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. »+SEEONDARY UNIT AGREEMENT
FOR HORIZONTAL DRIELING AND THE INJECTION OF WATER AND/OR
GAS
IN THE EAGLE MESA ENTRADA FIELD
SANDOVAL COUNTY. NEW MEXICO

THIS SECONDARY UNIT AGREEMENT, entered into as of the 12th day or Juiy,
1991. by and between the parties subscribing, ratifying or consenting hereto and
nerein arter referred to as the “parties”.

WITNESSETH:

WHEREAS, the parties hereto are the owners of working, or other oil ana gas
interests in the Secondary Unit Area subject to this Secondary Unit Agreement:
and

WHEREAS. the term “Working [nterest” as used herein shail mean the interest
held in Secondary Unit Substances or in lands containing Secondary Unit
Substances by virtue of a lease, operating agreement, fee title, or otherwise.
which is chargeable with and obligated to pay or bear all or a portion of the costs of
driiling, developing, producing, and operating the land under the Seconaary Unit
Agreement; and

WHEREAS, the Act of March 3, 1909, as amended and the Mineral Leasing Act or
February 25, 1920, 41 Stat. 437, as amended, 30 U.S.C. Sec. 181 et Seq., authorizes
Federal and Indian lessees and their representatives to unite or cooperate with
each other, or jointly or separatelv with others. in collectively adopting and
operating a Secondary Unit plan of development or operation of any oil or gas pool.
Seid. or like area. or any part thereor for the préboses of more properly conserving
-he naturai resources thereof whenever determined and certified by the Secretary
of the Interior, or his representative. 10 be necessarv or advisable in tne pupiic
‘nterest: and

WHEREAS. it is the purpose of the parties nereto to conserve naturai resources,
Jrevent waste, Lo obtain additionai nvarocaroon production wnicn would not Se
avaiiabie oy normai lease deveiopment. ana secure otner denerlits obtainanie
-hrougn develooment and operation ol the Area subject to this Seconcarv it
Agreement under the terms. conaitions. ana iimitations nerein set tortn.

M OW. THEREFORE. in consideration of tne covenants and agreements ccntainea
-erein. zne parties agree as rollows:

i ZNABLING ACT AND REGULATIONS. The Act or Maren 3. 2208, s
imenaded. and the Minerai Leasing Act or Februarv 25. 1920, supra. ana all valia.
sertinent reguiations. including operating zna Seconaarv Unit tian reguiations,
qeretoiore 1ssued thereunder or waiild. certinent ana reasonaple regulations
nerearlter issued thereunder. are accepted and made a part of this Seconaarv '. ot
Agreement as to Federal and Inalan :anas. orovidea sucz regulations are oot
‘nconsistent with the terms or this Agreement.

T rracten C-Zagie Mesa 2-081491
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2. SECONDARIUNIT’AREA. The area specified on the plat attached hereto
hibite AZsissherebdesignated. and.recognized. as. constituting. the
nit'Ares; containing 280acres, more or less.

Exhibit “A” is a map that shows the boundary of the Secondary Unit Area.
and the boundaries and identity of tracts and leases in this Secondary Unit. The
term “tract” as used herein shall mean the parcei of land desecribed as such and
given a tract number in Exhibit “B” attachea hereto. Exhibits “A” and “B” shall be
revised by the Secondary Unit Operator whenever changes in the Secondary Unit
Area render such revision necessary, or when requested by the Authorizea
Officer, which shail include the Bureau of Indian Affairs Area Director or his
authorized representative hereinafier rererred to as “AO”. Also. Exhibit “B”,
attached hereto. is a schedule showing to the extent known to the Secondary Unit
Operator the acreage, percentage, and kind of ownership of oil and gas interests
in all lands in the Secondary Unit Area (Tract participation). Exhibit “C”
attached hereto sets out the basic pian or deveiopment which will be updatea eacn
year on or before January 15th. and wiil be suppiemented with sundry notices.

3. EXPANSION OF SECONDARY UNIT AREA. The Secondary Unit Area
may, with the approval of the AO, be expanded to include therein any additionai
lands whenever such expansion is necessary or advisable to conform with the
purpose of this Agreement and. with prior consent of the AO. Secondary Unit
Operator. acting on behaif of the Working Interest Owners collectiveiy, arter being
duly authorized by them as provided for in the Secondary Unit Operating
Agreement, has negotiated an Agreement or Agreements with the owners or
such lands fixing the tract participation of each Traect and providing for the
commitment of the interest of such owners to this Agreement and to the
Secondary Unit Operating Agreement. Whenever the Secondary Unit Agreement
is eniarged so as to admit additional land. Exhibit “A” shall be rewvised as set fortn
in Section 12. Participation and Allocation of Production.

After due consideration of ail certinent information. the expansion shail. wzon
anm-ovax by the AQ. become erfective as ot the date prescribed in the notice thareor.

)

=. SZCONDARY UNIT AREA AND SECONDARY UNIT SUBSTANCES. i
nc committed to this Agreement as crovided in Section 3. Tracts wuallfied for
articicatlon. as to the Seconaarv ' nit Zormation de:‘ined lmmeaiatelv 2eiow,

:nau ccnsutu:e land referred to nereinn as "Secondaryv Unit Area ' r “'ana sublect

-0 tais Agreement”’. All o', ana zas in ana croduced rfrom the Seconcarv it

.u

= ormasion under the te.ms of “113 Agreemen: .5 catlea "Seconaarv Uals
Substances .

