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**- SECONDARY UNIT AGREEMENT 
FOR HORIZONTAL DRILLING AND THE INJECTION OF WATER AND/OR 

GAS 
IN THE EAGLE MESA ENTRADA FIELD 

SANDOVAL COUNTY, NEW MEXICO 

THIS SECONDARY UNIT AGREEMENT, entered into aa of the 12th day of Juiy, 
1991. by and between the parties subscribing, ratifying or consenting hereto and 
herein after referred to as the "parties". 

W I T N E S S E T H : 

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

WHEREAS, the term "Working Interest'' as used herein snail 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 
drilling, developing, producing, and operating the land under the Secondary Unit 
Agreement; and 

WHEREAS, the Act of March 3, 1909, as amended and the Mineral Leasing Act of 
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 separately with others, in collectively adopting and 
operating a Secondary Unit plan of development or operation of any oil or gas DOOI. 
field, or like area, or any part thereof for the proposes of more properly conserving 
the natural resources thereof whenever determined and certified by the Secretary 
of the Interior, or his representative, to be necessary or advisable in tne puDiic 
interest; and 

WHEREAS, it is the purpose of the parties hereto to conserve natural resources, 
orevent waste, to obtain additional hyarocaroon production which would not ce 
available oy normal lease development, ana secure other benefits oDtamaoie 
:hrousn develoDment and operation of the Area subject to this Secondary Unit 
Agreement under the terms, conditions, ana limitations nerein set fortn. 

NOW. THEREFORE, in consideration of the covenants ana agreements ccntamea 
herein, tne parties agree as follows: 

ENABLING ACT AND REGULATIONS. The Act of Marcn 3. 1309. .is 
amenaed. and the Mineral Leasing Act of February 25. 1920. supra, ana aii vana. 
pertinent regulations, including operating ana Seconaarv Unit pian regulations, 
heretofore issued thereunder or vahd. pertinent ana reasonaQie regulations 
hereafter issued thereunder, are acceotea ana maae a part of this Seconaar\r '.."nit 
Agreement as to Federal and Inaian lanas. provided sucn regulations are not 
inconsistent with the terms of this Agreement. 
' . r r - c i w C Zixie Mesa Z-081491 - - --mm. mm • • 
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2. SECONDAItaJrUTAREA The area specified on the plat attached hereto 
markeo^Exh^^A^ifla herebyde^gnated ancLrecognized. as, constituting the 
SecTOdary^Un^fl^a^containnig 280*acres. 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 parcel of land described as such and 
given a tract number in Exhibit "B" attached hereto. Exhibits "A" and "B" shail be 
revised by the Secondary Unit Operator whenever changes in the Secondary Unit 
Area render such revision necessary, or when requested by the Authorized 
Officer, which shall include the Bureau of Indian Affairs Area Director or his 
authorized representative hereinafter referred 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 of development which will be updated each 
year on or before January 15th, and wiil be supplemented 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 additional 
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 behalf of the Working Interest Owners collectively, after being 
duly authorized by them as provided for in the Secondary Unit Operating 
Agreement, has negotiated an Agreement or Agreements with the owners of 
such lands fixing the tract participation of each Tract 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 enlarged so as to admit additional land. Exhibit "A" shail be revised as set iortn 
in Section 12. Participation and Allocation of Production. 

After due consideration of ail pertinent information, the expansion snail, upon 
approval by tne AO, become effective as of the date prescribed in tne notice thereof. 

4. SECONDARY UNIT AREA AND SECONDARY UNIT SUBSTANCES. Ail 
".ann committed to this Agreement as provided in Section 5. Tracts Qualified for 
Participation, as to the Secondary Tr.it Formation defined immediateiv beiow. 
snail constitute land referred to herein as "Secondary Unit Area ' or "'ana suoiect 
:o this Agreement'-'. All o-. and gas m ana produced from the Seconaarv Unit 
Formation under the te.rns of this Agreement :s caiiea "Seconaarv Unit 
Substances'. 

