada Hess Corporation 

Myers B Fed. No. 2 
Astoco Production Cosspany 

Cooper No. 2 
Atlantic Richfield Cosspany 

Stuart; 29 Fad. No. 2 
Contlnentel Oi l Cosspany 

Leonard B State Mo. 2 
Grant Western Dril l ing Cosspany 

Carter Eavaa "A" No. 1 
Gulf Oi l Corporation 
Cities Service Oi l ftxapany 
Blanche McCalllster 
Blanche McCalllster, at a l 

LaMunvon Fed. No. 4 
Gulf Oi l Corporation 

Fowler Hair Wo. 1 
Gulf Oi l Corporation 

W.I. Ownar(s) 
Assessment 

$ 5,825.00 

$ 5,824.00 

$ 98,561.00 

$ 1,642.00 

$ 1,240.00 

» 1,866.00 

S 4,794.00 

J 5,642.00 

$ 2,939.00 

$ 958.00 

$ 15,313.00 

$ 63,834.00 

$ 15,563.00 

S 17,736.00 

S 29,075.00 

$ 14,494.00 
9,662.00 v 
2,415.00 '. 
2.416.00 

$ 28,987.00 

* 10,791.00 

$ 17,768.00 
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/iVM.'/... 
19 JaiJL, fd trut and conwltopy of 
the original on flk In this office. 

PAT CHAPreUJE. LEA COUNTY CLERK 
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CERTIFICATE OP EFFECTIVENESS - V • „U1 i t t i r.r- A \ * i 

MYERS LANCUE-MATTIX UHIT 8 0 J * J t b < l L l * J * > 

LEA COBNTY, MEW MEXICO 
EFFECTIVE DATE: FEBRUARY 1. 19/4 

kllEREAl, • Unit Agreement dated January 1, 1973, unitUtog working and royalty 
lntarasta la tha Myara Langlla-Maetlx Unit Araa waa approved by tho Oi l Conaarvatlon 
Coanlaalon far tho Stat* of New Hoxlto, by Ordor Mo. R-4660 datad Novoabar 16, 1973, 
tha Coaaalaatoner of Public Landa for tho Stata of Maw Haxlco, by Certificate of Ap
proval datad Dacaadwr 26, 1973, and tha Supurvlaor, United State* Geological Survey, 
by Certification-Determination dated January 31, 1974; and 

WIIEREAI, aald Unit Agreement provided further for the f i l ing of at leaat one 
executed counterpart for record In the Office of the County Clark of Lea County, 
Hew Mexico, which aald f i l ing haa been aada aa evidenced In Book 312, Page 350, of 
tha Hlacellaneoua Rucorda of tha Couacy Clerk'e Office, Lea County, Haw Mexico; and 

WHEREAS, aald Unit Agreement further provldaa that Unit Operator (ha l l , within 
thlrcy (30) daya after tha affective date, f i l e for record In tha office where a 
counterpart of the agreement la recorded a cert i f icate to tha efface that aald 
agreement haa bacoat* affective according to i ta term* and atatlng further the 
effective date; and 

UllEREAt, Section 24 of aald Unit Agreement further provtdea tliat aald agreement 
ahall lpao facto expire on or before January 1, 1974, unleaa prior thereto aald 
Unit Agreement haa been exacuted or rat i f ied by Working Intaraat Owner* owning 
tract* with a combined phaao I I Unit Participation of at leaat eighty percent (801), 
and the Working Intaraat Owner* owning tract* with a combined Phaa* I I Unit Part ic i 
pation of at leaat aixty-f iva percent (651) eoaalttad to aald agreement have decided 
to extend the expiration date for a period not to exceed tlx (6) month*; and 

WTlEREaS, tha aald Unit Agreement waa effectively extended, aa provided In 
Section 24 of aald Uoit Agreement, prior to January 1, 1974; and 

WHEREAS, Tracta 1, 2, 3, 6, 7. 8, 10, 11, 12, 13, 14, 15, 16, 17, 18, I t , 20, 
21, 22. 23, 24, 2S, 16, 27, 18, 19, 30. 31, 31, 33, 34, 35, 36, 37, 38, 39, 40, 41, 
42. 43. 44, 45. 46. 47, 48, 49, 52, 53, 54, SS, 56, 57, 58, 59, 60, 61, 62, 63, 64, 
65, 66, 68, 69, 70, 71, 72, 73, 74, 75, 76, 77, 79, 80, and 81 ahoun on Exhibit "A" 
and deacrlbed in Exhibit "B" of aald Unit Agreement wara qualified for loclueloa In 
tha unit aa of the effective data under Section 13 of aald Unit Agreement; and 

VniEIJLU, the provlalona for the effective data of Phaao I I Participation, la 
Section 14 of aald Unit Agreement, had beea fu l f i l l ed prior to February 1, 1974, and 
Phaao I I Participation became affective aa of tha affective data of the unit. 

NOW, A02REP0U, Skelly Oi l Company, aa Unit Operator, doea hereby declare and 
certify that tha affective date of aald unit 1* 7:00 A.N., H.D.T., February 1, 1974, 
and that the description of the landa aa to which aald unit la effective la aa 
follow*1 

TOVWgaTIP 23 SOUTH. RAHCI 36 EAST. LEA COUNTY. MEW MEXICO 
Section 25l HU/4 HE/4, NE/4 Ng74, SE/4 HE/4, H/2 SE/4, E/2 SW/4, SW/4 SU/4, 

and S/2 SE/4 
Section 3*1 H/2, E/2 SW/4, W/2 SE/4, E/2 SE/4 

TOHWaWlF 13 SOUTH. RANGE 37 EAST. LEA COttHTT. HEW MEXICO 
Section ISt SW/4 
Section 19l NW/4, W/2 ME/4, 3/2 SE/4, HE/4 SE/4, HW/4 SE/4, S/2 SW/4, N/2 SW/4 
Saction 301 Lot 2, Lot 1, H/2 HW/4, ME/4, Lota 3 and 4. N/2 SE/4, HE/4 SW/4, 

SE/4 SW/4 and SU/4 SE/4 
Sectlea 31t A l l 
Section 32t A l l 
Section 33s S/2 
Saction 341 W/2 

T0WH8NIF 14 SOUTH. BAHCE 34 EAST. LEA COUNTY. MEW MEXICO 
Section It Lot 1 
Section 11: SW/4 HW/4, SE/4 HEM, SW/4 NE/4, SE/4 MW/4, N/1 SW/4, N/2 SE/4 

and SB/4 SE/4 



MtM .'liu lifi 456 
TOWHSHIP 24 SOUTH. RANGE 37 EAST. LEA COUNTY. HEW MEXICO 
Section 2) Lot 2, SU/4 HE/4, Lot 3, SE/4 HW/4, Lot 4, SW/4 NW/4, H/2 SW/4 and 

S/2 SU/4 
Section 3! Lots 1 and 2, SE/4 HE/4, HE/4 SE/4, SU/4 NE/4, SE/4 SE/4 and 

U/2 SU/4 
Section 4: A l l 
Section 5s A l l 
Section 6s E/2, K/2 U/2 and Lot 4 
Section 7; Lota 1 and 2, E/2 NW/4, HE/4, Lot 4, SE/4 SU/4 and SE/4 

. Section 8: N/2, N/2 S/2 and SU/4 SU/4 
Section 9s N/2 NE/4, SE/4 NE/4, NW/4 and N/2 SW/', 
Section 10: HW/4, HW/4 NE/4, S/2 NE/4, E/2 SW/4 and W/2 SE/4 
Section 111 SU/4 HU/4 

containing 9,006.56 acrea, nor* or la**. 

Tha galtlsed formation la the Langlla-Mattix Formation underlying the Unit 
Area, aa mora fully identified and delineated In the Unit Agreement, reference to 
which and tha rocord thoraof la hare made for a l l purpoaaa. 

IN WITNESS WHEREOF, thla cert i f icate la executed thla s i f d f i n of February, 
1974, by tha undersigned, aa Unit Operator. 

KELLY A I L COMPANY 

Attorney-in-Fact — ' ' ~ 

STATE OF OaUJUMMA ) 
) SSt 

aXJKTY OT TULSA ) 

The foregoing Uatrument waa acknowledged before me this / - ^ day of February, 
1974, by ninfl H fMIAlllfff . Attorney-in-Fact of SKELLY OIL COMPANY, a Delaware 
corporation, on bohalf of said corporation. 

,V • » Notary Public 

;rfy.«o*Hlaa)foopaxplr**t 

"it 

g U i B t O t V a V B E O C D 
rXWrfTYORLEA 

FILED 

FEB l l 19I4_ 

8 S S S r " 
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CERTIFICATE 
REUTTftO TO FIRST REVISION OF 

EXHIBITS "A", "B", AND "C" ATTACHED TO 
UNIT AGREEMENT - MYERS LANULIE-HATTIX UNIT 

I.EA COUNTT. NEW MEXICO 

THAT, SKELLY OIL COKFAHY, U Its capacity •• UnlC Operator of 
tho abovo deacrlbed Unit and pursuant to tha term* sad provisions of 
said UaU Agrssasnc of record ta Book 3Lt, pa|* 34) of cba MlscaUaoaous 
Records of the County Court Clark's Offlea la Lea County, New Mexico, 
rater**** to auch agreement and the record thereof being hereby made for 
e l l purposes, does hereby certify aa follows, to-wlti 

1. That It haa, la compliance with aald agreeaxmt, revised 
Exhibits "A", "B", sod "C" attached thereto, each of aald revisions being 
occasioned by snd In accordance with the provlaloaa thereof: 

2. That true and correct copiea of aald Exhlblta "A", " I " , aad 
"C" narked "First Revision - Effective February 1, 1974", aa so rsvlsed ere 
attached hereto end by reference aad* a part haraof; and 

3. That la accordance with the provisions of ssld Unit 
Agreement, the (aid revised Exhlblta "A", "B", aad "C" are each ta becoaa 
effective es of February 1, 1974; and ahall thereafter resale in full force 
and) effect until again revised pursuant to tha terms sad provlelona of 
•aid Unit Agreement. 

IN WITNESS WHEREOF, SKELLY OIL COMPANY, acting In Its capacity 
aa fait Operator, haa on thie 2Sth day of Match, 1974, executed this 
lnatrumaat by and through its Attorney-in-Fact thereaoto duly authorised. 

STATE OF OKUHOMA ) 
) SS: 

coarrr OF TOISA > 
The foregoing lastrunmnt wss sckaowlsdgad bafore me this J i T ' 

day of hatch, 1974, b v C y j l ^ y . t i l .* *!».'Attorney-in-Fact of SKELLY 
Oil. COKFAHY, a Delaware'corporation, on behalf of said corporation. 

THE STATE OF HEW MEXICO ) 

COtfaTY OF LEA 
) SSl 
) 

KNOW ALL MEM BY THESE FIESEKTS: 
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rtnt Xavliion • Effactlva February 1. I9H BOIM A1'> M I 
KM BIT "c» r ' u 0 , , i -
Myers Langlla-HattlH Unit 
IiiS-2 ; 

Tracc Tract Participation d ) 
Ho. pliata 1 H i m [I 
66 J.Ml'ik 4.4H140 
68 1.0H183 1.91700 
OS 1.06904 2.37740 
10 0 .0 0.2H006 
71 0.0 0.10204 
72 6.38653 1.88278 
73 0.0 0.59910 
74 0.0 1,07696 
75 1.441S6 0.51651 
76 1.31121 0.76260 
77 0.0 0.1o604 
79 0.88684 0.3926] 
80 0.54600 0.72214 
81 0.71590 0.92668 

TOTAL 100.00000 100.00000 

BTJLTS or MEV MDaOQ 
EOWTYOCUA: 

rtLED 



Certified ttdi r^T^day of CVUK^. . 
19 l " > as true and correct copy of 
the original on file in this office. 

PAT CHAPPELLE, LEA COUNTY CLERK 

.lb- ^Tl\Yir.\?.S Deputy 



WOK 335 MC 152 
CERTIFICATE 

RELATING IV SECOND REVISION op 
EXHIBITS "A" AND "C" ATTACHED TO 

UNIT AURttHIIlT - HYERS LANCI.IE MATTIX UNIT 
1KA COUNTY. NEW MKX1CO 

THE STATE Or NEW MEXICO ) 
) SSi 

COUNTY 0* LEA ) 

KNOU AI L MEN bt tlU.it PRESENTS: 

THAT, SKEI.I Y 11(1. CliWANI, In I I . capacity j a Unit Oparatot uf 
ilia abulia daacrlbud lime and purauaat Co tiia taraa aud provixlon* of 
aald Unit Aaraaaam „t ron . .J In took 316, paga 455 of tha Hlacallanaaua 
Kaiurda Jt clio Cm, iy Cuuii u l m V a Q r f U a lii l.cj Cuonty, Haw K t i l . o , 
rataranc* lu audi '6a rac . i i j iliarvof halua haraby aad* foi 
a l l purpoae*, doaa li^iaby cart lcy aa f o l l o w , co-wll: 

1. Thai u I U I , in ^oaoUautt u i ih aald agramum, iavla«d 
Exhlblta "A" and "<:" aii.ji-i.ed iliorato, aath ui aald ravlai.ma 
occaalonad by aud lu atvui jai.ta wlib ilia piovlaloua itiaraot; 

2. Thai irua au>i i o n *, t coplaa of aald Exhibits "A" and "i ." , 
aarxad "Second Ravlalou - E l i ^ i i v e July l . 1976", aa ao raviaad are 
attached hereto and by leieimica aada a nail hereof; aud 

3. That In ai^ui-djiica with tha provlalona of aald Unit 
Agraaaant. tlia aald ravlacd Exhibit* "A" and " C ara aach c.i becoan 
affaet lva a* of July I , l i l t . ; and ahall thari-urer ramain In Cull lore* 
and affacr unti l again r e e l e d Hurau*ut to tb* [era* of provlalona of 
•aid Halt Agraaaant; and 

6. That raf«i«. .~» u Tract* No. 50 and 51 In Exhibit "X". 
p*|* 26, a* "uoouallf lad u . u . " la hat.by yoljud. 

IN WITNESS WHERE0K, SKELLY OIL COMPANY, act In) in l i a capacity 
aa Halt Oparator, ha* on tl.ia day ot July, 1974, excuiad thla 
lnatriaaaat by and through l i » Attorney lu-tact tbaraunto duly auiliurUud. 

STATIC OP OEUIaJHA ) 
) SS; 

COUNTY OP TUIJU ) 

Tha foregoing i , . u i riaeant waa acknowledged bafora aa ih la S O * -
day of July, 1976, by ludd u. unulltna, *ltoru*y-lu-raci ul SKtLLY O I L " ' 
COMPANY, a DM I aware carpnieiion, on balialt of aald corporation. 

Jly coaalaeloa expiieai 

I-
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SLLlMu HtVt^nal - fcHtClivt l l l l i I , 1*76 

EXIIIttl r "( :" 

Wtk 3u5 rtXE l'rl 
wm. « * » i M ( u , A i ; H K K H W r v 

hi I It., I ANM.lt! HA I t I i UNIT 
l.EA l uUHH. HtU MUlCU 

m m m i l I n f TKACT PAKTUIirATInN 

Tract, * Pli.iui-. 11 
Nu. T i j ^ i I'ai i I* i f . . i lwi» IX) 
1 " ' T i i l i T 
2 . 5902 1 
3 4.16521 
6 .oi.2.!5 
7 1.U/IDA 
8 , . 21,086 

10 2.14022 
U . I ,405 
12 2.0/257 
13 I 665110 
14 I •;, !b5 
15 (, . | | ,9a 
14 .40945 
17 l . l Y ' i B * 
18 . i l i W 
1) 2.49518 
20 .150 11 
21 L i l t l l l 
22 i . w u r t 
21 .10952 
24 .30468 
25 .91/15 
26 1.19*96 
27 2.636114 
26 2.11145 
29 l . u i l i l 
30 l . o l j l l 
31 .59616 
32 1.22538 
33 2.41111 
34 2.57b>8 
35 .06911 
34 .11124 
37 .76162 
31 .1565; 
39 . V i l l i 
40 2.69658 
41 .39001 
42 .27831 
43 .26781 
44 1.29114 
45 .02167 
66 .45146 
47 .ObM.1 
48 .04581 
49 3.29505 
50 1.33259 
51 0,18398 
52 .07176 
51 .11075 
54 .26871 
55 .21648 
54 I m i l 
57 1.1/678 
56 .115761 
59 1.41644 
60 1.18687 
61 1.10778 
62 2.09278 
63 2.10707 
64 1.50062 
65 1.91167 
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STATE OF NKW MEXICO 03, , 
COUNTY Or' t.EA ' ••. . . 1 

- / / • ' TVI. I - I . a 
H u l Rat ta«l l i . t l I I I B » . l l _ _ 

F « j » 

O I I M M B j l y j i g * ( ' m u t i * 1 

M u l Rat ta«l l l . t l I I I t W . l l • ̂  . . 

Uc<k 
pall 

" ' l . t ' 



•Certified ihliPnih day o f ^ J t ^ 
19 *?7 • aa true aad correct copy of 
the origtaal on file In tiila office. 

PAT CHArmLE, LEA COUNTY CLERK 

i ^ . - ^ A i ^ U t ^ Deputy 



CERTIFICATE 
RELATING TO SECOND REVISION (CORRECTED 9/X2/77) OF 

EXHIBITS "A" AND "C" ATTACHED TO 
UNIT AGREEMENT - MYERS LANGLIE MATTIX UNIT 

LEA COUNTY, NEW MEXICO 

THE STATE OF NEW MEXICO ) 
) SS: 

COUNTY OF LEA ) 

KNOW ALL MEN BY THESE PRESENTS; 

THAT, Cfcrri OIL COMPANY, in i t s capacity as Unit Opei .1 i...r 
>•( the above described Unit: and pursuant to the terms and in-uviuions 
of said Unit Agreement of record i n Hook 3)6, page 455 oi I he 
Miscellaneous Records of the; County Court Clerk's Office i n l.ea 
County, How Mexico, reference t o such agreement and tin.- riu-mil 
thereof being heruby made for a l l purposes, does hereby c e v t i i y 
as follows, t o - w i t : 

1. That i t has, i n compliance with said agretTineiir., 
revised Exhibits "A* and "C" attaihud thereto, each of i.uiil 
visions being occasioned by and in accordance with the pi ovisi»u» 
thereof; 

2. That I rub and correct mpies of said Exhibit:, "A" 
and "C, marked "Second Revision - Kt i e c t i v e June I , l'J?t> (r.»i i a:i mi 
9/12/71), as so revised are attached hereto and by reference made 
a part hereof; and 

3. That In accoidauce with the provisions of -..aid Unit 
Agreement, the said revised Exhibits "A" and "C" are each to Lcvtiu.u 
e f f e c t i v e as of June 1, 197b; and shal l thereafter remain in f u l l 
f o i c i * and e f f e c t u n t i l again revised pursuant to the terms of 
provisions of said Unit Agreement; and 

4. Thai refereia-e to Tracts No. 50 and 51 in Exhibit 
"b", page 26, as "uuqualif iud t r a c t s " i s hereby voided. 

IN WITNESS WHEREDP, Gum Oil. COMPANY, acting i n i t s 
capacity as Unit Operator, has on t h i s 2 ! ( th rtaY o f Sepii iubui, 
i t ' l l , executed t h i s instrument by and Ouuiigh i t s Attorney- in-fact 
thereunto duly authorized. 

GETTY OIL COMPANY 

l,y sAxT* <<f/t\ tuJ 
^ t i / S r g i ^ ^ r ^ c t 

STATE OP OKLAHOMA ) 
) SSl 

COUNTY OP TULSA ) 

Tin- lorcgoii ig instrument una a<:lji<^i/lj iliit 'il t .ufoic 
irai I h i a 2 C i t k , , J V 1 , 1 S'-I'tcwlior, l 'J»7, by Kr*iT^rVW'rW, 
JU t u r i i u y - i f i - t a c t of GUTTY OIL COMPANY, a Delaware i-orpoi at ten, 
on behalf of said corpora t ion . 

.,»»... 

• . • i i . . . . 
• (>Ljf<i.. - ; l ; . Notary Public 
• >• i " ' . ; ' ' • < " , 
My.'y-V-ii^Ii.ajion expires i 

IJ/lh Slum 
H*rlj.| rtllfc. I * ! * OMMV, ft1 'ihmi 

Ul t*i»*i.*u, t,|Hlai llw—Ifcw 3, 19/9 



I 

BOOH .144 IK: 702 

• 

)L 
# " ' 

ir ~ n 

\ 
i 

— . 
\ i ' 

. ® 

|C <!> j l ft) j 

... Jf^r. 1* 

S* O V 

1! 

2?«WJ« | 

!<?>' 

\ 0 * * * 

10' 

i 

7f v: \ i j . 

t 
j ® i 

CD 
^•.••.•.MJAWi.i' 

- i ! 

SI' 

© 

ivt—iij. 

' !<5J 

'< ®^ ;i • 

! . • 
i -.t 

r<.. 1 Ml* ' 
• 'A . »t-

•I* ® ••lt il 1 -i 1 

(!> |4 - i 
•t i ^•! 

V 

I v.. 

•1 

«'.. !-. J . 

i ! 
t * (' I • 

I » ! ! ' 

I-

^» St* . t'i) 

•:•:•» V' 

• I. . 

J i 



Duo* J-H ii,,; 703 

SECOND REVISION - EFFECTIVE JUNE 1, 1976 (CORRECTED 9/22/77) 

EXHIBIT "C" 

UNIT AGREEMF.NT 
MYERS LANGLIE MATTtX UNIT 
LEA COUNTY. NEW MEXICO 

SCHEDULE OF TRACT PART It: 1 PAT ION 

Tract Phase I I 
No._ Tract P a r t i c i p a t i o n ( i ) 

1 1.22311 
2 .59021 

i 4 .16521 
6 .64225 
7 1.07386 
8 .16086 

10 2.14022 
11 .33405 
12 2.07257 
I ) 1.66580 
14 1.54385 
15 4.11596 
16 .40945 
17 1.19564 
18 .13599 
19 2.49518 
20 .15631 
21 3.08133 
22 2.00252 
23 .30952 
24 .30468 
25 .91715 
26 3.39996 
27 2.63684 
28 2.19345 
29 1.02337 
30 5.63333 
11 .59616 
32 1.22538 
13 2 . 4 1 3 U 
34 2.57678 
35 .08931 
36 .1312 4 
37 .76162 
38 .15657 
19 .91333 
40 2.69658 
41 . )'Jfl0> 
42 .27811 
43 .26781 
44 1.29114 
45 .02187 
46 .45346 
47 .06561 
48 .04581 
49 3.29505 
50 1.33259 
51 .18398 
•'.2 . i , 71/6 

1 .11075 
•_>4 .268 71 
55 .JJ648 
56 1.15151 
57 1.17678 
58 .85 761 
59 1.4 36-14 
60 l.Jl3l>u7 
61 1 .107)8 
62 2 .092 /8 
63 2.10707 
c-1 l . ' . o o i , ; ; 

1 . Ml 167 



BOOK 34*1 act 704 
SCIIKDUI.E OF TRACT PARTIC1 CATION 
^l-COND REVISION 
PAGE 2 

Tract 
No. 
66 
68 
h9 
70 
71 
72 
7 3 
74 
75 
76 
77 
79 
80 
81 

Phase 1i 
Tract P a i t i o i p a t i o n (%) 

4.4 1344 
J . 115760 

Tract 
No. 
66 
68 
h9 
70 
71 
72 
7 3 
74 
75 
76 
77 
79 
80 
81 

2 .34135 

Tract 
No. 
66 
68 
h9 
70 
71 
72 
7 3 
74 
75 
76 
77 
79 
80 
81 

.27581 

Tract 
No. 
66 
68 
h9 
70 
71 
72 
7 3 
74 
75 
76 
77 
79 
80 
81 

.29746 

Tract 
No. 
66 
68 
h9 
70 
71 
72 
7 3 
74 
75 
76 
77 
79 
80 
81 

1 .6 5423 
.59021 

Tract 
No. 
66 
68 
h9 
70 
71 
72 
7 3 
74 
75 
76 
77 
79 
80 
81 

1 .06063 

Tract 
No. 
66 
68 
h9 
70 
71 
72 
7 3 
74 
75 
76 
77 
79 
80 
81 

. 50 m. a 

Tract 
No. 
66 
68 
h9 
70 
71 
72 
7 3 
74 
75 
76 
77 
79 
80 
81 

.75123 

Tract 
No. 
66 
68 
h9 
70 
71 
72 
7 3 
74 
75 
76 
77 
79 
80 
81 

. 18322 

Tract 
No. 
66 
68 
h9 
70 
71 
72 
7 3 
74 
75 
76 
77 
79 
80 
81 

. 1B667 

.71139 
91263 

TOTAL 100. 00000 

STATE OF NEW MEXICO 
COUNTY OI-' LEA 

FILED 

, fieri H m t -
-iiif.C...t../?_M 
•ml Hrrimli i l iu ll.i.,k 
I ' m . 



