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SEEIT/FEDERALFEE
EXPLORATORY UN[TS
UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION
OF THE

WAGON WHERL UNIT AREA

countyor __ EDDY
STATE OF NEW MEXICO
NO

THIS AGREEMENT. entered o as of the  LST  day of June 19 96 by and

berween the pacties subscnbing. raufying, or conscnting hereto. and herein referred to as the “pacties hereto”.

WITNESSETH

WHEREAS. the parties hercto are the owners of working. royslty or other oil and gas interests in the unit arca subject (o this
agreement. and

WHEREAS. the Mincral Leasing Act of February 25, 1920, 41 Statute 437, a1 amended 30 U S.C. Section 181 ¢t. se¢q . sauthonzes
Federal lessees and their representatives (0 unie with cach other, or jointly or separately with others. wn collectively adopting and operauing a

unst plan of development or operations of kny il and gas pool. ficld. or like arca. or any part thercof for the purpose of more properly
conscrving the natural resources thercofl whenever determined and certificd by the Secrctary of the Interor 10 be necessary or advisable in the
public interest; and

WHEREAS, the Oil Conservation Division of the New Mexico Encrgy and Minenals Depariment, hercinafler referred 1o as
“Duwvision” s authonzed by an acl of the Legislature (Chapier 70 and 71, NM Statutes 1978 Annotated) to approve this agreement and the
conservalion provisions hereol; and

WHEREAS. the partics hereto hold sufficientinterestisinthe Wapgon Wheel Unit Arca covenng
the land hercinafler descabed to give reasonably cffective control of operations therein; and

WHEREAS. it is the purpose of the partics hereto to conserve natural resources, prevent wasie. and secure other benefits obtainable
through development and operation of the area subjcct 1o this agrecment under the terms, conditions, and limutations herein set forth:

NOW. THEREFORE. in consideration of the premises and the promusces hercin contained. the parties herclo commit to this agreement
their respective interests ia the below-defined unit arca. and agree scverally smong themselves as follows

i. ENABLING ACT AND REGULATIONS. The Minceal Leasing Act of February 25, 1920, as amended, supra, and all valid
pertinent regulations inciuding operating and unit plan regulations. heretofore issued thereunder or valid, pertinent and reasonable regulations
hereafiee 1ssued thercunder arce sccepted and made a pant of this agreement as to Federal Lands, provided such regulations arc not inconsistent
with the terms of this agreement: snd as 10 non-Federal lands, the oil and gas operating regulations in cflect as of the effective datc hercol

goverming dalling end producing operations, acx inconsistent with the terms hereol or the laws of the State 1n which the non-Federal land s
located. are hercby accepted and made & pant of this sgrecment

1 UNIT AREA  The following descnibed tand is hereby designated and recognized as constituling the urul arca

Towashp 22 South Renge 22 bast NMP M,
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Contarung __[t 3 800 QO _____acrcs, more oc tess

Exhibit “A” shows n addition o the boundary of the urut arca. the boundancs and dentity of tracts and leases in said arca to the
extent knowa to the Unit Operator Exhibit “B* attached hereio 13 1 schedule showing 1o the extent known to the Unit Operator, the acreage,
percenuage. and kind of ownership of ail and gas interests in all lands wn the unit arca However. aothing herein oc wn Exhibits "A” and "B-
shall be construcd as & represenation by any pany hereto as (0 the owncrmip of any nterest other than such intercst or (nfecests as ace shown
in the Exhibits as owned by such party  Exhibus A and "B~ shall be revised by the Unut Operatoc whenever changes i the unit area or in
the ownership interests tn the individual tracts render such revision necessary, or when requested by the Authonzed officer. heecinafier cefecred
10 a3 "AQD" . er—when—roquered—by—the—Eommussroncr—of—Pubte—tbandsoftheStatc—of—New—Mexreo—herernsfter—referred—to—es—bend
Eommrymoner” . and not less than (our (4) copies of the revised Exhibits shall be filed with the proper Bureau of Land Mansgement ofTice, aad
—one{Hcopy trercofshattbefricd-wrththeband-Commrrsroner-and onc (1) copy with the New Mcuco Od Conserrstion Division of the Encrgy

and Mincralt Depaament. hereinaller celermed to a5 "Division”

The sbove-descnbed unit arca shall. when practicable. be expanded to inciude thercin any additional lands or shall be contracted 1o
exciude lands whenever such expansion or contraction 1s deemed 10 be necessary or advisabic 1o conform with the purposes of this agreement
Such cxpansion or contraction shall be effected in the following manner:

(1) Urut Operator, on its own motion {(afler preliminary concurrence by the AO). or on demand of the AO  or the Land Commussioner
(aftcr prehminary concurrence by the AO)“M—QQMWQ\I” preparce a Notice of Proposed Expansion or Contraction describing
the contemplated changes in the boundancs of the unit arca. the reasons therefore, any plans (or additional dntling. and the proposed effecuive
date of the expansion or contraction preferably the fiest day of 2 month subsequent to the date of notice

(b) Said notice shatl be delivered to the proper Bureau of Land Management office. drebandL srorer and the Division. and
copies thereof mailed 1o the last known address of each working interest owner, lessce and lessor whose inlcrest are affecied. advising that 30
days will be sllowed for submussion 1o the Urut Operator of any objections.

(c) Upon expiration of the 30-day period provided in the preceding ttem (b) hercof. Unit Operator shall {ile with the AQ, thetand-
Eommrssromer and the Division. evidence of mailing of the Notice of Expansion or Contraction and a copy af any objcctions thereto which have
been filed with Unit Operatoc together with an application n tnplicate. for approval of such cxpansion or contraction and with appropnate
jonders

(dy ARcr duc consideration of all perinent information, the cxpansion or contraction shall. upon epproval by the AO, the-band
Gommrssancr aad the Division. become cffective as of the date presenbed in the notice thercof or such other appropnate date.

(¢) Notwithstanding eny prior climination under the “Dnlling 1o Discovery” section, all legal subdivisions of lands (i.c., 40 acrcs
by Government survey or its nesrcst lot or tracl equivalent; in instances of irrcgular surveys, unusually large lots oc tracts shall be considercd
in muluples of 40 acres or the ncarest aliquot equivalent thereof), no parts of which are entitled to be in 2 paricipating scca on or before the
{ifth aaruversary of the effective date of the first initial pacticipaling arca established under this unit agreement, shall be climinated automatically
from this agreement. effective as of said fifth aaniversary, and such fands shall no longer be a part of the urut arca and shall no longer be subject
to this agreement. unless diligent drlling operations are in progress on unitized lands not entitied 1o paruicipation on said fifth anniversary. in
which cvent il such tands shall remain subject hereto for so long as such dalling operations are continued diligently . with nol more than nincty
(90) days’ ume clapsing betweean the completion of onc such well and the commencement of the next such well Al legal subdivisions of lands
not cotitled 10 be in a participating trea within ten (10) years afler the effective date of the first wnitial pacicipating srca approved under this
agrecment shall be automatically climunated from this agreement as of said tenth anniversary. The Uait Opeaator shall, within ninety (90) days
aficr the eflective date of any climunation hereunder, describe the area so eliminated to the satisfaction of the AO and Land Commussioner and
prompily notify alt partics in interest. All lands reasonably proved productive of unitized substances in paying quantitics by diligent dalling
operations aflec the aforesaid S-year penod shall become panticipating in the same msnncr a3 dunng said first S-ycar penod  However, when

such diligent dniling operations ccase. all non-pacicipating tands ot then entitled 1o be in 8 participating acca sheli be sutomatically climinated
efective as of the st day thercafier

Any cxpansioa of the unit arcs pursuant to this scction which embraces lands therctofore clhirmunated pursuant to this Subsection 2(e)
shall not be considered automalic commitment or recommutment of such lands. If conditions warrant extension of the [0-year peaod specificd
1a this subscction. & single cxtension of nol to exceed two (2) years may be accomplished by consent of the owners of 90% of the working
interests sn the current non-participating unitized lands and the owncrs of 60% of the basic coyalty intecests (exclusive of the basic royalty
interests of the United States) in non-parucipating unitzed lands with approval of the AO andthe-band-& provided such extcnsion

spplication 1s submutled not laler than sixty (60) days pnor 1o the expiration of <aid 10-year penod

