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S a = B = / F E D E l R A U F E E 

E X P L O R A T O R Y U N I T S 

U N I T A G R T R M E N T 

EOR T H E D E V E L O P M E N T A N D O P E R A T I O N 

O F T H E 

WAGON WH K FA, U N r r A K K A 

COUNTY OF EDDY 

S T A T E O F N E W M E X I C O 

T H I S A G R E E M E N T , entered . i f ihc L S t day o f 

between llic parties subscribing, n i l Tying, or consenting h c r c l o . t n d here in refer red lo ts Lhc "parlies hereto 

W I T N E S S E T H 

June .19 9 6 _ . by and 

W H E R E A S , ihe parties hcrclo art ihe owners o f w o r k i n g , r o y t l t y or other o i l t n d gas interests m lhc unit t r e t subject to this 

t g ree ment. t n d 

W H E R E A S , the Minera l U t s i n g Aci o f February 25. 1920. 41 Statute 437 , t i amended 30 U S C Section 181 ct . seq . authorizes 

Federal lessees t n d iheir representatives lo unite w i t h each other, or j o i n t l y or separately wi th others, in col lect ively adopt ing and operat ing a 

urui plan o f development or operations o f any o i l and gas p o o l , f i e l d , or l ike area, or any part (hereof for lhc purpose o f more p roper ly 

conserving lhc natural resources thereof whenever de termined and c e r t i f i e d by the SecrcLary o f the Interior to be necessary or advisable m ihe 

public interest; and 

W H E R E A S , the Commissioner o f Public Lands o f u V Stale o f N e w M e n i e o ia authorised by an Act o f ihe Legis lature (Sect ion 10 IQ -

*6 ."4?-HM Statatcs-1978'Annotated) to cunsent to o i t p p i u v e th is agreement o n beha l f o f the'State o f Nc^Mexjee>,-ins<yfar-*s i i c o v e n and 

mLtudev-rBTKrs-gnd n u n n a l interest o f the State u f 'New M c TT CUT ~H rrd 

W H E R E A S , the Oi l Conservation D i v i s i o n o f the N e u M e x i c o Energy and Minerals Department, here inaf ter re fe r red io as 

" D i v i s i o n " . u authorized by an acl o f the Legislature (Chapter 70 and 7 I , N M Statutes 1978 Annotated) to approve this agreement and the 

conservation provisions hereof; and 

W H E R E A S , lhc p t n i e s hereto hold suf f ic ien t i n t e r e s t in the W a g O n W h e e l _ U n i l Area c o v e r i n g 

the land hereinafter described lo give reasonably e f fec t ive con t ro l o f opera t ions there in; and 

W H E R E A S , it is lhc purpose o f the parties hereto lo conserve na tura l resources, prcvenl waste, t n d secure ouhcr bene fits obtainabIc 

through development and operation o f ihe area subject lo this agreement under the le rms, condi t ions , tnd l imitat ions here in set f o r t h . 

N O W . T H EREFOR E. in consideration o f the premises and the promises herein contained. the parties hereto c o m m i l l o tins a g re erne ni 

their respective interests tn the below-def ined una area, and agree several!) among themselves as fo l lows 

1 E N A B L I N G A C T A N D R E G U L A T I O N S . The M i n e r a l Leas ing A c l o f February 25. 1920. as amended, supra, and all va l id 

pertinent regulations inc lud ing operating and unit p l an regula t ions , he re to fore issued thereunder or va l id , pertinent and reasonable regulat ions 

hereafter issued thereunder arc accepted and made a part o f this agreement as lo Federal Lands, provided such regulations arc not inconsistent 

with the terms o f this agreement, and as lo non-Federal lands, lhc o i l and g a i operat ing regulations in ef fce l as o f the efTeclive date hereof 

governing d r i l l i ng and producing operations, not inconsistent w i t h the terms he reo f or ihc laws o f the Stale in wh ich lhc non-Federa l land is 

located, arc hereby accepted and made a part o f ihis agreement 

To wash ii 
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C o n t a i n i n g 4 , 8 0 0 . 0 0 a c r e s , m o r e o r l ess 

E x h i b i t " A " s h o w s in a d d i t i o n l o l h c b o u n d a r y o f l h c u r u l a r e a , l h c b o u n d a n c s a n d i d c n l i l y o f i r a c l s a n d leases i n s a i d a r e a l o l h c 

e x t e n t k n o w n l o l h c U r u l O p e r a t o r E x h i b i t ' B ' a t u c h e d h e r e t o is a s c h e d u l e s h o w i n g l o the e x t e r n k n o w n l o the U n i t O p e r a t o r , l h c a c r e a g e , 

p e r c e n t a g e , and k i n d o f o w n e r s h i p o f o i l a n d g a s i n t e r e s t s i n a l l l a n d s i n t h e u r u l a r e a M o w - e v e r , n o t h i n g h e r e i n o r tn E x h i b i t s ' A - a n d * B " 

s h a l l be c o n s t r u e d a i a r e p n e a c n i a i i o n b y a n y p a r l y h c r c l o as t o t h e o w n e r s h i p o f a n y i n t e r e s t o t h e r t h a n s u c h i n t e r e s t o r i n t e r e s t s as a r c s h o w n 

i n t h e E x h i b i t s a i o w n e d b y s u c h p a r l y E x h i b i t s ' A ' a n d " 8 " s h a l l be r e v i s e d b y t h e U r u l O p e r a t o r w h e n e v e r c h a n g e s i n t h e u a i t a r e a o r i n 

the o w n e r s h i p i n t e r e s t s i n t h e i n d i v i d u a l t r a c t s r e n d e r s u c h r e v i s i o n n e c e s s a r y , o r w h e n r e q u e s t e d b y the A u t h o r i s e d o f f i c e r , h e r e i n a f t e r r e f e r r e d 

l o as " A O * . c*f w h e n r e q u e u e d b y l h c C o m m i s s i o n e r o f P u b l i c — L a n d s o f uSc—Slate o f t K * M e x i c o , h e r e i n a f t e r referred t e a s — " L a n d 

C o m m i s s i o n e r " . a n d n o t le ss t h a n f o u r ( 4 ) c o p i e s o f t h e r e v i s e d E x h i b i t s s h a l l be f i l e d w i t h the p r o p c r B u r e a u o f L a n d M a n a g e m e n l o f f i c e . .aod 

o n e ( 1 ) e c p y t h e r e o f s h a l l be f i l e d w.uS (he L a n d C O I T U T U n i o n c r. a n d o n e ( 1 ) c o p y w i t h the N e w M e x i c o O i l C o n « r % at . o n D i v i s i o n o f i h e E n e r g y 

a n d M i n c r a l l D e p a r t m e n t , h e r e i n a f t e r referred to a t " D i v i s i o n " 

T h e a b o v e - d e s c r i b e d u n i t a rea s h a l l , w h e n p r a c t i c a b l e , be e x p a n d e d t o i n c l u d e t h e r e i n a n y a d d i t i o n a l l a n d s o r s h a l l be c o n t r a c t e d l o 

e x c l u d e lands w h e n e v e r s u c h e x p a n s i o n o r c o n t r a c t i o n ts d e e m e d t o be n e c e s s a r y o r a d v i s a b l e to c o n f o r m w i t h ihc p u r p o s e s o f t h i s a g r e e m e n t 

S u c h e x p a n s i o n o r c o n t r a c t i o n s h a l l be e f f e c t e d t n t h e f o l l o w i n g m a n n e r : 

(a) U r u l O p e r a t o r , o n us o w n m o t i o n ( a f t e r p r e l i m i n a r y c o n c u r r e n c e b y t h e A O ) , o r o n d e m a n d o f l h e A O o r the L a n d C o m m i s s i o n e r 

( a f t e r p r e l i m i n a r y c o n c u r r e n c e b y the A O V n d t h a L a n d C o m m i s s i o n e r ) s h a l l p r e p a r e a N o t i c e o f P r o p o s e d E x p a n s i o n o r C o n t r a c t i o n d e s c r i b i n g 

t h e c o n t e m p l a t e d c h a n g e s i n t h e b o u n d a n c s o f t h e u r u t a r e a , t h e r e a s o n s t h e r e f o r e , a n y p l a n s f o r a d d i t i o n a l d n i l i n g . a n d the p r o p o s e d e f f e c t i v e 

da te o f lhc e x p a n s i o n o r c o n t r a c t i o n p r e f e r a b l y t h e f i r s t d a y o f a m o n t h s u b s e q u e n t t o the d a t e o f n o t i c e 

f b ) S a i d n o t i c e s h a l l be d e l i v e r e d to t h e p r o p e r B u r e a u o f L a n d M a n a g e m e n t o f f i c e . Lha L a n d C o m m n n i o n e r a n d t h e D i v i s i o n , a n d 

c o p i e s t h e r e o f m a i l e d t o t h e las ! k n o w n a d d r e s s o f e a c h w o r k i n g i n t e r e s t o w n e r , l e s s e e a n d l e s s o r w h o s e i n t e r e s t arc a f f e c t e d , a d v i s i n g t h a t 3 0 

d a y s w i l l be a l l o w e d f o r s u b m i s s i o n to the U n i t O p e r a t o r o f a n y o b j e c t i o n s . 