The Seconcarv UnIt Sormaticn 204l Mean 142 LAaIrdGa - Irmation i3
Centified bV tne resistivity i0g —in it ing Navalo L<+C-. weil. .ocatea .1 Section |-,
Townsniz 19 North. Range 4 West, =ancova: County. New Mexico. +1ta 128 199 o
-ne Secondarv Unit Formation ceinz tounc ot a ceptn of 5450 feet celow "ne suriace
ana the case of the Seconaary it Formartion ceingiounc at a ceptn oI S8337 taow

-ne surrace.
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5. . TRACTS:QMAE ; FOR PARTICIPATION. Inasmuch as the objective
of the:Secondar] gEeemen xs to have lands in the Secondary Unit Area
operated and-e gtd*participatior under the terms hereof, no joinder shall be
considered a commitment to the Secondary Unit Agreement unless the Tract
involved is qualified under this Section. On or after the effective date hereor, the
Tracts within the Secondary Unit Area. which shall be entitled to participation in
the production of Secondary Unit Substances therefrom, shail be those Tracts
within the Secondary Unit Area more particuiarly described in Exhibit “B” that
are qualified as follows:

Each Tract in which Working Interest Owners owning one nundred
percent (100%) of the Working Interests have signed or ratified this Agreement
and the Secondary Unit Operating Agreement. and in which: (1) ail Working
Interest Owners in such Tract join in a request for inciusion of such Tract in
Secondary Unit Participation upon the basis of such commitment status. and
further as to which (2) seventy-five percent (75%) or more of the combined voting
interests of Working Interest Owners in all Tracts vote in favor of the acceptance
of such Tract as qualified. The voting interest of each Working Interest Owner
shail be equai to the ratio (expressed in percentage) which the total of such
Working Interest Owner’s percentage participation in all Tracts which quaiify,
bears to the total percentage participation of all Working Interest Owners in ail
Tracts which qualify, as such percentages are shown on Exhibit “B”.

6. SECONDARY UNIT OPERATOR. Merrion Oil and Gas Corporation is
hereoy designated as Secondary Unit Operator, and by signature nereto as
Secondary Unit Operator agrees and consents to accept the duties and obligations
of Secondary Unit Operator for the development and production of Secondary Unit
Substances as herein provided.

7. RESIGNATION OR REMOVAL OF SECONDARY UNIT OPERATOR.
Secondary Unit Operator shail nave the right to resign at any time. cut sucn
resignation shail not become erfective. so as to reiease Secondarv Unit Overator
from the duties and obligations or Secondarv Unit Operator and terminate that
Operator’s rignts as sucn. for a perioa of six \6) montns arter notice or intention to
~esign has been served by Secondary Unait Overator on ail Working interest
Owmers and tae AO. and until ail weils are placed in a satisractory condition rcr
s;uspension or abandonment. ‘wnicnever s required bv the AQ. .zless a new
Secondary Unit Operator snalii nave been seiected ana acceptea ana 3nail tave
-aken over and assumed the duties ana ooligation of Seconaarv _n:t Ccerator
orior o thie expiration of said ceriod.

The resignation of Seconcart \U1iT \UDEraror snall ot retease [ne Seconcary
it Ccerator rrom any liapilitv ior 2eraull SV i Lereunaer occurring Srior TO Ine
21fective aate ol iS resignation.

The resignation or removal or Seconcarv Unit Cperator Inder Toi3
Agreement 3nail not terminate !5 riZnt. title. Or inlerest 4as tae NWnRer oI .
WOrKing !Nterest Or other interest 1n Seconcary _nit SubDstances. SuUt ~oon Ine
~esigrnation or removai of Seconaarv Unit Uperator secoming aifeclive. iucnh
Seconcary Unit Operator znail deliver ossession ol ail weiis. sgull

Tiaterials. anc appurtenances used inn conaucninz tne Secconcarv Lol

ILLEGIBLE
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and.owned.by the.Working. Interest Owners to the new duly qualified.successor
Secondary-Unit Op >.or to the owners thereof if no such new Secondary Unit
Operatorxs“eleeteds!‘ta'ba:used_ for the purpose of conducting Seeondary Unit
operations hereunder: Nothing herein shail be construed as authorizing removal
of any material, equipment, and appurtenances needed for the preservation or any
wells.

3. SUCCESSOR SECONDARY UNIT OPERATOR. Whenever the Secondary
Unit Operator shail tender his or 1ts resignation as Secondary Unit Operator, or a
change of Secondary Unit Operator is negotiated by Working Interest Owners. a
succeasor Secondary Unit Operator shail be seiected by Working interest Owners
voting according to their respective Tract participation in all Secondary Unit Area
by a majority vote. Such selection shail not become effective until:

(a) A Secondary Unit Operator so selected shail accept in writing
the duties ang responsibilities of Secondary Unit Operator: and

(b) The selection shail have been approved by the AO.

If no successor Secondary Unit Operator is selected and qualified as herein
provided. the AQ, at his election. may declare this Secondary Unit Agreement
terminated.