Certified this •3*1% day of . 
19 H i , as true and correct copy of 
the original on file in this office. 

PAT CHAPPELLE, LEA COUNTY CLERK 

*h> ^Tfl TfYVS^ Deputy 
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SECOND REVISION - EFFECTIVE J u l y 1 , 1976 
ATTACHMENT NO. 1 

TO EXHIBIT '">•" 
UNIT At.UEKMENT 

MYERS U\NG L I £ - MATT IX UNIT. LliA C01j*tlTY. tIF.VMEXICO 

Schedule o f s l i d i n g scale o v e r r i d i n g r o y a l t y I n t e r e s t s : 

Tract 4 

Gulf's ORRI of 12.57., suspended for amounts over 17.57. when average 
productlon/well/day ts 15 barrels or less, or when gas production Is 
500 HCF or less. 

Tract 5 

Gulf has an ORRI of 12.57. on primary production and 257. on secondary 
production, suspended for amounts over 17.57. uhen average production/ 
well/day is 15 barrels or less. 

Tract 6 

Percentage (7.) 
Overriding Royalty Owner 7*s7. » 57. 

Marshall & Winston, Inc. 0.50000 0.33334 
Southland Royalty Co. 0.75000 0.50000 
Mr. J. B. Dockman 1.62500 1.08333 
Ms. Selraa 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 1.00000 0.66667 Fluor Corporation 

7.500CO 5.00000 

* I'uring the period or periods when the average production per well 
per day la more than 15 barrels on the entire leasehold or any part 
of tha area thereof or any zone segregated for computation of 
royalties. 

** During the period or periods when the average production per well 
per day is 15 barrels or less on the entire leasehold or any part 
of the area thereof or any zene segregated for computation of 
royalties. 

Tracts 16 and 17 * 

Gulf's ORRI is 57. when average production/well/day is over 15 barrels 
or 500 MCF, reducible to 3.125Z when production falls below such amounts. 

Tracts 19 and 22 

Texaco's ORRI is 1/16 when dally average o i l production is 40 barrels 
or less, 3/32 when dally average o i l production is more than 40 barrels 
but not more than 60 barrels and 1/8 wlien daily average o i l production 
la more then 60 barrels. Override to be calculated on production from 
the SW/4 Section 29-23S-37E, which covers both Tracts 19 and 22. 
Texaco's override on gaa la 1/8 of a l l gas produced from same quarter 
section. 

Tract 44 

Gulf and Shell overrides are aa follows: 

When dally avg. o i l prod. 
per well per day is -

150 barrels or more 
7'-150 barrels 
55-75 bnrrcls 
Kl-55 barrels 
Hot more than 10 bnrrcls 

The ownership is -

1/8 separately or 1/4 combined 
1/16 separately or 1/8 combined 
3/64 separately or 3/32 combined 
1/32 separately or 1/16 combined 
1/64 sepori.tely or 1/32 combined 

Override on gas i s 1/8 of 8/8 of pas and caslnghcnd gas. 



Second Revision - Effective July i 197 c 
Attachment No. 1 
to Exhibit "B" 
Page 2 

Tract 49 

When daily average o i l production per well per day it leas than 30 
barrela. 

Chat, T. Batea, Jr. .0008464 
Jaaies Ray Batea .0008464 
K. C. Bates .0008464 
Theodocin G. Bates .0029622 
Warren J. Bates .0008464 
Catherine L. Dumraeae .0126953 
Martha Watkins Harris .0001628 
R. E. King .0007325 
Helen Magruder Kolllker .0015869 
Mrs. Clyde W. Miller .0001628 
The Port Worth National Bank, Trustee .0015869 
Myrtls Dean Watkins .0001628 
Elisabeth WooIvorth .0006510 
May WooIvorth .0008138 

When dally average o i l production per well per day is 30 barrels or 

Chas. T. Bates, Jr. .0016928 
Jamas Ray Bates .0016928 
K. C. Bates .0016928 
Theodocia G. Bates .0059244 
Warren J. Bates .0016-928 
Catherine L. Dumraese .0126953 
Martha Watkins Harris .0003256 
R. E. King .0007325 
Helen Magruder Kolllker .0031738 
Mrs. Clyde W. Miller .0003256 
The Fort Worth National Bank, Trustee .0031738 
Myrtls Dean Watkins .0003256 
Kli*«beth Woolvorth .0013020 
May Woolworth .0016276 

Tract 54 

Lonnle Ketapvr override Is as follows: 

When daily avg. o i l prod. 
per well Is The owntfrahip is -

60-200 barrels 1/8 
25-60 barrels 1/16 
Less than 25 barrela 1/32 

Tract 72 

Cities Service override is as follows: 

When dally avg. o i l prod. 
per ' ell, u r day la - The ownership is -

40 barrtlr. or more 1/lc. of l ib suparatelv or 1/8 comb. 
25-40 barrels 3/u4 of 7/8 separai -\-t cr 3/32 comb. 
Not mom than 25 barrels 1/32 of 7/8 separately or 1/16 comb. 

Override on a l l gaa that may be produced la 1/16 of 7/8 separately or 
1/8 of 7/8 combined. 

Atlantic Rlchfleld's basic royalty interest la aa follows: 

Uhen Dally Avg. Oil Prod. 
Per Well Per Day Is - The Ownership Is -

40 Rarrela or More 
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Texaco USA P C ~.C :2B 
noobs MM 38240 
i d 393 7191 

June 13, 1989 

TO WORKING 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 d r i l l and complete the above captioned 
wells. The wells are shown on Figure No. l . Please indicate 
your approval by returning one signed copy for each well to 
Texaco Producing Inc., Attention: Laura Skinner, -E—O^-Box-jj^28, 
-Hofabs, New-̂ Mex-ica,. 88240.. /<. / / / . 

These wells were originally approved in March, 1988. However, 
due to declining o i l 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 d r i l l and complete the proposed wells w i l l be 
$935,000 and i s expected to recover an additional 267,276 barrels 
of new o i l or 53.5 HBBLS per well. The f i r s t 12 months production 
i s expected to be 12.4 MBBLS per well. Estimated i n i t i a l 
production w i l l be 43.5 BOPD. 

The subject wells are a continuation of the i n f i l l drilling 
program that was started in the f i r s t 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. I t has been determined that wells drilled in areas 
of production greater than 100 MBO tend to be better wells. 



All Working Interest Owners - 2 - June 13, 1989 

Your early consideration and prompt return of the signed AFE's 
wi l l be appreciated. I f there are any questions regarding this 
proposal, please contact Mr. Kent Watson of this office at 
(505) 393-7191. 

Yours very truly, 

W. B. Cade 
District Operations Manager 

KAW:jss 

Attachments 
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TEXACO INC. 

DRILLING PROPOSAL 

Date: JUNE 14, 1989 

Lease Name and Well No. MYERS LANGLIE MATTIX UNIT WELL NO. 2 58 

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

D i s t r i c t : 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): 

Wel'l and Lease Equipment: 

Wellhead 

Surface Casing (13-3/8", 

Intermediate Casing (8-5/8") 

Completion Casing (5-1/2") 

Tubing (2-7/8") 

Total 

Dry Hole Completion Total 

6 

1 

8 

21 

13 

49 

21 

13 

15 34 

(Detailed Tubular Data Available Upon Request) 

Intangible Drilling Costs ($000): 

Drilling Rig 33 4 

Completion Rig 7 

Road and Location 
Bits, Reamers, Directional 

Tool and Rental 

Mud and Logging 

Cementing and Service 

Supervision 

Perforation and Stimulation 

Miscellaneous 

Total 

Estimated Total Well Costs 

13 

12 

16 

11 

94 

109 

12 

44 

78 

37 

7 

14 

16 

18 

15 

~i_ 

12 

16 

138 

187 

The estimate given above i s 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: 



TEXACO INC. 

DRILLING PROPOSAL 

Date; JUNE 14, 1989 

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

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

D i s t r i c t ; 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 (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 beat of our ability 
based on available facts. Actual costs may be more or less 
because of unforeseen circumstances or conditions. 

Non-Operator: 

Approved By: 



TEXACO INC. 

DRILLING PROPOSAL 

Date; JUNE 14, 1989 

Lease Name and Well No. MYERS LANGLIE MATTIX UNIT WELL NO. 2 59 

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

D i s t r i c t : HOBBS Area; EUNICE 

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

Objective: SEVEN RIVERS-QUEEN \ Depth: 3700' 

Estimated Well Costs ($000): 

Well and Lease Equipment: 

wellhead 

Surface Casino. (13-3/8") 

Intermediate Casing (8-5/8") 

Completion Casing (5-1/2") 

Tubing (2-7/8") 

Total 

(Detailed Tubular Da 

Intangible Drilling Costs ($0( 

Drilling Rig 

Completion Rig 

Road and Location 
Bits, Reamers, Directional 

Tool and Rental 

Mud and Logging 

Cementing and Service 

Supervision' 

Perforation and Stimulation 

Miscellaneous 

Total 

Estimated Total Well Coat 

The estimate given above i s 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: 

Dry Hole Completion Total 

_21 _21_ 

13 13 

15 34 49 

ita Available Upon Request) 

)0) : 

33 4 37 

7 7 

13 1 14 

12 4 16 

16 2 18 

7 8 15 

2 1 3 

12 12 

11 5 16 

94 44 138 

8 109 78 187 

1*1 i n n - . . 



TEXACO IMC. 

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. 

Districts HOBBS Area; EUNICE • 

Locations 2630' FNL, 1320' FWL, SEC. 29, T-23-S, 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 (5-1/2") 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 U 
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 

Tha estimate given above is mad* 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 t 

Approved By« 



TEXACO IMC. 

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. 

D i s t r i c t : 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 ($000) 

Dry Hole Completion Total 

Well and Lease Equipment: 

Wellhead 6 6_ 

Surface Casing (13-3/8") 1 l 

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 l 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: 

VI 



TEXACO 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 (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 i s 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-Operators_ 

Approved By: 

Date: 



TEXACO INC. 

•RILLING 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. 

D i s t r i c t : 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 i _ 

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 i s 

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 i s 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 IMC. 

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 

Objectives SEVEN RIVERS-QUEEN Depth: 3825' 

Estimated Well Coats ($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 (5-1/2") 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 i s made to the best of our ability 
baaed 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. 262 

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

D i s t r i c t : 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 6_ 

Surface Casing (13-3/8") 1 l _ 

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: 



Texaco USA P O Box 3109 
Producing Department Midland TX 79702 
Midland 5>vision 

March 23, 1990 

District Supervisor 
Bureau of Land Management 
Roswell District Office 
P. 0. Box 1397 
Roswell, New llexico 88201 

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

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

All Working Interest Owners 
(Address L i s t 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 i s a production plot, 
monthly operating reports for 1989 and a well status l i s t . 

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 Oil Conservation 
Division, and Working 
Interest Owners -2- March 23, 1990 

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

Installation of central production f a c i l i t i e s and sate l l i t e test 
stations began in September, 1976. Additional f a c i l i t i e s 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 1983, one (1) replacement well was drilled for Well No. 110, 
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) i n f i l l development wells were drilled. 
The unit was decertified as a tertiary recovery project after i t 
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 and acidized. The MLMU 
No. 27 was converted to an injection well. /Currently, workovers 
are pending on the MLMU Nos. 41 and 56. 
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Bureau of Land Management, 
Commissioner of Public Lands, 
New Mexico Oil Conservation 
Division, and Working 
Interest Owners -3- March 23, 1990 

PLANS FOR 1990 

The proposed plan of development for 1990 includes the drilling of 
five i n f i l l wells upon partnership approval. Unit production will 
continue to be monitored and optimized. 

Yours very truly, 

Texaco Inc. 

S. G. Snyder 
Portfolio Manager 

MOS/srt 
Attachments 

f i l e 
chrono 



MYERS LANGLIE MATTIX "WIT 

Amerada Hess Corporation 
Attn: R. W. Mullins 
p. 0. Box 2040 
Tulsa, Oklahoma 74102 

Oryx Energy Company 
Attn: Linda Guerrero 
P. 0. Box 1861 
Midland, Texas 79702-1861 

Clay Trusts 618-1,2,3 
MBANK Fort Worth 
Attn: Trust Dept. 
P. O. Box 910 
Fort Worth, TX 76101-0910 

Rufus Clay, J r . Trust 
Juanita Jackson, Trustee 
P. O. Box 50668 
Amarillo, Texas 79159 

Meridian Oil 
Attn: T. H. oil e 
21 Desta Drive 
Midland, Texas 79705 

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

Sirgo Brothers, Inc. 
P. O. Box 3531 
Midland, Texas 79702 

Kerr-McGee Corporation 
Attn: Joint Interest 
P. O. Box 11050 
Midland, Texas 79702 

Arlene S. Anthony 
721 Chatham Road 
Glenview, I l l i n o i s 60025 

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

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

OX.Y USA Inc. 
Production Manager 
P. 0. Box 50250 
Midland, Texas 79710 

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

Texas American Bank 
ELLEN HARRIS CLAY ESTATE 
P. O. BOX 2605 
Fort Worth, Texas 76113 

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

Great Western Drlg. Co. 
Attn: J . T. Hampton 
P. O. Box 1659 
Midland, Texas 79702 

Conoco, Inc. 
P. O. Box 460 
Hobbs, New Mexico 88240 

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

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

Chevron, U.S.A. Inc. 
Attn: J . C. Prindle 
P. O. Box 670 
Hobbs, New Mexico 88240 

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

Cross Timbers Production 
810 Houston Street 
Suite 2000 
Fort Worth, Texas 76102 

Parker & Parsley 
Development Partner,L.P. 
P. O. Box 3178 
Midland, Texas 79702 

ARCO o i l & Gas company 
Joint Interest Operations 
P. 0. Box 1610 
Midland, Texas 79702 

Davoil, Inc. 
Attn: Jerry Brannon 
P. O. Box 122269 
Fort Worth, TX. 76121-2269 



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 

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 

Maralo, Inc. 
P. O. Box 832 
Midland, Texas 7 97 02 

P. C. Limited 
P. O. Box 911 
Breckenridge, 
Texas 76024-0911 

N. B. Hunt 
Attn: Joint Interest 
1941 Thanksgiving Tower 
Dallas, Texas 75201 

Lamar Hunt 
Attn: Joint Interest 
1962 Thanksgiving Tower 
Dallas, Texas 75201 

Mrs. R. L. Summers 
Box 776 
Hobbs, New Mexico 8824c 

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 
Irvin e , C a l i f o r n i a 92713 

Jennifer Ann Clay 
2500 Ruger #37 
Arlington, Texas 76006 

LTV Energy 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 

Ms. Weslynn McCallister 
Larsen 

P. O. Box 88 
No. Komis, FLA. 34275 

John W. Clay, I I I 
7604 Fair Oaks Ave. 
No. 2099 

Dallas, Texas 75231-46: 

Mr. T. J. Sivley 
P. O. Drawer 'GG' 
Artesia, New Mex. 8821C 

Robert C. Scott 
2400 N.E. 26th Avenue 
Fort Lauderdale, 

Florida 33305 
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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 LANGUE-MATTDC UNIT AGREEMENT 
AND UNIT OPERATING AGREEMENT, 
LEA COUNTY, NEW MEXICO AND 
DISAPPROVAL OF CHANGE OF OPERATOR. 

OIL CONSERVATION DIVISION 

PETITION REGARDING STATUS QF OPERATOR FOR 
MEYERS LANGLIE-MATTIX UNIT. LEA COUNTY. NEW MEXICO 

Doyle Hartman petitions for an Order disapproving ail 0104s filed by Sirgo 

Operating Inc. fSirgo") which name Sirgo as Operator of the Meyers Ljartgiie-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. 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 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 

CASE Nr0. 

RECEIVED 



Certificate of Approval dated December 26, 1973. The MLMU Unit Agreement was 

approved by the Supervisor, United States Geological Survey, by Certffication-

Detemiination dated January 31,1974. 

4. f̂ irsuant to the previsions of Section 6 of the Unit Agreement, Skelly 

Oil 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 October 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 

refinquish 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 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 

8. In November and December 1990, Sirgo's ownership interest in the 

MLMU rose to approximately 21%. See November and December 1990 Joint Account 

2 



Statements attached and irxorporated as Exhibit 5. Hartman has seen no records 

evic«ncing a greater ownership interest by Sirgo either before or since these referenced 

time periods. 

9. On or About February 28,1991 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 ail 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 Exhibit 6. No ballots were 

forwarded to Hartman. 

10. On April 15,1991, Texaco forwarded a letter to an wcrrking 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 regarding Sirgo's 

becoming the successor Unit Operator. A copy of the April 15,1991 letter 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 rKrtrfication 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 doc r̂nentation of approval of three or more 

working interest owners holding 65% or more of the Phase II Unit participation. Sirgo 

has not provided documentation of such approvals. 
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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 

no evidence of having obtained such approval. 

14. Sirgo has not compiled with either Section 7 or Section 8 of the Unit 

Agreement Nevertheless, upon infbrrrattion and belief, Sirgo, on a date unknown at the 

present time, filed a form C-104 with the Oil 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 

16. Hartman has been informed that NMOCD has threatened to cancel 

the allowables for all weds on the MLMU because of Sirgo's having filed the C-104's 

reiecting a change in operator of the subject unit while the CCD 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 ail 

working interest owners. 

17. The New Mexico Oil Conservation Division has jurisdiction pursuant 

to NMSA, 1978 §70-7-1 et seq. 
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18. Notice of this Petition has been served on ail 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 filed 

by Sirgo naming it as Unit Operator of the respective wells in MLMU and any other firing 

or request pursuing such a change of Operator. 

B. Because of Sirgo's false representations regarding its status as operator of 

the MLMU and Sirgo'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 unless and until 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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BRUCE XING 
GQV6BN0H 

STATE OrSiEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION 0IVIS10N 

May 23, 1991 
POST OFWCE 9 OX 3088 

STATE LANO QWCE auttOlNG 
SANTA FE. NEW MEXICO 87304 

(3091827-5800 

Thomas M. Donne 
Gallegos Law Firm 
141 E . Palace Avenue 
Santa Fe, New Mexico 87S01 

Re: Petition Regarding Status Operator for 
Myers Lan^Lfce-Matttx Unit 

Dear Mr. Donne: 

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 wul not be docketed. Interpretation and enforcement of 
a contract is a matter properly brought before the District courts and not the Oil 
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, 

ROBERT G. STOVALL, 
General Counsel 

RGS/dr 



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, 
AND ORDER NO. R-6447 , LEA COUNTY, RECEIVED 
NEW MEXICO AND DISAPPROVAL OF CHANGE 
OF OPERATOR AND DEVELOPMENT PLAN. JUN 0.1 1991 

DitWNSKVATlOtNOrvlSIOfi 

•<• it 

ptrrrnoN REGARDING STATUS OF OPERATOR AND DEVELOPMENT PLAN FOR 
MEYERS LANGLIE-MATTIX UNIT. LEA COUNTY. NEW MEXICO 

Doyle Hartman ("Hartman*) petitions the Oil Conservation Commission for the State 

of New Mexico ("NMOCD") for an Order disapproving all C-104S filed by Sirgo Operating 

Inc. ("Sirgo") which name Sirgo as Operator of the Meyers Langlie-Mattix Unit ("MLMU"); 

an Order enjoining Sirgo from replacing the current operator, Texaco Exploration & 

Production 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: 

GENERAL ALLEGATIONS AND FACTS 

1. Hartman is the owner of a 4.8% working interest in the MLMU. 

2. On January 1, 1973 a Unit Agreement was entered into by ail 

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 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 26,1973. 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 Oil 

Company was named Unit Operator of tine 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 NMSA1978 ("the Act"). A copy of the Order approving statutory 

unitization is attached and incorporated as Exhibit 3. The NMOCD has jurisdiction 

pursuant to NMSA, 1978 § 70-7-1 et seq. 
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6. Notice of this Petition has been served on ail interested parties, as 

identified in Exhibit 4, pursuant to NMOCD Rule 1207. 

SIRGO'S CLAIM TO BE OPERATOR OF THE UNIT 
IS WITHOUT FOUNDATION OR SUPPORT. 

7. On October 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 5. 

8. Contrary to Sirgo's representation in the October 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. 

9. 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 1990, Sirgo's ownership interest in the 

MLMU rose to approximately 21%. See November and December 1990 Joint Account 

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. 
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11. On or About February 28,1991 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 Exhibit 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 regarding Sirgo's 

becoming the successor Unit Operator. A copy of the April 15, 1991 letter is attached 

and incorporated as Exhibit 9. 

13. S 7 of the Unit Agreement provides for the resignation or removal of 

the Unit Operator. § 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. 

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 65% or more of the Phase II Unit participation. Sirgo has not provided 

documentation of such approvals. 

15. § 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 

4 



of the State of New Mexico of any change in Unit Operator. Sirgo has provided no 

evidence of having 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. On May 20,1991, 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 ballots 

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). 

19. Hartman has been informed that the NMOCD has threatened to 

cancel the allowables for afl 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 NMOCD 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. 

SIRGO'S PROPOSED DEVELOPMENT PLAN IS DEFECTIVE 
AND IN VIOLATION OF THE UNIT AGREEMENT 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 itself, a study of only 23 of 232 wells is not 

sufficient to property predict reservoir performance: "the quantitative data coverage is 

minimal and may 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 

6 



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 

above the amount that would be recovered by primary recovery alone and not to what 

the industry understands as exploratory units." The Unit Agreement (Exhibit 1) also 

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 plan 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 this 

unit, and only special exception was granted for a pilot 5-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." The plan makes specific reference to the inefficient completion 

techniques used prior to 1970. Accordingly, the tracts upon which those wells are 
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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 pan, 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 should be prevented from going forward with it on Jury 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 

SIRGO IS NOT FINANCIALLY QUALIFIED TO ASSUME THE 
OPERATORSHIP 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 
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proposes to replace 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 $1,005,000.00 in past due joint interest billings due Texaco from the 

interests Sirgo has bought in the unit 

c. Sirgo's proposed plan of development calls for approximately 

$44,000,000.rj0 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, from 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 other filing or 

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 Order such further relief as appears appropriate. 

Respectfully submitted, 

THOMAS M. DOM ME 
141 East Palace Avenue 
Santa Fe, New Mexico 87501 
(505) 983-6686 

Attorneys for Petitioner 
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ENERGY, MINERALS AND NATURAL 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 OF 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 
Oil Conservation Commission of New Mexico, hereinafter 
referred to as the "Commission." ,'; 

NOW, on t h i s 13th day of September, 1991, the 
Commission, a quorum being present, having considered 
the r e c o r d and being f u l l y advised i n the premises," 

FINDS THAT: 

Doyle Hartman, O i l Operator, a p p l i c a n t f o r h e a r ing 
i n t h i s case, has requested d i s m i s s a l t h e r e o f and such 
request should be grant e d . 

IT IS THEREFORE ORDERED THAT: 

Case No. 10378 i s hereby dismissed. 

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

STATE OF NEW MEXICO 
OIL CONSERVATION COMMISSION 

GARY CARLSON, Member 

WILLIAM W. WI 

WILLIAM J 
S E A L 

Chairman 



DOYLE HARTMAN 
Oil Operator 

3811 TURTLE CREEK BLVD.. SUITE 730 
DALLAS. TEXAS 75219 

(214)520-1800 
(214) 520-0811 FAX 

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

August 11, 1995 

Scuriock Permian Corporation 
333 Clay Street, Suite 2900 (77002) 
P.O. Box 4648 
Houston, TX 77210-4648 

Attn: John Keffer 
Manager Crude Oil Trading 

Re: Designation of Scuriock 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 Scuriock Permian Corporation immediately become the designated purchaser of Doyle Hartman, 
Oil 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, OXVs 
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 Unh interest and it is now obvious that OXY decided not to acquire our 
Myers Langlie Mattix Unh interest because it was obtaining operations of the Myers Langlie Mattix 
Unit by acquiring Texaco's interest Myers Langlie Mattix Unh interest and also possibly because 
OXY saw no further economic advantage to holding record title to our 4.86% Myers Langlie Mattix 
Unh 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, Oil Operator, 
and our various royalty owners, a competitive ofl 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 Scuriock Permian will be paying a competitive oil price as to our 
Myers Langlie Mattix Unh crude oil production including the payment of a price bonus. 

In the event that OXY improperly refuses to allow Scuriock 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, Scuriock 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 Langiie 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, Oil 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 



Scuriock 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 produce oil 
in quantities sufficient to yield revenues in excess of operating expenses. 