The Secondary Unit Formation snaii mean :ne Tntraaa Formation as 
identified by the resistivity log run in tne Navaio 14C-1 '.veil, ^ocatea in Section 14. 
Townsmp 19 North. Range 4 West. Sancovai Countv. New Mexico, -.vun tne :OP or 
tne Secondary Unit Formation being four.a at a ceotn cf 5450 feet beiow tne surface 
•and tne case of the Seconaarv* Unit Formation pemg found at a depth of 5635" 'teiew 
the surface. 
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5. T/RACES2QIiAMEIEn FOR PARTICIPATION. Inasmuch as the objective 
of rhn firrmirifs^^ n l i t i a * n have lands in the Secondary Unit Area 
operated ancbBnt^M^?par ticipaiion under the terms hereof, no joinder shail be 
considered a commitment to the Secondary Unit Agreement unless the Tract 
involved is qualified under this Section. On or after the effective date hereof, 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 particularly described in Exhibit "B" that 
are qualified as follows: 

Each Tract in which Wonting Interest Owners owning one hundred 
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 inclusion 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 equal to the ratio (expressed in percentage; which the total of such 
Working Interest Owner's percentage participation in all Tracts which qualify, 
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 
hereby designated as Secondary Unit Operator, and by signature hereto 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 have the right to resign at any time, out sucn 
resignation shail not become effective, so as to reiease Secondary Unit Operator 
from the duties and obligations of Secondary Unit Operator and terminate that 
Operator's rights as such, for a penoa of six \6) months after notice of intention to 
resign has been served by Secondary Unit Operator on ail Working1 interest 
Owners and the AO. and until ail weils are piaced in a satisfactory condition for 
suspension or abandonment, wnichever is required by the AO. uniess a new 
Secondary Unit Operator shaii have been seiectea ana acceptea ana snau have 
taken over ana assumed the duties ana oohgation of Seconaarv Unit Operator 
prior to the expiration of said penoo. 

The resignation of Secondary Unit Operator snau hot release tne Seconaarv 
Unit Operator from any liability ror aeiaui: cv it hereunder occurring prior to tne 
effective aate of its resignation. 

The resignation or removal of Secondary Unit Operator under "nis 
Agreement snaii not terminate its right, title, or interest as tne owner oi ^ 
working interest or other interest in Secondary Unit Suostances. out upon tne 
resignation or removai of Secondary Unit Operator becomins effective, sucn 
Secondary Unit Operator shaii deliver possession of aii --veils, eauipment. 
materials, ana appurtenances usea in conducting the Secondary Unit operations 
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and-owneiby tb^Wcdnng. interest Owners to the new duly qnaiifiecLsuccessor 
Secondary-Unit Operatorr or to the owners thereof if no such new Secondary Unit 
Opeirator-is-eiected^to-bet used for the purpose of conducting Secondary Unit 
operations hereunderr Nothing herein shall be construed as authorizing removal 
of anymateriaL equipment, and appurtenances needed for the preservation of any 
wells. 

3. SUCCESSOR SECONDARY UNIT OPERATOR. Whenever the Secondary 
Unit Operator shail tender his or its resignation as Secondary Unit Operator, or a 
change of Secondary Unit Operator is negotiated by Working Interest Owners, a 
successor Secondary Unit Operator shaii be selected by Working Interest Owners 
voting according to their respective Tract participation in ail 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 and 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 AO, at his election, may declare this Secondary Unit Agreement 
terminated. 

9. ACCOUNTING PROVISIONS AND SECONDARY UNIT OPERATING 
AGREEMENT. I f the Secondary Unit Operator is not the sole owner of 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, whether one or more, entered into between the 
Working Interest Owners and the Secondary Unit Operator as provided in this 
section are herein referred to as the '"Secondary Unit Operating Agreement''. 

Such Secondary Unit Operating Agreement shail aiso set forth sucn other 
rights and ODiigations as between Seconaarv Unit Operator ana the Working 
interest Owners as may be agreea upon by Seconaarv Unit Operator ana the 
Working Interest Owners, however, no such Secondary Unit Operating 
Agreement snail be deemed either to moaify any of the terms ana conditions of 
:ms Secondary Unit Agreement or to relieve the Seconaarv Unit Operator or' anv 
right or obligation established unaer this Secondary Unit Agreement, ana in case 
of any inconsistency or conflict between the Seconaarv Unit Agreement ana the 
Seconaarv Unit Operating Agreement, this Seconaarv Unit Agreement snaii 
prevaii. Operator shaii provide tne 310.1 una 3IA •.vith three i3t original copies 
eacn of this Agreement. 