9. ACCOUNTING PROVISIONS AND SECONDARY UNIT OPERATING
AGREEMENT. If the Secondary Unit Operator is not the soie owner orf Working
Interests. then said costs and expenses incurred by Secondary Unit Operator in
conducting Secondary Unit Operations hereunder shall be paid and apportioned
among and borne by the owners of Working Interests. in accordance with the
Agreement or Agreements, wnether one or more. entered into between the
Working Interest Owners and the Secondary Unit Operator as provided in this
section are nerein referred to as the "Secondary Unit Operating Agreement”.

Sucn Secondary Unit Overating Agreement shail aiso set forta suca other
r1Znts and opiigations as between ._econaarv Unit Operator and :the Wormn-
interest Owners as may be agreea upon by Secondary Unit Cperator and th
“Worxing Interest Owners. rowever. 20 such Secondary Ua:r Operating
Agreement snail be deemed eltner -3 Tmoaify an_v or the terms and concitions of
-his Secondary Unit Agreement or o reileve the Seconaary Unit (merator I any
riznt or oonligation estaplished uncer this Seconaaryv Unit Agreement. and in case
2f any inconsistency or conflict Zetween the Secondarv Unit Agreement ana :ne
Secondarv Unit Operating Agreement. this Seconcarv Unit Agreement snail
crevall. Uperator snall proviae tne 501 anc BILA with taree 13) original cooles
2acn of tals Agreement.

). RAGHTS AND OBLIGATIZNS OF SECONDARY UNiT Z?Z:.&TCT..
Zxcept as otherwise sSpecliically Trovided nerein. the exciusive rizni. criviiege,
ind CUTY OI eXercising any ana c.. "iIais of tne parties nereto. (nCiLGINg suriace
~1ZnTs. Whlch are necessary or convenient ror “rosoectmg Ior. proqucing, 3ioring,
ailocating. and distributing the Seconcary Unit Substances are nereov celegateq
t0 and snail be exercised oy -ne Jecondaryv Lnit Operator as nerein trovided.
\OCEAH': rerein, ~owever. znail ts '\.ORCEI‘JEQ Z0 iransler titie To anv ano T oanT
cage <



lease:-or operatingrag:aeniin:; it being understood that under this Agreement the
Secondary Unit,Operator, in its capacity as Secondary Unit Operator, shail
exercise the:rightssof*possession and use vested in the parties hereto for the

purposes herein specified.

11. PLAN OF OPERATION. It is recognized and agreed by the parties hereto
:hat the Secondary Unit Area is developed and productive, and only such drilling
as is incidental to horizontally driiled weil(s) or, injection of any substance into
the Secondary Unit Formation or, a pressure maintenance program, is
contemplated hereby which will resuit in the maximized production of secondary
reserves.

Inasmuch as the primary purpose of this Secondary Unit Agreement is to
permit the institution and consummation of the drilling or a horizontai weii(s), a
gas or water injection program for the maximum economic production of
Secondary Unit Substances consistent with good engineering and conservation
practices, Secondary Unit Operator. concurrently with the filing of this Secondary
Unit Agreement for final approval by the AO, shall submit to the AO for approvai.
a Plan of Operation for the Secondary Unit Area. and upon approval thereor by the
AO. such plan shall constitute the future operating obligations of the Secondary
Unit Operator under this Secondary Unit Agreement. Thereafter, said plan may
be modified or supplemented when necessary 1o meet cnanged conditions or to
protect the interest of all parties to the Secondary Unit Agreement. Reasonabie
diligence shail be exercised in complying with the obligations or any approved
Plan of Operation.

Secondary Unit Operator shall have the following rights. inciuding but not
iimited to (1) drill a horizontal weil or wells and/or, (2) inject into the Secondary
Unit formation any substances. but specificaily naturai gas, water. or carpon
dioxide for secondary recovery or pressure maintenance purposes. (3) ariil for.
sroduce or use fresn water, (4) buiid pipeiines and roads and construct surrace
“zciiities in accordance with a Plan of Overation approved by the AQ. inciuding
-he r:gnt to ariil and maintain injection weils on the Secondary Unit Area ana
compieted in the Secondary Lnit Formation Ior said purpose. and :ie Dparties
~ereto. to the extent of thelr rignts and interests. nerepv grant o the Seconaarv
niz Operator the right to use as much of the surrace or the land within :n
Secondary Unit Area as mav De reasonaply necessary [or the operation inc :ne
Zevelopment of the Seconaary Unit Area nereunder.

2. 2ARTICIPATION AND ALLOCATION OF PRODUCTION. Zeginnming at
.00 a.m. on the day of approvai ol tals Agreement DV tne Secretarv of :nie i(nlerior.
sr =iz Qulv authorized representative and elther. injection oI any supstance into
--e Secondarv Unit Formation as set out nerein. or tae 1irst dav or croauction or a
~or:zontal weil driiled in the Seconcary Unit Area. tne [ract Particization of 2acn
T-acr znail be pased upon the cilowinz sormula:

Tract Participaton = Numbper or Acres under eacn [ract

(divided bv) Totai Number or Acres
in the Secondarv Unit Area

ILLEGIBLE ace
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The:boundaries: of-therSecondary Unit Area as used in this Agreement, is
Qe as oUSEl -HL:J’:” - y P -“W in Exhibit “A”- Lands wlthless than
10 feet of net oil thickness are considered unproductive, and thus, are not
contained within the Secondary Unit Area.