3 OUNITIZED LAND AND UNITIZED SUBSTANCES  All land now or hereafler commutted to this agreement shall constitute
lend referred to hercin as “unitozed land ™ or “tand subject to thes agreement”™ Al ol and gas in any snd all formatians of the untized land ate

unitzed under the teems of ths agreement and herein are called “urutized substances”
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4 UNIT OPERATOR Penwell Energy, Inc. hereby designated as Unit Opeaator and by
signature hereto as Unit Operator agrees and consents to sccept the dulics and obligations of Unit Operator foc the discovery, development, and

production of unitized substances as hercin provided Whenever reference 13 made herein to the Umt Operator. such reference means the Uait
Opeccator acting in the capacily and nol as an owner of interest in unitized substances. and the term “working interest owner” when used hercin
shall include or refer 1o Unit Operatoc as the owner of a working interest only whean such an interest is owned by it

S RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Operator shall have the right to resign at any time prior to the
establishment of & participating arca or arcas hereunder, but such resignation shall not become effective so as 10 release Unit Operator from the
duties and obligations of Unit Operator and terminate Unit Operator's rights as such for 2 period of six (6) months afler notice of intention to
resign has been served by Unit Operator on all working interest owners and the AO ead-theLand-Commursstoner and the Division, and until all
wells then dnlled hereunder are placed in a satisfactory condition for suspension or abandonment, whichever is required by the AO s 10 Federal
lands and the Division as 10 &tate—end fce lands. unless 8 new Unit Operator shall have been selected and approved and shall have uaken over
and assumed the duties and obligations of Unut Operator prior to the expiration of sad penod

Unit Operator shall have the right 10 resign in like manner and subject to like limitations as above provided at any time afier a
parucipating area established hereunder is in existence, but in all instances of resignation or removal. until a successor Unit Operator is selecled
and approved as hereinafier provided. the working interest owners shall be joinly responsible for performance of the duties of Unit Operator,
and shall not later than thity (30) days before such resignation or removal becomes effective appoint a common agent 1o represent them in any
action to be taken hereunder.

The resignation of Unit Operator shall not release Unit Operator from any liability (or any default by it hereunder occurring prior
1o the effective date of its resignation.

The Unit Operator may, upon default or failure in the performance of its duties or obligations hercunder, be subject 10 removal by
the same percentage vote of the owners of working interests as herein provided for the selection of a new Unit Operator. Such removal shall
be effective upon notice thereof to the AQ, and-the-band-Commissiones.

The resignation or removal of Unit Operator under this agreement shall not terminate its night, title, or interest as the owner of a
working interest or other inlerest in unstized substances, but upon the resignation or removal of Unut Operator becoming effective, such Unit
Operator shall deliver possession of all wells. equipment, matenals, and appurienances used in conducting the unit operations to the newly
qualified successor Unit Operator or 1o the common agent, if no such new Unit Operator is sclected, clected, 1o be used for the purpose of
conducting unit operations hereunder  Nothing herein shall be construed as authonzing removal of any matenal, equipment, or appurienances
needed for the preservation of any wells.

6 SUCCESSOR UNIT OPERATOR. Whenever the Unit Operator shall tender his oc its resignation as Unit Operator or shall be
removed as hercinabove provided. or a change of Unit Opcerator as negotiated by the working interest owners, the owners of the working interests
according to their respective acreage intcrest in all unitized land shall, pursuant to the approval of the parties requirements of the unit operating
agreement. select 8 successor Unit Operator. Such selection shall not become effective until:

(a) a Unit Operator so selected shall accept in writing the duties and respoasibilities of Unit Operator, and

(b) the selection shall have been approved by the AQ sad-spprovedby-the-band-Commissroncr.

its
If no successor Unit Operator is selected and qualified as hercin provided, the AO and-the-bend-Commisst . at theis clection may
declare this unit agreement lerminated.

7. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT. [f the Unit Operator is not the sole owner of working
interests. costs and expenses incurred by Unit Operator in conducting unit operations hercunder shall be paid and apportioned among and bome
by the owners of working interests. all in accordance with the agreement or agreements entered into by and between the Unit Operator and the
owners of working interests. whether one or more, separately or collectively. Any agreement or agreements entered into between the working
interest owners and the Unit Operator as provided in this section. whether one or more, are hercin referred 1o as the “unit opcrating agreement ™.
Such unit operating agreement shall also provide the manner in which the working tnterest owners shall be entitled to receive their respective
proportionate and allocated share of the benefits accruing hereto in conformity with their underlying operating agreements, leases, or other
independent contracts, and such other rights and obligations as between Uait Operator and the working intercst owners as may be agreed upon
by Unit Operator and the working interest owners; however, no such unit operating agreement shall be deemed cither to modify any of the terms
and conditions of this unit agreement or 1o relieve the Unit Operator of any right or obligation cstablished under this unit agreement. and in case
of any inconsistency or conflict between this agreement and the unit operating agreement, this agreement shall govern. Two copies of any unit
operating agreement exccuted pursuant to this section shall be filed in the proper Burcau of Land Management office and-one-irsecopywiih

he-band-G

PR ' . and one true copy with the Division prior 1o approval of this unit agreement.

8 RIGHTS AND OBLIGATIONS OF UNIT OPERATOR. Except as otherwise specificalty provided hecein, the exclusive nght,
pavilege. and duty of cxercising any and all nghts of the partics herelo which are necessary or convenient for prospecting for, producing.

Rev. 07/95



stoang. sllocaung. and distributing the unitized substances are hercby delegated 1o and shall be exercised by the Unit Operator as herein
provided  Acceplable evidence of tile 1o said nghts shall be depasited with Unit Operator and. logether with this agreement. shall constitute
and define the nghts, prvileges. and obligations of Unit Operator  Nothing hercin, however. shall be consirued to transfer title to any land or
10 any lcasec or operaung agreement. it being understood that under this agreement the Unit Operator. 1n its capacity as Unit Operator, shall
excreise the nghts of possession and use vested in the parties hercto only for the pumosces herein specified

9 DRILLING TO DISCOVERY. Within six (6) months afler the cf{fective date hereof, the Unit Operator shall commence to dnll

aa adcquatc test well al & locstion approved by the AO. if on Federal land ambyibie-band-Commissionsr—onSatetend, and by the Division
if on Fee land. unless on such cflective date a well is being drilled 1n conformity with the terms hereof. and thereafier continue such deilling
diligeatly unul the Cisco Canvon Reef has beea tested or until at & fesser depth unitized

substances shall be discovered which can be produced in paying quantitics (to-wit: quantiics sufficient to repay the costs of dalling, completing,
and producing operations, with a reasonable profit) or the Uait Operator shail at any time establish to the sausfaction of the AO if on Federal
land ~orthetand-Commrsstoncrrfon-Statetand- or the Division «f located on Fee land, that further dnlling of said well would be unwarranted
or impracticable, provided. however. that Unit Operator shall not in any evenl be required to dall said well 10 a depth n excess of
’ 100 feet. Unul the discovery of unitized substances capable of being produced in paying quantitics, the Uail Operator shall
continue dnlling one well at a time. allowing not more than six (6) months between the completion of onc well and the commencement of drilling
operations {or the next well, uatid a well capable of producing unitized substances in paying quanttics is completed 1o the satisfaction of the AO
if it be on Federl land erefiheband-CommissronorifonStatctand. or the Division «f on Fee land. or until it 15 rcasonably proved that the
unitized land 15 incapable of producing unitized substancesin paying quantitics in the formations drilled hercunder. Nothing in this section shall
be decmed to Limit the right of the Unit Operator to resign as provided in Section 5 heceol, or as requinng Unit Operator to commence oc
continuc any dnlling dunng the penod pending such resignation becoming effective in order to comply with the requirements of this section.