( c ) U p o n e x p i r a t i o n o f the 3 0 - d a y p e r i o d p r o v i d e d i n t h e p r e c e d i n g i t e m ( b ) h e r e o f . U n i t O p e r a t o r s h a l l f i l e w i t h t h e A O , t h e L e n d 

G - o i i i i n n i i o u i i and the D i v i s i o n , e v i d e n c e o f m a i l i n g o f t h e N o t i c e o f E x p a n s i o n o r C o n t r a c t i o n a n d a c o p y o f a n y o b j e c t i o n s i h c r e t o w h i c h h a v e 

b e e n f i l e d w i t h U n i t O p e r a t o r t o g e t h e r w i t h a n a p p l i c a t i o n i n t r i p l i c a t e , f o r a p p r o v a l o f s u c h e x p a n s i o n o r c o n t r a c t i o n a n d w i t h a p p r o p n a l e 

JOI ndc rs 

( d ) A f t e r d u e c o n s i d e r a t i o n o f a l l p e r t i n e n t i n f o r m a t i o n , t h e e x p a n s i o n o r c o n t r a c t i o n s h a l l , u p o n a p p r o v a l h y t h e A O . l h a L a n d 

C o m m i i i i o n e r a n d t h e D i v i s i o n , b e c o m e e f f e c t i v e as o f the d a l e p r e s e n b e d i n t h e n o t i c e t h e r e o f o r s u c h o t h e r a p p r o p n a l e d a t e 

(e ) N o t w i t h s t a n d i n g a n y p n o r e l i m i n a t i o n u n d e r t h e " D r i l l i n g t o D i s c o v e r y " s e c t i o n , a l l l e g a l s u b d i v i s i o n s o f l a n d s ( i . e . . 4 0 a c r e s 

b y G o v e r n m e n t s u r v e y o r i u n e a r e s t l o t o r t r a c t e q u i v a l e n t ; i n i n s t a n c e s o f i r r e g u l a r s u r v e y s , u n u s u a l l y l a r g e l o t s o r t r a c t s s h a l l b e c o n s i d e r e d 

i n m u l t i p l e s o f 4 0 a c r e s o r t h e nea res t a l i q u o t e q u i v a l e n t t h e r e o f ) , n o p a r t s o f w h i c h a r c e n t i t l e d l o b e i n a p a r t i c i p a t i n g a rea o n o r b e f o r e l h c 

f i f t h a n n i v e r s a r y o f t h e e f f e c t i v e da te o f t h e f i r s t i n i t i a l p a r t i c i p a t i n g a rea e s t a b l i s h e d u n d e r t h i s u n i t a g r e e m e n t , s h a l l be e l i m i n a t e d a u t o m a t i c a l l y 

f r o m th is a g r e e m e n t , e f f e c t i v e as o f sa id f i f t h a n n i v e r s a r y , a n d s u c h l a n d s s h a l l n o l o n g e r b e a p a r t o f t h e u n i t a rea a n d s h a l l n o l o n g e r be s u b j e c t 

t o t h i s a g r e e m e n t , u n l e s s d i l i g e n t d n l l i n g o p e r a t i o n s a re t n p r o g r e s s o n u n i t i z e d l a n d s n o t e n t i t l e d l o p a r t i c i p a t i o n o n s a i d f i f t h a n n i v e r s a r y , i n 

w h i c h e v e n t a l l s u c h l a n d s s h a l l remain s u b j e c t h e r e t o f o r so l o n g as s u c h d n l l i n g o p e r a t i o n s a re c o n t i n u e d d i l i g e n t l y , w i t h n o t m o r e t h a n n i n e l y 

(VO) d a y s ' t i m e e l a p s i n g b e t w e e n the c o m p l e t i o n o f o n e s u c h w e l l a n d t h e c o m m e n c e m e n t o f the n e x t s u c h w e l l A l l l e g a l s u b d i v i s i o n s o f l a n d s 

n o t e n t i t l e d l o be i n a p a r t i c i p a t i n g area w i t h i n t e n ( 1 0 ) y e a r s a f t e r t h e e f f e c t i v e d a l e o f the f i r s t i n i t i a l p a r t i c i p a t i n g a rea a p p r o v e d u n d e r t h i s 

a g r e e m e n t s h a l l be a u t o m a t i c a l l y e l i m i n a t e d f r o m t h i s a g r e e m e n t as o f s a i d t e n t h a n n i v e r s a r y . T h e U n i t O p e r a t o r s h a l l , w i t h i n n i n e t y ( 9 0 ) d a y s 

a f t e r the e f f e c t i v e d a t e o f a n y e l i m i n a t i o n h e r e u n d e r , d e s c r i b e t h e a r e a so e l i m i n a t e d t o t h e s a t i s f a c t i o n o f t h e A O a n d L a n d C o m m i s s i o n e r a n d 

p r o m p t l y n o t i f y a l l p a r t i e s i n i n t e r e s t A l l l a n d s r e a s o n a b l y p r o v e d p r o d u c t i v e o f u n i t i z e d s u b s t a n c e s i n p a y i n g q u a n t i t i e s b y d i l i g e n t d r i l l i n g 

o p e r a t i o n s a f t e r the a f o r e s a i d 5 - y e a r p e n o d s h a l l b e c o m e p a r t i c i p a t i n g i n t h e s a m e m a n n e r as d u r i n g sa id f i r s t 5 y e a r p e r i o d H o w e v e r , w h e n 

s u c h d i l i g e n t d n l l i n g o p e r a t i o n s c e a s e , a l l n o n - p a r t i c i p a l i n g l a n d s n o t t h e n e n t i t l e d t o be i n a p a r t i c i p a n n g area s h e l l be a u t o m a t i c a l l y e l i m i n a t e d 

e f f e c t i v e a i o f the 9 1 s t d a y t h e r e a f t e r 

A n y c i . p a n s i o n o f t i l c u n i t a re a p u r s u a n t t o t h i s s e c t i o n w h i c h e m b r a c e s l a n d s 111 c r c l o f o r e e l i m i n a t e d p u r s u a n t to t h i s S u b s e c t i o n 2 ( c ) 

s h a l l no t be c o n s i d e r e d a u t o m a I ic c o m m i t m e n t o r r c c o n i m i l m c n l o f s u c h l a n d s. I f c o n d i t i o n s w a r r a n t c x l c n s i o n o f the I G y c a r p e n o d s p e c i f i e d 

i n t i n s s u b s e c t i o n , a s i n g l e e x t e n s i o n o f n o t t o e x c e e d t w o ( 2 ) y e a r s m a y be a c c o m p l i s h e d b y c o n s e n t o f the o w n e r s o f 9 0 % o f t h e w o r k i n g 

i n t e r e s t s in the c u r r e n t n o n p a r t i c i p a t i n g u n i t i z e d l a n d s a n d t h e o w n e r s o f 6 0 % o f t h e b a s i c r o y a l l y i n t e r e s t s ( e x c l u s i v e o f t h e b a s i c r o y a l l y 

i n t e r e s t s o f the U n i t e d S t a t e s ) i n n o n - p a r t i c i p a t i n g u n i t i z e d l a n d s w i t h a p p r o v a l o f t h e A O a n d l h a L a n d G o m m i s - a n v o o r p r o v i d e d s u c h e x t e n s i o n 

a p p l i c a t i o n is s u b m i t t e d n o t l a t e r t h a n s i x t y ( 6 0 ) d a y s p r i o r l o t h e e x p i r a t i o n o f s a i d 1 0 - y e a r p e r i o d 

3 U N r r i Z E U L A N D A N D U N I T I Z E D S U B S T A N C E S A l l l a n d n o w o r h e r e a f t e r c o m m i t t e d l o i h . i a g r e e m e n t s h a l l c o n s t i t u t e 

l a n d r e f e r r e d to h e r e i n as " u n i l i / c d l a n d " o r " l a n d s u b j c ^ l t o i l l is a g r e e m e n t " A l l o i l a n d gas in any and a l l f o : m a 1, t i n s o f the u r u n z e d l a n d a rc 

u n i t i z e d u n d e r the t e r m s o f t h i s a g r e e m e n t a n d h e r e i n arc c a l l e d " u n i t i z e d s u b s t a n c e s ' 
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4 UNIT OPERATOR P e n w e l l E n e r g y . I n C . hereby designated as Urul Operator and by 

signature hereto as Urul Operator agrees and consents to accept the duties and obligations of Unit Operator for the discovery, development, and 

production of unitized substances as herein provided Whenever reference is made herein to the Unit Operator, such reference means lhc Unit 

Operator acting in the capacity and not as an owner of interest in unitized substances, and the term "working interest owner" when used herein 

shall include or refer to Unit Operator as the owner of a working interest only when such an interest is owned by it. 