The figure set forth opposite each Tract in Exhibit “B” represent the Tract
Participation to which such Tract is entitled if ail Tracts are committed hereto
and quaiified as of the effective date of this Agreement.

Promptly after approval of the Secondary Unit Agreement, if ail Tracts are
not qualified hereto. Secondary Unit Operator shail revise Exhibits “A” & “B” to
show the Tracts qualified to this Agreement by setting forth opposite eacn Tract
a revised tract participation thererore. which shail be caiculated by using the
same Tract factors and formuia wnich were used to arrive at the Tract
Participation of each tract as set out in the originai Exhibits “A” & “B”, but
applying the same only to those Tracts which are quaiified effective as of the
effective date of this Secondary Unit Agreement.

If, after the effective date or this Agreement, any Tract or Tracts are
subsequently committed hereto ana quaiified because of expansion of the Area
under Section 3, Expansion of Secondary Unit Area. or any Tract or Tracts are
subsequently qualified under the provision of Section 5, Tracts Qualified for
Participation, and Section 30, Subsequent Joinder. or if any Tract is eiiminated
from the Secondary Unit Agreement as provided in Section 29. Loss of Title. the
schedule of participation as shown in Exhibit “A” shall be revised by the
Secondary Unit Operator to show the new Tract Participation of all the then
gualified Tracts; and the revised Exhibit “B”, upon approval by the AO. shail
govern the allocation of production for the effective date thereor until a new
schedule is so approved.

On the eifective date. ana :nerearter. ail Secondary Unit Substances
oroduced hereunder (except any Tart thereof used in conformity with good
operating practices for driiling, overating, camp. and other nroduction or
development purposes, for pressure maintenance or secondary recoverv
operations in accordance witnl & dian ol operation approved oy tne ~AO. or
:navoidapiv lost). shall be deemea :o ce zroauced from the several Tracts or
Secondary Unit Area. ana for tie curcose of determining any cenerits aceruing
-nder tiis Agreement. each suca Iract znail have ailocated to it that cercentage
of sald production equai to its Tract Participation etffective nereunder curing the
-espective period Sucn Seconaarv ol IuDStances were produced. &3 set out |n
STxhibiy "37.

The amount of Seconaary ' it SuUCsStances aiocaiea o eaen Lract 3
Jeemeaq o De produced [rom sSuci [IacCt irrespective Of e location oI tne welld
“rom wnich the same 1S proaucea ana regaraiess of depletion oI weils or 1 -acts.

3. R0YALTY SETTLEMENT. The _nitea Ztates. under eXISURZ CONITSCI. s
entitled to take 1n kind a share or the supstance now proauced cooperatively "I
any tract. snail herearter be entitied 0 the rignt 10 take 1n Kind thelr snare of tn2
Secondarv L nit Substances ailocatea 10 such ract or rTACcts ana Seconcary L il

ILLEGIBLE
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Operator shall. makesdeliveries-of such royalty share taken in kind in conformity
with-the applicablescontéaets;:laws and reguiations. Settlement for Royaity
Interest not takemin-kind-shall be made by Working Interest Owners responsible
therefore under existing contracts, laws and regulations on or before the last day
of each month for Secondary Unit Substances produced during the preceding
calendar month; provided, however, that nothing herein contained shail operate
to relieve the lessees of any land from their respective iease obligations for the

payment of any royalties due under their ieases.

If gas obtained from lands or formations not subject to this Agreement are
introduced into the Secondary Unit Formartion hereunder, for use in
repressuring, stimulation of production. or increasing uitimate recovery, which
shail be in conformity with a plan first approved by the AO. a like amount of gas
less appropriate deduction for loss or depietion [rom any cause, may‘be
withdrawn from the Secondary Unit Formation. rovaity free as to dry gas. but not
as to the products extracted therefrom: provided that such withdrawai snail be at
such time and may be provided in the approved plan of operation or as may
otherwise be consented to by the AO as conformity to good petroleum engineering
practice; and provided further, that such right of withdrawal shall terminate on
the termination of this Secondary Unit Agreement.

If natural gasoline, liquid petroieum gas fractions or other iiquid
hydrocarbon substances (herein. coilectively cail “LPGS”) which were not
extracted from gas produced from the Secondary Unit Formation are injected into
the Secondary Unit Formation, which shall be in conformity with a Plan or
Operation first approved by the AO, Working Interest Owners shail be entitled to
recover. royaity free, part of all such LPGS pursuant to such conditions and
formuias as may be prescribed or approved by the AO.

Royaity due the United States shail be computed as provided in the
operating regulations and paid in vaiue or celiverea in kina as to ail Seconaary
Unit Supstances on the basis of the amounts thereor ailocatea o Secondary Unit
Tederal land as provided herein at the rates specified in the respective Federai
ieases. or at such lower rates as may pe autnorized by law or reguiation: provided
-hart ror ieases on which the rovaity rate depends on the daily average production
er weil. said average production shail be determined in accordance with the
sperating reguiations as thouzn tne Seconaary Unlt lands were & singte
consoicatea lease. ‘

4 2ENTAL SETTLEMENT. Zental or minimum rovailties cue on .cases
comm:tted hereto shail be paid ov Worxzing (aterest Uwners responsiple tneretore
1nder existing contracts. laws and rasguiations. srovided shat motningz nerein
contained snail operate to retleve Tne .2ssees of 30V land Irom tReir raspective
.ease opiigatlons ror the payment ol anv T2nl&i Or TMINIMUM rovairy o .leu thereor

cue uncer tneir leases.