The AO endband-Gommessroncr may modify any of the dnlling requirements of this section by granting reasonable extensions of
time when. in their opinion, such action is warranted.

Upon failure to commence any well as provided for in this section within the time allowed, pnor to the establishment of a participating
srca.ancluding any extension of ime granted by the AO, and-theLand-Commisstones, this agreement will sulomatically terminate. Upon failure
to continue dnlling diligently any well commenced hereunder. the AQ end-thetand-Commesstoner may, after fifieen (15) days notice to the Unit
Operator. declare this unit agreement terminated. The partics to this agreement may not initiate 8 request 1o voluntanly terminate this agreement
during the first six (6) moaths of its term unless at least onc obligation well has been dnlled 1a accordance with the provisions of this section.

Unul the cstablishment of a participating arca, the f{ailure 1o commence a well subsequentto the dnlling of the initial obligation well, oc in the
case of multiple well requirements, f specified. subsequent Lo the dnlling of those multiple wells. as provided for 1n this (these) section(s), within
the time allowed including any extension of time granted by the AO, sadband-G restonee, shall cause this agreement to terminate
wutomatically. Upon failuce to continue dnlling diligendy any well other than the obligation well(s) commenced hereunder, the AO end-bLand
Gommisstoner may, after 15 days notice to the Unil Operator, declace this unit agreement terrunated. Failure to commence deilling the inital
obligation well, or the first of multiple obligation wells, on time and to dall it diligenty shall result in the unit agreement approval being declared
invalid ab iutio by the AO. and—band-G 166+ . In the case of multiple well requirements, f{stlure to commence dnlling the required
multiple wells beyond the first well, and to drill them diligently, may result in the unit agreement approval being declared invahd ab initio by

the AQ padland-Commissioner.

10 PLAN OF FURTHER DEVELOPMENT AND OPERATION. Within six (6) months afler completion of a well capable of
producing unitized substances in paying quantitics, the Unit Operator shall submit {or the approval of the AO, dhetand-Gommrsstoner and
Division. an scceptable plan of development and operation for the unitized land which. when approved by the AO. the~band-Commurssroner and
Division, shall coastitute the further drilling and development obligations of the Unit Operalor under this agreement for the peniod specified
therein  Thercafler, from time 1o time before the expiration of any existing plan, the Unit Operator shall submit for the approval of the AO
tho-Land-C. and Division a plan for an additional specificd period for the development and operation of the unitized fand. Subsequent
plans should normally be filed on a calendar year basis not later than March | each year. Any proposed modificstion or sddition to the existing
plan should be filed as a supplement to the plan.

Any plan submitted pursuant to this section shall provide {oc the timely explomtion of the unitized acca. and for the diligent dnlling
nccessary (or determination of the area or arcas capable of producing unitized substances in paying quantitics in cach and every productive
formation  This plan shall be as complete and sdequate as the AQ, thetand—Eommrsyroner and Division may delcrmine to be necessary for
timely development end proper conservation of the oil and gas resources of the unitized area and shall:

(1) specify the number and locations of any wells to be drilled and the proposed order and time for such dnlling, and
(b) provide a summary of opcrations and production for the previous year.

Plans shall be modificd or supplemeated when necessary 1o meet changed conditions or to protect the (nlcrests of afl pactics to this

sgrecement Ressonable diigence Sfiall be exercised in complying with the obligations of the sppraved plan of development and operation. The
AQO sndihe-band £

Yo  authorized to grant a rcasonable cxtension of the 6 month penod herewn presenbed for submission of an

intial plan of development and on operation where such action (s justified because of unusual conditions ar circumstances.
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After completion of a well capable of producing unitized substances in paying quantitics, no further wells, except such as may be
necessary 1o afford protection against operations not under this agreement and such as may be specifically approved by the AO, dre—tand
Commusstoncr and Division, shall be drlled except in accordance with an approved plan of development and operation

1l PARTICIPATION AFTER DISCOVERY Upon complection of a well capable of producing unitized substances in paying
quanlitics. Or as soon lhcrcAﬂ:r as required by the AQ. te—Laad Cominusaiones or the Division. the Unit Operator shall submit for approval
by the AO. band-C and Division. a schedule, based on subdivisioas of the public-land survey or aliquot parts thereof, of all
land then rcgardcd as reasonably proved (o be productive of unitized substances in paying quantitics. These lands shall constitute a participating
arca on approval of the AO, thetand-Commisstoner and Division, e{Tective as of the date of completion of such well or the effective date of
this unit agreement. whichever s later The acreages of both Federal and non-Federat lands shall be based upon appropnate computations from

the zourses and distances shown on the last approved public-land survey as of the effective date of each irutial participating arca. The schedule
shall alsa set focth the percentage of unitized substances to be allocated. as provided in Section 12 to each commutted tract in the participating
area so established. and shall govern the allocation of production commencing with the cffective date of the participating arca. A different
participating srea shall be established for cach separate pool or deposit of unitized substances or for eny group thercof which is produced as &
single pool or zone, and any two or more participating arcas so cstablished may be combined into one, on approval of the AQ, the—land
Eomemsnencr and the Division. When production from two or more participaling arcas is subscquently found to be from & common pool or
deposil, the participating arcas shall be combined into one, effective as of such appropriate date as may be approved or prescribed by the AO

the-band-Commissrener and Division. The participating arca or arcas so cstablished shall be revised from time to time, subject to the approval
of the AO. the-Land-Compussroner. and Division to include additional lands then regarded as reasonably proved to be productive of unitized
substances in paying quantitics or which arc necessary for unit operations, or 10 exclude fands then regarded as reasonably proved not to be
productive of unilized substances in paying quantities, and the schedule of allocation percentages shall be revised accordingly. The effective date
of any revision shall be the first of the month in which the knowledge or information is obtained on which such revision is predicated; provided,

however. that a more sappropniate effective date may be used if justified by the Unit Operator and approved by the AQ, the-band-Gommissioner
and Division No land shall be excluded from a participating area on account of depletian of its unitized substances, except that any participation
arca cstablished under the provisions of this unit agreement shall termunate automatically whenever all completions in the formation on which
the parucipaung arcas is based are abandoned.

It is the intent of this section that a participating arca shall represent the area productive of unitized substances known or reasonably
proved to be productive in paying quantitics or which arc necessary for unit operations; but, regardless of any revision of the participating arca,
nothing herein contained shall be construed as requiring any retroactive adjustment for production oblained prior 1o the effective date of the
revision of the participating area

In the absence of agreement at any time between the Unit Operator and the AO, dre-band-Gemmisoroner and Division, as 1o the proper
definition or redefinstion of 2 participating area. or until a participating arcs has, or arcas have, been established, the portion of ell payments
aflected thereby shall, except royalty due the United States and-the-Siate-afblew-Mexico, be impounded in & manner mutually acceptable to the
owners of commitied working interests and the AQ,ynd-the-band-Gommissiones. Royaltics duc 1o the United States aad-the-Siste-ofNew-Meoxivo
shall be determined by the AO for Federal lands and-the—bend-Gommissionerforihe-Siaietends and the amount thercof shall be deposited, as
direcied by the AQ and-the-band-Commisstoner until 2 panticipating area is finally approved and then adjusted in accordance with a determination
of the sum duc as Federal royalty on the basis of such approved panticipating area.

Whenever it is determined. subject to the approval of the AQ. the-band-Gommisstoner and the Division, that & well drilled under this
agreement s not capable of production of unitized substances in paying quantitics and inclusion in a participating arca of the land of which it
is situated in a pacticipaling acea is uawarranted, peoduction from such well shall, foc the purposes of settlement among all parties other thaa
working interest owners, be allocated 1o the land on which the well is located, unless such land is already within the pacticipating arca established
for the pool or deposit from which such production is obtained. Setdement for working interest benefits from such a nonpaying unit well shall
be made as provided in the unit operating agreement.