Doyle Hartman 

enclosures (3) 

wpdoetaxrMp̂ lhWurioekjnln 

cc: Minerals Management Service 
Royalty Management Program 
Reports and Payments Division 
P.O. Box 17110 
Denver, CO 80217-0110 

John Glidewell, Area Manager 
COA, West Texas and New Mexico 
EOTT ENERGY Operating Limited Partnership 
5805 E. Business 20 
P.O. Box 1660 
Midland, TX 79702 
Via Certified Mail. Return Receipt Requested 

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

Yours very truly, 

DOYLE HARTMAN, Oil Operator 

X 002379 



Scuriock 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 
Via Certified Mail. Return Receipt Requested 

Bennett Shelton, Senior Field Representative 
CITGO Petroleum Corporation 
1031 Andrews Hwy. 
Midland, TX 79701 
Via Certified Mail. Return Receipt Requested 

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 
Hand Delivered 



Scuriock Permian Corporation 
August 11, 1995 
Page 5 

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

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 



Scuriock 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 Gidewell 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 GiideweU 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, Oil 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 8LVO.. SUITE 730 
DALLAS, TEXAS 75219 

(214) 520-1800 
(214) 520-0811 FAX 

Via Facsimile f91S> 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 County. New Mexico 

Gentlemen: 

On August 6,1991, Enron Oil Trading and Transportation Company issued corrected Division Order 
Contracts to Doyle Hartman, Oil 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 



Enron Oil Trading and Transportation Company 
August 3, 1995 
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 oil 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 

Also, being that Enron has ceased to properly account to us for our share of crude oil production 
from the subject MLMU tracts, you are respectfully requested to promptly furnish us with monthly 
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: 

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, 1991 
letter (copy enclosed), we are amazed that Enron has allowed another serious disruption to occur 
corresponding to our MLMU oil revenues. Therefore, your prompt attention to this matter is again 
respectfully requested. 

Yours very truly, 

DOYLE HARTMAN, Oil Operator 

MLMU? 

1. 
2. 
3. 
4. 
5. 
6. 

Gross MLMU Production 
Oil Gravity 
Oil Price 
Gross Unit Oil Value 
State Production Tax 
Net Unit Oil Value 

Doyle Hartman 

enclosures 

X 002384 



Enron Oil Trading and Transportation Company 
August 3, 1995 
Page 3 

rep 
'"pdocteocwp.dhVmuoHuLmu 

cc: Bill Harvey, Division Order Analyst 
EOTT 
1300 Post Oak Blvd., Suite 2700 (77056) 
P.O. Box 4666 
Houston, TX 77210-4666 
Via Facsimile f713̂  993-5821and Certified Mail 
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ENRON 
Oil Trading & Transportation Company 

West Texas Office 
P.O.Box 10607 

Midland, TX 79702 
(915)682-3761 

August 15. 1991 

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

Attention: Mr. Bryan Jones 

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 Oil Conservation 
Department. This is incorrect. Enron received a PL-107 from Texas Ne« Mexico 
Pipeline based on information provided to them by the C-104 from the NMOCD. 
The purchaser (Enron) does not receive a copy of the C-104 from the NMOCD. A 
copy is provided to the transporter (Texas-New Mexico Pipeline) by the NMOCD. 

The problems with the Division Orders which were brought to my 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 Doyle 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 today (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. 

Land Manager 

John Glidewell 
District Manager 
Crude Oil Acquisitions [AUG 1.5. issr 



E O T T E . L L , R G Y Operating Limite Partnership 

Certif ied Mail Return Receipt Requested 
Mr. Doyle Hartman 
Oil Operator 
P. 0. Box 10426 
Midland, TX 79702 

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 EOTTs 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, 
EOTTs 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. 

P.O. BOX 1560 
580S E. BUSINESS 20 

MIDLAND, TEXAS 79702 AugUSt 8, 1995 
(915) 682-82S1 

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

John Glidewell 
Area Manager 

cc: Bill Harvey 
Walter Zimmerman 



Paul E Fowler 

June 2, 1993 

Mr. E. H. Gripp 
Texas-New Mexico Pipeline Company 
P. 0. Box 60028 
San AngeJo, Texas 76906 

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

Effective April 1, 1993, Oxy USA Inc. 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. 

Very truly yours, 

Paul E. Fowler 

PEF/JS 

Attachments 

cc: Frank Burek 
"John Glidewell - Enron 
Harry Rathermel 
Tom Savage 
Bennett Shelton - CITGO 
Bob Wyatt 



TEXACO EX. U RATION AND PRODUCTION EV . - 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 
• - "PURCHASERS 

TRACT AMERADA ! 
SUB TRACT ALLOCATION [ HESS CITGO ! ENRON 7777 

1 1.223111 1.2231!: 
2 0.59021 j 0.59021: 
3 4.165211 4.16521 i 1 1 

i 6 0.64225 1 0.64225' i ; 
1 7 1.07386 1 1.07386! 1 I 
i 8 0.36086 i 0.36086! i 
i 10 2.140221 2.140221 1 i 

i 11 ! 0.33405 i 0.33405 • 1 i 

! 12 2.07257! 2.072571 1 • 
1 13 1.66580 1 1.6658: ! 

2178! 14 i 1.54385 • i i 1.54385! 
2179! 15 ! 4.11596 i i i 4.U596I 

1 16 1 0.40945! 0.40945! I 1 

1 17 ! 1.19564 1.19564! 1 1 
1 18 1 0.335991 0J35991 1 I 

21921 19 I 2.49538 1 1495381^ 1 1 
80201 20 1 0.15631 ! 1 1 0.156311 
80211 21 ! 3.08133 l 1 3.08133 I 
80221 22 1 2.00252 1 | 1002521 
2189! 23 ! 0.30952 i 0.30952 f\ 
21901 24 I 0.304681 \TX30468l) I 1 
21911 25 1 0.917151 1 

1 26 i 3.399961 i. 339996* 1 

1 27 1 2.636841 1636841 i i 
1 28 ! 2.19345! 119345J 1 1 

! i 29 1.023371 1.02331i" j 

1 i 30 5.63333 • 5.63333! ' i i 

i i 31 : 0.59616 i 0.596161 1 

8032! 32 1 1.22538! i 1 1.22538 1 
1 33 I 2.41311! 141311 : I 1 

8034! 34 i 2.57678! 1 | 2.57578 l 
8033! 35 I 0.08931 < i ! 0.089311 
21801 36 f 0.33124; • t 0.33124! 
8037 i 37 i 0.76162) 1 I 0.76162 
8038! 38 1 0.156571 i I 0.15657 
8039! 39 ! 0.943331 i 1 0.94333 1 
80401 40 i 169658! i 1 2.69658 1 
80411 41 1 0.39002! i 1 0.390021 
80421 42 1 0.278331 1 0.27833 1 

1 43 ! 0.267811 0.26781 ! I 1 
1 44 1 1.29114! I 1 L29U4I 
i 45 1 0.021871 0.021871 1 1 
1 46 ! 0.45346! 0.45346 1 1 
1 47 1 0.065611 0.06561 S 1 1 

80481 48 1 0.04581! ! 1 0.04581 1 
1 49 1 3.295051 3.29505 i 1 1 
1 50 i 1.332591 1.33259! I 1 
1 51 1 0.183981 0.18398 i 1 i 

_ i 



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 
PURCHASERS-

• ••. • • .. '•• TRACT AMERADA j 
SUB TRACT ALLOCATION HESS CITGO 1 ENRON 7777 

i i 53 0.31075 i t ! 0.3107S 
1 54 0.268711 0.26871 ! i 

I 55 0.236481 1 0.23648 1 
i 56 1 1.15I511 0.44081 1 t 0.71070 i 
1 57 1 U76781 1 1 i 1.37678 1 
I 58 i 0.857611 i 0.85761! [ 1 
I 59 1 1.436441 1.43644 i i 

2181 60 i 1.38687 1 : i 1.38687 •• 
2182 1 6i i 1.107781 1 ! i 1.107781 
21831 62 1 2.09278! i 0.03269 i ; 2.06009.' 

63 i 2.10707! i 2.107071 i 

64 1 1.50062 i , 1.500621 ; | 
8065 65 ! 1.911671 I 0.12695 1 t 1.78472 i 

66 i 4.413441 1 4.41344 j | ; 

68 1 3.857601 ! 1 • 3.857601 
8069 69 i 1341351 j I 

1 
1 134135 

70 1 0.275811 I 0.27581 1 1 | 
71 1 0.297461 i 0.297461 ! 1 
72 1 1.854231 ! 1.85423 ! I 1 
73 1 0J9021! 029510; 0.295111 1 1 

74 I 1.060631 j 1.06063 1 1 i 
i 

80751 75 1 0J0868I 1 ! 1 0.508681 
76 i 0.751231 1 0.75123! 1 i 

i 

80771 77 i 0.18322! 1 

( 
1 1 0.18322! 

79 1 0.386671 0.38667 i 1 i 

80 i 0.711391 0.71139! i 

• 
8081 1 81 0.91263 i 0.04225 1 i 0.87038 i 

TOTALS 1 100.600001 5.928431 54J8217I 0.596161 39.093241 

prepared by JTS on June 2.1993 
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K K T . T . A H P T K E U A H I N 
A T T O * N C V 3 A T L A W 

E ' . P A T I O B U I U O I M O 

W. T H C X I K C U U A M I N - | l 7 N O , , T M S u t O A L U f C T C b C V H O N C ( S O S ) 9 I ( - 4 ] | S 

• N B W H S X I C O M M O or UCOJM. S * C C I A U X A T I O N P O S T O ' r t e c S o x a x e s T c u c r * x ( s o s i 9 « a - i 0 4 7 
•ceooMizKO S P C C I A U S T IN TMC • • C A o r 

MATU-Ak • C S O U - C K M I I . w o a n u»w SA2TTA F B . X X W KZ2CXCO 8 7 9 0 4 - 3 2 8 0 

J A . O H K.UUAH.N , - « T , , C B , • • „ N o v e m b e r 2 2 , 1994 

HAND DELIVERED N 0 V 2 2 PPA 

.1 CONSERVE . C i S«VtSV. 
Mr. Michael E. Stogner 
Chief Hearing Examiner 
Oil 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 
preclude them from any involvement in this case at a later date. 



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. 

W. Thomas Kellahin 

Enclosure 

cc: OXY USA Inc. (Midland) and 
Bv 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 Oil 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 1 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 
OF A PORTION OF ITS MYERS LANGUE-MATTTX 
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 

CASE NO 

A P P L I C A T I O N 

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.Oil 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 1 through 5). 



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 688 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 5-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/2SW/4 
NW/4NW/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/4NW/4NW/4 
N/2NE/4NW/4 
N/2N/2NE/4 
SE/4NE/4NE/4 
E/2SE/4NEV4 
E/2NE/4SE/4 
NE/4SE/4SE/4 

(3) Total acres in Expanded Use Area: 

760 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 5 

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: 53,660,000 
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 additional 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. 

KELLAHIN &/KELLAHIN 
P.O. Box 2265 
Santa Fe, New Mexico 87504 
(505) 982-4285 



NMOCD Application 
of OXY USA INC. 
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CERTIFICATION 

STATE OT TEXAS ) 
) ss. 

COWTY OF MIDLAND) 

1, Scott Gtagltr, haying beta first duly sworn, state that 
1 am a petroleum engineer, a duly authorized represent tire of OXY 
USA lac, have kitowiedfe of tha Facts herein and thartfor certify that 
tha facts set forth in tins Application are true and accurate to tha best 
of my own knowledge aad belief. 

STATE OF TEXAS ) 
)SS. 

COUNTY OF MIDLAND) , 

The foregoing certificate was signed and acknowledged before tne on -
this#L day of November. -1994, by Scott Gengler. 

Notary Public 

My Comorission Expires: 



NOV ' I v 

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 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-9708, 
qualifying portions of its Myers Langiie-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 Langiie-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 L i s t 

Government Agencies 

Bureau of Land Management 
attn: Vince Baldarez 
P.O. 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 0 
Monument, NM 88265 

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

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

Levis B. Burleson Inc. 
P.O. Box 2479 
Midland, TX 79702 

Conoco, Inc. 
10 Desta Dr., Ste 100W 
Midland, TX 79705 

Great Western D r i l l i n g 
P.O. Box 1659 
Midland, TX 79702 

Doyle Hartman 
500 N. Main 
Midland, TX 79701 

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

Meridian Oil, Inc. 
21 Desta Dr. 
Midland, TX 79705 



Neill Properties, Ltd. 
O. BOX 2840 

tid' id, TX 79702 

x i Exploration & Producing Inc. 
.0. BOX 730 
:obbs, NM 88241 

rfaee owners 

h r i s t i e Gas Corp. 
n l MOPAC Expressway Ste 515 
stin, TX 78746 

immy Doom 
ar Route 
1, BM 88252 

sp Wells Ranch 
ar Route 1, Box 244 

a l , HM 88252 



Well 
Myers Langlie Mattix 
vlyers Langlie Mattix 
Jyers Langlie Mattix 
Myers Langlie Mattix 
Myers Langlie Mattix 
Myers Langlie Mattix 
Myers Langlie Mattix 
Myers Langlie Mattix 
Myers Langlie Mattix 
Myers Langlie Mattix 
Myers Langlie Mattix 
Myers Langlie Mattix 
Myers Langlie Mattix 
Myers Langlie Mattix 
Myers Langlie Mattix 
Myers Langlie Mattix 
Myers Langlie Mattix 
Myers Langlie Mattix 
Myers Langlie Mattix 
Myers Langlie Mattix 
Myers Langlie Mattix 
Myers Langlie Mattix 
Myers Langlie Mattix 
Myers Langlie Mattix 
Myers Langlie Mattix 
Myers Langlie Mattix 
Myers Langlie Mattix 
Myers Langlie Mattix 
Myers Langiie Mattix 
Myers Langiie Mattix 
Myers Langiie Mattix 
Myers Langiie Mattix 
Myers Langlie Mattix 
Myers Langlie Mattix 
Myers Langlie Mattix 
Myers Langlie Mattix 
Myers Langiie Mattix 
Myers Langiie Mattix 
Myers Langiie Mattix 
Myers Langiie Mattix 
Myers Langiie Mattix 
Myers Langlie Mattix 
Myers Langlie Mattix 
Myers Langlie Mattix 
Myers Langlie Mattix 
Myers Langiie Mattix 
Myers Langlie Mattix 
Myers Langlie Mattix 
Myers Langlie Mattix 
Myers Langlie Mattix 
Mvers Lanalie Mattix 

Myers UmgJie^attLxJJnit I i 
Current Statue I I 

Location 
Unit #70 
Unit #71 
Unit #72 
Unit #73 
Unit #93 
Unit #94 
Unit #95 
Unit #96 
Unit #97 
Unit #98 
Unit #99 
Unit #105 
Unit #106 
Unit #107 
Unit #109 
Unit #132 
Unit #133 
Unit #134 
Unit #135 
Unit #138 
Unit #137 
Unit #141 
Unit #142 
Unit #143 
Unit #169 
Unit #170 
Unit #171 
Unit #176 
Unit #177 
Unit #178 
Unit #251 
Unit #252 
Unit #256 
Unit #258 
Unit #259 
Unit #260 
Unit #261 
Unit #262 
Unit #263 
Unit #264 
Unit #265 
Unit #266 
Unit #267 
Unit #268 
Unit #269 
Unit #270 
Unit #271 
Unit #272 
Unit #273 
Unit #274 
Unit #275 

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 4 1980' FEL. Sec 31, T23S, R37E 
1980' FSL & 1750* FWL. Sec 32. T23S. R37E 
1980' FSL & 760' FWL. Sec 32. T23S. R37E 
1980' FSL & 660' F E L Sac 31, T23S. R37E 
1979* FSL & 1980* F E L Sec 31, T23S. R37E 
1980* FSL & 1980' FWL. Sec 31, T23S. R37E 
1980/ FSL & 660* FWL, Sec 31. T23S, R37E 
1980' FSL & 660* F E L Sec 36, T23S, R36E 
660' FSL & 660' FWL, Sec 31. T23S. R37E 
660* FSL & 1936* FWL. Sec 31, T23S. R37E 
660' FSL & 1980' FEL. Sec 31. T23S. R37E 
680' FSL & 660' FWL, Sec 32. T23S, R37E 
660' FNL & 1980' FWL. Sec 5. T24S. R37E 
660* FNL & 660/ RA/L, Sec 5, T24S, R37E 
660' FNL & 660/ FEL, Sec 6. T24S. R37h 
760' FNL & 2080' F E L Sec 8. T24S. R37F 
660' FNL & 1980' FWL. Sec 6. T24S. R37E 
660* FNL & 626' FWL Sec 6. T24S, R37E 
1962' FNL & 660* FEL Sec 6. T24S. R37E 
1962* FNL & 660* FWL. Sec 5. T24S, R37E 
1960' FNL & 1905' FWL. Sec 5. T24S, R37E 
1980' FSL & 1980' FWL. Sec 5, T24S. R37E 
1980' FSL * 330* FWL. Sec 5. T24S, R37E 
1980/ FSL & 660' FEL. Sec 6. T24S. R37E 
660' FSL & 660' FEL Sec 6. T24S, R37E 
660* FSL & 990* FWL Sec 5. T24S. R37E 
660* FSL & 1980' FWL. Sec 5, T24S. R37E 
660* FSL & 2096' FWL. Sec 32, T23S. R37E 
6B5 FSL & 660' FEL. Sec 31. T23S, R37F 
106' FNL & 1310' FWL Sec 6. T24S. R37E 
2560' FSL & 120' FWL, Sec 31, T23S, R37F 
2620/ FNL & 1340' FWL. Sec 31, T23S. R37E 
2535' FSL & 2563' FWL. Sec 31. T23S, R37E 
1340* FSL & 1300' FWL Sec 31. T23S. R37E 
1350* FSL & 2380' FWL, Sec 31, T23S. R37E 
1398* FSL & 1564' FSL Sec 31, T23S. R37E 
1400' FSL & 160' FWL. Sec 32. T23S, R37E 
1460' FSL & 1340* FWL. Sec 32. T23S. R37E 
100/ FNL S 2556* FWL. Sec 6, T24S. R37E 
190' FNL & 1460' FEL. Sec 6, T24S. R37E 
139* FNL & 372' FEL. Sec 6. T24S. R37E 
238' FNL A 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. R37E 
2533* FNL & 1350* FWL. Sec 5. T24S, R37E 
1300/ FSL & 120' FWL. Sec 5. T24S. R37E 
1340* FSL 4 1340' FWL. Sec 5. T24S. R37E 

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 Injector 
Active injector 
Active Producer 
Inactive 
Active 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 
Acove 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 



Mvjra.Lanqlle Mattix Unit 
P_ropo*«gLStatut 

Well Location _ _ _ Statys_ 
Myers Langlie Mattix Unit #70 1980' FNL 4 660" FEL, Sec 36, T23S. R36E Injector ~ 
Myers Langlie Mattix Unit #71 1980* FNL 4 660' FWL, Sec 31, T23S, R37E Injector 
Myers Langlie Mattix Unit #72 1980' FNL 4 1980' FWL, Sec 31, T23S, R37E Injector 
Myers Langlie Mattix Unit #73 1980' FNL 4 1980' FEL, Sec 31. T23S, R37E Injector 
Myers Langlie Mattix Unit #93 1980' FSL 4 1750' FWL, Sec 32, T23S. R37E Injector 
Myers Langlie Mattix Unit #94 1980* FSL 4 760' FWL. Sec 32. T23S, R37E Injector 
Myers Langlie Mattix Unit #95 1980' FSL 4 660* FEL, Sec 31, T23S, R37E Injector 
Myers Langlie Mattix Unit #96 1979' FSL 4 1980" FEL, Sec 31, T23S. R37E Injector 
Myers Langlie Mattix Unit #97 1980' FSL 4 1980* FWL, Sec 31, T23S. R37E Injector 
Myers Langlie Mattix Unit #98 1980* FSL 4 660" FWL. Sec 31, T23S. R37E Injector 
Myers Langlie Mattix Unit #99 1980' FSL 4 660' FEL. Sec 36, T23S, R36E Injector 
Myers Langlie Mattix Unit #105 660* FSL 4 880' FWL, Sec 31, T23S. R37E Injector 
Myers Langlie Mattix Unit #106 660' FSL 4 1936' FWL, Sec 31, T23S. R37E Injector 
Myers Langlie Mattix Unit #107 660* FSL 41980' FEL, Sec 31, T23S, R37E Injector 
Myers Langlie Mattix Unit #109 660* FSL 4 660' FWL, Sec 32, T23S, R37E Injector 
Myers Langlie Mattix Unit #132 660' FNL 41980' FWL Sec 5, T24S, R37E Injector 
Myers Langlie Mattix Unit #133 660' FNL 4 660' FWL. Sec 5. T24S, R37E Injector 
Myers Langlie Mattix Unit #134 660* FNL 4 660' FEL. Sec 6, T24S. R37E Injector 
Myers Langlie Mattix Unit #135 760' FNL 4 2080' FEL. Sec 6, T24S. R37E Injector 
Myers Langlie Mattix Unit #136 660' FNL 4 1980' FWL. Sec 6, T24S. R37E Injector 
Myers Langlie Mattix Unit #137 660' FNL 4 626' FWL. Sec 6. T24S. R37E Injector 
Myers Langlie Mattix Unit #141 1962' FNL 4 660' FEL, Sec 6. T24S, R37E Injector 
Myers Langiie Mattix Unit #142 1962' FNL 4 660' FWL. Sec 5, T24S. R37E Injector 
Myers Langlie Mattix Unit #143 1960* FNL 4 1905' FWL, Sec 5, T24S. R37E Injector 
Myers Langlie Mattix Unit #169 1980' FSL 4 1980' FWL. Sec 5. T24S, R37E Injector 
Myers Langiie Mattix Unit #170 1980; FSL 4 330' FWL. Sec 5, T24S, R37E Injector 
Myers Langlie Mattix Unit #171 1980* FSL 4 660' FEL. Sec 6. T24S. R37E Injector 
Myers Langlie Mattix Unit #176 660' FSL 4 660' FEL, Sec 6, T24S, R37E Injector 
Myers Langlie Mattix Unit #177 660* FSL 4 990' FWL, Sec 5, T24S, R37E Injector 
Myers Langlio Mattix Unit #178 660* FSL 4 1980' FWL. Sec 5. T24S. R37E Iniector 
Myers Langlie Mattix Unit #251 660' FSL 4 2096' FWL, Sec 32, T23S, R37E Injector 
Myers Langlie Mattix Unit #252 - 685' FSL 4 660' FEL, Sec 31. T23S, R37E Injector 
Myers Langiie Mattix Unit #256 105' FNL 4 1310' FWL. Sec 6. T24S, R37E Producer 
Myers Langlie Mattix Unit #258 2560' FSL 4 120' FWL, Sec 31. T23S. R37E Producer 
Myers Langlie Mattix Unit #259 2620* FNL 4 1340' FWL, Sec 31. T23S, R37E Producer 
Myers Langlie Mattix Unit #260 2535' FSL 4 2563' FWL, Sec 31. T23S, R37E Producer 
Myers Langlie Mattix Unit #261 1340* FSL 41300' FWL. Sec 31. T23S, R37E Producer 
Myers Langlie Mattix Unit #262 1350/ FSL 4 2380* FWL. Sec 31, T23S. R37E Producer 
Myers Langlie Mattix Unit#263 1398' FSL 4 1564' FEL. Sec 31. T23S. R37E Producer 
Myers Lanalie Mattix Unit #264 140<y FSL 4160* FWL, Sec 32. T23S, R37E Producer 
Myers Langlie Mattix Unit #265 1460* FSL 4 1340/ FWL Sec 32. T23S, R37E Producer 
Myers Langlie Mattix Unit #266 100' FNL 4 2556' FWL Sec 6. T24S, R37E Producer 
Myers Langiie Mattix Unit #267 190' FNL 4 1460' FEL, Sec 6, T24S, R37L Producor 
Myers Langlie Mattix Unit #268 139' FNL 4 372" FfcL. Sec 6, T24S. R37E Piuducer 
Myers Langlie Mattix Unit #269 238' FNL 4 1274' FWL. Sec 5. T24S. R37E Producer 
Myers Langlie Mattix Unit #270 1410' FNL 4 90' FEL, Sec 6, T24S. R37E Producer 
Myers Langlie Mattix Unit #271 1340' FNL 4 1030' FWL, Sec 5. T24S, R37E Producer 
Myers L anglie Mattix Unit #272 2620' FNL 4 90' FEL. Sec 6. T24S, R37E Producer 
Myers I anglie Mattix Unit #273 2533' FNL 4 1350' FWL, Sec 5, T24S. R37E Producer 
Muar* I annlie Mattix Unit # 5 7 4 1300' F S L 4 120' F W L . S e c 5. T 2 4 S . R 3 7 E Producer 
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DOYLE HARTMAN 
Oil Operator 

500 NORTH MAIN 
P.O. BOX 10426 

MIDLAND, TEXAS 79702 

(915)684-4011 
(915) 682-76 J (J FAX 

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

April 22. 1997 

Les Harding, Director of Crude Oil Trading 
Scuriock Permian Corporation 
333 Clay Street, Suite 2900 (77002) 
P.O. Box 4648 
Houston, Texas 77210-4648 

Robert Schaffer, Marketing Representative 
Scuriock 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 
"Certificate of Positive Production Response" dated February 6, 1997 (effective August 1, 1995) 
corresponding to OXY USA, Inc's Myers Langiie Mattix Waterflood Project located in T-23-S and 
T-24-S, 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 
Enhanced Oil Recovery Act [Sections 7-29 A-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 
Scuriock please review our prior MLMU crude oil payments back to September 1, 1995 to determine 



Les Harding, Director of Crude Oil Trading 
Robert Schaffer, Marketing Representative 
Scuriock Permian Corporation 
April 22, 1997 
Page 2 

whether or not we have been benefiting from the subject MLMU Enhanced Oil 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 QQt 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 cA production that qualifies for the approved EOR tax credit. By copy of this letter, we are 
hereby requesting that OXY furnish both Doyle Hartman and Scuriock with the appropriate. 
ONGARD Production Unit Numbers for those wells that do. qualify for the subject EOR tax credit. * 

Your prompt attention to this matter is greatly appreciated. 