5 RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Operator shall have the right to resign al any time prior lo ihe 

establishment of a participating area or areas hereunder, but such resignation shall not become effective so as to release Unil Operator from the 

duties and obligations of Unit Operator and terminate Unil Operator's nghls at such for a period of six (6) months after notice of intention to 

resign has been served by Unil Operator on ail working interest owners and the AO the Land C-ftmmjMt-emer and ihe Division, and unlil all 

wells then drilled hereunder are placed in a satisfactory condition for suspension or abandonrnenl. whichever is required by the AO as lo Federal 

lands and the Division as to Stale and fee lands, unless a new Unil Operator shall have been selected and approved and shall have taken over 

and assumed the dultcs and obligations of Urul Operator prior lo ihe expiration of said penod 

Unil Operator shall have the right lo resign in like manner and subject to like limitations as above provided at any time after a 

participating area established hereunder is in existence, but in all instances of resignation or removal, unlil a successor Unil Operator i i selected 

and approved as hereinafter provided, the working interest owners shall be jointly responsible for performance of the duties of Unit Operator, 

and shall not later than ihirty QO) days before such resignation or removal becomes effective appoint a cornmon agent to represent them in any 

action lo be taken hereunder. 

The resignation of Unit Operator shall not release Unit Operator from any liability for any default by it hereunder occurring prior 

lo the effective date of its resignation. 

The Unit Operator may. upon defaull or failure in the performance of ils duties or obligations hereunder, be subject to removal by 

the same percentage vote of the owners of working interests as herein provided for the selection of a new Unil Operator. Such removal shall 

be effective upon notice thereof lo the AQ.awd the- Land C o m m w i e w f . 

The resignation or removal of Unil Operator under this agreement shall not terminate its right, title, or interest as the owner of a 

working interest or other interest in unitized substances, but upon ihe resignation or removal of Unit Operator becoming effective, tuch Unit 

Operator shall deliver possession of all wells, equipment, materials, and appurtenances used in conducting the unit operations lo the newly 

qualified successor Unit Operator or lo the common agent, i f no such new Unil Operator is selected, elected, lo be used for the purpose of 

conducting unit operations hereunder Nothing herein shall be construed as authorizing removal of any material, equipment, or appurtenances 

needed for the preservation of any wells. 

6 SUCCESSOR UNIT OPERATOR. Whenever the Unil Operator shall lender his or its resignation as Unil Operator or shall be 

removed as hereinabove provided, or a change of Unit Operator as negotiated by the working interest owners, the owners of the working interests 

according to their respective acreage interest in all unitized land shall, pursuant to the approval of the parlies requirements of the unit operating 

agreement, select a successor Unil Operator. Such selection shall nol become effective until: 

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

(b) the selection shall have been approved by the AG. a-ftd approved by-uS-a Land Commissioner. 

i t s 
If no successor Unit Operator is selected and qualified as herein provided, the AO and tha Land Commiwiowtf, at election may 

declare this unit agreement lerminated. 

7 ACCOUNTING PROVISIONS A N D UNIT OPERATING AGREEMENT, [f ihe Unit Operator is not the sole owner of working 

interests, costs and expenses incurred by Unil Operator in conducting urul operations hereunder shall be paid and apportioned among and borne 

by the owners of working interesls. all in accordance with the agreement or agreements entered inlo by and between the Unit Operator and the 

owners of working interests, whether one or more, separately or collectively. Any agreemenl or agreements entered inlo between the working 

interest owners and the Unit Operator as provided in this section, whether one or more, are herein referred to as the "unil operating agreement". 

Such unit operating agreement shall also provide the mariner in which the working interest owners shall be entitled to receive their respective 

proportionate and allocated share o f the benefits accruing hcrclo in conformity with their underlying operating agreements, leases, or other 

independent contracts, and such other rights and obligations as belwcen Unit Operator and the working interest owners as may be agreed upon 

by Unil Operator and the working interest owners; however, no such unit operating agreement shall be deemed eilher lo modify any of the terms 

and conditions of ihis unil agreement or to relieve the Unit Operator of any right or obligation established under this unit agreemenl. and "in case 

of any inconsistency or conflict between this agreement and the unil operating agreement, this agreemenl shall govern. Two copies of any unit 

operating agreement executed pursuant lo this section shall be filed in the proper Bureau of Land Management office and ona-trua copy w-m-h 

th^-Land Gommi63to-r»ar. and one true copy with the Division prior to approval of this unil agreemenl. 

8 RlGirrS AND OBLIGATIONS OF UNIT OPERATOR. Except as otherwise specifically provided herein, ihe exclusive nght. 

privilege, and duly of exercising any and all rights of the parties hereto which are necessary or convenient for prospecting for. producing. 
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s tor ing . al locating, and d is t r ibut ing the unit ized substances are hereby delegated to and shall be exercised by the Uni t Ope ra to r as here in 

p rov ided Acceptable evidence o f talc to said nghts shall he deposited w i t h U n i t Opera tor and. together wtth this agreement, shall consti tute 

and define (he n g h t i . privi leges and obligations o f Uni t Operator N o t h i n g here in , h o w e v e r , shall be construed to transfer t i t le to any land or 

lo any lease or operating agreement, it being understood thai under this agreemenl the Uni t Operator, in its capacity as Uru l Opera to r , shall 

exercise the nghts o f possession and use vested in the parties hereto only fo r the purposes herein specified 

9 D R I L L I N G T O D I S C O V E R Y . W i t h i n six (6) months af ter the e f f e c t i v e dale hereof, ihe Unit Operator shall c o m m e n c e lo d n l l 

an adequalc lest we l l al a locat ion approved by the A O . i f on Federal land.--** by t h * L a n d Commiss- ionaf . - t f o n -Slate la-nd, and by ihe D i v i s i o n 

i f on Fee land, unless on such ef fec t ive date a w e l l is be ing d r i l l ed in c o n f o r m i t y w i t h the terms hereof, and thereafter cont inue such d r i l l i n g 

d i h g c n i l y until the C l S C O C 3 E l y 0 I I R e e f has been tested or un t i l at a lesser depth uni t ized 

substances shall be discovered w h i c h can be produced in pay ing quantit ies ( t o - w i t : quant i t ies suff ic ient lo repay lhc corts o f d n l l i n g , c o m p l e t i n g , 

and produc ing operations, w i t h a reasonable p r o f i t ) or the U n i l Operator shall at any t ime establish to the satisfaction o f the A O i f o n Federal 

land.-OF Ihtf Land Commiss ioner i f on Stale .and. o r the D i v i s i o n i f located on Fee l and , that fur ther d n l l i n g o f said wel l w o u l d be unwar ran t ed 

or i m p r a r l i a b l e , p rov ided , however , thai Uni t Operator shall nol in any event be required lo d n l l said w e l l to a depth m excess o f 

8 ,100 feet. U n l i l the discovery o f uni t ized substances capable o f be ing produced in paying quantit ies, ihe U r u l Opera to r shall 

cont inue dn l l i ng one well a I a l i m e . a l l owing not more than six (6) months be tween the c o m p l e t i o n o f one we l l and the commencemen t o f d r i l l i n g 

operations for the next w e l l , un t i l a wel l capable o f p roduc ing uni t ized substances i n p a y i n g quantities is completed lo ihe sa t is fact ion o f the A O 

i f it be on Federal land o f & a Lan4 C o m m i s a t o f w r t f on Statc- iand. or lhc D i v i s i o n i f on Fee land, or un t i l i l is reasonably p r o v e d thai the 

uni t ized land is incapable o f p roduc ing uni t ized substances in pay ing quanti t ies i n the fo rma t ions dr i l led hereunder. N o t h i n g in th is sect ion shall 

be deemed lo l imi t the right o f the Unit Operator to resign as p rov ided i n Sec t ion 5 hereof , or a i requi r ing Uni t Operator to c o m m e n c e o r 

continue any d r i l l i n g d u n n g the penod pending such res ignat ion becoming e f f e c t i v e i n order io comply wi th ihe requirements o f th is sect ion. 

The A O and Land Commiaa ioncr may m o d i f y any o f the d n l l i n g r equ i rements o f this section by grant ing reasonable extensions o f 

t ime w-hen. in their op in ion , such action is warranted . 