12. ALLOCATION OF PRODUCTION. All unitized substancesproduced from a participating arca established under this agreement,
except any pant thereof used in conformity with good operating practices within the unitized arca for dalling, operating, and other production
or development purposes, or for repressuring or recycling in accordance with 2 plan of development and operations that has been approved by
the AO. or unavoidably lost shall be deemed 10 be produced equally on an acreage basis from the scveral tracts of unitized land and unlcased
Federal land. if any_ included in the participating area established for such production. Each such tract shall have allocated 1o it such percentage
of said production as the number of acres of such tract included in said participating arca bears to the total acres of unitized land and unleased
Federal land. if any, included in sawd participating area. There shall be allocated to the working interest owner(s) of cach tract of unitized land
in said participating arca, in addition. such percentage of the production atiributable to the unleased Federal land within the panticipating arcs
as the number of acres of such unitized tract included in said participating arca bears to the total acres of unitized land in said participating area,
for the payment of the compensatory royalty specified in section 17 of this agreement.  Allocation of production hereunder for purposes other
than for setlement of the royalty. overnding royalty, or payment out of production obligations of the respective working interest owners,
including compensatory royalty obligations undec section 17, shall be prescribed as set forth in the unit operating agreement or as otherwise
mutally agreed by the affected parties . [ s hereby agreed that production of unitized substances from a parnticipating arca shall be allocated
as provided herein, regardless or whether any wells are delled on any particular part or tract of the pacticipating acca. [[ any gas produced from

one pacicipating area is used for cepressurning or recycling pumosces in another participating arca, the first gas withdrawn from the latter
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paruicipating area for sale dunng the life of this agreement shall be considered 10 be the gas so transferred. until an amount equal to that
teaasferred shall be so produced for sale and such gas shall be aliocated to the participating srea from which initially produced as such area was
defined al the time that such transferred gas was finally produced and sold.

13 DEVELOPMENT OR OPERATION OF NON-PARTICIPATING LAND OR FORMATIONS. Any panty hereto owning or
controlling the working intecest in any unitized land having thercon & regular well location may with the approval of the AD snd—thei-and-
Commssenes, and the Division al such panty's sole risk, costs. and expense. dniil 2 well 1o test any formation provided the well is outside any
participating arca cstablished for that formation, unless within nincty (90) days of receipt of notice from said party of his intention to drill the
well, the Unit Operator elects and commences to drill the well 1n a like manncr as other wells ace dnlled by the Unit Operator under this

agreement

If any well dnlled under this section by a working interest owner results in production of unitized substances in paving quantitics such
that the land upon which it ts situsted may propecly be included in & pacticipating arca. such pacticipating acca shall be established or enlarged
as provided in this agreement and the well shall thereafler be operated by the Unit Operator in sccordance with the terms of this agreement and
the unut operating agreement

If any well dnlied under this section by a working interest owner that obtains production in quantitics insufTicient 10 justify the
inclusion of the land upon which such well ts situated in a panicipating arca, such well may be operated and produced by the panty dnlling the
same, subject to the conservation requirements of this agreement. The royalties in amount or value of production from any such well shall be
paid a8 specified in the underlying leasc and sgreements affected.

14 ROYALTY SETTLEMENT. The United States and sny State and any royalty owner who ts entitled to take in kind & share of
the substances now unitized hercunder shall hereafter be entitled to the right to take in kind its share of the unitized substances. and Unit
Operator, or the working interest owner in casc of the operation of 2 well by a working interest owner as herein provided for in special cases.
shall make delivenes of such royalty share taken in kind in conformity with the applicable contracts, laws, and regulations. Settlement for royalty
interest not taken in kind shall be made by working tnterest owners responsible therefore under existing contracts. laws and regulations, or by
the Unit Operstor on oc before the last day of cach moath for unilized substances produced during the preceding calendar month; provided,
however, that nothing in this section shall operate to relieve the lessces of any land {rom their respective lease obligations for the payment of
any royaltics due under their leases.

If gas oblained from lands not subject to this agreement is introduced into any participating area hereunder, for use in repressunng,
stimulation of production, or increasing ultimate recovery in conformity with a plan of development and operation approved by the AQ and-the
+and—Commrsstoner and the Division, a like amount of gas, afier settlement as herein provided for any gas transferred from any other
participating arca and with appropriate deduction for loss from any cause, may be withdrawn from the formation into which the gas is introduced,
royalty (ree as (o dry gas. but not as to any products which may be extracled therefrom; provided that such withdrawal shall be at such time
as may be provided in the approved plan of development and operation or as may otherwise be coansented to by the AO sad—the-land
Cemeiserones and the Division as conforming 10 good petroleum engincering practice; and provided further, that such right of withdrawal shall
terminate on the termination of this unit agreement.

Royalty due the United States shall be computed as provided in 30 CFR Group 200 and paid in value or delivered in kind as to all
unitized substances on the basis of the amounts thereof allocated to unitized Federal land as provided in Section 12 al the rates specificd in the
respective Federal lease, or at such other rate or rates as may be authorized by law or regulation and approved by the AO: provided, that for
lcases on which the royalty rate depends on the daily average production per well, said average production shall be determined in accordance
with the operating regulations as though cach participaling arca were a single consolidated lease.

15. RENTAL SETTLEMENT . Reatal or minimum royaltics due on leases committed hercto shall be paid by appropriate working
interest owners under existing contracts, laws, and regulations. provided that nothing herein contained shall operate 10 relicve the lessces of any
land from their respective lease obligations for the payment of any rental or minimum royalty due under their leases. Rental or minimum royalty
for lands of the United States subject to this agreement shall be paid at the rate specified in the cespective leases from the United States unless
such rental or minimum royalty is waived, suspended, or reduced by law or by approval of the Secretary or his duly suthorized representative.

With respect to any Icase on non-federal land containing provisions which would terminate such lease unless drilling operations are
commenced upon the land covered thereby within the time thercin specificd or renuals are paid for the privilege of deferring such dnlling
operations, the renlals required thereby shall, notwithstanding any other provision of this agreement, be deemed to accrue and become payable
during the term thereof as extended by this agreement and until the required dalling operations are commenced upon the land covered thereby,

or until some portion of such tand is included within a participating arca

16 CONSERVATION. Operations hercunder and production of unitized substances shall be conducted to provide for the most
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econamical and efficient recovery of said substances without waste. as defined by or pursuaat o State or Federa! law or regulation.
17 DRAINAGE.

{a) The Unit Operator shall take such measures as the AQwnd-tand-Gommussrener dccms appropnate and adequate 1o prevent drainage
of unitized substances for unitized land by wells on land not subject 1o this agreement. which shall include the dalling of protective wells and
which may include the payment of a fair and reasonable compensatory royalty, as determined by the AOQ, as to Federal leascs.and-the-band
Gommsroner—asto-Sinte—teases

(b) Whenever a pacuicipating area approved under section !1 of this agreement contains unlecased Federal lands. the value of 12 172
percent of the production that would be allocated to such Federal lands under section 12 of this agreement. if such lands were leased, committed.,
and cnutled to panticipation. shall be payable as compensatory rovalties to the Federal Gavernment  Parties 1o this agreement holding working
interests in commutled leases within the applicable participating arca shall be responsibie for such compensalory royalty payment on the volume
of production reallocated from the unleased Federal lands to their unitized tracts under section 12, The value of such production subject to the
payment of said royalies shall be determined pursuant to 30 CFR part 206. Payment of compensatory royaltics on the production reallocated
from unleased Federal land to the committed tracts within the participating arca shall fulfill the Federal royalty obligation for such production,
and said production shall be subject 10 no further royalty assessment under section 14 of this agreement. Payment of compensatory royalitics
as provided herein shall accrue from the date the commitied tracts in the participating arca that includes unicased Federal lands receive a
production aliocation, and shall be due and payable monthly by the last day of the calendar month next following the calendar month of actual
production If lcased Federal lands receiving a production allocation from the participating arca become unleased, compensatory royalties shall
accrue from the date the Federal lands become unleased. Payment due under the provision shall end when the unleased Federal tract is leased
or when production of unitized substances ceases within the participating arca and the participating area is terminated, whichever occurs first.