10. RIGHTS AND OBLIGATIONS OF SECONDARY UNIT 2?ERATO?.. 
Except as otherwise specifically pre/idea herein, the exclusive right, privilege, 
ana duty of exercising any and a., rights of the parties hereto, including surface 
rights, which are necessary or convenient for prospecting for. producing, storing, 
allocating, and distributing the Secondary Unit Substances are nereov ceiegatea 
to and shaii be exercised bv the Seconaarv Unit Operator as herein provided. 
Nothing herein, however, shaii oe construed to transfer title to anv ana or :c an'-
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leasfr or operaUngyagieeiiient, it being understood that under this Agreement the 
Secondary Uiiit^Opexator, in its capacity as Secondary Unit Operator, shail 
exercise the^rigm^s^r^ossession 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 
that the Secondary Unit Area is developed and productive, and only such drilling 
as is incidental to horizontally drilled well(s) or, injection of any substance into 
the Secondary Unit Formation or, a pressure maintenance program,JLs <-
contemplated hereby which will result 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 of a horizontal weiKs;, 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 approval, 
a Plan of Operation for the Secondary Unit Area, and upon approval thereof 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 to meet changed conditions or to 
protect the interest of ail parties to the Secondary Unit Agreement. Reasonable 
diligence shail be exercised in complying with the obligations of any approved 
Plan of Operation. 

Secondary Unit Operator shall have the following rights, including but not 
limited to (1) drill a horizontal weil or weils and/or, (2) inject into the Secondary 
Unit formation any substances, but specifically natural gas. water, or carDon 
dioxide for secondary recovery or pressure maintenance purposes. i3) drill for. 
produce or use fresh water, 14) buiid pipelines and roads and construct surface 
facilities in accordance with a Plan of Operation approved by the AO. including 
the right to anil and maintain injection weils on the Secondary Unit Area ano 
completed in the Secondary Unit Formation for said purpose, and tne parties 
hereto, to the extent of their rights and interests, hereby grant to the Seconaarv 
Unit Ooerator the right to use as much of the surface of the land within tne 
Seconaarv Unit Area as mav be reasonaoiy necessary for the operation ana tne 
development of the Secondary Unit Area hereunder. 

12. PARTICIPATION AND ALLOCATION OF PRODUCTION. Z-eeinmns at 
~.00 a.m. on tne day of approval of this Agreement by tne Secretary or tne interior, 
tr nis duiy autnorized representative ana either, injection of any suostance into 
tne Secondary* Unit Formation as set out herein, or tne first aav of croauction or a 
horizontal weil drilled in the Secondary Unit Area, tne Tract Participation or eacn 
Tract shaii be based upon the following formuia: 

Tract Paraopanon = Number oi Acres unaer eacn Tract, 
(divided by) Total Number of Acres 
in the Secondary Unit Area 
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TnVboundaries-'Or the^Secondary Unit Area as used in this Agreement, is 
AtMfijtfti^f^mm^^ wtflppa^ in BMwKit "A" Lancls with less than 
10 feet of net oil tMclaxessPare considered unproductive, and thus, are not 
contained within the Secondary Unit Area. 

The figure set forth opposite each Tract m Exhibit "B" represent the Tract 
Participation to which such Tract is entitled if ail Tracts are committed hereto 
and qualified aa 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 shaii revise Exhibits "A" & "B" to 
show the Tracts qualified to this Agreement by setting forth opposite each Tract 
a revised tract participation therefore, which shail be calculated by using the 
same Tract factors and formula which were used to arrive at the Tract 
Participation of each tract as set out in the original Exhibits ''A" & "B", but 
applying the same only to those Tracts which are qualified effective as of the 
effective date of this Secondary Unit Agreement. 

If, after the effective date of this Agreement, any Tract or Tracts are 
subsequently committed hereto and qualified 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 eliminated 
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 
qualified Tracts; and the revised Exhibit "B". upon approval by the AO. shaii 
govern the allocation of production for the effective date thereof until a new 
schedule is so approved. 