Very truly yours, 

DOYLE HARTMAN, Oil Operator 

Linda Land 
Controller 

enclosures 

rep 
i»tidouVuiTWp.ir«curlodL3 

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 
Scuriock Permian Corporation 
April 22, 1997 
Page 3 

T. Kent Wooley, Senior Landman 
OXY USA, Inc. 
P.O. Box S0250 
Midland, Texas 79710 

Robert Hunt, Asset Team Leader 
OXYUSA, 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, Suite710 
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 
Scuriock Permian Corporation 
April 22, 1997 
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lames C. Brown 
P.O. Box 10621 
Midland, TX 79702 

DOYLE HARTMAN. Qi| Operator (Pallas) 

DOYLE HARTMAN. Oil Operator rMidland̂  
Steve Hartman 
Cindy Brooks 



O X Y OXY USA INC. 
Box 50250. Midland. TX 79710 

V « n B. WooUey, JD, CPUESA 
l.tndniM Adviwr 

l(9l3)«U-S40t 
FAX: (91J) 6U-3734 

December 8. 1994 

Ooyie Hartman 
3811 Turtle Creek Blvd., Suite 730 
Dallas, TX 75219 

RE: Joint Interest Invoice Arearages, Mjget Langlie Mattix Unit; Lea County, New Mexico 

Dear Mr. Hartman: 

A review of our records indicates mat 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 most of which 
is overdue, in tact $121,742.03 is more man 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 Gen on your production has been exercised and 
effective immediately all overdue amounts will bear interest at die highest rate provided in the Unit Operating 
Agreement 

We are aware that you are dissatisfied with the capital contributions that are presently 
necessary to prudently 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 
assignment 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 be. 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, 

OXY USA Inc. 

Vance E. Woolley, JD, CPUESA 
Landman Advisor 

An Occidental Oi l and Gas company 

X 000554 



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 OIL RECOVERY ACT," LEA COUNTY, NEW 
MEXICO 

ORDER OF THE DIVISION 

BY THE DIVISION: 

This cause came on for hearing at 8:15 A.M. on July 29, 1993, at Santa Fe, New 
Mexico, before Examiner Michael E. Stogner. 

NOW, on this 12thday 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 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) The following orders of the Division have been issued for the Phillips 
Petroleum Company East Vacuum Grayburg-San Andres Pressure Maintenance Project: 

(a) Order No. R-5871* issued in Case No. 6366 and dated November 
5T, 1978, approved the application of Phillips Petroleum Company 

Mtt jfi|itory unitization* 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: 

TOWNSHIP 17 SOUTH. RANGE 34 EAST. NMPM 
Section 24: SE/4 
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TOWNSHIP 17 SOUTH. RANGE 35 EAST. NMPM 
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: Ail 
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 SOUTH. RANGE 35 EAST. NMPM 
Section 4: Lots 2, 3, and 4 (NW/4 NE/4 and N/2 NW/4 

equivalent) 
Section 5: Lots I through 4 and S/2 S/2 (N/2 equivalent) and 

NW/4 SW/4 

(b) 0|f^fRC||'589^rissued in Case No. 6367 and dated January 26, 
1979, authorized Phillips Petroleum Company to institute a 
pressure maintenance project (therein designated the East Vacuum 
Grayburg-San Andres Unit Pressure Maintenance Project Area) by 
_ loitwttten^nto the Vacuum Grayburg-San Andres Pool 

on the above-described Unit, Lea County, New Mexico. 

(0 Mat E-685<Lissued in Case 7426 and dated December 16, 
1981t*gMh<^j O r ^ N a R-5897/>y authorizing Phillips Petroleum 
Company to inje«Lcarbo» diojaik ^long with water through 45 
certain wells within the following described area therein designated 
a "Qualified Tertiary Project Area" that lies wholly within the East 
Vacuum Grayburg-San Andres Unit Pressure Maintenance Project 
Area: 
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TOWNSHIP 17 SOUTH. RANGE 35 EAST. NMPM 
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 SOUTH. RANGE 35 EAST. NMPM 
Section 4: 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 
puisuant 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 No. R-9708, qualifying five portions of its East Vacuum Grayburg-San Andres 
I Jnit Pressure Maintenance Project, Vacuum Grayburg-San Andres Pool, Lea County, 
New Mexico, for the recovered oil tax rate pursuant to the "Enhanced Oil Recovery Act" 
(Liiws 1992, Chapter 38, Sections 1 through 5). 

(4) The proposed five areas under consideration specifically comprise the 
following described lands: 

Area 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 
equivalent, 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. 
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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/4 NW/4 SW/4, E/2 NE/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, 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 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. 

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/2 NW/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, ail 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/2 NW/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 dioxidc/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 modification of well configurations in the five above-described selected 
areas of llic Unit. This proposed expansion will require that the applicant drill and equip 
a total of eight new producing wells, convert four existing producing wells to injection, 
reactivate one producing well, and upgrade existing tank batteries and injection facilities 
as follows: 

AREA I : 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; East 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 5; 

AREA 3: There are currently two carbon dioxide/water injectors in this 
area, 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, Weil No. 2, and the 
East Vacuum G/SA Unit, Tract 3374, Well Nos. I 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 5; and, 

AREA 5: 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, 5, 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. 

(11) The costs of the required additional facilities in the five "Expanded Use 
Areas" are estimated to be approximately $3,958,825.00 and the total project costs are 
estimated to 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 
"Qualified 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 Order 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 eligible lor 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. 
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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 5), 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 I; 

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 
equivalent, 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. 

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/4 NW/4 SW/4, E/2 NE/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, 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 SW/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/2 NW/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. 

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/2 NW/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) Each of 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 areas in Lea County, New Mexico: 

r™ AREA 1: 
1 HAST VACUUM ORAYnURG-SAN ANDIUiS UNri-

AREA 2: | 
l-AST VACUUM GRAYHURG-SAN ANDRES UNIT 

Tract No. Well No. Tract No. Weil 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 

AREA 2: 
EAST VACUUM GRAYBURG-SAN ANDRES UNIT 

Tract No. Well No. Tract No. Well No. 

0524 3 3202 4 

0524 7 3202 6 

0524 8 3202 12 

0524 45 3202 15 

0524 112 3202 20 

3202 21 

3229 3 

3229 4 

3229 5 

3229 13 

AREA 3: 
EAST VACUUM GRAYBURG-SAN ANDRES UNH' 

AREA 4: 
EAST VACUUM GRAYBURG-SAN ANDRES UNIT 

Tract No. Well No. Tract No. Well No. 

INJECTION WELLS INJECTION WELLS 

3333 2 3315 1 

3333 5 3315 6 

3374 2 3315 8 

PRODUCING WELLS PRODUCING WELLS 

3308 2 3333 1 

3308 3 3333 4 

3308 6 3333 7 

3328 2 3315 2 

3333 3 3315 4 
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AREA 3: 
EAST VACUUM GRAYBURG-SAN ANDRES UNIT 

AREA 4: 
EAST VACUUM GRAYBURG-SAN ANDRES UNIT 

Tract No. Well No. Tract No. Well No. 

3333 8 3315 5 

3366 1 3440 1 

3366 29 3440 3 

3373 2 3440 5 

3373 28 3440 7 

3374 I 

3374 3 

AREA 5: | 
EAST VACUUM GRAYBURG-SAN ANDRES UNIT g 

Tract No. Well No. | 

INJECTION WELLS | 

3202 3 

3236 6 

PRODUCING WELLS | 

3202 3 

3202 16 

3202 19 

3236 3 

3236 4 

I 3236 5 

3 2 3 6 
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) 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 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 cause is retained for the entry of such further orders 
as the Division may deem necessary. 



- ( f STATE OF NEW MEXICO 
V 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. 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 3:15 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 
premi sea, 

FINDS THAT: 

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

(2) At the time of the hearing this case was consolidated 
with Division Case No. 9211 for the purpose of testimony. 

(3) The applicant, Pelto Oil Company, seeks the statutory 
unitization, pursuant to the "Statutory Unitization Act," 
Sections 70-7-1 through 70-7-21 NMSA 1978, of 4,883.82 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 

C unit area should be comprised of the following described State 
and Fee lands in Chaves County, New Mexico: 
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TOWNSHIP 9 SOUTH. RANGE 28 EAST. NMPM 

Section 25: SE/4 NW/4. NE/4 SW/4, S/2 SW/4. and 
SE/4 

Section 26 

Section 35 

Section 36 

SE/4 SE/4 

E/2 E/2 

Al 1 

TOWNSHIP 3 SOUTH. RANGE 29 EAST, NMPM 

Section 30 

Section 31 

Section 32 

Lots 3 and 4, E/2 SW/4, and SW/4 SE/4 

All 

W/2 SW/4 

TOWNSHIP 9 SOUTH. RANGE 28 EAST. NMPM 

Section I : Lots I through 4, S/2 N/2, SE/4, and 

E/2 SW/4 

Section 2: Lot 1 

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

TOWNSHIP 9 SOUTH, RANGE 29 EAST. NMPM 

Section 5: Lots 3 and 4, S/2 NW/4, and SW/4 

Sect ions 6 and 7 : Al1 

Section 8: N/2 NW/4 and SW/4 NW/4 

Section 18: Lot 1. E/2 NW/4, and W/2 NE/4 
(5) The horizontal limits of said unit are within the 

governing boundaries of the Twin Lakes - San Andres Associated 
Pool and have been reasonably defined by development. 

(6) The vertical limits of said Unit Area should comprise 
the San Andres formation from a- depth 2708 feet ( + 12S9 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. 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 Mexico. 
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(7) The unit area contains 35 separate tracts owned by 18 
different working interests. 

(8) The applicant has made a good faith effort to secure 
voluntary unitization within the Unit Area and at the time of 
the hearing over 87 percent of the working interest owners and 
83.8 percent of the royalty interest owners were effectively 
committed to the unit. 

(9) All interested parties who have not agreed to 
unitization were notified of the hearing by the applicant, but 
no person entered an appearance or opposed the application at 
the hearing. 

(10) The applicant proposes to institute a waterflood 
project for the secondary recovery of oil and associated gas, 
condensate, and a l l associated liquifiable hydrocarbons within 
and to be produced from the proposed unit area, all as shown in 
Division Case No. 9211. 

(11) The proposed secondary recovery operations should 
result in the additional recovery of approximately 2.9 million 
barrels of o i l . 

(12) The unitized 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 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 
los t; 

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

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

(d) a provision for carrying any working interest 
owner on a limited, carried or net-profits 
basis, payable out of production, upon terms and 
conditions which are just and reasonable, and 
v/hich allow an appropriate charge for interest 
for such service payable out of production, upon 
such terms and conditions determined by the 
Division to be just and reasonable. 

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

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

(g) the time when the unit operation shall commence 
and the manner in which, and the circumstances 
under which, the operations shall terminate and 
for the settlement of accounts upon such 
terminat ion. 

(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 a l l 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 a l l 
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 70-7-1 through 
70-7-21, NMSA (1978). 

(2) The lands covered by said Twin Lakes San Andres Unit 
Agreement shall be designated the Twin Lakes San Andres Unit 
Area and shall comprise the following described acreage in 
Chaves County, New Mexico: 
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TOWNSHIP 8 SOUTH, RANGE 28 EAST. 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 35: E/2 E/2 

.Sect ion 36: Al1 

TOWNSHIP 8 SOUTH. RANGE 29 EAST. NMPM 

Section 30: Lots 3 and 4, E/2 SW/4, and SW/4 SE/4 

Section 31: A l l 

Section 32: W/2 SW/4 

TOWNSHIP 9 SOUTH. RANGE 23 EAST. NMPM 
Section 1: Lots i through 4. S/2 N/2, SE/4, and 

E/2 SW/4 

Section 2: Lot 1 

Section 12: ME/4, E/2 SE/4, and NW/4 SE/4 

TOWNSHIP 9 SOUTH. RANGE 29 EAST. NMPM 

Section 5: Lots 3 and 4, S/2 NW/4, and SW/4 

Sect ions 6 and 7: Al1 

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 feet 
(* 1259 feet sub-sea) to a depth of 2798 feet (+ 1169 feet 
sub-sea) as recorded on the Dual Laterolog/Compensated Neutron 
Log dated December 23, 1984, in Pelto 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, NMPM, Chaves County, New Mexico. 

(4) The applicant shall institute a waterflood project 
for the secondary recovery of o i l and associated gas. 
condensate and a l l associated l i q u i f i a b l e hydrocarbons within 
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and produced from the unit area, and said waterflood project is 
the subject of Division Case No. 9211. 

(5) The Twin Lakes San Andres Unit Agreement and the Twin 
Lakes San Andres Unit Operating Agreement, being applicant's 
Exhibit Nos. 3 and 4 in this case, are hereby incorporated by 
reference into this Order. 

(6) The Twin Lakes San Andres Unit Agreement and the Twin 
Lakes San Andres Unit Operating Agreement provide for 
unitization and unit operation of the Twin Lakes - San Andres 
Associated Pool 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 a l l 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 
a l l 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. 

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

STATE OF NEW MEXICO 
OIL CONSERVATION DIVISION 

WILLIAM J. LEP.1AY 
Di rector 

S E A L 



UNIT OPERATING AGREEMENT 
TWIN LAKES SAN ANDRES 

CHAVES COUNTY, NEW MEXICO 

Index 

Section Page 

Preliminary Recitals 1 

ARTICLE 1 
CONFIRMATION OF UNIT AGREEMENT 
AND ADOPTION OF DEFINITIONS 

1.1 Confirmation of Unit Agreement 1 
1.2 Adoption of Definitions 1 

ARTICLE 2 
EXHIBITS 

2.1 Exhibits 2 
2.1.1 Exhibits "A", "B" and "C" 2 
2.1.2 Exhibit "D" 2 
2.1.3 Exhibit "E" 2 
2.1.4 Exhibit "F" 2 

2.2 Revision of Exhibits 2 

ARTICLE 3 
SUPERVISION OF OPERATIONS BY WORKING INTEREST OWNERS 

3.1 Overall Supervision 2 
3.2 Specific Authorities and Duties 3 

3.2.1 Method of Operation 3 
3.2.2 Drilling of Wells 3 
3.2.3 Well Reconvictions and Change of Status 3 
3.2.4 Expenditures 3 
3.2.5 Disposition of Unit Equipment 3 
3.2.6 Appearance Before a Court or Regulatory 

Agency 3 
3.2.7 Audits 3 
3.2.8 Inventories 4 
3.2.9 Technical Services 4 
3.2.10 Assignments to Committees 4 
3.2.11 Removal of Unit Operator and Selection of 

Successor 4 
3.2.12 Expansion of Unit Area 4 
3.2.13 Adjustment of Investments 4 
3.2.14 Termination of Unit Agreement 4 

ARTICLE 4 
MANNER OF EXERCISING SUPERVISION 

4.1 Designation of Representatives 4 
4.2 Meetings 4 
4.3 Voting Procedure... 4 

4.3.1 Voting Interest 4 
4.3.2 Vote Required - Generally 4 
4.3.3 Vote at Meeting by Nonattending Working 

Interest Owner 5 
4.3.4 Poll Vote 5 

- 1 -



Section Pagt 

ARTICLE 5 
INDIVIDUAL RIGHTS OF WORKING INTEREST OWNERS 

5.1 Reservation of Rights 5 
5.2 Specific Rights 5 

5.2.1 Access to Unit Area 5 
5.2.2 Reports 5 

ARTICLE 6 
UNIT OPERATOR 

6.1 Initial Unit Operator 5 
6.2 Resignation or Removal - Selection of Successor 5 

ARTICLE 7 
AUTHORITIES AND DUTIES OF UNIT OPERATOR 

7.1 Exclusive Right to Operate Unit 6 
7.2 Workmanlike Conduct 6 
7.3 Liens and Encumbrances 6 
7.4 Employees 6 
7.5 Records 6 
7.6 Reports to Working Interest Owners 6 
7.7 Reports to Governmental Authorities 6 
7.8 Engineering and Geological Information 6 
7.9 Expenditures........... 6 
7.10 Wells Drilled by Unit Operator 7 
7.11 Border Agreements 7 

ARTICLE 8 
TAXES 

8.1 Ad Valorem Taxes 7 
8.2 Other Taxes 7 

ARTICLE 9 
INSURANCE 

9.1 Insurance... 7 
9.1.1 Workmen's Compensation Act 7 
9.1.2 Employer's Liability 7 
9.1.3 Other Insurance 8 

ARTICLE 10 
ADJUSTMENT OF INVESTMENTS 

10.1 Personal Property Taken Over 8 
10.1.1 Wells 8 
10.1.2 Well and Use Equipment 8 
10.1.3 Records 8 

10.2 Inventory and Evaluation of Personal Property 8 
10.3 Investment Adjustment 9 

10.3.1 Initial Adjustment of Investments 9 
10.4 General Facilities 9 

10.3 Exchange of Interest In and Ownership of Personal 
Property and Facilities 10 

- i i -



Section Page 

ARTICLE 11 
DEVELOPMENT AND OPERATING COSTS 

11.1 Basis of Charge to Working Interest Owners 11 
11.2 Budgets 11 
11.3 Advsnce Billings n 
11.A Commingling of Funds n 
11.5 Lien of Dnit Operator n 
11.6 Unpaid Unit Expense 12 
11.7 Rentals and Minimum Royalties..... 12 

ARTICLE 12 
OPERATION OF NON-UNITIZED FORMATIONS 

12.1 Right to Operate in Non-Unit lied Formations 13 
12.2 Multiple Completions 13 

ARTICLE 13 
TITLES 

13.1 Warranty and Indemnity 13 

ARTICLE 14 
LIABILITY, CLAIMS, AND SUITS 

14.1 Individual Liability 14 
14.2 Settlements 14 

ARTICLE 15 
INTERNAL REVENUE PROVISION 

15.1 Internal Revenue Provision 14 

ARTICLE 16 
NOTICES 

16.1 Notices 15 

ARTICLE 17 
WITHDRAWAL OF WORKING INTEREST OWNER 

17.1 Withdrawal 15 

ARTICLE 18 
INTEREST CARVED OUT BY WORKING INTEREST OWNER 

18.1 Carved-out Interest Subject to this Agreement 16 

ARTICLE 19 
ABANDONMENT OF WELLS 

19.1 Rights of Former Owners 16 
19.2 Plugging 17 

- l i i -



Section page 

ARTICLE 20 
EFFECTIVE DATE AND TERM 

20.l" Effective Date 17 
20.2 Tera 17 

ARTICLE 21 
ABANDONMENT OF OPERATIONS 

21.1 Termination 17 
21.1.1 Oil and Gas Rights 17 
21.1.2 Right to Operate 18 
21.1.3 Salvaging Wells 18 
21.1.4 Cost of Salvaging 18 

ARTICLE 22 
EXCISE TAX PROVISIONS 

22.1 Crude Oil Excise Tax 18 

, ARTICLE 23 
EXECUTION 

23.1 Execution by Separate Counterparts or Ratification 19 

ARTICLE 24 
SUCCESSORS AND ASSIGNS 

24.1 Successors and Assigns 19 
24.2 Notice of Transfer 19 
24.3 Six or More Owners 19 

ARTICLE 25 
GOVERNMENTAL REGULATIONS 

25.1 Governmental Regulations 19 

- iv -



PKIT OPERATING AGREEMENT - TWIN LAKES SAN ANDRES UNIT 

CHAVES COUNTY, NEW MEXICO 

THIS AGREEMENT, entered Into ee of the 1st day of June, 1987, by the 

parties who have signed the original of this instrument, a counterpart 

thereof, or other instrument egreeing to be bound by the provisions hereof; 

W I T N E S S E T H : 

WHEREAS, the parties hereto as Working Interest Owners hsve executed, 

as of the date hereof, an agreement 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 sepsrste agreement to be entered into by Working 

Interest Owner's pertaining to the development and operation of the Unit 

Area aa therein defined; 

NOW THEREFORE, in consideration of the mutual agreements herein set 

forth, i t is agreed as follows: 

ARTICLE 1 

CONFIRMATION OF UNIT AGREEMENT AND ADOPTION OF DEFINITIONS 

1.1 Confirmation of Unit Agreement. The Unit Agreement and a l l 

exhibits attached thereto or any revisions thereof are hereby confirmed and 

by reference made a part of this agreement. If there is any conflict 

between the Unit Agreement and thla agreement, the Unit Agreement shall 

govern, except as otherwise provided in Article 12 hereof. 

1.2 Adoption of Definitions. The definitions in the Unit Agreement 

and the following additional definitions are adopted for all purposes of 

this agreement: 

(a) "Unit Operations" la defined as all operations conducted by 

Working Interest Owners or Unit Operator pursuant to this agreement 

for or oa account of the development and operation of the Unitized 

Formation for the production of Unitized Substances. 

(b) "Unit Equipment" la defined as all personal property, lease 

and well equipment, plants, aad other facilities sad equipment taken 

over or otherwise acquired for the joint account for use in Unit 

Operations. 

(c) "Unit Expense" is defined aa a l l cost, expense or 



indebtedness incurred by Working Interest Owners or Unit Operator pursuant 

to this agreement as wsll as all necessary pre-unltizatlon costs or 

expenses Incurred for or on account of Unit Operations. 

(d) "Tract Operator" is defined as the respective operator of 

each tract within the Unit Area prior to unitization. 

ARTICLE 2 

EXHIBITS 

2.1 Exhibits. The following exhibits are Incorporated herein by 

reference: 

2.1.1 Exhibits "A". "B" and "C" of the Unit Agreement. 

2.1.2 Exhibit "D", attached hereto, which ia a achedule showing 

the Workliig Interest of eech Working Interest Owner in each Tract 

listsd in Exhibit "C", the percentsge of totsl Unit Participation 

attributable to each auch Interest, and the total Unit Participation 

of each Working Interest Owner. Exhibit "0", or a revision thereof, 

shall not be conclusive aa to the information therein, except it may 

be used aa showing the Unit Participation of the Working Intereat 

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

revised as herein authorised. 

2.1.3 Exhibit "E". attached hereto, which is the Accounting 

Procedure applicable to development and operation of the Unit Area. 

If there la any conflict between this agreement and Exhibit "E", this 

agreement ahall 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" shall be revised accordingly and all such changes shall be effective aa 

of the same date. Unit Operator ahall 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 BT WORKING INTEREST OWNERS 

3.1 Overall Supervision. Working Interest Owners shall exercise 

overell supervision and control of a l l matters pertaining to Unit 

Operations pursuant to this agreement and the Unit Agreement. In the 

exercise of such authority, each Working Interest Owner shell ect solely in 



I t * own behalf In the capacity of an individual owner and not on behalf of 

the owner* as an entirety. 

3-2 Specific Authorities snd Duties. The Batters with respect to 

which- the Working Interest Owners shall decide and take action shall 

Include, but not be Halted to, the following: 

3.2.1 Method of Operation. The method of operation, including 

any type of preaaure maintenance, secondary recovery, or other recovery 

prograa to be employed. 

3.2.2 Drilling of Welle. The drilling of any well whether for 

production of Unitized Substsnces, for use aa 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 

eny purpose other than production of Unitized Subatances. 

3.2.4 Expenditures. The making of any single expenditure In 

excess of^Twenty Thousand Dollars ($20,000.00), subject, however, to 

the provisions of Section 7.9 hereof; provided, thet spprovsl by 

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

plugging back of any well ahall include approval of all necessary 

expenditures required therefor, and for completing, testing snd 

equipping the same. Including necessary flow lines, separators and 

leaae tankage. 