18 LEASES AND CONTRACTS CONFORMED AND EXTENDED. The terms, conditions, and provisions of all leases, subleases, and other
contracts relating to exploration, drilling, development, or operation for oil or gas on lands commutted to this agreement are hereby expressly
modificd and amended 1o the extent necessary to make the same conform to the provisions hercof, but otherwise to remain in full force and
effect: and the parties hereto hereby consent that the Secretary, as to Federal leases and-theLand-Commicsionsras-10-Siale-leasesreaeh by his
approval hereof, or by the approval hercof by his duly authorized representative, shall and docs hereby establish, alter, change, or revoke the
drlling. producing, rental minimum royalty, and royalty requirements of Federal and-State Icascs commitied hereto and the regulations in respect
thereto Lo conform said requirements to the provisions of this agreement, and, without limiling the genenality of the foregoing, all leases,
subleases and contracts are particularly modified in accordance with the following:

(a) The development and operation of lands subject to this agreement under the terms hereof shall be deemed full performance of all
obligations for development and operation with respect 1o each and every separalely owned tract subject to this agreement, regardless of whether
there 1s any development of any particular tract of this unit arca

(b) Drilling and producing operations performed hercunder upon any tract of unitized lands will be accepted and deemed to be
performed upon and for the benefit of each and every tract of unitized land, and no leasc shall be deemed 10 expire by reason of failure to dnll
or produce wells situated on the fand therein embraced.

(c) Suspension of drilling or producing operations on sll unitized lands pursuant to direction or consent of the AO jpad-the—tand
Gommussrener, or his duly authonzed representative, shall be deemed to constitute such suspension pursuant 1o such direction or consent as to
cach and cvery tract of unilized land. A suspension of drilling or producing operations limited to specified lands shall be applicable only to such
lands

(d) Each lease. sublease or contract relating to the cxploration. drilling, development, or operation for oil or gas of lands other than
those of the United States pnd—State—of-NewMexice committed to this agreement which, by its terms might expire prior to the termination of
this agreement. is hereby extended beyond any such terms so provided therein so that it shall be continued in full force and effect for and during
the term of this agreement.

(¢) Any Federal lease committed hercto shall continue in force beyond the lerm so provided therein or by  law as to the land
comnutted so long 8s such lease remains subject hereto, provided that production of unitized substances in paying quantitics is established in
paying quantitics under this unit agreement prior to the expiration date of the term of such lecase. or in the event actual dnlling operations are
commenced on unitized land, in accordance with provisions of this agreement, prior to the end of the primary term of such lcase and are being
diligently prosecuted at that time. such lease shall be extended (or two years, and so long thereafler as oil or gas is produced in paying quantilics
in accordance with the provisions of the Minceal Leasing Act, as amended.

() Each sublcase or conlract relating 1o the operation and development of unitized substances from lands of the United States
commutted o this agreement, which by s terms would expire prior to the time at which the underlying lease. as extended by the immediately
preceding paragraph, will expire. is hereby extended beyond any such term so provided therein so that it shall be continued in full force and
cffect for and dunng the term of the undeclying lease as such term s herein extended
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(g) The scgregation of any Federal lease committed to this sgreement is governed by the following provision in the fourth paragraph
of Scction 17 (j) of the Mincral Leasing Act. as amended by the Act of September |, 1960, (74 St 781-784) 30 U.S.C. 226 (3)): “Any
(Federal) lease heretofore or hercafier commutted to any such (Unit) plan embracing lands that arc in part within and in part outside the arca
covered by any such plan shall be segregated into separate leases as to the lands commutted snd the lands not commutted as of the effective date
of unitization Pravided, however that any such fease as to non-unitzed portion shall continue in force and effect for the term theeeof, but for
not less than two years from the date of such segregation and so long thercafier as oil or gas s produced in paying quantities.”
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any lcase embracing lands of the State of New Mexico-whteh—rrrradethr0bjccl (0 this agreement. shall continue in force beyond the term

19 COVENANTS RUN WITH LAND. The covenants herein shall be construed to be covenants ruaning with the land with respect
to the interests of the partics hereto and their successors in interest until this agreement lerminates. and any grant, transfer or conveyance of
interest in land or lease subject hereto shall be and hereby is conditioned upon the assumption of alf privileges and obligations hereunder by the
granice, transferee. or other successor in interest. No assignment or transfer of any working inierest, royalty, or other interest subject hereto
shall be binding upon Unit Operator until the first day of the calendar month after Unit Operator is furmished with the original. photostatic, or
cenified copy of the instrument of transfer.

its 20 EFFECTIVE DATE AND TERM. This agreement shall become cffective upon approval by the AO and-thetand-Commissioner

or tetr duly sauthonzed representative and shail automatically terminate five (5) years from said cffectuve date uniess:

(a) Upon application by the Unit Operator such date of expiration is extended by the AQ) and-the—tand < ‘ . or

(b 1t 1s reasonably determined prior to the expiration of the fixed terms or any ¢xtension thereof that the unitized land is incapable
of production of unitized substances in paying quantities in the formations tested hercunder, and afier notice of intention 10 lerminate this
agreement on such ground is given by the Unit Operator to all parties in interest at their fast known addresses, this agreement is terminated with

approval of the AO snd-the-band-GComarssiener;, or

(c) a valuable discovery of unilized substances in paying quantities has been made or accepted on unitized land duning said iutial teem
or any extension thereof, in which event this agreement shall remain in effect for such term and so long thereafler as unitized substances can
be produced as 1o Federal lands and-are-beiag-prodused-asto-State-dands in quantitics sufficient 1o pay for the cost of producing same from wells
on unitized {and within any participating arca cstablished hereunder.  Should production cease and diligent dniling operations 1o restore
production or new production arc not in progress or reworking within sixty (60) days and production is not restored or should new production
not be obtained in paying quantities on committed lands within this unit area, this agreement will automatcally terminate effective the last day
of the month in which the last unitized production occurred: or

(d) 1t 1s voluntarily terminated as provided in this agreement. Except as noted hecein this agreement may be lerminated at any time
prior to the discovery of unitized substances which can be produced in paying quaatities by not lcss than 75 per centum, on an acreage basis,
of the working interest owners signatory hereto, with the approval of the AO sad-theband-G t e. The Unit Operator shall give notice
of any such approval 1o all parties hereto. Voluntary termination may not occur during the first six (6) months of this agreement unless at least
one obligation well shall have been dnlled in conformance with Section 9.

21 RATE OF PROSPECTING, DEVELOPMENT. AND PRODUCTION. The AO is hereby vested with authonty to alier or modify
from time 1o ime, in his discretion. the quantity and rate of production under this agreement when such quantity and rate are not fixed pursuant
to Federal or State law, or do not conform to any State-wide voluntary conservation or sllocation program which is established, recognized, and
generally adhered to by the majonity of operators in such State. The sbove authority is hereby limited to alteration or modifications which are
in the public interest. The public interest 1o be served and the purpose thereof, must be stated in the order of alteration or modification. Without
regard to the foregoing, the AQ is also hereby vesied with authonty to alter or modify from time 1o time ., in his discretion, the rate of prospecting
and development and the quantity and rate of production under this agreement when such alteration or modification is in the interest of attaining
the conservation objectives stated in this agreement and is not in violation of any upphcnblc Federal or State law provided, fun_hcr that no such
alteration o moddication shall be effective as

ofthe-speeth vien-approvalth fby—he G : rer-and-alee (0 any &
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1o this agreement as 10 the quantity and rate of production in the absence of specific written spproval thercof by the Division

Powers in the section vested in the AQ shall only be exercised afier notice to Unit Operator and opportunity for heanng to be held
not less than |5 days from notice

22 APPEARANCES Umut Operators shall. after notice 1o other partics affected, have the night (o appear for and on behalf of any
and all interest affected hereby before the Department of the lntenior mnd-the-Eommisstoncrei—Puble-beads and Division, and 10 appeal from
orders issued under the regulations of said Department srtand-Gommissioner-and Division or 1o apply for relief from any of said regulations,
or in any proceedings relative to operations before the Depaniment er—the—band-Gommissionseand Division or any other legally constituted
authonly, provided. however. that any other interested party shall aiso have the right at its own expense 1o be heard ia any such proceeding.