On the effective date, ana thereafter, ail Secondary Unit Substances 
produced hereunder (except any part thereof used in conformity with gooa 
operating practices for drilling, operating, camp, and other proauction or 
development purposes, for pressure maintenance or secondary recoverv 
operations in accordance with a pian of operation approved by the AO. or 
unavoidably iost). shail be deemea to ce produced from the several Tracts or 
Secondary Unit Area, ana for the purpose of determining any oenefits accruing 
under this Agreement, each sucn Tract snail have allocated to it that percentage 
of said production equal to its Tract Participation effective hereunder during the 
respective period such Secondary Unit suostances were produced, as set out m 
Exhibit "3"." 

The amount of Secondary Mtit itupstances aiiocateu to eacn Tract snail oa 
deemed to De produced from sucn Tract irrespective or the location :f the '-vend 
from wnich tne same is produced and regardless of depletion or wens or Tracts. 

13. ROYALTY SETTLEMENT. The United States, under existing contract. 
entitled to take in kind a share of the suostance now proaucea cooperatively irom 
anv tract, snaii hereafter be entitled to the right to take in kind their snare or tne 
Secondary Unit Substances allocated to sucn tract or tracts ana Seconaarv unit 

ILLEGIBLE 



Operator shalLmak»deliveriee*of such royalty share taken in kind in conformity 
wi th the appHcabie»contEaiBts¥i laws and regulations. Settlement for Royalty 
Interest not tackeirint'kindshall 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 shall operate 
to relieve the lessees of any land from their respective lease obligations for the 
payment of any royalties due under their leases. 

If gas obtained from lands or formations not subject to this Agreement are 
introduced into the Secondary Unit Formation hereunder, for use in 
repressunng, stimulation of production, or increasing ultimate recovery, which 
shaii be in conformity with a plan first approved by the AO. a like amount of gas 
less appropriate deduction for loss or depletion from any cause, may oe 
withdrawn from the Secondary Unit Formation, royalty free as to dry gas, but not 
as to the products extracted therefrom: provided that such withdrawal 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. 

I f natural gasoline, liquid petroleum gas fractions or other i iquid 
hydrocarbon substances (herein, collectively call "LPGS") which were not 
extracted from gas produced from the Secondary Unit Formation are injected into 
the Secondary Unit Formation, which shail be in conformity with a Plan of 
Operation first approved by the AO, Working Interest Owners shall be entitled to 
recover, royalty free, part of all such LPGS pursuant to such conditions and 
formulas as may be prescribed or approved by the AO. 

Royalty due the United States shail be computed as provided in the 
oDerating regulations and paid in vaiue or delivered in kind as to ail Secondary 
Unit Substances on the basis of the amounts thereof allocated to Secondary Unit 
Federal land as provided herein at the rates specified in the resDective Federal 
leases, or at such lower rates as may be authorized by iaw or regulation: provided 
that for leases on which the royaity rate depends on the daily average production 
per weii. said average production shaii be determined in accordance with the 
oDerating regulations as thougn tne Secondary Unit lands were a single 
consolidated iease. 

14. RENTAL SETTLEMENT. Rental or minimum royalties cue on leases 
committed hereto shail be paid by Worxing interest Owners responsioie therefore 
under existing contracts, laws and regulations, provided that nothing herein 
contained snail operate to relieve tne .essees of anv land from their respective 
lease obligations for the payment oi anv rental or minimum royaitv in ueu thereof 
due under their leases. 

F.entai and minimum royalty for lands of the United States suoiect to this 
Agreement shail be paid at the rate specified m the respective ieases from tne 
United States unless such rental or minimum royalty is waived, suspended or 
-educed bv law or bv approval of tne Secretarv or nis uuiv authorize-'! 
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15. CONSERVATION. Operations hereunder and production of Secondary 
Unit Substanc«ssarfl^P^e> conducted 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 regulations pay a fair and reasonable 
compensatory royalty as determined by the AO. In the event compensatory royalty 
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 pool, 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, i f they were leased, committed 
and within the participating area, shail be payable as compensatory royalties 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 unieased Federal lands. I f leased Federal lands that share in 
actual production allocation from the participating area become unleased,. the 
payment shall accrue from the date the Federal lands become unleased. Payment 
due under this provision shall end when the unleased Federal tract is leased or 
when production of unitized substances ceases within the participating area 
sharing a common pool with the unleased Federal 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 aDove the pipeline connections in sucn 
tanks at 7:00 a.m. on the effective date injection operations are commenced or. tne 
first day of production of a horizontal weil drilled on the Secondary Unit Area . 
Ail such oii shail be and remain the property of the parties entitled thereto tne 
same as if the Secondary Unit Agreement had not been formea: ana sucn parties 
shail promptly remove said oii from said tanks. Any such oii not so removea shaii 
be soid by Secondary Unit Operator tor the account of parties entitled thereto, 
subject to the payment of all royalties, overriding royalties, proauction payment, 
and ail other payments under tne terms ana provisions of the appiicaoie lease 
leases or other contracts. 