3.2.5 Disposition of Unit Equipment. The Unit Operetor shsll 

have the right to sell or otherwise dispose of sny item of surplus 

Unit Equipment. 

3.2.6 Appearance Before a Court or Regulatory Agency. The 

designating of Unit Operator to appear before any court or regulatory 

agency in matters pertaining to Unit Operations; provided, however, 

that Working Interest Owners shall in the event Unit Operator la 

unable to appear designate an alternate representative; and provided, 

further, that such designation ahall not prevent any Working Interest 

Owner from appearing in person or from designating another 

representative in its own behalf. 

3.2.7 Audits. Tha auditing of the accounts of Unit Opsrstor 

pertaining to Unit Operations hereunder; provided that, the audita 

shall: 

(a) not be conducted more than once each yeer except upon the 

resignation or removal of Unit Operator and; 

(b) be mads upon the approval of the Owner or Owners of a 

majority of Working Intereat other than that of Unit Operator, at the 

expense of all Working Interest Owners other than the Working Intereat 

Owner designated as Unit Operator, or; 

(c) be made at the expenae of thoae Working Intereet owners 

requesting such audit if owners of less than a majority of Working 

Interest, other than that of Unit Operator, requeat auch audit, and; 

(d) be made upon not less than thirty (30) days' written notice 

to Unit Operator. 



3.2.8 Inventories. The taking of periodic Inventories under 

the terms of Exhibit "E". 

3.2.9 Technical Services. The authorizing of chargea to the 

joint account for services by consultanta or Unit Operator's technical 

personnel in access of $5000.00 and not covered by the overhead 

chargea provided by Exhibit "E". 

3.2.10 Assignments to Committees. The eppolntment of 

committees to study any problems in connection with Unit Operations. 

3.2.11 The removal of Unit Operator and the eelection 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 Intereat Owner shall Inform 

Unit Operator in writing of the names and addresses of the representative 

and alternate who are authorised to represent and bind auch Working 

Interest Owner with respect to Unit Operations. The representative or 

alternate may be changed from time to time by written notice to Unit 

Operator. 

4.2 Meetlnga. All meetings of Working Interest Owners shsll be 

celled by Unit Operator upon lta own motion or et the request of two or 

more Working Interest Owners having a total voting interest of not lees 

than ten percent (10Z). No meeting shsll be called on less than fourteen 

(14) days' advance written notice, with agenda for the meeting etteched. 

Working Interest Owners who attend the meeting shall not be prevented from 

amending items included in the agenda or from deciding the amended item or 

other items presented at the meeting. The repreaentatlve of Unit Operetor 

shall bs chairman of each meeting. 

4.3 Voting Procedure. Working Interest Owners shall decide all 

matters coming before them as follows: 

4.3.1 Voting Interest. Each Working Intereat Owner shall have 

a voting interest equal to ita Unit Participation in effect at the 

time of the vote. 

4.3.2 Vote Required - Generally. Unless otherwiss provided 

herein or in the Unit Agreement, all matters shall be decided by en 

affirmative vote of aeventy-flve percent (75Z) or more of the voting 

Intereat, said voting intereat to include two or more Working Interest 



Owners. 

4.3.3 Vote et Meeting by Nonsttending Working Interest Owner. 

Any Working Interest Owner who is not represented at a meeting may 

'vote by letter or telegrea eddressed to the representative of the Unit 

Operator if lta vote ia received prior to the actual vote taken at 

such aeetlng. 

4.3.4 Poll Votes. Working Interest Owners nay vote on and 

decide, by letter or telegraa, any aatter submitted In writing to 

Working Interest Owners. If e aeetlng is not requested, es provided 

In Section 4.2, within seven (7) dsys after a written propossl is sent 

to Working Interest Owners, the vote taken by letter or telegraa shall 

becoae final. Unit Operetor will give prompt notice of the results of 

such vote to all Working Intereat Owners. 

ARTICLE 5 

'INDIVIDUAL RIGHTS OF WORKING INTEREST OWNERS 

5.1 Reservation of Rights. Working Interest Owners severally 

reserve to themselves a l l their rights, except aa otherwise provided in 

this agreement and the Unit Agreement. 

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

others, the following epecific rights: 

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

reasonable tiaes to Inspect Unit Operations, a l l wells, and the 

records end data pertaining thereto. 

5.2.2 Reports. The right to receive from Unit Operator, upon 

written request, copies of all reporta to any governmental agency. The 

coat 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 requeets the information. 

ARTICLE 6 

UNIT OPERATOR 

6.1 Initial 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 s successor 

shell be governed by the provisions of the Unit Agreeaent. 



ARTICLE 7 

AUTHORITIES AND DUTIES OF UNIT OPERATOR 

-7.1 Exclusive Right to Operate Unit. Subject to the provisions of 

this agreement end to the orders, directions snd limitations rightfully 

given or imposed by Working Interest Owners, Unit Operetor shsll have the 

exclusive right end shall be obligeted to develop end operate the Unit Area 

for the production of Unitized Subatancee. 

7.2 Workmanlike Conduct. Unit Operator shall conduct Unit 

Operations in a good and workmanlike manner as would a prudent operator 

under the same or similar circumstances. Unit Operator shall freely 

consult with Working Interest Owners snd keep them informed of ell matters 

which Unit- Operator, in the exercise of its beet judgment, considers 

Important. Unit Operetor ehall not be liable to Working Interest Owners 

for damages, unless such damages result from its gross negligence or 

willful misconduct. 

7.3 Liens and Encumbrances. Unit Operator ahall endeavor to keep 

the landa and leeaes In the Unit Aree free from all liens and encumbrances 

occasioned by Unit Operations, except the lien of Unit Operator granted 

hereunder. 

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

conducting Unit Operations, their selection, hours of labor and 

compensation shall be determined by Unit Operator. Such employees shall be 

employees of Unit Operator. 

7.5 Records. Unit Operator ahall keep correct books, accounts and 

records of Unit Operations. 

7.6 Reports to Working Interest Owners. Unit Operetor shall furnish 

to Working Interest Owners periodic reports of Unit Operations. 

7.7 Reports of Governmental Authorities. Unit Operator ahall make 

all reports to governmental authorities that It has the duty to make aa 

Unit Operator. 

7.8 Engineering and Geological Information. Unit Operator shall 

furnlah to each Working Interest Owner, upon ita written request, e copy of 

the log snd other engineering and geological data pertaining to wella 

drilled for Unit Operations. 

7.9 Expenditures. Unit Operator la authorised to make single 

expenditures not la excess of Twenty Thousand Dollars ($20,000.00) without 

prior approval of Working Interest Owners. If an emergency occurs. Unit 

Operator may immediately make or incur such expenditures as in its opinion 

are required to deal with the emergency. Unit Operator shsll report to 

Working Interest Owners, as promptly as possible, the nature of the 

emergency and the action taken. 

- 6 -



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

Operator shall be et the usual rates prevailing in the erea. Unit Operator 

may employ ita own toola 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 aa are usual in tha area 

in contrects of independent contractors doing work of a aimilar nature. 

7.11 Border Agreements. The Unit Operetor, with the epproval by 

formal vote of aeventy-flve percent (7SZ) of the Working Interest Owners, 

may enter into a border protection agreement or egreementa with Working 

Interest Owners of the adjacent landa along the exterior boundary of the 

Unit Area with respect to any cooperative operatlona in the border area for 

the proper protection of the pertlea and Interests. 

ARTICLE 8 

TAXES 

I 

8.1 Ad Valorem Taxes. Unit Operator ahall, beginning with the firat 

calendar year after the Unit Agreement becomes effective, make and file all 

necessary ad valorem tax renditions and returns with the proper taxing 

authorities covering -11 real and personal property of each Working 

Intereat Owner uaed or held by Unit Operator in Unit Operations. Unit 

Operator shall settle essessments srlsing thereform. All such ed valorem 

taxea ahall be paid by Unit Operator and charged to the joint account. 

8.2 Other Taxes. Unit Operator shall pay or cause to be paid on 

behalf of each Working Interest Owners all production, eeverance. 

gathering, and other taxee Imposed upon or in reepect of the production or 

handling of its share of Unitited Subetancea. 

ARTICLE 9 

INSURANCE 

9.1 Inaurance. Unit Operator, with reapect to Unit Operetlons and 

at Unit Expense, shall do the following: 

9.1.1 Comply with the Workmen's Compensation Act of the State 

of New Mexico. 

9.1.2 Carry Employer's Liability and other Insurance aa 

required by the laws of the Stete of New Mexico. 
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9.1.3 Provide other Inaurance aa aet forth In Exhibit "F". 

ARTICLE 10 

ADJUSTMENT OF INVESTMENTS 

10.I Pergonal Property Taken Over. Upon the effective dete hereof. 

Working Interest Owners shall deliver to Unit Operator the following: 

10.1.1 Wells. All wells completed In the Unitized Formation, 

together with the casing therein. 

10.1.2 Well and Lease Equipment. The ceelng and tubing In each 

such well, all subsurface equipment therein Including aucker rods end 

pumps, the wellhead connections thereon, end a l l other well end lease 

equipment that is used in the operation of such wells which Unit Operator 

determines Is necesssry or desirable for conducting Unit Operations. Unit 

Operator shall have up to six (6) months after the effective date in which 

to make such ddterminetion, 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) daya from the data of notification In which to 

remove the surplus property returned to them. Surplus property shall then 

be disposed of by eech Tract Operetor in accordance with the reepectlve 

joint operating agreement which governs eech Trect. If the surplus 

property has sot been removed from the Unit Aree within the ninety (90) day 

period, then Unit Operator shsll hsve the right to dlepoee of the property 

in e good and workmanlike manner as would a prudent operetor under the same 

or similar circumstances. Any proceeds received upon disposition, in 

excess of removal and clean-up costs, will be dlsburaed to the Working 

Interest Owners in the specific Trsct. Any costs in excess of proceeds 

received upon disposition will bs charged to the Working Intereat Owners In 

ths specific Tract. 

10.1.3 Records. A copy of s l l production and well recorde that 

pertain to such wells. 

10.2 Inventory and Evaluation of Personal Property. The Working Interest 

Owners shall appoint an inventory committee which shall, ss of the effective 

date hereof or as soon thereafter as feasible, cause to bs takes under the 

supervision of the Unit Operetor st Unit Expense, joint physical inventories of 

leese end well equipment within ths Unit Area, which Inventories ahall be uaed 

aa a baeis for determining the controllable items of equipment to be taken over 

by the Unit Operator hereunder. 



In the absence of en inventory committee Unit Operator shall engage at Unit 

Expense a qualified independent firs to serve in place of an inventory 

committee. Such Inventories shsll Include and be limited to those items of 

equipment normally considered controllable by operators of oil end gas 

properties except thet certein items of equipment normally considered 

noncontrollabla, such as sucker rods, subsurface puape end other Items as 

determined by the Working Interest Owners may be Included in the 

inventories in order to insure a more equitable edjuetment of Investment. 

All other noncontrollabla items of lease and well equipment Installed 

within the Unit Area, although excluded from the inventories, which the 

Unit Operator decidee are necessary and usable In Unit Operatlona, shall 

neverthcleaa be taken over by the Unit Operetor. 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 end 

retained for Unit Operations, shall be priced in accordance with the 

provisions of Exhibit "E", Accounting Procedure, attached hereto and made a 

part hereof, or et an appralaed value aa determined by the Inventory 

committee; such pricing shell 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 bs Included In the Inventory for record purpoaes 

but shall be excluded from pricing and investment edjuetment. 

10.3. Investment Adjustment. Upon approval by Working Intereat Owners 

of the inventory and evaluation. Investments shall be edjuated aa follows: 

10.3.1 Initial Adjustment of Investments. Eech Working 

Intereet Owner shall be credited with the value, as determined In 

accordance with Section 10.2 above, of its Interest In s l l personel 

property taken over by Unit Operator under Section 10.1.2 and charged 

with an amount equal to that obtslned by multiplying the total value 

of a l l auch personal property taken over by Unit Operetor under 

Section 10.1.2 by euch Working Interest Owner's Unit Participation, as 

shown on Exhibit "C". If ths charge against any Working Interest 

Owner is greeter than the amount credited to such Working Intsrest 

Owner, the rssulting net charge ahall be paid and In all other 

respects bs treated as sny other item of Unit Expense chsrgeable 

againet such Working Intsrest Owner. If the credit to sny Working 

Interest Owner is greater than the amount charged against such Working 

Intsrsst Owner, the resulting net credit shell be paid to auch Working 

Interest Owner by Unit Operetor out of funds received by it in 

settlement of the net charges described above. 

10.4. General Facilities. The scquisltion of generel facilities which 

service mors than one lease end which ere necessary for Unit Operations 
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•ball ba by negotiation between the owner* thereof end Unit Operator, 

•ubject to the approval of Working Intereat Owner*. There shell be no 

adjustment for lease roeds or appurtsnances thereto. General facilities 

which are owned one-hundred percent (100Z) by the Unit Operetor shall be 

ecqulred by negotiation between the Unit Operator and the Working Interest 

Owners. Generel facilities owned one-hundred (100Z) by the Unit Operator 

end which are deemed to be neceessry for Unit Operation* ere listed as 

follows: 

(a) General Facilities Located Within the Unit Aree 

Warehouse Building end Yard 

Office Building and furnishings 

Warehouse Stock (Including Toole) 

Shop Building 

Lease Automatic Custody Transfer (L.A.C.T.) 

Rolling Stock 

' Communication Equipment 

(b) General Facilities Located Outside the Unit Area 

Natural Gas Pipeline - Approximately three and 

four-tenths (3.4) miles of polymer pipeline with a 

atartlng point at the outlet of the compressor station 

and extending to e tie-in with e pipeline owned by 

Stevens Operating Corporation. 

Source Water System - The eource weter system hae not 

been constructed. The planned system consists of 

existing Ogalla water rights acquired by Unit Operator 

in addition to two wells, pump sites snd rights-of-way 

from tho water source to Twin Lakes Field. Such 

aystem will pipe water a distance of approximately 27 

miles. As soon aa practicable following the effective 

date hereof, Unit Operetor will submit an AFE to 

construct the eource water system for epprovel by the 

Working Interest Owners. 

10.5 Exchange of Intsrest In snd Ownership of Personal Property and 

Facilities. Each Working Intereat Owner hereby exchanges, and agreee 

to exchange, Its intsrsst in all of the personal property and facilities 

described in Section 10.1.2 sbove for its proportionate Intereat, as shown 

on Exhibit C. from and after the time the same may hereafter become 

effective, la s l l such personal property snd facilities described is 

Section 10.1.2. Each Working Interest Owner, Individually, ahall by virtue 

hereof own an undivided Intereat In all personal property end facilities 

taken over or otherwise acquired by Unit Operetor pursuant to this 

agreement. 



ARTICLE 11 

DEVELOPMENT AND OPERATING COSTS 

•11.1 Basis of Charge te Working Intereat Owners. Unit Operator 

initially ahell pay and diachargc all cost* and expense* Incurred in Unit 

Operetlona Including all pre-ualtizetlon expenses required for organization 

and/or formation of the unit. Each Working Intereat Owner ahall reimburse 

Unit Operator for its share of Unit Expense in proportion to the respective 

Unit Pertlclpetion of the parties hereto. All charges, credits, and 

accounting for Unit Expense shall be in accordance with Exhibit "E". 

11.2 Budgets. Before or aa soon as practical after the Effective 

Date hereof. Unit Operetor shall prepere a budget of estimated Unit Expenae 

for the remainder of the calendar year, and, on or before the first day of 

eech September thereafter, ahall prepare such a budget for the ensuing 

calender yeer. A budget ahall aet forth the estimated Unit Expense by 

quarterly peridds. Budgets shall be estimates only, and shall be adjusted 

or corrected whenever en adjustment or correction le proper. A copy of 

each budget and adjuated budget shall promptly be furnished to each Working 

Interest Owner. 

11.3 Advance Billings. Unit Operator ahall have the right without 

prejudice to any other rights or remedies, st its option to require Working 

Interest Owners to advance their reepective proportlona of such costs and 

expenses by submitting to Working Interest Owners, on or before the ISth 

day of any month, an itemized estimate of such costs and expense* for the 

succeeding two months with s request for payment In advance. If auch 

advance Is requested aa to operating costs and expeneee, the Working 

Interest Owners' proportionate sharea thereof shall be deemed to be the 

earns as for ths preceding month, with an adjustment to be made on the besla 

of their actual proportionate shares thereof as determined at the end of 

the period for which such edvance was requestsd. Within fifteen (15) days 

thereafter, each Working Interest Owner shall pay to Unit Operator its 

proportionate part of such estimate. Adjustment between estimates and the 

actual costs shsll be made by Unit Operator st the closs of each calender 

month, and the accounts of ths Working Intsrest Owners shall bs adjusted 

eccordingly. 

11.4 Commingling of Funds. No funds rscelved by Unit Operetor under 

this sgreement need be eegregeted or maintained by it as a aeperate fund, 

but may bs commingled with Its own funds. 

11.3 lien of Unit Oners tor. Effective as of the dete this Unit 

Operating Agreement Is filed for record in Chaves County. New Mexico, eech 

Working Intsrest Owner grants to Unit Opsrstor s lien upon its Working 

Interest In each Tract, its shsre of Unitized Substances when produced, and 

ita intereat In all Unit Equipment, aa security for payment of ita share of 

Unit Expense to the full extent ellowed by State and Federal Statues. 



together with interest thereon et the prime rste charged by Chase Manhattan 

Bank of New York plus two percent (2X) per ennua. To the extent thet Unit 

Operetor haa a security Interest under the Uniform Commercial Code, Unit 

Operator shsll be entitled to exercise the rights snd remedies of a secured 

perty under the Code. Unit Operator ahall have the right to bring euit to 

enforce collection of euch lndebtedneea with or without aeeking foreclosure 

of the lien. In addition, upon default by any Working Intereat Owner in 

the peyment of Ita share of Unit Expense, Unit Operetor shall have the 

right to collect from the purchaser the proceede from the eale of such 

Working Intereet Owner's share of Unitized Substances until the amount owed 

by such Working Interest Owner, plus interest as aforesaid, has been paid. 

Each purchaaer shall be entitled to rely upon Unit Operator's written 

atsteaent concerning the amount of any default. Unit Operator grants a 

like Hen and aecurity interest to the Working Interest Owners. 

11.6 Unpeld Unit Expense. If any Working Interest Owner faila to pay 

lte ehere of Unit Expenee within elxty (60) deya after rendition of a 

statement therefor by Unit Operator, eech Working Intereat Owner egrees, 

upon request by Unit Operetor, to pay lte proportionate part of the unpaid 

share of Unit Expense of the defeulting Working Intereet Owner. The 

Working Interest Owners that pay the ehare of Unit Expense of e defaulting 

Working Interest Owner shall bs reimbursed by the Unit Operetor for the 

amount so psid, plus sny lntsrsst collected thereon, upon receipt by Unit 

Operator of any peat due amount collected from the defaulting Working 

Interest Owner. Any Working Interest Owner so paying a defaulting Working 

Intereat Owner's shsrs of Unit Expenaes ahall be subrogated to the Hen and 

righta herein granted Unit Operetor. 

11.7 Rentals and Minimum Royalties. Ths Working Intsrest Owner in 

eech Trsct shall, at Its own expense, pay any and all rentals required to 

continue Its lease In force, and any snd s l l minimum royaltiea payable 

thereunder. Upon request of Unit Operstor, esch such Working Interest 

Owner shall furnish Unit Operstor sstiafactory evidence as to ths peyment 

of esch such rental not less than thirty (30) daya prior to ths rsntal 

peyment data and ss to ths peyment of such minimum royslty payment when 

same is das. Unit Operstor shell have the right, but shsll bs under so 

obligetios, to pay aay aad all such rentals snd minimum roysltiss on behalf 

of each such Working Interest Owner, snd sny end s l l amounts so paid by 

Unit Operator shsll bs cherged solely to the account of such Working 

lntsrsst Owner. In ths event the Working Interest Owner in any Tract faile 

to pay say rental required to continue its lease in force es to such Trsct 

or any minimum royalties psysbls under such lesss snd ss s result said 

lease terminates or is cancelled ss to such Trsct, ths termination or 



cancellation of •aid lease ea to auch Tract ahall be conaldered for all 

purposes of this agreement end the Unit Agreement to be e feilure of title 

to eeld lease for reesons other than Unit Operations. 

ARTICLE 12 

OPERATION OF NON-UNITIZED FORMATIONS 

12.1 Right to Operate in Non-Unltited Formations. Any Working 

Interest Owner now having, or hereafter acquiring, the right to drill for 

and produce oil, gea or other minerals, other than Unitized Substances, 

within the Unit Aree shall have the full right to do eo notwithstanding 

thla agreement or the Unit Agreement. In exercising said right, however, 

auch Working Interest Owner shall exerclee every reesonsble precaution to 

prevent unreasonsble interference' with Unit operations hereunder. No 

Working Interest Owner (other than Unit Operator) ahall produce Unitized 

Substances through sny well within the Unit Ares drilled or operated by i t . 

If eny Working Interest Owner drills any well into or through the Unitized 

Formation, the Unitized Formation ahall be protected during drilling 

operetlons by s drilling fluid satisfactory to Unit Opsrstor. snd following 

drilling operations, the Unitized Formation shsll be protected by cement or 

by ceslng snd cement snd shall otherwise be protected in such a manner that 

the Unitized Formation and the production of Unitized Subetancee will not 

be adversely affected. 

12.2 Multiple Completions. No well now or hsrssftsr completed in 

Unitized Formation shall svsr be completed es s multiple completion with 

eny other formation or formations without the unanimous consent of Working 

Interest Owners. 

ARTICLE 13 

TITLES 

13.1 Warranty and Indemnity. Each Working Intereet Owner repreeenta 

and warraata that It is ths owaar of ths rsspective working interests sst 

forth opposite its name in Exhibit "C" of ths Unit Agreement snd hereby 

sgrsss to indemnify snd hold harmless the other Working laterest Owners 

from sny loss due to feilure. ia whole or la part, of its title to any such 

lntsrsst, sxcspt fsilure of title srising out of Unit Operetlons; provided 

that, such indemnity shall bs limited to an amount equal to the net value 

that has bsea received from ths ssls or receipt of Unitized Substances 

attributed to the Interest ss to which title failed. Each failure of title 

will be dseasd to be effective, insofar aa this agreement is concerned, ee 

of the first dsy of ths calender month in which auch failure Is finally 

determined, aad there shsll be no retroactive edjuetment of Unit Expense, 

or retroactive ellocstlon of Unitized Substsnces or the proceeds therefrom, 

as a result of title feilure. 



ARTICLE 14 

LIABILITY, CLAIMS AND SUITS 

'14.1 Individual Liability. Tha dutlaa, obllgstions and liabilities 

of Working Intereat Owners ahall be aeverel end not joint or collective; 

end nothing herein contained shell ever be construed es creating a 

partnership of any kind, joint venture, association, or trust among Working 

Intereat Owners. 

14.2 Settlements. Unit Operetor may aettle eny aingle 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 

peyment is in complete settlement of such claim or suit. If the amount 

required for settlement exceede the above specified amount. Unit Operator 

ahall notify Working Intereets Owners end shell continue handling the 

claim or suit unless such euthority is expreesly denied by Working Interest 

Owners efter nitiflestion. All costs end expense of handling, eettling, or 

otherwise discharging auch claim or suit shell be en item of Unit Expense. 

If e claim ia made againet any Working Intereet Owner or If any Working 

Interest Owner is sued on eccount of eny matter arising from Unit 

Operationa and over which such Working Intsrest Owner individually has no 

control because of the rights givsn Working lntsrsst Owners and Unit 

Operetor by this egreement and the Unit Agreement, the Working Intereat 

Owner shall immediately notify the Unit Operator, and the claim or euit 

shall be treated es sny other clelm or eult involving Unit Operetlons. 