23 NOTICES. All notices, demands. or statements required hereunder to be given or rendered to the partics hereto shall be in wnting
and shall be personally deliverced 10 the party or partics, or sent by postpaid registered or certified mail, to the last known address of the party
of partics

24. NO WAIVER OF CERTAIN RIGHTS. Nothing contained in this agreement shall be construed as a waiver by any party hereto
of the right 1o assert any legal or constituional nght or defense as o the validity or invalidity of any law of the State where unitized lands are
located. or of the United States. or regulations issued thercunder in any way affecting such party, or a3 & waiver by any such party of any nght
beyond his or its authonty to waive.

25. UNAVOIDABLE DELAY. All obligations under this agreement requiring the Unit Operator to commence or continue dnlling,
or to operale on, or produce unitized substances from any of the lands covered by this agreement, shall be suspended while the Unit Openator,
despite the exercise of due care and diligence, 1s prevented from complying with such obligations, in whole or in pant, by strikes. acts of God,
Fedenal. State, or municipal law or agencics, unavoidable accidents, uncontrollable delays in transportation, inability to obtain necessary matenials
or equipmenl in open market, or other matiers beyond the reasonable control of the Unit Operator whether similar to matiers herein enumerated
or not.

26. NONDISCRIMINATION. In connection with the performance of work under this agreement, the Unit Operator agrees to comply
with all the provisions of Section 202 (1) to (7) inclusive of Executive Order 11246 (30 F.R. 12319), as amended which are hereby incorporated
by reference in this agreement.

27 LOSS OF TITLE In the event title to any tract of unitized land shall fail and the true owner cannot be induced to join in this
unit agreement, such tract shall be automatically regarded as not committed hercto, and there shall be such readjustment of future costs and
benefits as may be required on account of the loss of such title. In the event of a disputc as to litle to any royalty, working interest, or other
interests subject thereto, payment or delivery on account thereof may be withheld without liability for interest until the dispute 1s (inally settled;
provided, that, as to Federal amd-Siate lands or leases, no payments of funds due the United Stuics oethe—Staie—of-NewMexiee should be
withheld, but such funds shall be deposited as direcied by the AQ,and-such-funds-oftheSateof Newdlexicoshallbe-deposited-ssdirsstedby
the—band-Gemmisatener, L0 be held as uncarned moncey pending final settiement of the title dispute, and then applied as eamed or returned in
accordance with such final settlement.

Unit Operator as such is relicved from any responsibility for any defect or failure of any title hercunder.

28. NON-JOINDER AND SUBSEQUENT JOINDER. If the owner of any substantial interest in a tract within the unit srea fails or
refuses to subscribe oc consent o this agreement, the owner of the working interest in that tract muy withdraw the tract from this agreement
by writen notice delivered to the proper Burcau of Land Management office, tho-band-G 1664 « the Division and the Unit Operator prior
1o the approval of this agreement by the AO.xad-Gommissioner. Any oil or gas interests in lands within the unit arca not commiticd hereto prior
o final spproval muy thereafter be committed hereto by the owner or owners thereof subscribing or consenting to this agreement, and, if the

interest, is & working interest, by the owner of such interest only subscribing 10 the unit operating agreement. After operations are commenced
hereunder, the nght of subsequent joinder, as provided in this section, by a working interest owner is subject to such requirements or approval(s),
if any. pertaining 1o such joinder, as may be provided for in the unit operating agreement. Afler final approval hereof, joinder by & non-working
interest owner must be consented 1o 1n writing by the working interest owner committed herclo and responsible for the payment of any bencfits
that may accrue hercunder 1n behalf of such non-working interest. A non-working interest may not be commuitted to this urut agreement unless
the corresponding working interest is committed hereto. Joinder to the unit agreement by a working interest owner, at any time, must be
accompanied by appropnate joinder to the unit operating agreement. in order for the interest to be regarded as commitied to this agreement.
Excepl as may otherwise herein be provided, subsequent joinders 10 this agreement shall be effective as of the date of the filing with the AO
the—tend-Commisstoner and the Division of duly exccuted counterparts of all or any papers necessary to establish effective commitment of any
interest and/or tract (o this agreement.

29 COUNTERPARTS. This agreement may be cxecuted in any number of counterparts, no one of which needs to be executed by
all parties. or may be ratificd or conseated 1o by sepanate instrument in writing specifically referring hereto and shall be binding upon all those
partics who have exccuted such a counterpact. ratification, or consent hereta with the same force and eflect as if all such parties had signed the
samc document and regardless of whether or not it is executed by all other partics owning or claiming an interest in the fands within the above-
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descnbed umil arca

30 SURRENDER Nothing in this sgreement shall prohibit the exercise by any working interest owner of the nght (o surrender
vested tn such party by any lease, sublease. or operating agreement as (o all or any part of the lands covered therehy, provided that cach pacty

who will oc nught acquice such working interest by such surrender or by torfedure as hereafler set forth s bound by the terms of this agreement

If. as ¢ result of any such surrender. the working interest nghts as 10 such lands become vested 1n any panty other than the fee gwner
of the unitized substances. said pacty may forfeit such nghts and further benefits [rom operation hercunder as 10 said land 1o the pany next in

the chain of utle wha shall he and become the owner of such working interest

If as u result of any such surreader or forfeiture. warking interest nghts become vesied in the tee vwner of the umitized substances.,

such owner muay
(1) asieptithose waorking interest nghts subject to this agreement and the unit operating sgrecment. of

(b} leasc the poction of such land as 18 included in a participating arca established hercunder subject o this agreement and the unit
operating agrecment, or

(c) provide for the independent operation of any part of such land thal is not then included within 2 participating arca cstablished
hercunder

If the fee owncer of the unitized substances does not accept the working aterest aghts subject ta this agreement and the unit operaung
agreement or lease such lands as above provided within six (6) months after the surrender or forfeited working interest nghts become vested
in the fee owner the benefits and obligations of opcrations accruing to such lsnds under this agreement and the unit operating agreement shall
be shared by the remuaining owners of unitized working interests in accordance with their respective working interest ownerships, and such owners
of working interests shall compensate the fee owner of unitized substances in such lands by paying sums cqual to the rentals. mintmum royaltics,
and royaltes applicable 1o such lands under the lcase in effect when the lands were unitized.

An sppropnate accounting and settlement shall be made for alf bencfits accruing 1o or payments and cxpendilures made or incurred
on behalf of such surrendered or forfeited working interest subsequent to the date of surrender or (orfeiture. and payment of any monics found
to be owing by such an accounting shall be made as between the partics within thiny (30) days

The excreise of any aght vested in & working nlerest owner to reassign such working interest to the party from whom obtained shall
be subject to the same conditions as sct forth in this section in regard o the exercise of & nght 1o surrender

31 TAXES. The working interest owners shall render and pay for their account and the account of the royalty owners all valid taxes
on or measured by the unitized substances in and under or that may be produced, gathered and sold from the land covered by this agreement
afler its cffecurve date, or upon the proceeds denved therefrom. The working interest owners on cach iract shall and may charge the proper
proportion of said laxes 1o royalty owners having interest in said tract, and may currently retain and deduct 2 sufficicnt amount of the unitized
substances or denvative products. or net proceeds thercof, from the allocated share of each royally owner to secure cetmbursement for the taxes
so paid. No such taxes shall be charged 1o the United States or the State of New Mexico oc to any lessor who has a contract with his fessec which
requires the lessce 1o pay such taxes.

32. NO PARTNERSHIP. It is expressly agreed that the relation of the parties hereto is that of independent contractors and nothing
contained in this agreement, expressed or implied, nor any operations conducted hercunder, shall create or be deemed 10 have created a
pactaership oc association between the partics hereto or any of them.

13 SURFACEAND ENVIRONMENTAL PROTECTION STIPULATIONS . Nothing in this sgrcement shall modily or change cither
the special Federal lease stipulahions relsting 1o surface managemeal or such special Fedcral lease supulations rclating to surface and

ceavironmental protection. attached to and made a part of, Oil and Gas Leases covenng lands within the Unit Arca.