Upon fai lure lo commence any w e l l as p rov ided fo r in this section w i t h i n the l i m e a l lowed , pno r lo the establish me n l o f a pa r t i c ipa t ing 

area. including any extension o f hme granled by the A O , a n d the Land G o m m i s j i o n a r , t h i t agreemenl w i l l automat ica l ly te rminate . U p o n fa i lu re 

to continue d r i l l i n g d i l igent ly any w e l l commenced hereunder , the A O and uSe L a n d C o m m i s s i o n e r may, after f i f t e e n (15) days notice l o the U n i t 

Operator , declare this unit agreement terminated. The parties to th is agreement may not initiate a request io v o l u n l a n l y terminate this agreement 

dur ing the first six (6) months o f its term unless at least one ob l iga t ion w e l l has been d n l l e d in accordance w i t h the p rov i s ions o f this sect ion. 

Unt i I the cstablishmcnt o f a par t ic ipat ing area, ihe fa i lure lo commence a w e l l subsequent lo the d n l l i n g o f the in i t i a l o b l i g a t i o n w e l l , or in the 

case o f multiple wel l requirements, i f specif ied, subsequent lo the d n l l i n g o f those m u l t i p l e wel ls , as provided for in this (these) sect ion(s) , w i t h i n 

the l ime allowed including any extension o f l ime granted by the A O , and L a n d " C o m m H ^ i o f v » f . shall cause this agreemenl to l e rmina le 

automatical ly . U p o n failure lo continue d r i l l i n g d i l i gen t ly any we l l other than the o b l i g a t i o n weil(s) commenced hereunder , the A O and L a n d 

Commiss ioner may . after 15 days notice to the U n i l Opera tor , declare this u n i l ag reemenl terminated. Failure to commence d r i l l i n g the i n i t i a l 

ob l iga t ion wel l , or the first o f mul t ip le ob l iga t ion we l l s , on l i m e and lo d r i l l it d i l i g e n t l y shall result in the unit agreement approva l be ing declared 

inva l id ab ini t io by the A O - a n d Land Gommioa ionar . In the case o f mul t ip l e w e l l requirements , failure to commence d r i l l i n g the requi red 

mul t ip le wells beyond the f irst w e l l , and to d r i l l t hem d i l i g e n t l y , may resull i n the u n i l agreement approval being declared i n v a l i d ab in i t i o by 

10 P L A N O F F U R T H E R D E V E L O P M E N T A N D O P E R A T I O N . W i t h i n six (6) monlhs after comple t i on o f a w e l l capable o f 

p roduc ing unitized substances in paying quanti t ies , the U n i l Operator shall submi t f o r the approval o f t h e A O . tfra -Land C o m m i s s i o n e r and 

D i v i s i o n , an acceptable plan o f development and opera t ion fo r the uni t ized land w h i c h , w h e n approved by the A O . the-Land Comirns-Sfonct and 

D i v i s i o n , shall constitute the fur ther d r i l l i n g and development obt iga l ions o f the U n i t Operator under ihis agreement for lhc p e r i o d speci f ied 

therein Thereafter , f r o m l ime lo l ime before the exp i r a t i on o f any exis t ing p l a n , the U n i t Operator shall submit fo r the a p p r o v a l o f t h e A O 

ina Land Commtaaionar and D i v i s i o n a p lan fo r an addi t ional specif ied per iod f o r the development and operation o f t h e un i t i zed l a n d . Subsequent 

plans should normal ly be f i l ed o n a calendar year basis not later than M a r c h 1 each year . A n y proposed m o d i f i c a t i o n or add i t ion to the exis t ing 

plan should be f i l ed as a supplement to the p lan . 

Any p lan submitted pursuant lo ihis seclion shall p rov ide for the t i m e l y exp lo ra t ion o f the unitized area, and fo r the d i l igen t d n l l i n g 

necessary for dcienrunal ion o f the area or areas capable o f p roduc ing un i t i zed substances in paying quantities in each and every p roduc t ive 

fo rmat ion This plan shall be as complete and adequate as the AC). t>m l^arre.' C o m m n t j i o n r r and Div i s ion may determine lo be necessary fo r 

I tmcly development and proper conservat ion o f the o i l and gas resources o f the un i t i zed area and shall: 

(a) specify ihe number and locations o f any wel ls to be d n l l e d and the proposed order i n d lime for such d r i l l i n g , and 

(b) provide a summary o f operations and p roduc t i on for the prev ious year. 

Plans shall be m o d i f i e d or supplemented when necessary io meet changed condi t ions or to protect the interests o f all parties lo (his 

agreement Reasonable diligence srjall be exercised in c o m p l y i n g w i t h the ob l iga t ions o f the approved plan o f development and ope ra t i on . The 

A O awd <h»-Land Coffiro<9r..on«f authorized lo grant a reasonable extension o f lhc 6 month penod herein presenbed f o r submiss ion o f ar 

ini t ia l plan o f development and on operat ion where such action is jus t i f i ed because o f unusual conditions or c i rcumstances. 
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After completion of a well capable of producing unitized substances in paying quantities, no further wel l i , except such as may be 

necessary 10 afford protection against operations not under this agreement and such as may be specifically approved by the AO, tne Land 

Commnstftnef and Division, shall be dnlled except in accordance with an approved plan of development and operation 

1 I PARTICIPATION AFTER DISCOVERY Upon completion of a well capable of producing unitized substances in paying 

quantities, or as soon thereafter as required by the AO, tha- Land Corrunjoaionaf or the Division, the Unit Operator shall submit for approval 

by the AO. ifre Land Commisotonay and Division, a schedule, based on subdivisions of the public-land survey or aliquot parts thereof, of all 

land then regarded as reasonably proved to be productive of unitized substances in paying quantities. These lands shall constitute a participating 

area on approval of the AO, tha Land Commissioner and Division, effective as of the dale of completion of such well or ihe effective date of 

this unit agreement, whichever is laier The acreages of both Federal and non-Federal lands shall be based upon appropnale computations from 

the courses and distances shown on the last approved public land survey as of the effective dale of each initial participating area. The schedule 

shall also set forth the percentage of unitized substances to be allocated, as provided in Section 12 to each committed tract in the participating 

area so established, and shall govern the allocation of production commencing with the effective dale of the participating area. A different 

participating area shall be established for each separate pool or deposit of unitized substances or for any group thereof which is produced as a 

single pool or zone, and any two or more participating areas so established may be combined inlo one, on approval of the AO, -the Land 

Gommi-s-jtoner and the Division. When production from two or more participating areas is subsequently found to be from a common pool or 

deposit, the participating areas shall be combined inlo one, effcciive as of such appropnale dale as may be approved or prescribed by the AO 

th* Land CowmusiofW and Division. The participating area or area so established shall be revised from time to time, subject to the approval 

of lhc AO. tha L*nd Commissioner, and Division lo include additional lands then regarded as reasonably proved to be productive of unitized 

substances in paying quantities or which arc necessary for unit operations^ or to exclude lands then regarded as reasonably proved not to be 

productive of unitized 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 appropnale effective date may be used i f justified by the Unil Operator and approved by the AO, tha Land Commiaaioner 

and Division No land shall be excluded from a participating area on account of depletion of its unitized substances, except that any participation 

area established under the provisions of this unit agreement shall terminate automatically whenever all completions in the formation on which 

the participating areas is based are abandoned. 

It is the intent of this section that a participating area shall represent the area productive of unitized substances known or reasonably 

proved to be productive in paying quantities or which are necessary for unit operations; bul, regardless of any revision of the participating area, 

nothing herein contained shall be construed as requiring any retroactive adjustment for production obtained prior lo the effective date o f the 

revision of the participating area 

In the absence of agreement at any time between the Unil Operator and the AO, tna Land CQfrumi-asioner and Division, as lo ihe proper 

definition or redefinition of a participating area, or until a participating area has, or areas have, been established, the portion of ell payments 

afTeclcd thereby shall, except royalty due the United Slates aod-tha Suta of Nam Maxico, be impounded in a manner mutually acceptable to the 

owners of committed working interests and the AO.and tha Land Commiflsiowif. Royalties due to the United States aatd tha Suta of Maw Maxi»o 

shall be determined by the AO for Federal lands and th> Land Commjooionai* for tha Sun lands and the amount thereof shall be deposited, as 

directed by the AO and tha Land Commiooionar until a participating area is finally approved and then adjusted in accordance with a determination 

of the sum due as Federal royalty on ihe basis of such approved participating area. 