ARTICLE 15 

INTERNAL REVENUE PROVISION 

15.1 Internal Revenue Provision. Notwithstanding any provlalona 

herein that the rlghta and liabilities of the partiea hereunder are severel 

end not joint or collective or that this agreement and the operations 

hereunder shsll not constitute s psrtnsrshlp, if for Federal Income tax 

purposes this agreement and ths operations hereunder srs regarded as a 

partnership, then each of the psrtles hereto hereby elects to be excluded 

from the application of a l l of ths provisions of Subchapter K, Chapter 1, 

Subtitle A, of the Internal Revenue Code of 1954, ss permitted and 

euthorlzed by Section 761 of ssld Cods snd ths regulation promulgated 

thereunder. Unit Operator is hereby euthorised end directed to execute on 

behalf of eech of the partiea hereto auch evidence of this election as may 

be required by ths Secretery of ths Treesury of the United States or by the 

Federal Internal Revenue Service, including specifically, but not by way of 

limitation, a l l of ths returns, statements, end the deta required by 

Federal Regulations 1.761-1 (s). Should there be eny requirement thet eech 

party hereto further evidence this election, eech party hereto egrees to 



execute auch documents snd furnish such other evidence es may be required 

by the Federal Internal Revenue Service or ea may be necessary to evidence 

this election. Eech party hereto further agrees not to give any notices or 

take.eny other action inconsistent with the election made hereby. If any 

present or future income tax lava of the atate or ststes in which the 

property covered by this egreement is located, or eny future income tax 

laws of the United States, contain, or ahall hereefter contain, provisions 

similar to thoee contained In Subchepter K. Chapter 1, Subtitle A, of the 

Internal Revenue Code of 1954, under which an election similar to that 

provided by Section 761 of eald Subchapter K ie permitted, each of the 

partiea hereto hereby makes such election or egrees to make auch election 

es may be permitted by such laws. In making thla election, eech of the 

perties hereto hereby states that the Income derived by It from the 

operations under this agreement can be edequately determined without the 

computation of partnerehip texeble 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 mall or telegrem 

to the eddress of the representetlve of eech Working Intereet Owner es 

furnished to Unit Operator In accordance with Article 4. 

ARTICLE 17 

WITHDRAWAL OF WORKING INTEREST OWNER 

17.1 Withdrewal. A Working Interest Owner may withdraw from this 

Agreement by trenaferring, without warranty of title, either express or 

Implied, to the other Working Interest Owners, ("tranaferees"). all ita Oil 

and Gas Rights, exclusive of Royalty Intereete. together with its interest 

in a l l Unit Equipment and In a l l wells ussd in Unit Operations. The 

Instrument of trsnsfsr may be delivered to Uolt Operator for ths 

trsasfereas. Such trenefer shall not relieve the Working Interest Owner 

from eny obligetlon or liability Incurred prior to the date of the delivery 

of the Instrument of trsnsfsr; however, the tender haa to be accepted 

unless Working Interest Owners decide within ninety (90) dsys to terminate 

ths Unit. Ths lntsrsst transferred ehall be owned by the trensfereee in 

proportion to their respective Dale Participations In effect. The 

trsnsfsrsss. In proportion to ths rsspectlve Interest so scqulrsd, shall 

pay traasfsror for its intsrest in Unit Equipment the net salvage velue 

thereof as determined by Working Intereet Owners. In the event euch 

withdrawing party's intereet in ths eforeeald fair aelvege velue after 

daductlag the estimated cost of salvaging same is lees than the withdrawing 
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party's char* of estimated coat of plugging and abandoning tha wells then 

being used or held for Unit Operations, thsn as condition precedent to Its 

withdrawal, the withdrawing party ahall pay In cash to the succsedlng to 

lte Intereet e sum equal to the deficiency. Within sixty (60) deys after 

receiving delivery of the trenafer. Unit Operetor ehall render e final 

atateaent to the withdrewing owner for its share of Unit Expense, including 

any deficiency in aalvage value, as determined by Working Interest Owners, 

incurred ss of the first dsy of the month following the dste of receipt of 

the trsnsfsr. Provided all Unit Expense, including eny deficiency 

hereunder, due from the withdrawing owner has been paid in full within 

thirty (30) days after the rendering of auch final statement by the unit 

Operator, the transfer shall be effective the first day of the month 

following ita receipt by Unit Operetor and. aa of such effective date, 

withdrewing owner ehall be relieved from all further obligations and 

liabilities hereunder snd under the Unit Agreement, end the rights of the 

withdrewing Working Interest Owner hereunder end under the Unit Agreement 

shsll ceese lnsofer ee they existed by virtue of the interest trensferred. 

ARTICLE 18 

INTEREST CARVED OUT BT WORKING INTEREST OWNER 

18.1 Carved-out Intereat Subject to Thia Agreement. In the event any 

Working Intereat Owner shall, after this Agreement becomes effective or 

after executing this agreement, whichever is earlier, create en overriding 

royalty, production payment, net profits, or cerried Intereet. or eny other 

interest out of Its Working lntsrsst then subjset to this agreement, auch 

carved-out lntsrsst shsll bs subjsct to ths terms and provisions of this 

agreement, specifically including, but without limitation. Section 11.5 

hereof, entitled "Lien of Unit Operator". In the event the Working 

Interest Owner creating such carved-out lntsrsst (1) fails to psy any coats 

or expenses chargeable to such Working Interest Owner under this agreement 

and ths production of Unitized Substsncss accruing to tha credit of such 

Working lntsrsst Owner is insufficient for that purpose, or (11) withdraws 

from this egreement under ths tarns snd provisions of Article 17 hereof, 

ths carved-out lntsrsst shsll bs chargeable with a prorata portion of all 

costs aad sxpenees Incurred hereunder and Unit Operstor shall have the 

right to enforce against such cerved-out interest ths Hen end all other 

rights granted In said Section 11.5 for the purpose of collecting the costs 

and expenses chargeable to aald carved-out interest. 

ARTICLE 19 

ABANDONMENT 0? WELLS 

19.1 Rights of Former Owners. If Working Intereet Owners decide to 

ebsndon permanently any well within the Unit Ares prior to termination of 

the Unit Agreement, Unit Operator shall glva written notice thereof to the 
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Working Interest Owners of the Tract on which the well ie located, end they 

ahall have the option for e period of ninety (90) deya after the sending of 

such notice to notify Unit Operetor In writing of their election to take 

over-and own the well. Within ten (10) days sftsr the Working Interest 

Owners of the Trect heve notified Unit Operator of their election to take 

over the well, they ahall pay Unit Operetor, for credit to the joint 

account, the amount estimated by Working Interest Owners to be the sslvage 

value of the casing and equipment in end on the well, except the casing 

therein i f casing and equipment in end on the well, except the casing 

therein If contributed by such Working Interest Owners of the Trect under 

Section 10.1.1, leee eelvege costs. The Working Intereet Owners of the 

Trect, by taking over the well, egree to aeel off effectively and protect 

the Unitized Formation, and upon abandonment to plug the well in compliance 

with applicable laws and regulations. 

19.2 Plugging. If the Working Interest Owners of e Trect do not 

elect to take" over e well located thereon which ie proposed for 

abandonment, Unit Operator shall plug and abandon the well et Unit expense 

in compliance with applicable lawe and regulations. 

ARTICLE 20 

EFFECTIVE DATE AND TERM 

20.1 Effective Pete. This agreement ehall be binding on each party 

who executes or ratifies the same ea of the dete of execution or 

retificatlon by such party, but shall not become effective for the purpose 

of conducting Unit Operetlons hereunder until the effective dete of eeld 

Unit Agreement, which dsts shsll also bs the effective dete of thie 

agreement. 

20.2 Term. Thla agreement ahall continue In full force end effect ao 

long as ths Uait Agreement remains in force and effect, end thereafter 

until (a) a l l Uait Wells heve been abandoned and plugged or turned over to 

the the Working Intereet Owners in accordance with Article 21, (b) all Unit 

Equipment aad rssl property acquired for the joint eccount have been 

disposed of by the Unit Operstor In sccordance with instructions of the 

Working Interest Ownsre, snd (e) there has been s final accounting. 

ARTICLE 21 

ABANDONMENT OF OPERATIONS 

21.1 Termination. Upon termination of the Unit Agreement, the 

following will occur: 



21.1.1 Oil and See Rights. The oil and gas rights In snd to 

aach separate Tract ahall no longar ha affactad by this agraaaant, and 

tharaaftar tha partias shall ba governed by the terms end provisions 

of the leesee, contracta, and other Instruments affecting the aeperate 

Tracts, 

21.1.2 Right to Operete. Working Interest Owners of eny Trect 

thet desire to take over end continue to operate wells located thereon 

aay do so by paying Unit Operator, for credit to the joint eccount, 

the net selvage value of the casing and equlpaent in snd on the wells 

taken over, except the casing therein if contributed by auch Working 

Interest Owners under Section 10.1.1 less salvage costs ae estimated 

by Working Interest Owners, snd by agreeing to plug properly each well 

et such time ee it is abandoned. 

21.1.3 Salvaging Wells. Unit Operator ehall ealvage aa auch of 

the cesing and equlpaent in or on wells not taken over by 

Working Interest Owners of oeperete Trecte ee can economically 

and reasonably be ealvaged, and ahall cauae the wells to be plugged 

and abandoned properly. 

21.1.4 Coet of Salvaging a Distribution of Assets. Working 

Interest Owners shall share the cost of salvaging and abandonment as 

well ss distribution of ssssts snd properties used In Unit Operation 

in proportion to their respective Unit Participations. 

ARTICLE 22 

EXCISE TAX PROVISIONS 

22.1 Crude Oil Exeiss Tax. For the period during which exciae 

taxes sre payable under the Crude Oil Windfall Profit Tax Act of 1980 on 

any party's Unitized Substances, the first crude oil allocated to any Tract 

after distribution of sny lncreaentel strlppsr crude es herelnefter 

provided shsll be ths tsx tlsr type of crude oil actually produced or 

coaaidered to have beea produced during the base period under I.R.C. 

regulations but not to sxcssd Its Trsct Participation shore or the amount 

of such tax tlsr type of ends oil currently available. Any excees of s 

tax tlsr type of crude oil currently evsllable. Any excess of s tax tier 

type of crude oil existing, sftsr ths forsgoing specific Identification 

allocation shsll bs allocated to the remaining Tracts la the uait which 

have aa uaderallocatloa of crude oil in proportion to the eaount of their 

reletlve undersllocstlons of crude oil. Anything hereinebove 

notwithstanding, sny incrementel strlppsr oil ss defined under I.R.C. 

Section 4993 shsll bs sllocstsd to esch Trsct in accordance with ita Tract 

Participation prior to any other allocation of tax tlsr type of crude oil 

under this Article 21.1. In no esse ehall the sum of the different tax 

tier types of crude oil allocated to any Tract exceed the totel eaount of 

crude oil allocable under lte Tract Participation. 



ARTICLE 23 

EXECUTION 

23.1 Execution by Separate Counterparts or Ratification!. This 

agreement may be executed In any number of counterparts, snd eech executed 

counterpart ahall have the eame force and effect ee en original instrument 

and as if all partlee to the eggregete counterperte hed signed the seme 

instrument, or may be ratified by a aeparate instrument in writing 

referring to this sgreement, eech such ratification having the force and 

effect of an executed counterpart hereof end in effect incorporating by 

reference a l l of the provisions hereof. 

ARTICLE 24 

SUCCESSORS AND ASSIGNS 
I 

24.1 Successors and Assigns. This agreement ehall constitute e 

covenant running with the landa and leases covered hereby, and shall be 

binding upon and inure to the benefit of the heirs, devlsses, legal 

representstlvss, successors, snd assigns of the parties hereto, 

respectively. Eech aeslgnment or other tranafer of Working Interest by eny 

perty hereto ahall bs made expressly subject to this sgreement and shall 

provide expreaaly that the transferee ehell essuae and be bound by ell 

obligations accruing hereunder in respect to the Working Interest 

transferred from end efter the assignment or other transfer. 

24.2. Notice of Trenefer. An eeelgnment or other transfer of Working 

Interest that is subjsct to this egreement shsll not bs binding upon Unit 

Operstor snd shsll not relieve the transferor of obligations accruing 

hereunder, until the flret day of the calendar month next succeeding 

receipt by Unit Operator of written notice of such assignment or transfer 

sccompanled by certified copy of the recorded Instrument evidencing the 

trsnsfsr. 

24.3 Six or Mors Owners. In the event thet say Trsct or Tracta 

subject to thie agreement is owned or hereafter becomes owned by six (6) or 

mors Working lntsrsst Owners, then, in such event, ssld Working Interest 

Owners egree, upon request, to furnish Unit Operator with s recordeble 

Instrument exscutsd by s l l such Working Intsrest Owners designating an 

agent to receive sad bs responsible for s l l costs, expeneee. end credlte 

relstsd to Unit Operetlons snd attributable to all such Working Intereet 

Owners. 

23.1 Governmental Regulations. Working Intereet Owners sgree to 

release Unit Operstor from sny snd s l l losses, daaagee, injuries, clalma 

and eauaee of eetlos arising out of. Incident to or resulting directly or 

indirectly from Unit Operetor*s interpretation or application of rules, 



EXHIBIT "F" 

Attached to and atade a part of that certain Unit 
Operetlng Agreement, Twin Lakes San Andrea Unit, 
County of Chaves, State of New Mexico, 
deted June 1, 1987. 

INSURANCE 

Unit Operator and Unit Operator's contractors snd subcontrsctors shall, 
during ths drilling snd completing of any and all well or wells drilled 
on the Unit Area and during the performance of a l l operations, carry the 
following deecribed minimum Insurance coverage on the Unit Area. 

A. Employer's Liebllity with limit of $100,000 and 
Workmen'a Compensation Insurance covering Operator'a 
employees end the employees of Operetor's contrsctors 
end subcontrsctors engaged in operations under this 
Agreement, in compliance with the laws of the Ststs 
where the work la to be performed. 

B. General Public Liability Inaurance covering the partiea 
hereto is connection with all operetlons conducted by 
Operstor or Operstor's contrsctors and aubcontractors 
with Bodily Injury or Death limit of not leae than Two 
Hundred Fifty Thousand Dollars ($250,000.00) for injury 
to or death of any one person; not leee then Five 
Hundred Thousand Dollars ($500,000.00) for injury to or 
dssth of mors than oas person resulting from any one 
Occident and for Property Damage with a limit of not 
less than Two Hundred Fifty Thousand Dollars 
($250,000.00) for damage to property for eech Occident; 
sad 

C. Automobile Public Liability aad Property Damage 
Insurance covering the parties hsreto in connection with 
s l l operetlons conducted by Operetor or Operator'a 
contrsctors snd subcontrsctors with Bodily Injury or 
Death limit of not less than Two Hundred Fifty Thoussnd 
Dollars ($250,000.00) for injury to or death of any one 
parson; not less than Five Hundred Thousand Dollars 
($500,000.00) for injury to or dssth of mors than one 
person resulting from sny one sccldent end for Property 
Damage with a limit of not leee than Two Hundred Fifty 
Thoussnd Dollsrs ($250,000.00) for damage to property 
for esch Occident. 

0. Such additional insurance as may bs required by lsw. 

Unit operetor shall require its contrsctors snd subcontrsctors working 
snd performing servicee on land committed hereto to carry Insurance of 
ths types spsclfisd abovs. All insurance coverage shsll bs csrrisd st 
ths joint sxpense end for ths benefit of the partiea hereto. 

J43/11 



(b) al sixty-five percent (65'', ) of current new price, as determined by Paragraph 2A of th:? Se.;io-
IV. if Material was originally charged to the Joint Account as good used Material at seventv-fn L B' 
cent (751;) of current new price. 

The cost of reconditioning, it any, shall be absorbed by the transferring property. 
C. Other Used Material (Condition C and D) 

(1) Condition C 

Material which is not in sound and serviceable condition and not suitable for its original function until 
after reconditioning shall be priced at fifty percent (SOSi) of current new price as determined by Para
graph 2A of this 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 

All other Materia], including junk, (hall 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 which 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 result 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 (IS;) per 

hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when 
actual hauling coat'of auch tubular goods arc 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. 

3. Premium Prices 
Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes 
or other unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the 
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 ia furnished to Non-Operators of the proposed 
charge prior to billing Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and 
notifying Operstor 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. 

4. Warranty ef Materiel Furnished by Operator 
Operator does not warrant the Material furnished, hi 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 Controllable Material. 

1. Periodic loveatertes, Notice aad atesmsestatiea 
At reasonable intervals, Inventories shsll be taken by Operator of the Joint Account Controllable Material. 
Written notice of intention to take inventory shsll be given by Operstor st 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 
to be represented at an inventory shsll bind Non-Operators to accept the inventory taken by Operator. 

2. Beceodlisttea aad Adjustment ef Iaveetsries 
Reconciliation of a physical inventory with the Joint Account shsll be made, snd s list of overages and shortages 
ahall be furnished to the Non-Operators within six months following the taking of the inventory. Inventory ad
justments ahall 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. 

a. Special Iaventariea 
Special Inventories assy be taken whenever there is sny sale or change of interest in the Joint Property. It shsll 
be the duty of the party selling to notify all other Parties as quickly ss possible after the transfer of interest takes 
place. In such cases, both the seller snd the purchaser shall be governed by such inventory. 

4. Expense ef Cmsaetiaf Periedic taveatseies 
The expense of conducting periodic Inventories shall not be charged to the Joint Account unless agreed to by the 
Parties. 



B. Overhead - Percentage Basil 
(1) Operator shall charge the Joint Account at the following rates: 

(a) Development 

Percent ( %) of the cost of Development of the Joint Property exclusive of costi 
provided under Paragraph • of Section II and all salvage credits. 

(b) Operating 
Percent ( %) of the cost of Operating the Joint Property exclusive of costs provided 

under Paragraphs 1 and 9 of Section II, all salvage credits, the value of injected substances purchased 
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the min- ! 
eral interest in and to the Joint Property. 

(2) Application of Overhead - Percentage Basis shsll be ss follows: ! 
For the purpose of determining charges on s percentage basis under Paragraph IB of this Section III de- ' 
velopment shall include all costs in connection with drilling, rcdrilling, deepening or any remedial opera
tions on any or all wells involving the use of drilling crew snd equipment; also, preliminary expenditures i 
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com-
pleted ss s producer, and original cost of construction or installation of fixed assets, the expansion of fixed 1 

assets and any other project clearly discernible as a fixed asset, except Major Construction as defined in 1 

Paragraph 2 of this Section III. All other costs shall be considered as Operating. 

2. Overhead - staler Csswtiwcnsa 
To compensate Operator for overhead costs incurred in th* construction and installation of fixed assets, the ex
pansion of fixed assets, and any other project dearly 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 

A. 5 g. of total costs if such costs are more then I 20.000.00 hut lest than 1100.000.00 • pim 
B. 3 % of total costs in excess of 1100.000.00 hut less than $1,000,000.' plus 
C. 2 * of total costs in excess of $1,000,000. 
Total cost shsll mean the gross cost of any one project. For the purpose ot this paragraph, the component parts 
of a single project shall not be treated separately and the cost of drilling and workover wells shall be excluded. ' 

1. Amendment ef Bates 
Th* Overhead rates provided for in this Section HI may be amended from time to time only by mutual agreement I 
between the Parties hereto if, in practice, the rates are found to be insufficient or excessive. 

IV. rSICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS 
Operstor is responsible for Joint Account Material snd shall make proper and timely charges snd credits for all ma
terial movements affecting the Joint Property. Operator shall provide all Material tor use on the Joint Property; how
ever, st Operator's option, such Material may be supplied by the Non-Operator. Operator ahall make timely disposition 
of idle and/or surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in 
kind, or sale to outsiders. Operstor may purchase, but shall be under no obligation to purchase, interest of Non-Opera
tors in surplus condition A or B Material The disposal of surplus Controllable Materiel not purchased by the Opera
tor shall be agreed to by the Parties. 

Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case 
of Material found ta be defective or returned to vendor for any other reason, credit shall be passed to the Joint 
Account when adjustment has been received by the Operator. 

2. Traasfers end Dtip**ltlaes 
Material furnished to the Joint Property and Materiel 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 ot cash dis
counts: 
A. New Material (Condition A) 

(1) Tubular goods, except line pipe, shall be priced st the current new price in effect on date of movement on a 
carload or barge load weight basis, regardless 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 lees then 30,000 pounds shsll be priced et the current new price, in effect at date of 

movement, a* listed by e reliable supply store nearest the Joint Property where such Material ia nor
mally available. 

(b) Movement of 30,000 pounds or more shall be priced under provisions of tubular goods pricing in Para
graph 2A (1) of this Section IV. 

(3) Other Material shall be priced et the current new price, in effect at date of movement, as listed by s reliable 
supply store or fj.b. railway receiving point nearest the Joint Property where such Material is normally 
available. 

B. Good Used Material (Condition B) 
Material in sound and serviceable condition and suitable for reuse without reconditioning: 
(1) Material moved to the Joint Property 

(e) At seventy-five percent (75% ) of current new price, as determined by Paragraph 2A of this Section IV. 
(2) Materiel moved from the Joist Property 

(a) At seventy-five percent (73% ) of current new price, es determined by Paragraph 2A of this Section IV, 
if Material was originally charged to the Joint Account as new Material, or 



I . ... 
1*. T u n 

All taxes ol every kind and nature aaseued or levied upon or in connection with the Joint Property the oneia 
Partiw ' ° r p r o d u c u o n tftw^nw*. which taxes have been paid by the Operator for the benefit of the 

11. Insurance 

Net premium* peid for insurance required to be carried for the Joint Operations for the protection of the Par 
ties. In the event Joint Operations are conducted in a state in which Operator may act as self-insurer for Work" 
mens 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 Oiierator'. 
cost not to exceed manual rates. ^ Q r l 

12. Other Expenditures 

Any other expenditure not covered or deslt with in the foregoing provisions of this Section n, or in Section III 
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations. 

m. OVERHEAD 

1. Overhead • Drilling and Predating Op*rations 
i. As compensation for administrative, supervision, office services snd warehousing costs, Operstor shall charge 

drilling and producing operations on either: 
( x ) Fixed Rate Basis, Paragraph IA, or 
( ) Percentage Basis, Paragraph IB. 

Unless otherwise agreed to by the Parties, such charge shsll 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 end expense of services from outside sources in connection with 
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 snd expense ere agreed to by the Parties as a direct charge to the Joint Account 

U. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant 
services snd contract services of technical personnel directly employed on the Joint Property shall1 ( ) shall 
not (X ) be covered by the Overhead rates, or temporary contr or profeesional services employed 

A. Ov«be«i - Fixed Rate Bam. f o r t h e b e n e f i £ o f t h « * 0 i n t 

(1) Operator shall charge the Joint Account et the following rates per well per month: 
ill„Bate S 4000.00 

Water Source./^roai^g^eftaU f *00.00 

(2) Application ef Overhead - Fixed Rate Basis shall be ss 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 drilling operations for fifteen (IS) 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 (IS) or more consecutive days 

[3] Charges for wells undergoing eny type of workover or recompletion for a period of five (3) con
secutive days or more shsll be made at the drilling well rate. Such charges shsll 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 ê one-well charg* J°^|he •"tire inonthj.Thia ahall include production from water-
[2] ela '̂a^ve'conipletion in a nfulu-ctimpiefed well in which production is not commingled down 

hole shall be considered es a one-well charge providing each completion is considered a separate 
welt by the governing regulatory authority. 

[3] Aa inactive gas well shut in because of overproduction or failure of purchaser to take th* produc
tion shall be considered as a one-well charge providing the gas well i* directly connected to • per
manent sales outlet 

[4] A one-well charge may be mode for the month in which plugging and abandonment operations 
are completed on eny well. 

[5] All other inactive wells (including but not limited to inactive wells covered by unit allowable, 
j leee* allowable, transferred allowable, etc.) shall not qualify for an overhead charge. 

(3) The well rates shell be adjusted as of th* first day of April each year following the effective date of the 
! agreement to which this Accounting Procedure is attached. The adjustment shsll be computed by multi-
1 plying the rate currently in use by the percentage increase or decrease in th* average weekly earnings of 

Crude Petroleum and Gas Production Workers for th* last calendar year compared to th* calendar year 
I preceding as shown by th* index of average weekly eernings of Crude Petroleum snd Gas Fields Produe-
1 tion Workers ss published by th* United States Department of Labor, Bureau of Labor Statistics, or the 
I equivalent Canadian index as published by Statistics Canada, ss applicable. The adjusted rates shall be 
I the rates currently in us*, plus or minus th* computed sdjustment 



Mi fiJ 
II. DIRECT CHARGES 

Operator shall charge the Joint Account with the following items: 
1. Rentals and Royalties 

Lease rentals and royalties paid by Operator for the Joint Operations. 
2. Leber 

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 charges are 

excluded from the Overhead rates. 
B. Operator's cost of holiday, vacation, sickness snd 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 may 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 
applicable to Operator's costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec
tion n. 

D. Persons! Expenses of those employees whose salaries and wages are chargeable to the Joint Account under 
Paragraph ZA of this Section II. 

3. Employee Benefits 
Operstor's current costs of established plans for employees' group life insurance, hospitalization, pension, re
tirement, stock purchase, tyrift, bonus, and other benefit plans of s like nature, applicable to Operator's labor 
cost chargeable to the Joirft Account under Paragraphs 2A and 2B of this Section II shsll be Operator's actual 
cost not to exceed twenty per sent (aflfiifctwenty three percent (232) or the percent most recently 

4. s£alefSfnded t y t n* C o u n c i l °f Petroleum Accountants Societies of North America. 

Materia] 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 snd consistent with efficient and economical operations. The accumulation of sur
plus stocks shall be avoided. 

I . Transportation 
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 ia normally available, unless agreed 
to by the Parties. 