[N WTTNESS WHEREOF, the partics hercto have caused this agreement to be executed and have set oppaosite their respective names

the date of cxecution

UNIT OPERATOR AND WORKING INTEREST OWNER

UNIT OPERATOR PENWELL
ADDRESS:
Penwell Energy, Inc. By o
600 N. Marienfeld, Suite 1100 Steven ;i"f"ﬁ}"
Midiand, Texas 79701 Vice

Rev. 07/95

Preside

Date ol Ixecution:




ACKNOWLEDGMENT

STATE OF TEXAS *
*
COUNTY OF MIDLAND *
This instrument was acknowledged before me on the 24th day of May, 1996, by

STEVEN R. FOY, Vice President of Penwell Energy, Inc., a Texas corporation, on behalf
of said corporation.

Given under my hand and seal ofI ice this the Zﬂ-tﬁ) day of I\lﬂay, 1996.
~. } |

*V(/Z JON2 W)/j\/ /?mm/- /)

Notary Public in afwd for the Stat@d Texas

My Commissi

TAMMY BAIMRRIDGE
tiotary Public, State of Toxas

My cemmission expires 9/23/97 z
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RATIFICATION AND JOINDER OF UNIT AGREEMENT
AND
UNIT OPERATING AGREEMENT

In  consideration of the execution of the Umt Agreement for the Development snd  Operation  of the
UNIT AREA, County of State of
New Mexico, dated A9 .in form approved on behalf of the Secretary of the lnleror and the
Commussioner of Public Lands. and in consideration of the execuuion or ratification by other working interest owners of the contemporary Unit
Operating Agreement which relates to said Unit Agreement the undersigned hereby expressly ratifies. approves and adopts said Unit Agreement
as fully as though the undersigned had executed the onginal agreement.

This Ratfication and Joinder shali be cffective as to the undersigned’s interests (o any lands and leases. or interests therein, and
royalties presently held or which may anse under existing option agreements or other interests tn uniized substances, covenng the lands within
the Unit Arca tn which the undersigned may be found to have an o1l and gas interest

This Ratification and Joinder of Unit Agreement shall be binding upon the undersigned, his. or her or its heirs. devisees, executors,
AS3IgNS Of SUCCESSOrS in inlerest.

EXECUTED this day of 19

T Attest
Address:
TRACT (§)
STATE OF )
) ss.

COUNTY OF )

On this day of .19 . before me  personally

.10 me known 10 be the person descnbed in and who executed the foregoing
instrument. and acknowledged that (s) he exccuted the same as his/her free act and decd.

My Commission Expires:

Notary Public

(SEAL)
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EXHIBIT *A™
PENWELL ENERGY, INC.
WAGON WHEEL UNIT AREA
EDDY COUNTY, NEW MEXICO
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Section 21 E2 memmammamm  {AGON WHEEL UNIT
Section 22 All g T ’
Section 23 W.2 OUTLINE
Section 26 W/2
Section 27 All
Section 28: All

Section 34: N/2
Eddy County, New Mexico



EXHIBIT “B”

SCHEDULE OF OWNERSHIP

Schedule Showing All Lands and Leases
Within the WAGON WHEEL UNIT
EDDY COUNTY, NEW MEXICO
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TRACT  DESCRIPTION ACRES SERIAL BASIC LESSEE OVERRIDING WORKING
NUMBER OF NUMBER & ROYALTY OF ROYALTY AND INTEREST
LANDS EXPIRATION AND RECORD PERCENTAGE AND
DATE PERCENTAGE PERCENTAGE
Federal Lands
T-22-5, R-22-E, Eddy County, New Mexico
1 Section 27: All 640.00 NM-86885 12.5% USA Penwell Mitchell Energy Corp. 9.50% Penwell Energy
8/31/96 Energy, Inc. John Thoma 0.60% Inc. - 27.75%
Paul Barwis 0.50% CoEnergy
James Geitgey 0.50% Central
C. Mark Wheeler 0.25% Exploration
Penwell Energy Employee Inc.-72.25%
Royalty Pool 0.15%
2 Section 15: W/2, SE/4, 1,560.00 NM-88086 12.5% USA Penwell Mitchell Energy Corp. 9.50% Penwell Energy
S/2NE/4, NE/4 NE/4 2/28/97 Energy, Inc.  John Thoma 0.60% Inc. - 27.75%
Section 28: All Paul Barwis 0.50% CoEnergy
Section 34: N/2 James Geitgey 0.50% Central
C. Mark Wheeler 0.25% Exploration
Penwell Energy Employee Inc.-72.25%
Royalty Pool 0.15%
3 Section 21: E/2 320.00 NM-70184 12.5% USA Thomas M. Thomas M. Stanton 7.50% Penwell Energy
1/31/98 Stanton John Thoma 0.60% Inc. - 27.75%
Paul Barwis 0.50% CoEnergy
James Geitgey 0.50% Central
C. Mark Wheeler 0.25% Exploration
Penwell Energy Employee Inc.-72.25%
Royalty Pool 0.15%



TRACT DESCRIPTION ACRES SERIAL BASIC LESSEE OVERRIDING WORKING
NUMBER OF NUMBER & ROYALTY OF ROYALTY AND INTEREST
LANDS EXPIRATION AND RECORD PERCENTAGE AND
DATE PERCENTAGE PERCENTAGE
4 Section 14: W/2 960.00 NM-92144 12.5% USA Penwell Mitchell Energy Corp. 9.50% Penwell Energy
Section 23: W/2 11/31/03 Energy, Inc.  John Thoma 0.60% Inc. - 27.75%
Section 26: W/2 Paul Barwis 0.50% CoEnergy
James Geitgey 0.50% Central
C. Mark Wheeler 0.25% Exploration
Penwell Energy Employee Inc. - 72.25%
Royalty Pool 0.15%
5 Section 10: W/2 320.00 NM-92739 12.5% USA Conoco, Inc. Conoco, Inc. -
2/29/04 100%
6 Section 22: All 640.00 NM-92740 12.5% USA Conoco, Inc.  Conoco, Inc. 6.25% Penwell Energy
2/29/04 John Thoma 0.60% Inc. - 27.75%
Paul Barwis 0.50% CoEnergy
James Geitgey 0.50% Central
C. Mark Wheeler 0.25% Exploration,
Penwell Energy Employee Inc. - 72.25%
Royalty Pool 0.15%
7 Section 10: E/2 320.00 (OPEN)
Total Federal Lands: 4,760.00 Acres
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TRACT DESCRIPTION ACRES SERIAL BASIC LESSEE OVERRIDING WORKING
NUMBER OF NUMBER & ROYALTY OF ROYALTY AND INTEREST
LANDS EXPIRATION AND RECORD PERCENTAGE AND
DATE PERCENTAGE PERCENTAGE
Fee Lands
T-22-5, R-22-E, Eddy County, New Mexico
8 Section 15: 40.00 H.W. Boles 18.75% FEE Penwell John Thoma 0.60% Penwell
NW/4 NE/4 et al Energy, Inc. Paul Barwis 0.50% Energy, Inc.
5/1/01 James Geitgey 0.50% -27.75%
C. Mark Wheeler 0.25% CoEnergy
Penwell Energy 0.15% Central
Employee Royalty Pool Exploration,
Total Fee Lands: 40.00 Acres Inc. -72.25%
RECAPITULATION:
Federal Lands 4,760.00 or 99.166667%
Fee Lands 40.00 or 0.833333%
Total 4,800.00 100.000000%

/tbiwagonwheel(1Tw)
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EXHIBIT “C”

SCHEDULE OF TRACT PARTICIPATION

Within the WAGON WHEEL UNIT
EDDY COUNTY, NEW MEXICO

TRACT ACRES PERCENTAGE OF PARTICIPATION

1 640.00 13.333333%
2 1,560.00 32.500000%
3 320.00 6.666667%
4 960.00 20.000000%
5 320.00 6.666667%
6 640.00 13.333333%
7 320.00 6.666667%
8 _40.00 0.833333%

| 4,800.00 100.000000%
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Wagon Wheel Unit Working Interest Owners

* CoEnergy Central

Exploration, Inc. 62.616666% 3,005.60 acres

* Penwell Energy, Inc. 24.050000% 1,154.40 acres

Conoco Inc. 6.666667% 320.00 acres
Open Acreage

(Nominated for Oct. Sale) 6,666667% 320.00 acres

Totals: 100.000000% 4,800.00 acres

* Owners who have agreed to ratify the unit.