Whenever il is determined, subject to the approval of the AO, tha Land Commiooionar and the Division, that a well drilled under this 

agreemenl is nol capable of production of unitized substances in paying quantities and inclusion in a participating area of the land of which it 

is situated in a participating area is unwarranted, production from such well shall, for the purposes of settlement among all parties other than 

working inieresi owners, be allocated to the land on which the well is located, unless such land is already within the participating area established 

for the pool or deposit from which such production is obtained. Setilemenl for working inieresi benefiU from such a nonpay'ing unil well shall 

be made as provided in the unil operating agreement. 

12 ALLOCATION OF PRODUCTION. Ail unitized substances produced from a participating area established under this agreement, 

except any part thereof used in conformity with good operating practices within the unitized area for drilling, operating, and other production 

or developmcnl purposes, or for reprcssuring or recycling in accordance with a plan of development and operations that has been approved by 

the AO. or unavoidably lost shall be deemed lo be produced equally on an acreage basis from lhc several tracts of unitized land and unleased 

Federal land, if any. included in the participating area established for such production. Each such tract shall have allocated lo it such percentage 

of said produclion as the number of acres of such tract included in said participating area bears to the total acres of unitized land and unleased 

Federal land, if any. included in said participating area. There shall be allocated to ihe working interest owner(s) of each Iracl of unitized land 

in said participating area, in addition, such percentage of the production attributable io the unleased Federal land within the participating area 

as the number of acres of such unitized tract included in said participating area bears to the total acres of unitized land in said participating area, 

for the payment of the compensatory royally specified in section I 7 of this agreemenl. Allocation of production hereunder for purposes other 

than for seitlement of the royalty, overriding royally, or payment out of production obligations of the respective working interest owners, 

including compensatory royalty obligations under section 17, shall be prescribed as set forth tn the unit operating agreemenl or as otherwise 

mulally agreed by the affected parties . Il is hereby agreed that production of unitized substances from a participating area shall be allocated 

as provided herein, regardless or whether any wells are drilled on any particular part or tract of the participating area. I fany gas produced from 

one participating area is used for reprcssuring or recycling purposes in another participating area, the first gas withdrawn from the latter 
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participating a m for sale during the life of this agreement shall be considered lo be the gas so transferred, until an amount equal lo that 

transferred shall be so produced for sale and such gas shall be allocated lo ihe participating area from which initially produced as such area was 

defined at the lime that such transferred gas was finally produced and sold. 

13 DEVELOPMENT OR OPERATION OF NON PARTICIPATING L A N D OR FORMATIONS. Any party hereto owning or 

controlling the working interest in any unitized land having thereon a regular well location may with the approval of the AO and the Land 

CommnQioiw, ind the Division at such parly's sole risk:, costs, and expense, drill a well lo test any formation provided the well is outside any 

participating area established for that formation, unless within ninety (90) days of receipt of notice from said party of his intention lo drill the 

well, the Unit Operator elects and commences to dril l the well in a like manner as oihcr wells are drilled by the Unit Operator under this 

agreemenl 

Ifany well dnlled undcrthis section by a working interest owner results in production of unitized substances in paying quantities such 

that the land upon which it is situated may properly be included in a participating area, such participating area shall be established or enlarged 

as provided in ihis agreemenl and the well shall thereafter be operated by the Urut Operator in accordance with lhc terms of this agreement and 

the unit operating agreement 

If any well drilled under this section by a working interest owner that obtains production in quantities insufficient to justify the 

inclusion of the land upon which such well is situated in a participating area, such well may be operated and produced by the party drilling the 

same, subject to the conservation rcquircmenui of this agreement The royalties in amount or value of production from any such well shall be 

paid as specified in the underlying lease and agreements affected 

14 ROYALTY SETTLEMENT The United States and any Stale and any royalty owner who is entitled to Lake in kind a share of 

the substances now unitized hereunder shall hereafter be entitled lo the right lo lake in kind its share of the unitized substances, and Unit 

Operator, or the working interest owner in case of the operation of a well by a working interest owner as herein provided for in special cases, 

shall make deliveries 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 interest owners responsible therefore under enisling contracts, laws and regulations, or by 

the Unit Operator on or before the las) day of each month for unitized substances produced during the preceding calendar month; provided, 

however, that nothing in this section shall operate to relieve the lessees of any land from Ihcir respective lease obligations for the payment of 

any royalties due under their leases. 

If gas obtained from lands not subject to this agreemenl is iniroduced into any participating area hereunder, for use in repressuring, 

stimulation of production, or increasing ultimate recovery in conformity with a plan of development and operation approved by the AO and lha 

Land Commissioner and the Division, a like amount of gas, after settlement as herein provided for any gas transferred from any oihcr 

participating area and with appropnale deduction for loss from any cause, may be withdrawn from the formation into which the gas is introduced, 

royally free as to dry gas. bul not as to any products which may be extracted therefrom; provided that such withdrawal shall be al such lime 

as may be provided in Ihe approved plan of development and operation or as may otherwise be consented to by the AO and l iU ' l j and 

CommicmonT and Ihe Division as conforming to good petroleum engineering practice; and provided further, that such right of withdrawal shall 

terminate on the termination of this urut 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 specified in lhc 

respective Federal lease, or al such olher rale or rates as may be authorized by law or regulation and approved by the AO; provided, lhal for 

leases on which ihe royalty rate depends on ihe daily average production per well , said average production shall be determined in accordance 

wiih the operating regulations as though each participating area were a single consolidated lease 

Royalty «u« on amount of Stale lands ahall be computed and paid on the basis of all uniluwd ouboianoes allocated ta auch landa. 

15 RENTAL SETTLEMENT. Rental or minimum royalties due on leases committed herelo shall be paid by appropriate working 

interest owners under existing contracts, laws, and regulations, provided that nothing herein contained shall operate lo relieve the lessees of any 

land from their respective lease obligations for the payment of any rental or minimum royalty due under their leases. Rental or minimum royally 

for lands of the United States subject lo this agreemenl shall be paid al the rale specified in ihe respective leases from the United States unless 

such rental or minimum royalty is waived, suspended, or reduced by law or by approval ofthe Secretary or his duly authorized representative. 

Rentals on Stale of New Manioo lands oubjeol lo this agreemenl shall ba paid al lha rata tpccifnd in lha racpatlim l l i i a i 

With respect lo any lease on non-federal land containing provisions which would terminate such lease unless drilling operations are 

commenced upon the land covered thereby wilhin the lime therein specified or rentals are paid for the privilege of deferring such drilling 

operations, the rentals required thereby shall, notwithstanding any other provision of this agreement, be deemed lo accrue and become payable 

dur ing the term thereofas ex tendedby this agreement and un t i l the required d n l l i n g operations arc commenced upon the land covered thereby, 

or unt i l smne port ion o f such land is included w i t h i n a par t i c ipa t ing area 

16 CONSERVATION Operations hereunder and production of unitized substances shail be conducted to provide for the most 
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economical and efficient recovery of said substances without waste, as defined by or pursuant to State or Federal law or regulation. 

17 DRAINAGE. 

(a) The Unit Operator shall lake such measures as the AO^nd Land Commissioner deems appropnale and adequate to prevent drainage 

of unitized substances for unitized land by wells on land not subject to this agreemenl. which shall Include the drilling of protective wella and 

which may include the payment of a fair and reasonable compensatory royalty, as determined by the AO, as lo Federal leascs-and Ihe Land 

Gommmaionef. as to Slate l^aaca-

th) Whenever a participating area approved under section I 1 of this agreement contains unleased Federal lands, the value of 12 1/2 

percent of the production that would be allocated lo such Federal lands under section 1 2 of this agreemenl. i f such lands were leased, committed, 

and entitled to participation, shall be payable as compensatory royalties to the Federal Government Parties lo this agreement holding working 

interests in committed leases within the applicable participating area shall be responsible for such compensatory royalty payment on the volume 

of production reallocated from the unleased Federal lands lo their unitized tracts under section 12. The value of such production subject to ihe 

payment of said royalties shall be determined pursuant lo 30 CFR part 206. Payment of compensatory royalties on the production reallocated 

from unleased Federal land to the committed tracts within the participating area shall fu l f i l l the Federal royalty obligation for such production, 

and said production shall be subject to no further royalty assessment under section 14 of this agreement. Payment of compensatory royalitiei 

as provided herein shall accrue from the dale the committed tracts in Ihe participating area that includes unleased Federal landa receive a 

production allocation, and shall be due and payable monthly by the last day of the calendar month next following the calendar month of actual 

production If leased Federal lands receiving a production allocation from the participating area 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 i i leased 

or when production of unitized substances ceases within the participating area and the participating area is terminated, whichever occur? first 

18 LEASES AND CONTRACTS CONFORMED A N D EXTENDED The terms, conditions, and provisions of all leases, subleases, and other 

contracts relating to exploration, drilling, development, or operation for oil or gat on lands committed to this agreement are hereby expressly 

modified and amended to Ihe extent necessary to make the same conform lo the provisions hereof, but otherwise lo remain in ful l force and 

efTect; and Ihe parlies hereto hereby consent thai the Secretary, as to Federal leasei and lha Land ConuTUMionar, aa to Slala laaotai »«ah by his 

approval hereof, or by the approval hereof by his duly authorized representative, shall and doea hereby establish, alter, change, or revoke ihe 

drilling. producing, rental minimum royalty, and royalty requirements of Federal and Stale leases committed hereto and the regulations in respect 

thereto to conform said requirements to the provisions of this agreement, and, without limiting the generality of the foregoing, all leases, 

subleases and contracts are particularly modified in accordance with ihe following: 

(a) The development and operation of lands subject to ihis agreement under the terms hereof shall be deemed full performance of all 

obligations for development and operation with respect lo each and every separately owned tract subject to this agreemenl, regardless of whether 

there is any development of any particular tract of this unit area 

(b) Drilling and producing operations performed hereunder upon any tract of unitized lands wil l be accepted and deemed lo be 

performed upon and for ihe benefit of each and every tract of unitized land, and no lease shall be deemed lo expire by reason of failure to drill 

or produce wells situated on the land therein embraced. 