13. LEASES AND CONTRACTS CONFORMED AND EXTENDED. The terms, 
conditions, ana provisions of ail leases, subleases, ana other contracts relating to 
exploration, drilling, development, or operation for oii or gas of lands committee 
to this Agreement are nereov exnressiv modified and amended to tine extent 
necessary to make the same conform to the provisions hereof, out otherwise to 
remain m full force and effect: and the Dames hereto hereby consent mat tne 
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Secretary »H«ll.at^-fyhi«,«ppmv«l hereof, or by the approval hereof by his duly 
authorized: represWathre^ does* hereby establish, alter, change, or revoke, the 
drilling; produem^ royalty, and royalty 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, ail leases, subleases, and contracts are particularly 
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 full 
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 development of 
any particular part of a Tract on the Secondary Unit Area . 
notwithstanding anything to the contrary in any iease. 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 of 
Secondary Unit Area, and no lease shall be deemed to expire bv 
reason of failure to drill or produce weils situated on the land therein 
embraced. 

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

id) Each lease, sublease, or contract relating to the exnioration. 
drilling, development, or operation for oii or gas of lands committea 
to this Agreement, which, by its terms might expire prior to tne 
termination of the Agreement; is nereov extended beyond anv sucn 
term so provided therein so that it shail be continued in full force anc 
effect for and during the term of this Agreement. 

19. COVENANTS RUN WITH LAND. The covenants herein snail be construed 
to oe covenants running with the iana with respect to the interest of the oarties 
hereto and their successors in interest until this Agreement terminates, and anv 
grant, transfer, or conveyance of interest in land or leases suDject hereto snaii be 
and hereby is conditioned upon the assumption of aii oriviiesres and ooiigations 
hereunder by the grantee, transferee or otner successor interest. No assignment 
or transfer of any working interest snaii be binning upon Secondary Unit Operator 
nor shail any transfer of any Royaitv interest or otner interest oe binding1 on tne 
Working interest Owner responsible for payment or settlement thereof, untu tne 
first day of the calendar month after Secondary Unit Ooerator or tne resDonsioie 
Working Interest Owner, as tne case may oe. is furnished with tne original, 
photostat, or certified copy of the instrument of transfer. 
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20. E E F E C n V E ^ D M E : This Agreement shall become binding upont each 
pprrtymfa* ftlu«.ii^«Mw»wrtafi«Mi.ifc aa nf the effective date of execution or ratification 
V j m i L * T \ ^ as of 7:00 a.m. on the day of approval of 
thia 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 from weils on Secondary Unit Area unless 
sooner terminated by the AO as provided in Section 8, 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 of any such tennination shall be given by the 
Secondary Unit Operator to ail parties hereto. 

Upon 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 Royalty 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 AO 
in the BLM's office is hereby vested with authority to alter or modify from time to 
time in his discretion the quantity and rate of production under this Agreement 
when such quantity and rate is not fixed pursuant to Federai or State law or does 
not conform to any statewide voluntary conservation or allocation program, which 
is established, recognized and generally adhered to by the majority of operators in 
such state, such authority being hereoy limited to alteration or modification in tne 
public interest, the purpose thereof ana tne pubiic interest to De servea thereoy to 
be statea in the order of alteration or modification is in the interest of attaining tne 
conservation objectives stated in this Agreement ana is not m vioiation of any 
appiicaDie Federal or State iaw. 

Powers in this section vestea in tne AO snaii omy be exercisea after notice to 
Secondary Unit Operator ana opportunity for r.earmg to oe held not .ess tnan 
fifteen < 15) days from notice. 