BEFORE THE
OIL CONSERVATION DIVISION
Santa Fe, New Mexico

Case No. _11545_ Exhibit No. _ 2

Submitted by: Penwell Energy. Inc.

Hearing Date:____June 13,1996




United States Department of the Interior

BUREAU OF LAND MANAGEMENT
ROSWELL DISTRICT OFFICE
1717 West Second Street
Roswell, New Mexico 88202

IN REPLY REFER TO:
NMNM94493X

3180 (06200) JUN .4 '896
Penwell Energy, Inc.

Attention: Mr. C. Mark Wheeler

600 N. Marienfeld, Suite 1100

Midland, Tx 79701

Gentlemen:

Your application of Mav 30, 1926, filed with the BLM requests the designation
of the Wagon Wheel Unit area, embracing 4800.00 acres, more or less, BEddy
County, New Mexico, as logically subject to exploration and development under

the unitization provisions of the Mineral Leasing Act as amended.

Pursuant to unit plan regulations 43 CFR 3180, the land requested as outlined

on your plat marked Exhibit A, Penwell Energy, Inc., Wagon Wheel Unit,
Eddy County, New Mexico is herebyv designated as a logical unit area and has
been assigned No. NMNM94493X. This designation is valid for a period of one

vear from the date of this letter.

The unit agreement submitted for the area designated should provide for a wel]
to test the Cisco Canyon Reef formation or to a depth of 8100 feet, whichever
is the lesser depth. Your proposed use of the Form of Agreement for nproved
Areas will be accepted. Corrections that need to be made to Exhibit 3 are
shown in red on the enclosed Exhibit B.

If conditions are such that modification of said standard form is deemed
necessary, two copies of the proposed modifications with appropriate
justification must be submitted to this office for preliminary approval.

In the absence of any type of land requiring special provisions or any
objections not now apparent, a duly executed agreement identical with said
form, modified as outline above, will be approved if submitted in approvable
status within a reasonable period of time. However, notice is hereby given
that the right is reserved to deny approval of any executed agreement
submitted which in our opinion, does not have the full commitment of
sufficient lands to afford effective control of operations in the unit area.

When the executed agreement is transmitted to the BLM for final approval,
include the latest status of all acreage. In preparation of Exhibits "A" and
"B", follow closely the format of the sample exhibits attached to the reprint
of the aforementioned form.

Tnasmuch as this unit agreement involves Fee land, we are sending a copy of
the letter to the NMOCD.

Sincerely,

BEFORE THE
OIL CONSERVATION DIVISION / 4,@
Santa Fe, New Mexico W
ony I.. Ferguson
Assistant District Manager,

Case No. __11545  ExhibitNo. _3 Minerals Support Team

Submitted by: Penwell Energy. Inc.

Hearing Date: June 13.1996




EXHIBIT “B”

SCHEDULE OF OWNERSHIP

Schedule Showing All Lands and Leases

Within the WAGON WHEEL UNIT
EDDY COUNTY, NEW MEXICO
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Royalty Pool 0.15%

TRACT DESCRIPTION ACRES SERIAL BASIC LESSEE OVERRIDING WORKING
NUMBER OF NUMBER & ROYALTY OF ROYALTY AND INTEREST
LANDS EXPIRATION AND RECORD PERCENTAGE AND
DATE PERCENTAGE PERCENTAGE
Federal Lands
T-22-S, R-22-E, Eddy County, New Mexico
1 Section 27: All 640.00 NM-86885 12.5% USA Penwell Mitchell Energy Corp. 9.50% Penwell Energy
T ) Energy, Inc. John Thoma 0.60% Inc. - 27.75%
2/3119¢ Paul Barwis 0.50% CoEnergy
James Geitgey 0.50% Central
C. Mark Wheeler 0.25% Exploration
Penwell Energy Employee Inc.-72.25%
Royalty Pool 0.15%
2 Section 15: W/2, SE/4, 1,560.00 NM-88086 12.5% USA Penwell Mitchell Energy Corp. 9.50% Penwell Energy
S/2NE/4, NE/4 NE/4 3/1/97 Energy, Inc.  John Thoma 0.60% Inc. - 27.75%
Section 28: All Paul Barwis 0.50% CoEnergy
Section 34: N/2 N\QN 8/91 James Geitgey 0.50% Central
C. Mark Wheeler 0.25% Exploration
Penwell Energy Employee Inc. -72.25%
Royalty Pool 0.15%
3 Section 21: E/2 320.00 NM-70184 12.5% USA Thomas M. Thomas M. Stanton 7.50% Penwell Energy
271798 Stanton John Thoma 0.60% Inc. - 27.75%
1731098 Paul mE:s.\E 0.50% CoEnergy
i James Geitgey 0.50% Central
C. Mark Wheeler 0.25% Exploration
Penwell Energy Employee Inc. - 72.25%



TRACT DESCRIPTION ACRES SERIAL BASIC LESSEE OVERRIDING WORKING
NUMBER OF NUMBER & ROYALTY OF ROYALTY AND INTEREST
LANDS EXPIRATION AND RECORD PERCENTAGE AND
DATE PERCENTAGE PERCENTAGE
4 Section 14: W/2 960.00 NM-92144 12.5% USA Penwell Mitchell Energy Corp. 9.50% Penwell Energy
Section 23: W/2 12/41403 Energy, Inc.  John Thoma 0.60% Inc. - 27.75%
Section 26: W/2 \\\‘ub\Ow Paul mg.s.:m 0.50% ﬂom:,m«mv\
James Geitgey 0.50% Central
C. Mark Wheeler 0.25% Exploration
Penwell Energy Employee Inc. - 72.25%
Royalty Pool 0.15%
5 Section 10: W/2 320.00 NM-62739 12.5% USA Conoco, Inc. Conoco, Inc. -
341/ 04 100 %
A/28)°%
6 Section 22: All 640.00 NM-92740 12.5% USA Conoco, Inc. Conoco, Inc. 6.25% Penwell Energy
e yavacy John Thoma 0.60% Inc. - 27.75%
. Paul Barwis 0.50% CoEnergy
%‘\%%\ 7 A\ James Geitgey 0.50% Central
C. Mark Wheeler 0.25% Exploration,
Penwell Energy Employee Inc. - 72.25%
Royalty Pool 0.15%
7 Section 10: E/2 320.00 (OPEN)
Total Federal Lands: 4,760.00 Acres
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TRACT DESCRIPTION ACRES SERIAL BASIC LESSEE OVERRIDING WORKING
NUMBER OF NUMBER & ROYALTY OF ROYALTY AND INTEREST
LANDS EXPIRATION AND RECORD PERCENTAGE AND
DATE PERCENTAGE PERCENTAGE
Fee Lands \A/// %\ v
T-22-S, R-22-E, Eddy County, New Mexico %
8 Section 15: 40.00 H.W. Boles 18.75% FEE Penwell John Thoma 0.60% Penwell
NW/4 NE/4 et al Energy, Inc. Paul Barwis 0.50% Energy, Inc
5/1/01 James Geitgey 0.50% -27.75%
C. Mark Wheeler 0.25% CoEnergy
Penwell Energy 0.15% Central
Employee Royalty Pool Exploration,
Total Fee Lands: 40.00 Acres Inc. - 72.25%
RECAPITULATION:
Federal Lands 4,760.00 or 99.166667%
Fee Lands 40.00 or 0.833333%
Total 4,800.00 100.000000%

/th:wagonwheel(1Tw)
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BEFORE THE
OIL CONSERVATION DIVISION
Santa Fe, New Mexico
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Santa Fe, New Mexico