Zental and minimum rovaily [or :ands oI tne Unilea States sublect Il Iiii
Agreement shail be paid at the rate speciriea :n1 the respective ieases (rom Ine
Cnitea States uniess sucn rental or muialimum fovally 8 walved. suspencea -
reduced bv iaw or v approval 2l tne Secretarv or nis Iulv LuInCTIT I

Tepresentative. Jrge T W ”_LEG I BLE



15. coNSEnVATIONi;‘,_OPOmtiODS hereunder. and production of Secondary

Unit Sub: smgshaliibexconducted to provide for the most economical and
efficient recovery of said substances without waste, as defined by or pursuant to

State or Federal law or regulation.

16. DRAINAGE. The Secondary Unit Operator shall take appropriate and
adequate measures to prevent drainage of Secondary Unit Substances from the
Secondary Unit Area by wells on land not subject to this Agreement, or with prior
consent of the AO, pursuant to applicable reguiations pay a fair and reasonable
compensatory royaity as determined by the AO. In the event compensatory royaity
is so paid, it shall be treated in the same manner as Secondary Unit Substances.

Further, in order to compensate the United States for drainage from any
unieased Federal lands sharing a common pooi, or deposit, with land in the
participating area, one-eighth of the production that would be attributable to such
Federal lands under Section 12 of this agreement, if they were leased, committed
and within the participating area. shail be payable as compensatory royaities to
the Federal Government monthly on the last day of the calendar month next
following the calendar month of production under the Bureau of Land
Management's case recordation number for the participating area. Payment
shall accrue from the date of first production of unitized substances from the
participating area (or participating area expansion) sharing a common pool or
deposit with the unleased Federal lands. If leased Federal lands that share in
actual production allocation from the participating area become unieased. the
payment shall accrue from the date the Federal lands become unieased. Payment
due under this provision shall end when the unieased Federai tract is leased or
when production of unitized substances ceases within the participating area
sharing a common pool with the unieased Federai tract, whichever occurs first.

17. GAUGE OF MERCHANTABLE OIL. Secondary Unit Operator shail make
a proper and timely gauge of ail lease and other tanks within the Secondary Unit
Area and associated with the operation of the Secondary Unit Area in order to
ascertain the amount of merchantable oii above the pipeiine connections in sucn
-anks at 7:00 a.m. on the effective date injection operations are commenced or. the
irst day of production of a horizontai weil drilled on the Secondary Unit Area .
All such oii shail be and remain the property or the parties enutied thereto tne
same as if the Secondary Unit Agreement had not been rformea: and sucn parties
shail promptly remove said oil from saia tanks. Any such oll not so removea snaii
be soid by Secondary Unit Operator or the account or parties entitlea thereto.
subject to the payment of all rovaities. overriding rovaities. production cavment.
and ail other payments under tZe iarms anad provisions of -ne applicaoie iease
‘eases or other contracts.

'8 LEASES AND CONTRACTS CCNFORMED AND EXTENDED. The tarms.
sonaitions. and provisions or ail (eases. subleases. and other contracts relating to
2xpioration. criiling, devetopment. or operation for oi or 2as of 'ands commiitaa
10 this Agreement are nereoy expressiv moaified and amencea :c t2e =Xien:
necessary to make the same cORIOrm I0 thne Drovisions nereor. Ut OLAErwise =5
-emain 1 rull Jorce and effect: anc the parties hereto nerepv consent tnal o

J.Cagie Mesa ¢-372021
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Secretary shall;,and.hy hu.appmval hereof, or by the approval hereof by his duly
authorized: repremtaﬁreasdo.uhereby establish, alter, change, or revoke. the
drilling; producing;: rental, minimum royalty; and royaity requirement of federal
leases committed: hereto and the regulations in respect thereto to conform said
requirements to the provisions of this Agreement. and, without limiting the
generality of the foregoing, all leases, subleases. and contracts are particuiariy
modified in accordance with the following:

(a) The development and operations of lands subject to this
Agreement under the terms hereof shail be deemed to be in ruil
performance of all obligations for development and operation with
respect to each and every part of separately owned Tracts subject to
this Agreement, regardless of whether there is any deveiopment of
any particular part of a Tract on the Secondary Unit Area .
notwithstanding anything to the contrary in any lease. operating
agreement, or other contract by and between the parties hereto. or
their respective predecessors in interest. or any of them.

(b) Drilling and production operations performed hereunder upon
any Tract of the Secondary Unit Area wiil be accepted and deemed to
be performed upon and for the benefit of each and every Tract or
Secondary Unit Area, and no iease shail be deemed to expire bv
reason of failure to drill or produce weils situated on the land therein
embraced.

(¢) Suspension of drilling or producing operations on all
Secondary Unit Area pursuant to direction or consent of the
Secretary or his duly authorized representative shail be deemed to
constitute such suspension pursuant to such direction or consent as
0 each and every Tract of Secondary Unit Area.

'd)  Each lease. sublease. or contract reiating to the exptoration.
driiling, development. or operation for o1i or gas of lands commitiea
to this Agreement. which. by its terms might expire prior to tae
cermination of the Agreement s nereov extended bevond anv sucn
serm so provided therein so that it shail be continued in ruil “orce anc
effect for and during the term or this Agreement.