(c) Suspension of drilling or producing operations on all unitized lands pursuant to direction or consent o f lhc AO ytni lha Larvd-

Commnoionor, or his duly authorized representative, shall be deemed to constitute such suspension pursuant to such direction or consent as lo 

each and every tract of unitized land. A suspension of drilling or producing operations limited lo specified lands shall be applicable only to such 

lands 

(d) Each lease, sublease or contract relating to the exploration, drilling, development, or operation for oil or gas of lands other than 

those of ihe United Stales and Elate of Maw Maniao committed lo 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 fu Ll force and efTect for and during 

the term of this agreemenl. 

(c) Any Federal lease committed hereto shall continue in force beyond the term so provided therein or by law as to ihe land 

commuted so long as such lease remains subject hereto, provided that production of unitized substances in paying quantities is established in 

paying quanlilies under this unil agreement prior to the expiration dale of the term of such lease, or in the event actual drilling operations are 

commenced on unitized land, in accordance with provisions of this agreement, prior to the end of the primary term of such lease and arc being 

diligently prosecuted at lhat time, such lease shall be extended for two years, and so long thereafter as oil or gas is produced in paying quanlilies 

in accordance with the provisions of the Mineral Leasing Act. as amended. 

(0 Each sublease or contract relating to Ihe operation and development of unitized substances from lands of the United Slates 

committed In Ihis agreement, which by ils terms would expire pnor to the time at which the underlying lease, as extended by lhc immediately 

preceding paragraph, w-ill expire, is hereby extended beyond any such term so provided therein so lhat it shall be continued in full force and 

effect for and dunng the lenn of the underlying lease as such term is herein extended 
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(g) The segregation of any Federal lease committed lo thts agreement is governed by the following provision in the fourth paragraph 

of Section 17 (j) of the Mineral Leasing Acl, as amended by ihe Acl of September I . i960. (74 Stal 781-784) (30 U.S.C. 226 Q ) : "Any 

(Federal] lease heretofore or hereafter committed to any such (Unit) plan embracing lands that arc in part within and in part outside the area 

covered b> an> such plan shall be segregated into separate leases as to the lands committed and the lands not committed as of ihe effective dale 

of unitization Provided, however thai any such lease as to non-unilized portion shall conhnue in force and effect for the term thereof, bul for 

not less than iwo years from the date of such segregation and so long thereafter as oil or gas is produced in paying quanlilies." 

Qi) In Un u n i t tin: Initial Ttst W L H i i Lunui imicd piiui lu Un mpiial iun dati, uf tin sJiuitLSt turn I 1 *» - f i r r t * ™ * t a I T 1 • i 'II 

any lease embracing lands o f the Slate of New M'"*'**" mhi^h •• mm If IIIE Blmjrrl In thl< *gn-rmmt shall continue in force beyond the term 

pMUIiuYu t l inLi i i as tu t in tainJs lUinmMtid h i i i t u until Uiti lei iiuiiatiuii l i u io f ' . 

• ('*)• Anr-leaae embracing lands of-the-State o f New Mexico having oniy a portion of Undt commUtad-harato. shall ba oegragyaad-

as to the portion committed and the portion not committed, and the lerms of such lease shall apply separately lo sucJj_>dg«^aTe^portion3 

commencing as the effective date hereof, provided, however, lhat notwithstanding any of the provisiorT^j^Uirr-a^rccment lo lhc contrary, such 

lease shall continue in full force and effect beyond the term provided therein aajC2_^iJ-4*TTtfrTmb raced in such lease, i f oil or gas is being 

produced in paying quantities from some part of the lands embrac_cd-4**-5aT r̂Te ŝe al the expiration of the fixed term of such tease; or if . at the 

expiraiion of the fixed term, ihe lessee or theUmXjOp^TaToTTs uhen engaged in bona fide dnlling or reworking operations on some part of the 

lands embraced in such leasCj_jhc-tMhx~sXme as lo all lands embraced therein shall remain in full force and effect so long as such operations are 

being dihj>ejul*-^fT7SeTu7ed, and i f they result in the production of oil or gas, said lease shall continue in full force and effect as to all the lands 

aartgfSead lha ram! <o long tharaaftaf as oil or gaa in -paying quantities is being produoad from any port ton of-said landa. 

19 COVENANTS RUN WITH L A N D . The covenants herein shall be construed to be covenants running wiih the land with respect 

to the interests of lhc parties hereto and their successors in interest until this agreement terminates, and any grant, transfer or conveyance of 

interest in land or lease subject hcrclo shall be and hereby is conditioned upon the assumption of al! privileges and obligations hereunder by the 

grantee, transferee, or olher successor in interest. No assignment or transfer of any working interest, royally, or other interest subject hereto 

shall be binding upon Unit Operator unlil the first day of the calendar month after Unit Operator is furnished with ihe original, photostatic, or 

certified copy of the instrument of transfer. 

^ j - g 20 EFFECTIVE DATE AND TERM. This agreemenl shall become effective upon approval by the AO and the Land Commissioner 

or 4H*tf duly authorized representative and shall automatically terminate five (5) years from said effective date unless: 

(a) Upon application by the Unil Operator such date of expiration is extended by lhc AO and-tha Land C o m m i w o w r , or 

(b) it is reasonably determined prior lo lhc expiration of ihe fixed terms or any extension thereof lhat the unitized land is incapable 

of production of unitized substances in paying quantities in the formations tested hereunder, and after notice of intention lo lerminale this 

agreemenl on such ground is given by the Unit Operator to all parties in interest at their last known addresses, ihis agreement is terminated with 

approval of the AO and lha Land Commifioioner, or 

(c) a valuable discovery of unitized substances in paying quantities has been made or accepted on unitized land during said initial term 

or any extension thereof, in which event this agreement shall remain in effect for such term and so long thereafter as unitized substances can 

be produced as lo Federal lands and are baing produaad as -to Stat a land* in quantities sufficient to pay for the cost of producing same from wells 

on unitized land within any participating area established hereunder Should production cease and diligent drilling operations lo restore 

production or new production are 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 unil area, ihis agreemenl will auiomaiically lerminale effective the last day 

o f the month in which the last unitized production occurred; or 

(d) il is voluntarily terminated as provided in this agreemenl Except as noted herein this agreement may be terminated al any time 

prior to the discovery of unitized substances which can be produced in paying quantities by not less than 75 per centum, on an acreage basis, 

of the working interest owners signatory hereto, with the approval of the AO.and tha Land Commissioner. The Unil Operator shall give notice 

of any such approval to all parlies hereto. Voluntary termination may not occur during the first six (6) months of this agreemenl unless at leasl 

one obligation well shall have been drilled in conformance wiih Section 9. 