B. If surplus Materiel is moved to Operator's warehouse or other storage point, no charge shsll 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 snd B above, there shall be no equalization of actual gross trucking cost 
of $200 or less excluding accessorial charges. 

a. 
The cost of contract services, equipment end utilities provided by outside sources, except services excluded by 
Paragraph 9 of Section II and Paragraph 1. ii of Section in. The cost of professional consultant services snd con
tract services of technical personnel directly engaged on the Joint Property if such charges sre excluded from the 
Overhead rates. The cost of professional consultant services or contract services of technical personnel not di
rectly engaged on the Joint Property shsll not be charged to the Joint Account unless previously agreed to by 
the Parties. 

7. Equip meat and Faculties Furnished by Operator 
A. Operator shall charge the Joint Account for use of Operstor owned equipment snd fsdlities st rstes com

mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other 
operating expense, insurance, taxes, depreciation, snd interest on investment not to exceed eight per cent (t%) 
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate arse 
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 lets 20%. For automotive equipment, Operator may elect to use rates 
published by the Petroleum Motor Transport Association. 

i . Damages aad Losses to Jolat Property 
All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of dam
ages or losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operstor's 
grow negligence or willful misconduct Operstor shall furnish Non-Operator written notice of damages or losses 
incurred as soon as practicable after a report thereof has been received by Operetor. 

9. 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 thet no charge for services of Operstor's legal staff 
or tees or expense of outside attorneys shall be made unless previously agreed to by the Parties. All other legal 
expense is considered to be covered by th* overhead provisions of Section HI unless otherwise agreed to by th* 
Parties, except ss provided in Section I, Paragraph 3. 
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"601, T8"ii°8« 7«IOI Council of Petroltum 

" Accountants Soci«ti« 

— U 
EXHIBIT " E " 

Attached to and made a part of Sit8.t-_cer.Cain Unit Operating Agreement 
Twin Ukea..S.an_ABjre,_-.Uĵ ^ of New 
Hexi.P---}atjg.-...._--_?H!-_.-- __i?87_._ 

ACCOUNTING P R O C E D U R E 
JOINT O P E R A T I O N S 

I. GENERAL PROVISIONS 

1. 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 operations 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 employees 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, geological 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" shall 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. 

2. Statement and Billiaes 
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, tease or facility, and all charges and credits, summarized by appropriate classifications of in
vestment and expense except that items of Controllable Material and unusual charges and credits shall be sep
arately identified and fully described in detail. 

3. Advances aad Payments by Non-Operators 
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 shall pay its proportion of all bills within fifteen (IS) days aggr(fiWRfed^iR 8^!?_'It¥en (I tI 
made within such time, the unpaid balance shall bear interest monthly at the rate ef twefie petitm fl39t) pet 

Q0A*nnnaa 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, phis attorney's fees, court costs, and other costs in connection with 
the collection of unpaid amounts. 

4. Adjeatnsenits 
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 ot any such calendar year, unless withm 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. 

5. Andite 
A. Non-Operator, upon notice in writing to Operetor 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 s 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. 

(. Approval by Non-Operators 
Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sec
tions of this Accounting Procedure snd if the agreement to which this Accounting Procedure is attached contains 
no contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operstor's proposal, and 
the agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Opera
tors. 
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•» oooooooooooooo 
28888888388?^ 
*W>——MNWOiif&ICHN 
0 » M O v | v l * » 4 » M & M 4 4 v l 

yooiiio^osiooo 

J L "0 ("J T| T| T| H 3 03 3 z 3 

xxm cn8 H * i w 1 3 i S * , 2 t a 

5 v r K n m m x g c o 
P P I — — i n 

i n 2 j c * j " o S x x 
3>—t3>tr4— zmm 

H j z i r ? x x x 
cxHtn —— Hiom 
• 5 2 C J Z O - x x 

CO M 
- I - I m 
x co 

•3 

fi 72 
CD33 

a 

x x x x x x x j x x x x x x 
— — — — — — — X — ' 11 11 1 — — 

Sooo . - - -

— oooooooooooooo 

*So4*^aS»ooS4ut 
0^UNNO>NUN(>l«3c4U<>l «-O-O-O»-O-OC0vlO-- *-o-ooovio-yvivi— 

So^oSSSSgo-ogg". 

I 
«• 

ss 
— 9m 
-t -t 

SX'FI 
33 - I X 
3 > - I 
- i n — 
——n 

ST i 
l l - I -* 

Tt — 1 

f l '? 

n 
z x 
-fi 

-4 

5 
CO 

sS 

oooooooooooooo 
0 0 0 0 0 0 0 * 0 0 0 0 0 0 

8S8S88SSP°-S 

MHUHC4r " • 

oooooooooooooo 

88888888888888 
oooooooooooooo HXOX 

TOR 
^as
ps 

o oooooooooooooo 

|8882 
> © — — 4 

o oooooooooooooo o oooooooooooooo 

o oooooooooooooo o oooooooooooooo o oooooooooooooo 

— 4 4 

M CHU.-
N * Q M I O 
0^*4uluS444Ul 

888882 
• * * 0 -

0*09034 

2o°££S 

•o 



m33i5" n"D ullB'!*3 
| m n » r m i JaSio om»--<m»-i»-<r)S I n o to n z x a o r s a 

So o 55x5> r « - x g J> »-<rnZ zffffl c m 3 g a r - tmn < r - x Q x z -4 x x x 
MWXPI - i a xmcnm 

— a u i z r S c o S z 
5 H Z < J 6 « - I B 
E S Q — - . -4 

8? 

OOOO 

3 3<- "0 n "n Ti H TI 3 es 3 z T> C 5 _ x 35m333 5 g 3p jHxSu)3 |z»S<>9an 
3>£z*9rxnmm a g a 

o r - S x ten to * - x g zmj>Hi>—m zmm 
3«* a g c m -win Q_-4 j s t i r xxx xxx—im — mtom 
zzSiPlgz? =° d 

Sri ~QC z g -izo 

if, 
aaaaaaamsazzxs 
i I I I I I I I I i> I I i x » a * !• I I I I H I 

OOOO 

— OOOOOOOOOOOOOO 

ir§8888§5§§883 

iliiiiillpol 
SSoooooSolooo 

oooooooooooooo 

o oooooooooooooo 

o oooooooooooooo 

— oooooooooooooo 

0 - 0 l N N 0 > N t t O M * C 4 M « 0 » 

oooooooooooooo 

o oooooooooooooo 

o oooooooooooooo 

13 •?? 
-18 73 
03 I -4 0333 

- 4 - | 
a 

T* 
3> 
CD 

J"P-O«- I 

>(0X-H 

-cn-n: 
m 3333 c 

Sn o coxS* r » i o 
_ x> x»-4mz zmm 
c m 3 g a n m n 
< r x n x z -4 x x x »->"«xm_Ha xmcom 

2 I ' a —33 33 
z g S ~ H | 

s a a a a a a a a z x x x 

o o o o 

— o o o o o o o o o o o o o o 
—o 

§ 5 > v l ^ * * 4 » ^ 0 3 ^ 0 3 0 3 Q 
M «j • * • * y w « > i 03 •» »» 3 

sSo'.oooooSoooo' 

oooooooooooooo 

o oooooooooooooo 

o oooooooooooooo 

o 

35 
I — M 

-4H 

sS 
(0. 

35?3fi 



I X 

~!fi 
•vl I -I 

I i m 
i 
i 

-o-i 
i r 
—-o 
03 5 

e 

8 

o i r - i m 
S3 ~ 
x 

H 0 3 > * 
XX> — O 
5 < r i g 
H—g-0 

8°i a 
n o r jfirzS rn-< 

M S M Z 

o z r m m— 
«-x~ 
x 

_ — X _ < » x _ Q m n l I . 
rn » _ 2 X 3 r » o ) to 

lis?8! 

S I E O S 

— = _ —__Sx>3>5r' 
x»-<m<3£——sari z>3> 2 

.S8i—z 353**" 
3 * » » »*g-a>(tJj!| * "-0*3^3- -< a ' i i . ^ . » r v o <_S 

xx— z r u c S i o z c n zm 
•<-4uix-ioix m-< 

-4 — 0 - 4 

cn 5 

m 
to 

o o o o o 

X 

fi 

S i 

s 

03 

— oooooooooooooooooooooooooooooooooooooo 

tgUMt>|<>lSuS><S2S(>lS—SM>4^ — 

§-O>4-Q-O**»M44i0»»4»»vt3j445>io>4ON 

oooooooooooooooooooooooooooooooooooooo 
88?88888&8m 

030303 sssss 

o oooooooooooooooooooooooooooooooooooooo 

88883 

o poopoppppppppppoppppppppppp 

It sit if—111̂—11— i 

sS 
03 

X 

. 8m 
X - H X J>—X - in— 
——IX) 

s»=t 
figs 
m 

a: 
z x 

-fi 
01 

x 

-8 

F 3 

J 
X — C 

Sox —»* 
— "0-4 

3> m 

J 
m=!s 

z-g-t 

R5 



HH"13(Tmil.32B3ti 
XX3CX Or ~ 

"—i-iOl 5faJ5"«^M-s 
m n 6 j > r x T » c x x -

gcg cn—3<m—j>-<r>i- _ . 
tn— u i 2 S 3 o r s 2 

t n n z n tnxx»* r - — x g 
mx»m j>-4m2 z m m 
m m x g x **-*rnQ 
r x n x z H x x x 
——Tixm - H X zmcnm 
o z - i « r i ? c M X x 
c/)uiu)z.r£5[u5 a* 

S x x x x x x x x x x x x x 

o o o o 

z * X 2 W £ X H C | g « * x o z n 

t n < m — — j x n S Z - I Q 
c n z c n x z o r x 3 0 

m 3»-<3>mz z m m 
m x g x *»2mr> 
r n x z x - j _ x x x 
— x m — i x xmcnm 

i s P p S l z * * 

0 ) 

Y i x x x x x x x x x x x x z 
X ' " " " I —— M —— — — M M 

O O O O O 

O O — v l 

— oooooooooooooo 

8 282 888388°. 
———gWgj^^Jvl 

§ _._ . SSu1c40e>KjKja) 
O - t J O - O - U W U — * M C A ( J v l o,8So,SSSo'£o,88o) 

— WUI 
vlHJO- _ _ 
— O N v l v l 

OOOOOOOOOOOOOO 
K1NNNNNNNNMNNNN 
— — — — — — — — <*»m*> — — — — 
v lv l v l v l v l v l v l v l v l v l v l v l v l v l * * * * * * * * * * * * * * 
vl v lv l v l v l v l v l v l v l v l v l v l v l v l 
4 < 0 4 - 0 4 4 4 < « ' * 1 4 ) ' « 4 ' « l < t 

o OOOOOOOOOOOOOO 

O OOOOOOOOOOOOOO 

888882 
iSq |2 : :o 
* * a f i * N N < / 4 — M W M * W N v l v l M 

4 0 ( D M N U I U d l O O v l f O M C 4 

O^CMUlCjvl 
yia-o-Q— 
NUItJSvl 

g88li 

— OOOOOOOOOOOOOO 

2888888S8833.05; 
U 4 < 0 4 0 I 4 / 4 & 0 3 N V I V I & U 
v l W C J I O — P P * M V I M M 0 8 

2—— SSMOUI*** S 
0 0 0 8 0 0 8 0 0 0 0 0 8 0 

S2222222222222 **** 
M M M K l W N N N N N N N N N 
U C J U U U U U i U C J U I U I U i U U 
N M N N M N M N N N N N N M 

o OOOOOOOOOOOOOO 

o oooooooooooooo 

I -4 
I X 
I z> 

— 1 n 
* I - I 

I • 
I 
I 

" a 1 r " 
- 1 m 

SB 1 z> 

218 
m 1 v. 
z ! m 
m 1 r 

1 r-
1 to 

-o-t 
1 r 

— T l 

03 39 
v l - I 

a 

Tl 

S 
m 

" ' l T i m x r i T i x t . x z t s x x T l 
x x x c x B S s g 

5izli u , I-*3| a ,2 , a S 

S?r!5?m51ini*2!5 
:uz 

. _ . . . <3>-«n 
e g — _ 0 3 Z X 3 o 

e n n z n cnx 
mi»m j>Hm 
m m i g x 
— — x x m —i 
razH—r— 
tococ 

n 3 ^ 
03 X 

r z S S 
f - j m n Sx x 

aim 

x 
fi 

^XXXXXXXXXXXXX i 
3 3 — — — — — — — — — — — — 

OOOO 

— OOOOOOOOOOOOOO 

28288888888°.Sa 
— WMQQ———NWO^OI&vl 
M 4 I > 4 4 4 4 4 0 4 U » » > * 
—OMviviotuoiuoS-Mrgo) 

§O-(Jl0-0-HWCH — 0-MW(Jvl 
WQO-yi———KjyuiQOyi 
0 0 0 0 0 0 0 0 0 0 0 0 0 

oooooooooooooo 

883333888883SS 

o o o o o o o o o o o o o o o 

m 

-4 

fige 
3 J Z « 
m 

h 
-fi 

- 4 

3 
CO 

33 S 
m - i 
Ul 



tox3-<m—-»-cn5 
_ » 2 U Z I 0 2 3 0 r 
co zo . cofjxj*- r 
mcnm x>-(i>mz 
—rn^xrn —-tx x 
o z - i — r x z x c «* 

ff 

is xxxxxxxxxx 

— oooooooooooo 

2S2888888882 

0 8 0 8 0 8 0 0 0 0 0 

• n p j 3 0 T 1 " n T l w 3 3 T j 

i^licolz-i8$8 
H Z X X 2 ZCQ 

SwzrlStf § z 
6 T ) Z - < X - H O 5 - I to 
z _ g —g-H -1 

^ X X X X X X X X X X 

0 0 0 0 0 0 0 0 0 0 0 

28888888̂ 83 
s — M O - O - l j Q r j l j U - . 

o o o o o o o o o o i 

g r j n n o 

cnxxm* xgco 

mrtrcoTlSzg m zmm 

m n 
1— 

z 
o 
to 

ssss S X C f f 

8OO0D 

»• O O O O O O O O O 

O O O Q — O O O O -

-4 •OH 
X 1 r 
» — Tl 
0 1 t> 
—1 mx 
m p x 
r 5 E

A
S

E
/ 'H

E
L
L

 

CO 

co 

85 

*• 
ss —— 
-4 -« 

§ajm 
X - t x x»—x 
- t o — 
——03 

S | H 

-8 
-4 

s 
Ul — 
in 

0 0 0 0 0 0 0 0 0 0 0 

oooooooooooo 
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ATTEST: 

D»tt Exscuttd: 

By: 

Its: 

Address: 

J47/5 

» 



regulations or order* of any governmental agency or predeceesor agencies to 

the extent Unit Operator's Interpretation or application of auch rules, 

ruling*, regulation* or orders were aade in good faith. Working Interest 

Owners further agree to relobura* Unit Operator for their proportionate 

•hare of any amount* Unit Operator may bo 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 auch rule*, 

ruling, regulations or orders. 

IN WITNESS WHEREOF, tho partleo hereto have executed this agreement on 

the dates opposite their respective signatures. 

| UNIT OPERATOR AND WORKING INTEREST OWNER 

PELTO OIL COMPANY 
ATTEST: 

L. G. F*r**t^A**i*t*nr. Secretary 

Date Executed: Auguat ». 1987 Address: One Allen Center, Suite 1800 
500 Dallas Street 
Houston, Texas 77002 

OTHER WORKING INTEREST OWNERS 

ATTEST: 

Its: 

Dot* Executed: Address: 
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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: 

Application of Pelto Oil Company CASE 
for statutory unitization, Chaves 9210 
County, New Mexico, 
and 
Application of Pelto Oil Company CASE 
for a waterflood project, Chaves 9211 
County, New Mexico. 

BEFORE: Michael E. Stogner, Examiner 

TRANSCRIPT OF HEARING 

A P P E A R A N C E S 

For the Division: Jeff Taylor 
Attorney at Law 
Legal Counsel to the Division 
State Land Office Bldg. 
Santa Fe, New Mexico 87501 

For the Applicant: James G. Bruce 
Attorney at Law 
HINKLE LAW FIRM 
P. O. Box 2068 
Santa Fe, New Mexico 87504 
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I N D E X 

GERALD B. MURRELL 

Direct Examination by Mr. Bruce 6 

Cross Examination by Mr. Stogner 18 

ROBERT L. SPOTTSWOOD 

Direct Examination by Mr. Bruce 23 

Cross Examination by Mr. Stogner 

E X H I B I T S 

Pelto Exhibit One, Land Description 3 

Pelto Exhibit Two, Plat 8 

Pelto Exhibit Three, Unit Agreement 10 

Pelto Exhibit Four, Operating Agreement 11 

Pelto Exhibit Five, Summary 11 

Pelto Exhibit Six, Summary 14 

Pelto Exhibit Seven, Summary 15 

Pelto Exhibi.t Eight, Ratifications 15 
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Q Would you please refer to Exhibit Number 

Four and describe i t s contents? 

A Yes. Exhibit Four i s 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 i s a tract by tract 

listing of the interest owners. These names were obtained 

from Pelto*s current Division Order and/or t i t l e opinion 

f i l e s , since i t operates a l l but one of the tracts. 

Tract 17 ownership was i n i t i a l l y deter

mined by conducting a check of county 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 i n i t i a l l y 

there were 17 working interest owners there; we're down to 

11 now. There have been some repurchasing, some acquisi

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 i s a summary of the status 

of royalty owner commitment as of 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-O-N, which means that we now have 8 3.6 percent 

of the royalty interest owners voluntarily committed to the 

unit. 

Copies of ratifications executed by 

working 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 Oil Company request that the order issued 
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in Case 9210 provide for carrying working interst owners? 

A Yes. Pelto requests that any working 

interest owner who does not pay his share of i n i t i a l 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 i s 

reasonable based on the high capital cost for unit 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 c r i t i c a l nature of this 

scarcity, Pelto acquired 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 f i e l d . A plat showing the location of 

the water source and the right-of-way to the field i s sub

mitted as Exhibit Number Ten. 

The cost of acquiring the water rights 

and the rights-of-way was approximately $239,000. 

While this w i l l be discussed by our next 

witness, Pelto Oil Company requests approval of this expen-



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

18 

Examiner, I move the admission of Exhibits One through 

Eleven. 

MR. STOGNER: Exhibits One 

through Eleven w i l l 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, i s i t 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? 

Q The one notifying of today's hearing. 

A That was on August the 20th, I believe, 

or August 19th, August 19th. 

Q Now this i s Exhibit Number Eleven, right? 

A Right. 

Q Okay, i t ' s dated August 20th, right? 

A Is i t 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, i t w i l l be admitted later. 

Okay. 

Run this by me again. As far as the un

committed royalty interest owners, when were they f i r s t not

ified? 

A On July the 9th. 

Q Of this year? 

A Of this year. Well, now, actually they 

were f i r s t notified by letter on December 22nd of 1986. 

Q Do you have that particular document or 

what essentially was i t or is that in a packet somewhere? 

A i t was jsut — no, we did not send a 

package to them at that time. I t 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 f e l t i t 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 I say, we had 
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some — some preliminary early meetings with them during 

1986; however, the o f f i c i a l letter with a l l 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 to 

objections to the operating agreement 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 l i s t 

of the uncommitted royalty interest owners, have any of 

those expressed an opposition to your unit agreement? 

A Definitely not. 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 i s 

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. BRUCE: It ' s a — 

MR. STOGNER: You ought to be 

able to just point me to i t . 

MR. BRUCE: 70-7-7(s). 

Q Are there any Federal acreage involved in 

this unit? 

A No, s i r . 

Q What percentage of i t i s state lands? 

A State land is here somewhere. 

Q Exhibit Number Seven? 

A Exhibit Number Seven, I believe, yes, uh-

huh. 

Q This i s a preliminary approval? 

A Yeah, that's percentage of the royalty 

interest. I had the — here i t i s . I t ' s on Exhibit Number 

Five, I believe, at the end. Nope, sorry, 

believe, at the end. Nope, sorry. 

Yeah, 640 acres i s 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 d i f f i c u l t question. Where i s 

that State acreage at? 

A Section 36 of Township 8 South, Range 28 

East. I t w i l l be Tracts 1 through 11. 

MR. STOGNER: I 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 w i l l 

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 w i l l 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 f u l l 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 i s your 

employer? 

A I'm the Manager of Petroleum Engineering 

for Pelto Oil 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 Oil 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 3 years with 
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MR. BRUCE: That's a l l I have 

of the witness at this time. 

CROSS EXAMINATION 

BY MR. STOGNER: 

Q The surface owner has been contacted of 

the i n i t i a l injection, i s that correct? 

A Yes. 

Q I have one figure I need. You probably 

went over i t but let me go over i t one more time. 

A All right. 

Q What i s the present average daily produc

tion of the o i l wells in this particular pool at this time? 

A All right, let me look that up for you. 

The last information I have, Mr. Examiner, for the total 

field, in May of 1987, produced 9,705 barrels of o i l , 22,215 

MCF of gas, and 21,716 barrels of water. 

Q Well, is that the cumulative for that 

year? 

A No, that's the last month. 

Q Oh, the last month. 

A Yes, s i r . 

Q And what was that o i l figure again? 

A The o i l 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? 

Q Well, I wanted a daily o i l 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, just a minute, I have that here some place. 

Let me find the well count, or maybe i t ' s back here in the 

back. Yeah, well count, okay, producing wells for May, 

1987, 97 wells for the total f i e l d . 

Q Does thqt come in under 10 barrels of o i l 

per day average? 

A I haven't calculated that but i t would be 

97 over — 97 over what did I say, 9705? 

Q 9705. 

A 9705 divided by 31 times 97, right? 

Yeah, so 9705 divided by 31 divided by 97, yes, i t comes un

der 5 — comes to about 3.23 barrels of o i l per day per 

well. 

Q Okay. Your participation formula. 

A Yes, s i r . 

Q That was covered in which exhibit? Let's 

go to that. 

A All right, participation formula would be 

— i t ' 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 i s in the unit agreement. 

Q Okay. 

A • So we could dig that out for me, Jim, but 

the basis for participation i s 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 i t ' s — that's in the agreements 

spelled out. 

Q In the agreement — 

A Spelled out in the agreement. 

MR. BRUCE: Exhibit Three. 

A Is i t unit agreement, Exhibit Three? 

Q And i s that the same as the voting — 

A That is 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 i s that being — how i s that going to be — 

A Well, the 200 percent wi l l apply to the 

i n i t i a l capital expenditure. 

Q Okay. 

A So — and that w i l l be the $7.3-million. 

Q Okay, now how i s that be accounted for on 

a monthly basis until such 200 percent i s reached, and then 

what happens? 

A The — i f a person, i f 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 w i l l i t be paid to an escrow account somewhere? 

A I'm not sure. 

MR. MURRELL: I t probably would 

be set up just in our office as a payout account, as we nor

mally do (unclear) and keep track of this a l l the time in 

the Accounting Department. 

Q Now I believe some of the interests have 

not been found, i s that correct? 

A That's right. 

Q Some of the interests, working interests? 
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A No, the working interests — 

Q They have a l l 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 — i f they elect later on 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, i f you give them some sort of a time 

— I think of i t like compulsory pooling. We usually give 

them ninety days to join and i f 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: Okay, you're 

familiar with our 200 or our 200 percent risk penalty in the 

compulsory pooling, are you not? 

MR. MURRELL: Fairly. 

MR. STOGNER: I was thinking of 

— this i s the f i r s t compulsory pooling unitization 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 i s 

issued, we're gotatf-4so be off and running and putting the 

waterflood in and spending considerable sums of money. 

MR. TAYLOR: So i t would be ef

fective as soon as i t s 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 



1 

10 

11 

12 

13 

14 

15 

16 

17 

13 

19 

20 

21 

22 

23 

24 

25 

72 

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: Is there anything 

further in this case? 

MR. BRUCE: No, s i r . 

MR. STOGNER: Or either, either 

of these two cases. 

If not, Cases Numbers 9210 and 

9211 w i l l be taken under advisement. 

(Hearing concluded.) 
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C E R T I F I C A T E 

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 i s a f u l l , true, and correct 

record of the hearing, prepared by me to the best of my 

ability. 

I do hereby certify that the foregoing Is 
a compleie record of the proceedings In 
the Examiner hearing of Case NaJTjgS^pf fj?// 
heard by mtjtf. \ A9 Q>jt~J,s 19£7__. 

' ^ 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 THF DTVTSTON; 

This cause came on for hearing at 8:15 am. on September 5,1990, at Santa Fe, New 
Mexico, before Examiner Michael E. Stogner. 