8. COVENANTS RUN WITH LAND. The covenants nerein shail be construedq
0 De covenants runmng with the iana with respect to the interest of the parties
Qereto and their successors in interest until this Agreement terminates. ana anv
Zrant. rransler. or conveyance of interest in land or ieases subject nereto snaii be
and nerepy is conditioned upon the assumption of ail priviieges and )oilgations
~ereuncer DV the grantee. transferee or otner successor :nterest. No asslgnmen:
Jr transler or any wormng Interest snalil be pinding upon Secondary Unit Cperator
~or shail any transfer of any Rovaitv interest or otner 'nterest be pinding on -~

"Vorking interest Owner responsibie for pavment or <emement thereor, unili o2
irst day of the caiendar month arter Secondary Unit Operator or the responsipie
“Vorking Interest Owner. as tae case may de. 5 rurnisned -vita tae oriZina:.

_u“otosmt. or certified copyv oI the instrument or Transrer.

DA
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20.. EFFECTIVEEDATE. This Agreement shall become binding upon each

party who:executemorsratifiessit.as.of the effective date of execution or ratification
“by*sueh‘party-and®shall ‘become-effective as of 7:00 a.m. on the day of approval of
this Agreement by the Secretary of the Interior, or his duly authorized
representatives.

21. TERM. The term of this Agreement shail be for and during the time that
Secondary Unit Substances are capable of being produced in quantities sufficient
to pay for the cost of producing same rrom weils on Secondary Unit Area unless
sooner terminated by the AO as provided in Section 3, Successor Secondary Unit
Operator, or by the Working Interest Owners as provided in Section 22,
Termination by Working Interest Owners.

22. TERMINATION BY WORKING INTEREST OWNERS. This Agreement
may be terminated at any time by Working Interest Owners owning ninety
percent (90%) or more of the participation percentage in the Secondary Unit Area
with the approval of the AO. Notice or any such termination shall be given by the
Secondary Unit Operator to all parties nereto.

Copon termination of this Agreement. the parties hereto shall be governed
by the terms and provisions of the leases and contract affecting the separate
Tracts.

If not specified otherwise by the leases cooperating under this Agreement.
basic Royaity Owners hereby grant Working Interest Owners a period of six (6)
months after termination of this Agreement in which to salvage, sell, distribute.
or otherwise dispose of the personal property and facilities used in connection
with Secondary Unit operations.

23. RATE OF PROSPECTING. DEVELOPMENT AND PRODUCTION. The A0
in the BLM's office is hereby vested with authority to aiter or modify from time to
time in his discretion the quantitv and rate of production under this Agreement
when such quantity and rate 1s not tixed pursuant to rederaj or State law or does
not conform to any statewide voiuntary conservation or ailocation program. wnicn
{s established. recognized and generaily adhered to by the majority of operators in
such state, sucn authority peing herepv limitea to aiteration or modification in tne
oublic interest. the purpose thereor ana tne pubiic interest to De servea thiereoy to
De stated in the order of aiteration or modification is In the lnterest of attaining the
conservation objectives stated in thils Agreement ana is not in vioiation ol anv
applicabie rederai or State iaw.

Powers in this section vestea i tne AQ snall oniv be exerciseq alter notice 1o
Secondary Unit Operator ana cDTOTTUNILY Or nearing -0 ce neid oot .é3S tnan
dfteen ' 15) davs rrom notice.

24,  APPEARANCES. =Zeconcarw i_ait gerator :aail. alter notice -8 otner
parties arfected. have the rignt t0 appear -or and on benalf of anv and ali .1Ierests
arfected herepv berfore the Uevartment or the [nterior ana o appeal [rom Oraers
ssued under the reguiations or said Department or To apply IOT reilel -rom anv of

= |LLEGIBLE
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said.;regniatmm' r.zxmany_ proceedings relative to operations before the
: of thesh or any other legally constituted authority; provided,
f ok artyshall also have the right at his own

expense to b hea:dxn y such p

25. NOTICES. All notices, demands, or statements required hereunder to be
given or rendered to the parties hereto shail be deemed fully given, if given in
writing, or personaily delivered to the party or sent by postpaid registered or
certified mail, addressed to such party at the address such party has rurnished to
the party sending the notice, demand or statement.

26. NO WAIVER OF CERTAIN RIGHTS. Nothing in this Agreement shail be
construed as a waiver by any party hereto of the right to assert any legai or
constitutional right or defense as to the vaiidity or invaiidity of any law of the State
of New Mexico, or of the United States, or regulations issued thereunder in any
way aiffecting such party, or as a waiver by any such party of any right beyond his
or its authority to waive provided however, each party hereto except the United
States covenants that during the existence of this Agreement, such party shail not
resort to any action at law or in equity to partition the Secondary Unit Area or the
facilities used in the development or operation thereof and to that extent waives
the benefits all laws authorizing such partition.

27. FORCE MAJEURE. All obligations under this Agreement except the
payment of money, shall be suspended while, but only so long as, the Secondary
Unit Operator, despite the exercise of due care and diligence, is prevented from
complying with such-obligations, in whole or in part, by strikes, acts of God.
Federal, State or municipal law or agencies, unavoidable accidents.
uncontroilable delays in transportation. inability to obtain necessary materials in
open market or other matters beyond the reasonable controi of the Secondary Unit
Operator, wnether similar to matters nerein enumerated or not.