24. APPEARANCES. Seconaarv Unit Operator snaii. after notice to otner 
parties affected, have the right to appear tor ana on benaif of anv ana ail interests 
affected hereby before the Department of the interior ana to aDpeai from oraers 
issuea under the regulations of said Department or to appiy for reuef from anv or 



aâ A T^p^atiftw^^i^iny«ny pTocttftdinga relative to operations before the 
Dttiwrtrriiftnt̂ of thftfri^rri n i B j n r a n y nthnr lpgnlly constituted authority; provided, 
howwen thaltfany^b^^ shall also have the right at his own 
expense to be heard in any such proceeding. 

25. NOTICES. All notices, demands, or statements required hereunder to be 
given or rendered to the parties hereto shaii be deemed fully given, if given in 
writing, or personally delivered to the party or sent by postpaid registered or 
certified mail, addressed to such party at the address such party has furnished 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 legal or 
constitutional right or defense as to the validity or invalidity of any law of the State 
of New Mexico, or of the United States, or regulations issued thereunder in any 
way affecting 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, 
uncontrollable delays in transportation, inability to obtain necessary materials in 
open market or other matters beyond the reasonable control of the Secondary Unit 
Operator, whether similar to matters herein enumerated or not. 

28. NON-DISCRIMINATION. In connection with the performance of work 
under this Agreement, the Secondary Unit Operator agrees to comoiy with aii the 
provisions of Section 202 (1) to (7) inclusive of Executive Order 11246. 30 F.R. 12319. 
which are hereby incorporated by reference in this Agreement. 

29. LOSS OF TITLE. In the event title to any Tract in Seconaarv Unit Area 
shau fail and the true owner cannot be induced to join m this Seconaarv Unit 
Agreement, such Tract shail be automatically regaraea as not committed hereto 
ana there shall be such readjustment of future costs and benefits as may ce 
required on account of the loss of such title. In the event of a dispute as to title or 
as to any Royaity, Working Interest or other interest suDject hereto, payment or 
delivery on account thereof may be withheld without iiabiiity for interest untii the 
dispute is finally settlea: provided that as to reaerai land or leases, no payments 
for funds due the United States snouid be withheld, but such funds snaii be 
deposited as directed by the AO to be heid as unearned money pending finai 
settlement of the title dispute, and then aopnea as earned or returnee in 
accordance with such final settiement. Secondary Unit Operator as sucn i i 
relieved from any responsibility for anv defect or failure of any title hereunder. 

C-Eane M M ^.072291 

ILLEGIBLE 



Opera*OE?shalLbe*obhgatedTto hire Tribal members for those tasks involving 
Sei»n<iary-Uiii1r land^ 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 equitable 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 of 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 shall 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 Tract to this 
Agreement unless objection to such joinder is made within sixtv (60) davs by the 
AO. 

31. COUNTERPARTS. This Agreement may be executed in any numoer 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 specifically 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 shaii render ana pay for their 
account and the account of the Royalty 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 after its effective date, or uoon 
the proceeds derived therefrom. The Working interest Owners on eacn tract snaii 
and may charge the proper proportion of said taxes to Royaity Owners having1 

interest m said Tract, and may currently retain and deduct a sufficient amount of 
the Secondary Unit Substances or derivative products, or net proceeds thereof, 
from the allocated share of eacn Rovaitv Owner to secure reimbursement for the 
taxes so paid. No such taxes shall be charged to the United States or tne State of 
New Mexico or to any lessor who has a contract with his lessee wruch reauires tne 
iessee to pay such taxes. This paragrann is not aopiicaoie to Indian allotted 
lands. 

33. NO PARTNERSHIP. It is expressly agreed that the relation of tne Darties 
hereto is that of independent contractors ano nothing contained m this 
Agreement, expressed or implied, nor any operations conaucted hereunder snaii 
create or be deemed to have created a partnersnih or association oetween tne 
parties hereto or any of them. 
> , m < ! « C -. jde M f , s i - i i 8 ! l « ! ? a g e i 2 j j | | | p 



IN WITNESS WHEREOF? the parties hereto have caused this Agreement to be 
executed and have set opposite their respective names the effective date of 
execution. 