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. 
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(4) The horizontal limits of said unit area should be comprised of the 
following described Federal and Fee lands in Lea County, New Mexico: 

TOWNSHIP 18 SOUTH. RANGE 33 EAST. NMPM 

Section 3: Lot 4, SW/4 NW/4, and W/2 SW/4 
Section 4: Lots 1, 2 and 3, S/2 N/2, and S/2 
Section 8: E/2 NE/4 
Section 9: N/2, N/2 SW/4, SE/4 SW/4, and SE/4 
Section 10: W/2 NW/4 and NW/4 SW/4 

(5) The horizontal limits of said unit are within the governing boundaries of 
the Central Corbin Queen Pool and have been reasonably defined by development. 

(6) The vertical limits of said Unit Area should comprise that interval which 
extends from an upper limit described as 215 feet below mean sea level or at the top of 
the Queen formation, whichever is higher, to a lower limit at the base of the Queen 
formation; the geologic markers having been previously found to occur at 4200 feet and 
4246 feet, respectively, in OXY USA Inc's Federal AA Well No. 1, located 990 feet 
from the North line and 1980 feet from the East line (Unit B) of Section 9, Township 
18 South, Range 33 East, NMPM, Lea County, New Mexico, as recorded on the 
Schlumberger CNL-LDT log taken on November 10,1984, said log being measured from 
a keily 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 
cany on secondary recovery operations and will substantially increase the ultimate 
recovery of oil and gas from the unitized portion of the pool. 

(13) The proposed unitized method of operation as applied to the Central 
Corbin Queen Unit Area is feasible and will result with reasonable probability in the 
increased recovery of substantially more oil and gas from the unitized portion of the pool 
than would otherwise be recovered without unitization. 

(14) The estimated additional costs of such operations will not exceed the 
estimated value of the additional oil so recovered plus a reasonable profit, 

(15) Such unitization and adoption of applicant's proposed unitized method of 
operation will benefit the working interest owners and royalty owners of the oil and gas 
rights within the Central Corbin Queen Unit Area. 

(16) The granting of the application in this case will have no adverse effect 
upon the Central Corbin-Queen Pool. 

(17) The applicant's Exhibit Nos. 14 and 15 in this case, being the Statutory 
Unit Agreement and the Unit Statutory Operating Agreement, respectively, should be 
incorporated by reference into this order. 

(18) The Central Corbin Queen Unit Agreement and the Central Corbin Queen 
Unit Operating Agreement provide for unitization and unit operation of the Central 
Corbin Queen Unit Area upon terms and conditions that are fair, reasonable and 
equitable, and include: 

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

(c) a provision governing how the costs of unit operations including 
capital investments shall be determined and charged to the 
separately-owned tracts and how said costs shall be paid, including' 
a provision providing when, how and by whom 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; 

(d) a provision for <arrying any working interest owner on a limited, 
carried or net-profits basis, payable out of production, upon terms 
and conditions which are just and reasonable, and which allow an 
appropriate charge for interest for such service payable out of 
production, upon such terms and conditions determined by the ( 
Division to be just and reasonable; 

(e) a provision designating the Unit Operator and providing for 
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; 

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

(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) Section 70-7-7J7. NMSA of said "Statutory Unitization Act" provides that 
any working interest owner who has not agreed in writing to participate in a unit could 
have relinquished to the unit operator all of its operating rights and working interest in 
and to' the unit until his share of the costs has been repaid plus an additional 200 
percent thereof as a non-consent penalty. 
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(20) At the time of the hearing, the applicant requested that no additional 
penalty be assessed these working interest owners in said unit who have not committed 
their interests. 

(21) The statutory unitization of the Central Corbin Queen Unit Area is in 
conformity with the above findings, and will prevent waste and protect correlative rights 
of all interest owners within the proposed unit area, and should be approved. 

IT IS THEREFORE ORDERED THAT: 

(1) The application of OXY USA Inc. for the Central Corbin Queen Unit 
Agreement, covering 1561.19 acres, more or less, of Federal and Fee lands in the 
Central Corbin-Queen Pool, Lea County, New Mexico, is hereby approved for statutory 
unitization pursuant to the "Statutory Unitization Act", Sections 70-7-1 through 70-7-21, 
NMSA (1978). 

(2) 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: 

TOWNSHIP 18 SOUTH. RANGE 33 EAST. NMPM 

Section 3: Lot 4, SW/4 NW/4, and W/2 SW/4 
Section 4: Lots 1, 2 and 3, S/2 N/2, and S/2 
Section 8: E/2 NE/4 
Section 9: N/2, N/2 SW/4, SE/4 SW/4, and SE/4 
Section 10: W/2 NW/4 and NW/4 SW/4 

(3) The vertical limits of said Unit Area shall comprise that interval which 
extends from an upper limit described as 215 feet below mean sea level or at the top of 
the Queen formation, whichever is higher, to a lower limit at the base of the Queen 
formation; the geologic markers having been previously found to occur at 4200 feet and 
4246 feet, respectively, in OXY USA, Inc's Federal AA Well No. 1, located 990 feet 
from the North line and 1980 feet from the East line (Unit B) of Section 9, Township 
18 South, Range 33 East, NMPM, Lea County, New Mexico, as recorded on the 
Schlumberger CNL-LDT log taken on November 10,1984, said log being measured from 
a kelly drive bushing elevation of 3985 feet above sea level 
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(4) The applicant shall institute a waterflood project for the secondary 
recovery of oil and associated gas, condensate and all associated liquefiable 
hydrocarbons within and produced from the unit area, and said waterflood project is the 
subject of Division Case No. 10063. 

(5) The Central Corbin Queen Unit Agreement and the Central Corbin Queen 
Unit Operating Agreement, which were submitted to the Division at the time of the 
hearing as Exhibits 14 and 15, respectively, are hereby incorporated by reference into 
this order. 

(6) The Central Corbin Queen Unit Agreement and the Central Corbin 
Queen 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 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 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 J 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 

S E A L 
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Interest Owner i s 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 i t in settlement of the net charges described above. 

10.4 General F a c i l i t i e s . The acquisition of warehouses, 

warehouse stocks, lease houses, camps, f a c i l i t y systems, and 

office buildings necessary for Unit Operations s h a l l be by 

negotiation by the owners thereof and Unit Operator, subject to 

the approval of Working Interest Owners. 

10.5 Ownership of Property and F a c i l i t i e s . Each Working 

Interest Owner, individually, s h a l l by virtue hereof own an 

undivided interest, equal to i t s Unit Participation in a l l veils, 

equipment, and f a c i l i t i e s 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 i n i t i a l l y s h a l l pay a l l Unit Expense. Each Working 

Interest Owner shall reimburse Unit Operator for i t s share of 

Unit Expense. Each Working Interest Owner's share shall be the 

same as i t s Unit Participation. A l l 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 con - - zed 

by Working Interest Owners and Unit Operator whenever an adjustment 

or correction i s 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 i t 

as a separate fund, but may be commingled with i t s own funds. 

11.5 Unpaid Unit Expense. I f any Working Interest Owner 

f a i l s or i s unable to pay i t s share of Unit Expense within sixty 

(60) days after rendition of a statement therefor by Unit Operator, 

the non-defaulting Working Interest Owners shall, upon request by 

Unit Operator, pay the unpaid amount as i f i t were Unit Expense 

in the proportion that the Unit Participation of each such 

Working Interest Owner bears to the Unit Participation of a l l 

such Working Interest Owners. Each Working Interest so paying 

i t s 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 f i r s t and prior 

lien upon each Working Interest, including the Unitized Substances 

15 



and Unit Equipment credited thereto, in order to secure p^/aant 

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 lav, whichever i s less. I f any 

Working Interest Owner does not pay i t s share of Unit Expense when 

due, Unit Operator s h a l l 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. I f a Working Interest Owner does not pay i t s 

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 i s 

burdened. In such event, the owner of such carved-out interest 

shall be subrogated to the security rights granted by Section 11.6. 

ARTICLE 12 

MONUNITIZEO FORMATIONS 

12.1 Right to Operate. Any Working Interest Owner that now 

has or hereafter acquires the right to d r i l l for and produce o i l , 

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. 

ORDER 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. 
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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 SOUTH. 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 royalty 
interest owners were effectively committed to the unit. 

(9) All interested parties who have not agreed to unitization were notified of 
the hearing by the applicant, but no person entered an appearance or opposed the 
application at the hearing. 

(10) The applicant proposes to institute a 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). 



Case No. 10341 
Order No. R-9548 
Page 3 

(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; 



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

a provision governing how the costs of unit operations including 
capital investments shall be determined and charged to the 
separately-owned tracts and how said costs shall be paid, including 
a provision providing when, how and by whom such costs shall be 
charged to such owner, or the interest of such owner, and how his 
interest may be sold and the proceeds applied to the payment of 
his costs; 

a provision for carrying any working interest owner on a limited, 
carried or net-profits basis, payable out of production, upon terms 
and conditions which are just and reasonable, and which allow an 
appropriate charge for interest for such service payable out of 
production, upon such terms and conditions determined by the 
Division to be just and reasonable; 

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

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

the time when the unit operation shall commence and the manner 
in which, and the circumstances under which, the operations shall 
terminate and for the settlement of accounts upon such 
termination. 
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(19) Section 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 all 
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. 

IT 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: 

TOWNSHIP 18 SOUTH. RANGE 31 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. 

i 



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; 

W I T N E S S E T H ; 

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 I 

CONFIRMATION OF UNIT AGREEMENT AND ADOPTION OF DEFINITIONS 

L.l Confirmation of Unit Agreement. The Unit Agreement and a l l exhibits 

attached thereto or any revisions thereof are hereby confirmed and by reference 

made a part of this Agreement. If there is any conflict between the Unit 

Agreement and this Agreement, the Unit Agreement shall govern. 

1.2 Adoption of Definitions. The definitions in the Unit Agreement are 

adopted for a l l purposes of this Agreement. 

ARTICLE 2 

EXHIBITS 

2.L Exhibits. The following exhibits are incorporated herein by 

reference: 

L 



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 i t in settlement of the net charges described above. 

10.4 General F a c i l i t i e s . The acquisition of general f a c i l i t i e s which 

service more than one lease and which are necessary for Unit Operations 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 f a c i l i t i e s which are owned one-hundred 

percent (100%) by the Unit Operator shall be acquired by negotiation between the 

Unit Operator and the Working Interest Owners. 

10.5 Exchange of Interest in and Ownership of Personal Property and 

F a c i l i t i e s . Each Working Interest Owner hereby exchanges, and agrees to 

exchange, its interest in a l l of the personal property and f a c i l i t i e s described 

in Article 10.1.2 above for i t s proportionate interest, as shown on Exhibit C, 

from and after the time the same may hereafter become effective, in a l l such 

personal property and f a c i l i t i e s described in Article 10.1.2. Each Working 

Interest Owner, individually, shall by virtue hereof own an undivided interest 

in a l l personal property and f a c i l i t i e s taken over or otherwise acquired by Unit 

Operator pursuant to this agreement equal to it s Unit Participation. 

ARTICLE 11 

DEVELOPMENT AND OPERATING COSTS 

Ll.L Basis of Charge to Working Interest Owners. Unit Operator iniciaLly 

shall pay and discharge a l l Unit Expense including a l l preunitization expenses 

required for organization and/or formation of the unit. Each Working Interest 

Owner shall reimburse Unit Operator for i t s share of Unit Expense in proportion 

to the respective Unit Participation of the parties hereto. All charges, 
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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 f i r s t 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 i s 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 i t s 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 for 

payment in advance. I f such advance i s 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 Owner shall pay to 

Unit Operator i t s proportionate part of such estimate. Adjustment between 

estimates and the actual costs shall be made by Unit Operator at the dose of 

each calendar month, and the accounts of the Working Interest Owners shall be 

adjusted accordingly. 
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11.4 Commingling of Funds. No funds received by Unit Operator under this 

agreement need be segregated or maintained by i t as separate funds, but may be 

commingled with i t s own funds. 

11.5 Lien of Unit Operator. Each Working Interest Owner grants to Unit 

Operator a lien upon i t s Oil and Gas Rights in each Tract, and a security 

interest in i t s share of Unitized Substances when produced, and i t s interest in 

a l l Unit Equipment, as security for payment of i t s share of Unit Expense to the 

f u l l 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 (1%) 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 i t s 

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. 



11.6 Unpaid Unit Expense. I f any Working Interest Owner f a i l s 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 Owner. 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 i t s voting 

interest (as defined in Section 4.3.1) during i t s period of default. I t s 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. I f 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 i t s 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. I f the Working Interest Owner creating such 

carved-out interest ( i ) f a i l s 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 chat 

purpose, or ( i i ) 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 a l l Unit Expense incurred hereunder and Unit Operator shall have the 

right to enforce against such carved-out interest the lien and a l l other rights 

granted in said Article 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 i t s own expense, pay any and a l l rentals required to continue its 

lease in force, and any and a l l 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 right, 

but shall be under no obligation, to pay any and a l l such rentals and minimum 

royalties on behalf of each Working Interest Owner, and any and a l l amounts so 

paid by Unit Operator shall be charged solely to the account of such Working 

Interest Owner. In the event the Working Interest Owner in any Tract f a i l s to 

pay any rental required to continue i t s 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 a l l purposes of this agreement and the 

Unit Agreement to be a failure of t i t l e to said lease for reasons other Chan Unit 

Operations. 

ARTICLE 12 

OPERATION OF NON-UNITIZED FORMATIONS 

12.1 Right Co Operate in Non-Unitized Formations. Any Working Interest 

Owner that now has, or hereafter acquires the right to d r i l l for and produce o i l , 
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characterized or considered to be a f a i r a l l o c a t i o n of 

cost between the pa r t i e s that have to bear those 

expenses? 

A. Yes, s i r . The p a r t i e s w i l l receive revenue 

based on the same percentage as they w i l l be b i l l e d , 

so I believe that's a f a i r and equitable s i t u a t i o n . 

Q. I s there a procedure i n the Unit Agreement 

for taking care of c r e d i t s and charges for equipment, 

machinery or anything contributed to the unit? 

A. Yes, s i r , i t ' s A r t i c l e 10 of the Unit 

Operating Agreement. 

Q. Okay. How i s that to be accomplished? 

A. A r t i c l e 10 provides that we w i l l have an 

inventory committee, and i f we can't decide on a 

committee, there w i l l be an independent authority that 

w i l l propose the inventory to the working i n t e r e s t 

owners. 

Charges and c r e d i t s w i l l be given to each 

working i n t e r e s t owner. I f charges exceed c r e d i t s , 

they w i l l receive a b i l l . I f c r e d i t s exceed charges, 

then they w i l l receive a check in payment from the 

operator. 

Q. Are there provisions made in the agreements 

in the event a working i n t e r e s t owner does not pay his 

share of u n i t expenses? 

HUNNICUTT REPORTING 
(505) 982-9770 
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1 A. Yes, s i r . That's also i n A r t i c l e 11 of the 

2 Unit Operating Agreement. The COPAS provides that you 

3 can charge i n t e r e s t a f t e r 30 days i f you've not 

4 received payment. A r t i c l e 11 provides that a f t e r 60 

5 days, the nondefaulting working i n t e r e s t owners can't 

6 pay t h e i r proportionate share of the defaulted 

7 payment, at that time the operator can pay them back 

8 with the i n t e r e s t a t t r i b u t a b l e to the defaulting 

9 party. 

10 Q. Oo the agreements p r o v i d e for a r i s k f a c t o r 

11 pena l ty to be a s s e s s e d a g a i n s t any nonconsenting 

12 working i n t e r e s t owner? 

13 A. No, s i r . 

14 Q. I s there a procedure provided for in the 

15 Agreements for the designation of successor operator 

16 or procedure for removing of a current operator? 

17 A. Yes, s i r . Section 6 and 7 of the Unit 

13 Agreement and A r t i c l e 6 of the Operating Agreement 

19 provide f or the resignation and designation of 

20 operator; Marathon O i l Company being designated as the 

21 i n i t i a l u n i t operator. 

22 Q. Does the agreement provide for a method of 

23 voting on u n i t matters? 

24 A. Yes, s i r . That's A r t i c l e 4 of the Unit 

25 Operating Agreement, 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 
DIVISION FOR THE PURPOSE OF 
CONSIDERING: 

CASE NO. 10685 
ORDER NO. R-9894 

APPLICATION OF HANSON OPERATING COMPANY, INC FOR STATUTORY 
UNITIZATION, ED DY COUNTY, NEW MEXICO 

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 ^ Q^V, day of May, 1993 the Division Director, having considered 
the testimony, the record and the recommendations of the Examiner, and being fully 

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. 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 henceforth 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. 

ORDER OF THE DIVISION 

advised in the premises, 
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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: 

TOWNSHTF 18 SOUTH. RANGE 30 EAST. NMPM 
Section 25: W/2 NE/4 and S/2 
Section 26: E/2 
Section 35: NE/4 NE/4 

TOWNSHIP 18 SOUTH. RANGE 31 EAST. NMPM 
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 and have been reasonably defined 
by development. 

(6) The proposed Unit Area essentially contains nine separate tracts of land 
owned by thirteen different working interest owners. 

(7) Tne 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 committed in writing. 

(8) By a "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 noj: committed to the Unit. Regardless, any order issued 
by the Division approving this Unit should not become effective, under the terms of said 
"Statutory Unitization Act", Section 70-7-8.A and C , until such time as the owners of 
at least seventy-five percent 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 proposed to comprise the E/2 SE/4 of Section 23, the NW/4 SW/4 and S/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 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. 

(12) The unitized management, operation and further development of the 
Benson Shugart Waterflood 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 Benson 
Shugart Waterflood 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 Benson Shugart Waterflood Unit Area. 

(16) The granting of the application in this case will have no adverse effect 
upon the Shugart Yates-Seven Rivers-Queen-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 Agreement 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 ail 
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; 

(c) a provision governing how the costs of unit operations including 
capital investments shall be determined and charged to the 
separately-owned tracts and how said costs shall be paid, including 
a provision providing when, how and by whom 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; 

(d) a provision for carrying any working interest owner on a limited, 
carried or net-profits basis, payable out of production, upon terms 
and conditions which are just and reasonable, and which allow an 
appropriate charge for interest for such service payable out of 
production, upon such terms and conditions determined by the 
Division to be just and reasonable; 

(e) a provision designating the Unit Operator and providing for 
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; 

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

(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. 

Q9^§ecaon 70-7-7.F. NMSA of said "Statutory Unitization Act" provides that 
anvworkmgun^e^r owner who has not agreed in writing to partidpateinajniit could 
h^ve^^ffiamQed^^the unit operator all of its operating rignts and wommpnterest 
andiW^^nituntil his share of the costs has been repaid plus an additional 200 
oeattauhexejofca&fa non-consent penalty. A 
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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. 

IT IS THEREFOR- 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 Agreement, which were submitted to the Division at the time 
of the hearing as Exhibits 3 and 4, respectively, are hereby incorporated by reference 
into this order. 

(3) Tne lands covered by said Benson Shugart Waterflood Unit Agreement 
shall be designated the Benson Shugart Waterflood Unit Area and shall comprise the 
-following described acreage in Eddy County, New Mexico: 

TOWNSHIP 18 SOUTH. RANGE 30 EAST. NMPM 
Section 25: W/2 NE/4 and S/2 
Section 26: E/2 
Section 35: NE/4 NE/4 

TOWNSHIP 18 SOUTH. RANGE 31 EAST. NMPM 
Section 30: Lots 3 and 4 (W/2 SW/4 equivalent) and E/2 SW/4 

(4) The vertical limits of the Unit Area should comprise the correlative 
interval between 1800 feet and 3500 feet beneath the surface of the ground or found on 
the Compensated Density Log in the Hanson Operating Company, Inc Ginsberg Federal 
Well No. 13 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 all 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 "Statutory 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. 

IT IS FURTHER ORDERED 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 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. 

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

STATE OF NEW MEXICO 
OIL CONSERVATION DIVISION 

WILLIAM J. 
Director 
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APPLICATION OF HANSON OPERATING COMPANY, INC FOR STATUTORY 
UNITIZATION, EDDY COUNTY NEW MEXICO 

NUNC PRO TUNC ORDER 

BY THE DTVTSTON' 

It appearing to the Division that Order No. R-9894 dated May, 19,1993, does not 
correctly state the intended order of the Division, 

IT IS THEREFORE ORDERED THAT: 

(1) Decretory Paragraph No. (7) on page 6 of said Order No. R-9894, be and 
the same is hereby amended to read in its entirety as follows: 

"(7) If the persons owning the required percentage of 
interests in the Benson Shugart Waterflood Unit Area as set 
out in Section 70-7-8 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 
persons have approved the plan of unitization in writing. 
Further, a non-consent penalty 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 tunc as of May 
19, 1993: 
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DONE at Santa Fe, New Mexico, on this 4th day of June, 1993. 

STATE OF NEW MEXICO 
OIL CONSERVATION DIVISION 

S E A L 

WILLIAM J. 
Director 
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10J Investment Adjustment. Upon approval by Working Interest Owners of the inventory and evaluation, 
each Working Interest Owner shall be credited with the value of its interest in ail personal property taken over under 
Section 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 10.1.2 by such Working Interest Owner's Unit Participation. If the charge agatn̂  any 
Working Interest Owner is greater than the amount credited to such Working Interest Owner, the resulting net charge 
shall be an item of Unit Expense chargeable against such Working Interest Owner. If the credit to any Working Interest 
Owner is greater than the amount charged against such Working Interest Owner, the resulting net credit shall be paid 
to such Working Interest Owner by Unit Operator out of funds received by it in settlement of the net charges described 
above or reflected as a credit on such Working Interest Owner's account. 

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

10 J Ownership of Personal Property and Facilities. Each Working Interest Owner, individually, shall by 
virtue hereof own an undivided interest, equal to its Unit Participation, in all personal property 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. All 
charges, credits and accounting for Unit Expense shall be in accordance with Exhibit C. Each Working Interest Owner 
shall reimburse the Unit Operator for its share of Unit Expense as follows: 

11. LI Beginning at 7:00 o'clock a.ra. on the Effective Date hereof, all operating expenses shall be 
shared by Working Interest Owners in accordance with their applicable Unit Participation which is in effect at 
the time such expense is incurred. 

112 Budgets. 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, on or before the first day of each 
February thereafter, shall prepare such 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 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. 

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 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, 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. 

1L4 Commmg|ing qf F̂ ntfo- No funds received by Unit Operator under this Agreement need to be 
segregated or maintained by it as a separate fund, but may be commingled with its own funds. 

11J Lien of Unit Operator Penalty. Each Non-Operator grants 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 shall not be deemed an election of remedies or otherwise affect the Gen 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 expense, Operator shall have the right, without prejudice to other rights or remedies, to collect from the 
purchaser the proceeds 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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Operator, together with a penalty of 200% of such Non-Operator's proportionate share of expenses plus interest has been 
paid. Each purchaser shall be entitled to rely upon Operator's written statement concerning the amount of any default 
Operator grants a like lien and security interest to the Non-Operators 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. 

^LL&^yUnpMd Unfr-pgp t̂w 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 ks 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 and/or penalty 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 Unit Expense shall be subrogated to the lien 
and rights herein granted Unit Operator. 

11.7 Uncommitted Royalty. Should an owner of a. Royalty Interest in any Tract fail to become a party to 
the Unit Agreement, and, as a result thereof, the actual Royalty Interest payments with respect to such Tract are more 
or less than the Royalty Interest payments computed on the basis of the Unitized Substances that are allocated to such 
Tract under the Unit Agreement, the difference shall be borne by or inure to the benefit of Working Interest Owners 
in proportion to their respective Unit Participation; provided, however, that in the event a Tract is qualified as a result 
of the execution of the indemnity provided by Section 9.L2 of the Unit Agreement, the Working Interest Owner executing-

such indemnity shall bear the burden or take the benefits of such differences in royalty payments in the same proportion 
and to the same extent that such Working Interest is obligated by such indemnity with respect to the claims and demands 
referred to in said Section 9.12. 

ARTICLE 12 
NON-UNrriZED 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 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 reasonable precaution to prevent unreasonable interference with Unit Operations. No Working Interest 
Owners snail produce Unitized Substances through any well drilled or operated by it. If any Working Interest Owner 
drills any well into or through the Unitized Formation, the Unitized Formation shall be protected in a manner satisfactory 
to Working Interest Owners so that the production of Unitized Substances will not adversely be affected. 

ARTICLE 13 
TITLES 

13.1 Warranty and Indemnity. Each Working Interest Owner represents and warrants that it is the owner 
of the respective working interests set forth opposite its name in Exhibit A, and hereby agrees to indemnify and hold 
harmless 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 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 Unit Expense, or retroactive allocation of Unitized Substances or the proceeds therefrom, as a result of title failure. 

132 Failure Because of Unit Operations. The failure of title to any working interest in any Tract by reason 
of Unit Operations, including non-production from such Tract, shall not change the Unit Participation of the Working 
Interest Owner whose title failed in relation to the Unit Participation of the other Working Interest Owners at the time 
of the title failure. 
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