28. NON-DISCRIMINATION. In connection with the performance or work
uncer this Agreement, the Secondary Unit Operator agrees to compiy with ail the
provisions of Section 202 (1) to (7) inciusive of Executive Order 11246, 30 F.R. 22319,
whnich are hereby incorporated by reference in this Agreement.

29. L_OSS OF TITLE. In the event titie to any Tract in Secondary Uit .Area
zhaii fail ana the true owner cannot be induced to join in this Seconaary LUnit
Agreement, such Tract snail be automarticaily regardea as not committed hereto
ana :nere shail be such reaagjustment or future costs and bDenerits as mayv ce
required on account of the loss or sucn title. In the event of a dispute as to titie or
as to any Rovaity, Working Interest or other :nterest subject hereto, cavment or
celivery on account thereor may be witiiheid without (iability ror interest untii the
Zispute is rinaily settlea: provicea that as to rederal land or leases. no payments
‘or Tinas due the Unitea States snouid ze withheid. but such funas shail e
Zeposited as directed by the AO to oe neid as unearned monev zending :inal
settiement of the title aispute. and then copiled as earnea or retur
accorcance with suchn final settiement. Zecondarv Unit Operator as suca :
reiieved from any responsidiiity tor anv cerect or raiiure or any title nereuncer.

s |LLEGIBLE
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Operatorzshall:besobligated.to hire Tribal members for those tasks involving
SeeondarrUmtslands:forwhmh they are qualified to perform.

30. SUBSEQUENT JOINDER. After the effective date of this Agreement, the
commitment of any interest in any Tract within the Secondary Unit Area shall be
upon such equitabie terms as may be negotiated by Working Interest Owners and
the owner of such interest. After the effective date hereof, joinder by a Royalty
Owner must be consented to in writing by the Working Interest Owner committed
hereto and responsible for the payment ot any benefits that may accrue hereunder
in behalf of such Royalty Interest. Joinder by any Royalty Owner at any time must
be accompanied or preceded by appropriate joinder by the Owner of the
corresponding Working Interest in order for the interest to be regarded as
effectively committed. Joinder to the Secondary Unit Agreement by a Working
Interest Owner at any time must be accompanied by appropriate joinder to the
Secondary Unit Operating Agreement in order for the interest to be regarded as
committed to this Secondary Unit Agreement. Except as may otherwise herein be
provided, subsequent joinders to this Agreement shail be effective as of the first
day of the month following the filing with the AO of duly executed counterparts of
all or any papers necessary to establish commitment of any Traet to this
Agreement unless objection to such joinder is made within sixty (60) days by the
AOQ.

31. COUNTERPARTS. This Agreement may be executed in any number of
counterparts, no one of which needs to be executed by all parties. or may be
ratified or consented to by separate instrument in writing specificaily referring
hereto and shall be binding upon all those parties who have executed such a
counterpart, ratification, or consent hereto with the same force and effect as if ail
such parties had signed the same document and regardless of whether or not it is
executed by all other parties owning or claiming an interest in the lands within
the above-described Secondary Unit Area. Execution hereof by any party in one
capacity shall also constitute execution in any other capacity.

32. TAXES. The Working Interest Owners shail render ana pay ror their
account and the account of the Rovaity Owners all vaiid taxes on or measured bv
the Secondary Unit Substances in and under or that may be produced. gathered
and sold from the land covered by this .Agreement arter its erfective date. or upon
-he proceeds derivea therefrom. The Working Interest Owmers on eacn tract snhaii
and may charge the proper proportion or said taxes to Rovaity Owners having
nterest in said Tract. and may currently retain and deauct a sufficient amount or
the Secondary Unit Substances or derivative products. or net proceeds thereor.
rom the allocated share of eacn Rovaitv Owner to secure reimpursement for th
taxes so paid. No such taxes shall be cnarged to the Unitea States or the State or
New Mexico or to any lessor who nas a contract witn nlS |essee wnich requires tne
'essee 10 pay such taxes. This caragranh s not appiicable o Inaian ailottea
lanas.

33. NO PARTNERSHIP. I: is expressiv agreed :hat the reiation ol iie parties
hereto is that of indepenaent contractors ana mothing contained in -a:s
Agreement. expressed or implied. nor any operations conducted hereunaer snail
create or be deemed to have createa a partnersnip °r cssociation 2etween ine
varties hereto or any of them.

“srrecten C-Zagle Mewa 2-081491 ?age 2 | LLEG I B L E




IN WITNESS WHEREQF; the parties hereto have caused this Agreement to be
executed-and have set opposiie their respective names the eifective date of

execution.

MERRION OIL & GAS CORPORATION

/ A |
RN / M"\LL&———

Secondary Unit Operator
J. Gregory Merrion, President

Bureau or Land Management
(Stamp orf Approvai)

Department of the Interior

Bureau of Indian Affairs
APFPROVED:

Pursuant to Secretarial Redelesatian
Order 209 DM 8 and 230 DM 3.