21 RATE OF PROSPECTING. DEVELOPMENT. A N D PRODUCTION. The AO is hereby vested with authority to alter or modify 

from time lo time, in his discretion, the quantity and rale o f p rod uc lion under ihis agreement when such quantity and rale are not fixed pursuant 

to Federal or State taw, or do not conform lo any Stale-wide voluntary conservation or allocation program which is established, recognized, and 

generally adhered lo by the majority of operators in such Slate. The above authority is hereby limited to alteration or modifications which are 

in the public interest. The public interest lo be served and the purpose thereof, must be staled in the order of alteration or modification. Without 

regard to the foregoing, the AO is also hereby vested with authority lo aller or modify from time to time, in his discretion, lhc rate of prospecting 

and development and lhc quantity and rale of production under thts agreement when such alteration or nxxlification is in the interest of attaining 

ihe conservation objectives staled in ihis agreement and is not in violation of any applicable Federal or Slate law, provided, further, lhat no such 

alleration or modification shall be effective as k) any land of-the Slal<*-o4-N»w-Ma*-»»Or-*6 to *h« f*u of protpecung and developing m lha absanc^ 

»f th» spaoifn? Hen approval thafaof by tha Comm»»6t«3naf and- ala»o io any lands of ih* Su^-^-frUw-M+xico-^r privately owned lands subject 
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lo this agreemenl »s lo Ihe quantity and rale of production in the absence of specific written approval thereof by the Division 

Powers in the section vested in the AO shall only be exercised after notice lo Unit Operator and opportunity for hearing to be held 

not less than 15 days from nonce 

22 APPEARANCES Urul Operators shall, after notice lo other parties affected, have the nght lo appear for and on behalf of any 

and all interest affected hereby before the Department of Ihe Interior and Ihe Commissioner of Publia Lands and Division, and lo appeal from 

orders issued under the regulations of said Department ar Land Gommiwiionar and Division or to apply for relief from any of said regulations, 

or tn any proceedings relative to operations before the Department or Ihe Land Comminaionar and Division or any other legally constituted 

authority, provided, however, that any other interested party shall also have the right at its own expense to be heard in any such proceeding. 

23 NOTICES. Al l notices, demands, or statements required hereunder lo be given or rendered to the parties hereto shall be in writing 

and shall be personally delivered to the party or parties, or sent by postpaid registered or certified mail, lo the last known address of the party 

or parties 

24 NO WAIVER OF CERTAIN RIGHTS Nothing contained in thia agreement shall be construed as a waiver by any party hereto 

o f the nght lo assert any legal or constitutional nght or defense ai lo the validity or invalidity of any law of ihe Stale where unitized lands are 

located, or of lhc United Slates, or regulations issued thereunder in any way afTccling such party, or as a waiver by any such party of any right 

beyond his or i l j aulhonty lo waive 

25. U N A V O I D A B L E DELAY All obligations under this agreement requiring Ihe Unit Operator to commence or continue drilling, 

or lo operate on. or produce unitized substances from any of the lands covered by Ihi l agreement, shall be suspended while the Unil Operator, 

despite the exercise of due care and diligence, is prevented from complying with such obligations, in whole or in part, by strikes, acta of God, 

Federal. Slate. or municipal law or agencies, unavoidable accidents, uncontrollable delays in transportation, inability to obtain necessary materials 

or equipment in open market, or other matters beyond the reasonable control of the Unit Operator whether similar to matters herein enumerated 

or not 

26 NONDISCRIMINATION In connection with the performance of work under this agreemenl, Ihe Unit Operator agrees to comply 

with all the provisions of Section 202 (1) to (7) inclusive of Executive Order 11246 (30 F R. 123 19), ai amended which are hereby incorporated 

by reference in this agreemenl. 

27 LOSS OF TrTLE In the event title to any tract of unitized land shall fail and the Ime owner cannot be induced to join in this 

unit agreement, such tract shall be automatically regarded as not committed hereto, and there shall be such readjustment of future costs and 

benefits as may be required on account of the loss of such li l le. in the event of a dispute as lo title to any royalty, working interest, or other 

interests subject thereto, payment or delivery on account thereof may be withheld without liability for interest unlil the dispute is finally settled; 

provided, thai, as lo Federal and Stale lands or leases, no payments of funds due Ihe United Stales or lha Slala of Maw M i m a should be 

withheld, but such funds shall be deposited as directed by the AO,and tuch fundi of lha Stau of New M m i t o ahall ba deposited at directed by 

the Land Commiooionef, to be held as unearned money pending final settlement o f the title dispute, and then applied at earned or returned in 

accordance wiih such final settlement. 

Unil Operator as such is relieved from any responsibility for any defect or failure of any title hereunder. 

28. NON-JOINDER AND SUBSEQUENT JOINDER. I f lhc owner of any substantial interest in a tract within lhc unit area fails or 

refuses to subsenbe or consent lo this agreement, the owner of lhc working interest in that tract may withdraw ihe tract from this agreement 

by written notice delivered lo the proper Bureau of Land Management office, lha Land Commioaionef, the Division and Ihe Unit Operator prior 

lo lhc approval of this agreemenl by lhc AO.ind Commiaaioner. Any oil or gaa interests in lands within the unil area not committed hereto prior 

to final approval may thereafter be committed hereto by the owner or owners thereof subscribing or consenting to this agreement, and, i f the 

interest. It a working interest, by the owner of such interest only subscribing lo 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), 

i f any. pertaining to such joinder, as may be provided for in the unit operating agreement. After final approval hereof, joinder by a non-working 

interest owner must be consented lo in writing by the working interest owner committed hereto and responsible for the payment of any benefits 

lhat may accrue hereunder in behalf of such non-working interest A non-working interest may not be committed to this urut agreemenl unless 

the corresponding working interest is committed hereto. Joinder lo the unit agreemenl by a working interest owner, at any lime, must be 

accompanied by appropnale joinder to the unit operating agreement, in order for the interest lo be regarded as committed lo this agreement. 

Except as may otherwise herein be provided, subsequent joinders lo this agreement shall be effective as of the date of Ihe filing with Ihc AO 

the Land Commissioner and the Division of duly executed counterparts of all or any papers necessary to establish effective commitment of any 

interest and/or tract lo this agreement. 

29 COUNTERPARTS This agreement may be executed in any number of counterparts, no one of which needs to be executed by 

all parties, or may be ratified or consented lo by separate instrument in wnting specifically referring hcrclo and shall be binding upon all those 

parlies who have executed such a counterpart, ratification, or consent hereto wiih the same force and efTect as i f all 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-
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described unit six* 

30 S U R R E N D E R Noth ing in this agreement shall prohib i t the exercise by any work ing interest owner o f the nght to surrender 

vested tn such j u n ^ b v any lease. sublease. or operating agreement a J to all or any part o f the lands covered thereby. provided thai each party 

w h o w i l l or might acquire such w o r k i n g interest by such surrender or by to r fe i iu rc as hereaf ter set for th is bound by the terms o f this agreement 

I f . as i result o f any such surrender, the w o r k i n g interest nghts as to such lands become vested in any party other than the fee owner 

o f the unitized substa nee s. said pa n > ma y forfe i t such nghts and fur ther bene fits f r o m opc ra i ionhe reundc r as to said land to the p a n ) next in 

the chain of title who shall he and become the owner o f such w o r k i n g interest 

I f as i result o f any such surrender or fo r f e i t u r e . w o r k i n g interest nghts become ve sled m (h r lee owner o f the un in /ed substa nc e s 

such owner nia» 

(a) a ; ;epl those w o r k i n g interest rights subject to this agreen>cnt and the urut operating agreement, or 

(b j lease the por t ion o f such land a i i» included in a par t ic ipat ing area established hereunder subject lo this agreemenl and the unit 

operating agreemenl. or 

(c) provide for the independent operation o f any part o f such land thai is not then included w i t h i n a part ic ipat ing area established 

hereunder 

I f the fee ow ner o f the un i l tzcd substances does not accepl the w o r k i n g interest nghts subjecl to this agreement and the unit operating 

agreement or lease such lands as above provided w i t h i n six (6) months after the surrender or forfe i ted w o r k i n g intercsl rights become vested 

in the fee owner the benefi ts and obligat ions o f operations accruing to such lands under this agreemenl and the un i l operating agreement shall 

be shared by the remaining owners o f uni t ized w o r k i n g interests in accordance wi th their respective w o r k i n g interest ownerships , and such owners 

o f w o r k i n g interests shall compensate the fee owner o f un i t i zed substances in such lands by paying sums equal to the rentals, m i n i m u m royal l ies , 

and royallies applicable to such lands under the lease in e f fec t when the lands were un i t i z ed . 

A n appropnale accounting and settlement shall be made for al l benefits accru ing to or payments and expenditures made or incurred 

on behalf o f such surrendered or for fe i ted w o r k i n g interest subsequent lo the date o f surrender or fo r f e i tu re . and payment o f any monies found 

to be owing by such an accounting shall be made as between the parties w i t h i n thir ty (30) days 

The exercise o f any nght vested in a w o r k i n g interest owner to reassign such w o r k i n g interest to the pany f r o m w h o m obtained shall 

be subjecl to the same condi t ions as set for th in tins section in regard lo the exercise o f a nght to surrender 

3 1 T A X E S . The w o r k i n g interest owners shall render and pay for their account and the account o f the royal ty owners all val id tax.es 

o n or measured by the unit ized substances in and under or that may be produced, gathered and sold f r o m the land covered by this agreement 

af ter its effect ive dale, or upon the proceeds denved t h e r e f r o m . The w o r k i n g interest owners on each tract shall and may charge the proper 

p ropor t ion o f said taxes io royal ty owners having interest i n said tract, and may cur rendy retain and deducl a suf f ic ien t amount o f ihe uni t ized 

substancesor denvative products , or net proceeds thereof, f r o m the allocated share o f each royal ly owner lo secure reimbursement for the taxes 

so paid No such taxes shall be charged to the United Slates or the State o f N e w M e x i c o o r to any lessor w h o has a contract wi th his lessee w h i c h 

requires the lessee to pay such taxes. 