MERRION OIL & GAS CORPORATION 

Secondary Unit Operator 
J. Gregory Merrion, President 

Bureau of Land Management 
i Stamp of Approvai) 

APPROVED: 
Pursuant ta Secretarial Bedelegation 
Order 209 LM 8 and 230 LM 3. 

Department of the Interior 
Bureau of Indian Affairs 

3T.oE 
< W a i t l J ^ f i ^ J ) S c t o r 
Navajo Area Office / 

Pat,: r/t?/? I 
STATE OF ^ V i ^ A \ q L ; 

COUNTY OF V O C ^ l ^ J L 

Before me, a n o t a r y p u b l i c , on % t | i i s Y^XVv- day o f ^ X v , C \ ' J L ^ 
1 9 ^ \ / p e r sonna l l y appearea T ^ f t ^ 
Navajo Area D i r e c t o r , to me known co be tne i d e n t i c a l ; person wno 
executed the w i t h i n and f o r e g o i n g Communit izat ion Agreement, ana 
acknowledged t o me t h a t executed the same as yy yj^. f r s e 
and v o l u n t a r y ac t and deea r o r the uses and purposes set f o r t h . 



ACKNOWLEDGEMENT 

STATE OF NEW MEXICO ) 
)§ 

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 acknowledged 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 £ • dav 
of hU-L , 1991. 

My Commission Expires: ^ 

' cr ^-^^n • : y -
Notary Public 

END OF ACKNOWLEDGEMENT 

age 
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EAGLE MESA ENTRADA FIELD 

SANDOVAL CO.,NEW MEXICO 

NET PAY-LEASE MAP 
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Thr n>^stepris£tha?to overlay the oil equipotesnal map over the smicnae contour 
.value-«rc;contouicd to d 0' net pay oudme^ Eadt 
Icoatfracted niOBttne mtersecnon of oii equipocemial lines 

ica^pneand me contour interval. 

Once the contour map is constructed the reservoir can be piammeterea to 
voiumetncally calculate oil in piace. Since anytnine beiow 10' of net pay is considered non-
recoverable, only thai p jrrion of the reservoir above iO' of pay was piammeterea. The tract 
by tract break down of acre feet of pay in the cooperative 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 acre/ft 

V. SUMMARY 

The combination of weil control, seismic have produced the most accurate marjs mat 
can be generated given the data available. 

The existence in all Entrada oil accumuianons of a 10' immoveaoie oii zone ana the 
fact that water conning is vinuaily instantaneous upon producuon wouid strongly suggest that 
long ranee lateral movement of oii in the reservoir is not likely. 

Two separate and distinct net pay iobes can De mappea using the desenbea teenmaues 
it Eagie Mesa. It is felt that the thin zone of net pay. less than iO'. ieoaranng tr.ese looes is a 
natural barrier to drainage. Hence, any proaucnon from the nortnem iobe snouia not effect 
:ne soutnern iobe and the converse wouid aiso oe true. 

Therefore, there are natural ana logical boundaries estaoiishea tr ustitv wo ;=canue 
rarccmaong areas within the Seconaarv L'.n: Agreement outline. 

ILLEGIBLE 



United States Department of the Interior 
BUREAU OF LAND MANAGEMENT 

Farmington Resource Area 
1235 Laplata Highway 

Farmington. New Mexico 87401 
IN REPLY RETOt TO: 

Eagle Mesa Secondary Unit 
3180 (019) 

MAY 291992 

Ms. Crystal Williams 
Merrion O i l & Gas Corporation 
P.O. Box 840 
Farmington, NM 87499 

Dear Ms. Williams: 

On A p r i l 3, 1992 our o f f i c e approved a revised Exhibit "B" for the Eagle Mesa 
Secondary Unit. This Exhibit "B" had incorrect data i n the No. of Acres 
column. 

The corrected Exhibit "B" has been received and i s accepted for record. 
Copies of the document are being d i s t r i b u t e d to the appropriate Government: 
of f i c e s and one copy i s returned herewith. 

I f you have any questions please contact Janice Easley ac (505) 327-5344 or 
599-8963. 

Sincerely, 

- j - u / ~ John L. Keller 
Chief, 3ranch of Mineral Resources 

1 Enclosure 
1 - Exhibit B 