Tor

Wait Mi
Navajo Area Office

Date: 7//; 7/
> 7

~—

STATE OF \\\lam\Go

ui
(0]

A S
COUNTY OF \N CQ L
N\

_ - LN CNA=S . _ -
3efgre me, a notary public, on this \Chsxx—%aY,SI WL A A
L9\A§ , pPersonnally appeared ~p U DWAG Y R LS R\ )
Navajo Area Director, to me known to be the identical; person wno
executed the within and {orecoing Communitization Agreement, :nd

acknowledged to me that \gﬁ executed the same as \\ Iree
~ - . - T
and voluntary act and deea ZOor the uses and purposes set -Srrta.

. . . NN - ~ —_ -~ , T~
My Commissicn Expires: \! -~ &= SO TN \\\Z:

N - -
: LNotary - Puplio o




- ACKNOWLEDGEMENT

STATE OF NEWMEXICO .
COUNTY OF SAN JUAN )

BEFORE ME, the undersigned authority, a Notary Public in and for said
county and State, on.this day personally appeared J. Gregory Merrion, known to
me to be the person and officer whose name is subscribea to the foregoing
instrument and acknowiedged to me that the same was the act of MERRION OIL
&.GAS CORPORATION, a corporation, and that he executed the same as the act
of such corporation for the purposes and consideration therein expressed and in
the capacity therein stated.

-~ GIVEN UNDER BY HAND AND SEAL OF OFFICE, this the
of i Jilid , 1991.

,

daay

My Commission Expires: 4
Lo T D NAgqE Eteal A'l S e
Notary Public

END OF ACKNOWLEDGEMENT

J
G
[49]
t

I

. -



l

EXHIBIT A

12|

TRACT NO. 2

MERRION OIL & GAS 100% wi
87.5% NAI

HBP

NM 25298-a

g
N
UsrTpee—— 7

TRACT NO. 1
MERRION OIL & GAS 100% Wi
81.25% NRI
HBP

NM 24961

1
PRODUCTIVE AREA | i

19 |
N
TRACTNO.3  F
ERRION OIL & GASE:
83.334% NRI COOPE::;IAVE
HBP
INDIAN-ALLOTTED
NOO-2717 :
TRACT NO. 4
MERRION OIL 4 GAS  j1090% wi
83.334% NRI |
INDIAN ALLOTTTED %,
NOO-2713 ‘|
l
Lk 13|
)
SCALE : 1' = 2000" R4W
C.l. =10
hr :
! MERRION ; |
L OlL & GAS CORP !
P <08)327-3801 510 Reilly Avenue i

“armwmaton, vew Mexco 37401

e S AT

SAGLE MESA ENTRADA FIELD |

/| SANDOVAL CO.,NEW MEXICO |
1 NET PAY-LEASE MAP

ORAFTING SCAL

| At C T ST ™

! < GEOLOGY SONTOUR NTERVAL




mﬁmhmmm overizy the oii equipotentiai map over the structure contour

i’ fronr the intersection of oil equipotential lines
‘the-contour interval.

Once the contour map is constructed the reservoir can 0e piammetered 0
voiumetrtcally caicuiate il in place. Since anyuning beiow 10’ or net pay is considerea non-
recoveraple, oniy that frdon of the reservorr apove 10 of pay was plammetered. The tract
bv tract break down of acre Teet of pay in the cooperanve area is as follows:

Tract 1 : 374.50 acre/ft
Tract 2 : 300.40 acre/ft
Tract 3 : 815.40 acre/ft
Tract 4 : 511.45 acresft

V. SUMMARY

The combination of weil controi. sersmic have producea the most accurate maps that
can be generated given the data avaiiabie.

The existence in all Entrada o1l accumuianons of a [0’ immoveapie ou zone ana i
fact that water conning is viruaily instantaneous upon production wouid srongly suggest that
long range laterai movement ot ol in the reservoir is not likely.

T~0 separate and disunct net pay iobes can pe mapped using the describea tecnniques
it Eagie Mesa. [t is felt that the thin zone or ret pay. less than iQ’. :evarating tn2se io0es 1S a
narural oarrier to drainage. Hence. any proaucnon rom the nortnern iobe snould not errec:
:ne soutnemn [obe and the converse would aiso oe true.

T.ererore. lhere are nawrai and og1 goungares estaplisneq "2 usuIv UvO iznarae
<aroeicanng areas within the Seconqary il .i2reement outiine.

ILLEGIBLE



W &
United States Department of the Interior

BUREAU OF LAND MANAGEMENT

Farmington Resource Area
1235 Laplata Highway IN REPLY REFER TO:
Farmington, New Mexico 87401 Eagle Mesa Secondary Unit
3180 (019)
~ = /0 7 °?-~
MAY 291982 LT

Mg. Crystal Williams

Merrion 0Oil & Gas Corporation
P.Q. Box 840

Farmington, NM 87499

Dear Ms. Williams:

On April 3, 1992 our office approved a revised Exhibit "B" for the Eagle Mesa
Secondary Unit. This Exhibit "B" had incorrect data in the No. of Acres
column.

The corrected Exhibit "B" has been received and is accepted for record.
Copies of the document are being distributed to the appropriate Government
offices and one copy is returned herewith.

If you have any questions please contact Janice Easley at (505) 327-5344 or
599~8963.

Sincerely,

/\

S e 2 fre——

4-0/‘ John L. Keller
Chief, 3ranch of Mineral Resources

1l Enclosure
1 - Exhibit B