32 NO P A R T N E R S H I P . It is expressly agreed that the relat ion o f the parties hcrclo is lhat o f independent contractors and nothing 

contained in this agreement, expressed or i m p l i e d , nor any operations conducted hereunder, shall create or be deemed lo have created a 

partnership or association between the parties hereto or any o f them. 

3 3 S U R F A C E A N D E N V I R O N M E N T A L P R O T E C T I O N S T I P U L A T I O N S . Noth ing in this agreement shall m o d i f y or change ci ther 

the special Federal lease stipulations relating to surface management or such special Federal lease stipulations relating to surface and 

environmental protect ion, aliachcd lo and made a part o f . O i l and Gas Leases cover ing lands w i t h i n the Una Area . 

IN W f l N LSS W H ER EOF-. the parties hereto have caused tins agreement lo be executed and have set opposite their respective ru mcs 

the date o f e xcc ution 

U N I T O P E R A T O R A N D W O R K I N G I N T E R E S T O W N E R 

UNIT OPERATOR 
ADDRESS: 

P e n w e l i E n e r g y , I n c . 
600 N . Ma r i . en fe Ld , Su i. Lo 1. 1.00 
M i d ] a n d , Texas 79 701 
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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 of office this the 24th, day of May, 1996 

\ l /, n l > ; w \ / //•••> 

My Commissi^f^E*ptfe* 
9/23/9 

Notary Public in ahd for the State--of Texas 

TAMMY BA!MBR!DGE 
f ' .o tary Publ ic, Stove of Teaas 

tvly commission expires 9 / 2 3 / 9 7 
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RATIFICATION AND JOINDER OF UNIT AGREEMENT 

AND 
UNIT OPERATING AGREEMENT 

In consideration of the e xccution of the Urut Agreement for the Development and Operation of the 

UNIT AREA, County of State of 

New Mexico, dated ,19 . in form approved on behalf of the Secretary of the Lnlerior and the 

Commissioner of Public Lands, and m consideration of the execution or ratification by other working interest owners of the contemporary Unit 

Operating Agreement which relates to said Unit Agreemenl lhc undersigned hereby expressly ratifies, approves and adopts said Urut Agreemenl 

as fully as though ihe undersigned had executed the original agreement. 

This Ratification and Joinder shall be effective as lo the undersigned's interests tn any lands and leases, or interests therein, and 

royalties presently held or which may anse under existing option agreements or other interests m unitized substances, covering lhc lands within 

the Unit Area tn which ihe undersigned may be found to have an oil and gas interest 

This Ratification and Joinder of Unit Agreemenl shall be binding upon lhc undersigned, his. or her or ils heirs, devisees, executor*, 

assigns or successors in interest. 

EXECUTED ihis _day of .19 

Address: 

TRACT (S) 

STATE OF 

COUNTY OF 

On this da v of 

) ss. 

19 before me personally 

, to mc known to be the person described in and who executed the foregoing 

instrument, and acknowledged that (s) he execuied the same as his/her free act and deed. 

My Commission Expires: 

Notary Public 

(SEAL) 
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E X H I B I T "A" 
P E N W E L L E N E R G Y , INC. 

WAGON W H E E L UNIT AREA 
EDDY COUNTY, NEW M E X I C O 

R-22-E 

T-22-S 

LAND ACRES 

Federal 4,760.00 
Fee AO.00 
T o t a l 4 , 8 0 0 . 0 0 acres 
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The Unit covers the following acreage. 

All inT22S-R22E 
Section 10: All 
Section 14: W/2 
Section 1 5: All 
Section 21. E/2 B 

Secuon 22 All 
Section 23 W/2 
Section 26 W/2 
Section 27 All 
Section 28: All 
Section 34: N/2 
Eddy County, New Mexico 

TRACTS AS LISTED ON 
^ EXHIBIT "B" 

WAGON WHEEL UNIT 
OUTLINE 
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Wagon Wheel Unit Working I n t e r e s t Owners 

* CoEnergy Central 

E x p l o r a t i o n , 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 f o r Oct. Sale) 6.666667% 320.00 acres 

T o t a l s : 100.000000% 4,800.00 acres 

* Owners who have agreed to r a t i f y the u n i t . 

BEFORE THE 
OIL CONSERVATION DIVISION 

Santa Fe, New Mexico 

Case No. 11545 Exhibit No. 2 

Submitted bv: Penwell F.nerpv Tnr 

Hearing Date: June 



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 
3 1 8 0 ( 0 6 2 0 0 1 JIJNMISW 
Penwell Energy, Inc. 
A t t e n t i o n : Mr. C. Mark Wheele;r 
600 N. Marienfeld, Suite 1100 
Midland, Tx 79701 

Gentlemen: 

Your a p p l i c a t i o n of May 30, 1996, f i l e d w i t h the BLM requests the designation 
of the Wagon Wheel Unit area, embracing 4800.00 acres, more or less, Eddy 
County, New Mexico, as l o g i c a l l y subject to e x p l o r a t i o n and development under 
the u n i t i z a t i o n p r o v i s i o n s of the Mineral Leasing Act as amended. 

Pursuant to u n i t plan r e g u l a t i o n s 43 CFR 3180, the land requested as o u t l i n e d 
on your p l a t marked E x h i b i t A, Penwell Energy, Inc., Wagon Wheel Unit, 
Eddy County, New Mexico i s hereby designated as a l o g i c a l u n i t area and has 
been assigned No. NMNM94493X. This designation i s v a l i d for a period of one 
year from the date of t h i s l e t t e r . 

The u n i t agreement submitted for the area designated should provide for a well 
to t e s t the Cisco Canyon Reef formation or to a depth of 8100 f e e t , whichever 
i s the lesser depth. Your proposed use of the Form of Agreement for Unproved 
Areas w i l l be accepted. Corrections that need to be made to E x h i b i t 3 are 
shown i n red on the enclosed E x h i b i t B. 

I f c o n d i t i o n s are such th a t m o d i f i c a t i o n of said standard form i s deemed 
necessary, two copies of the proposed m o d i f i c a t i o n s w i t h appropriate 
j u s t i f i c a t i o n must be submitted to t h i s o f f i c e for p r e l i m i n a r y approval. 

In the absence of any type of land r e q u i r i n g s p e c i a l p r o v i s i o n s or any 
o b j e c t i o n s not now apparent, a duly executed agreement i d e n t i c a l w i t h s a i d 
form, modified as o u t l i n e above, w i l l be approved i f submitted in approvable 
status w i t h i n a reasonable period of time. However, no t i c e i s hereby given 
th a t the r i g h t i s reserved to deny approval of any executed agreement 
submitted which in our opinion, does not have the f u l l commitment of 
s u f f i c i e n t lands to a f f o r d e f f e c t i v e c o n t r o l of operations in the u n i t area. 

When the executed agreement i s t r a n s m i t t e d to the BLM for f i n a l approval, 
include the l a t e s t s tatus of a l l acreage. In preparation of E x h i b i t s "A" and 
"B", f o l l o w c l o s e l y the format of the sample e x h i b i t s attached to the r e p r i n t 
of the aforementioned form. 

Inasmuch as t h i s u n i t agreement involves Fee land, we are sending a copy of 
the l e t t e r to the NMOCD. 

S i ncer e1v, 

BEFORE THE 
OIL CONSERVATION DIVISION 

Santa Fe, New Mexico 

Case No. 11545 Exhibit No. 3 

I o n / I , . Ferguson 
Assistant D i s t r i c t Manager 
Minerals S uppo r t Team 

Submitted bv: Penwell Energy. Inc. 

Hearing Date: June 13.1996 
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LEGEND 

o LOCATIONS 

• PROSPOSED FEDERAL UNIT 

N 
Penwell Energy 

SOUTHEAST NEW MEXICO 
WAGONWHEEL PROSPECT, EDDY COUNTY 

n r r > r \ / r>M\/M n m A D I T E i r r u a n 
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Penwell Energy 

SOUTHEAST NEW MEXICO 
WAGONWHEEL PROSPECT, EDDY COUNTY 

LEGEND 

o LOCATIONS 

F l PROSPOSED FEDERAL UNIT JL 
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