
409

Bureau of Land Management, Interior § 3186.1

a participating area established hereunder is
in existence, but in all instances of resigna-
tion or removal, until a successor Unit Oper-
ator is 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 30 days before such resignation or re-
moval becomes effective appoint a common
agent to represent them in any action to be
taken hereunder.

The resignation of Unit Operator shall not
release Unit Operator from any liability for
any default by it hereunder occurring prior
to the effective date of its resignation.

The Unit Operator may, upon default or
failure in the performance of its duties or ob-
ligations 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 Unit Operator. Such re-
moval shall be effective upon notice thereof
to the AO.

The resignation or removal of Unit Oper-
ator under this agreement shall not termi-
nate its right, title, or interest as the owner
of working interest or other interest in unit-
ized substances, but upon the resignation or
removal of Unit Operator becoming effective,
such Unit Operator shall deliver possession
of all wells, equipment, materials, and ap-
purtenances used in conducting the unit op-
erations to the new duly qualified successor
Unit Operator or to the common agent, if no
such new Unit Operator is selected to 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. When-
ever the Unit Operator shall tender his or its
resignation as Unit Operator or shall be re-
moved as hereinabove provided, or a change
of Unit Operator is negotiated by the work-
ing interest owners, the owners of the work-
ing interests according to their respective
acreage interests in all unitized land shall,
pursuant to the Approval of the Parties re-
quirements of the unit operating agreement,
select a successor Unit Operator. Such selec-
tion shall not become effective until:

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

(b) the selection shall have been approved
by the AO.

If no successor Unit Operator is selected
and qualified as herein provided, the AO at
his election may declare this unit agreement
terminated.

7. ACCOUNTING PROVISIONS AND UNIT
OPERATING AGREEMENT. If the Unit Op-
erator is not the sole owner of working inter-
ests, costs and expenses incurred by Unit Op-
erator in conducting unit operations here-
under shall be paid and apportioned among

and borne by the owners of working inter-
ests, all in accordance with the agreement or
agreements entered into by and between the
Unit Operator and the owners of working in-
terests, 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 herein
referred to as the ‘‘unit operating agree-
ment.’’ Such unit operating agreement shall
also provide the manner in which the work-
ing interest owners shall be entitled to re-
ceive their respective proportionate and allo-
cated share of the benefits accruing hereto in
conformity with their underlying operating
agreements, leases, or other independent
contracts, and such other rights and obliga-
tions as between Unit Operator and the
working interest owners as may be agreed
upon by Unit Operator and the working in-
terest owners; however, no such unit oper-
ating agreement shall be deemed either to
modify any of the terms and conditions of
this unit agreement or to relieve the Unit
Operator of any right or obligation estab-
lished under this unit agreement, and in case
of any inconsistency or conflict between this
agreement and the unit operating agree-
ment, this agreement shall govern. Two cop-
ies of any unit operating agreement executed
pursuant to this section shall be filed in the
proper BLM office prior to approval of this
unit agreement.

8. RIGHTS AND OBLIGATIONS OF UNIT
OPERATOR. Except as otherwise specifically
provided herein, the exclusive right, privi-
lege, and duty of exercising any and all
rights of the parties hereto which are nec-
essary or convenient for prospecting for, pro-
ducing, storing, allocating, and distributing
the unitized substances are hereby delegated
to and shall be exercised by the Unit Oper-
ator as herein provided. Acceptable evidence
of title to said rights shall be deposited with
Unit Operator and, together with this agree-
ment, shall constitute and define the rights,
privileges, and obligations of Unit Operator.
Nothing herein, however, shall be construed
to transfer title to any land or to any lease
or operating agreement, it being understood
that under this agreement the Unit Oper-
ator, in its capacity as Unit Operator, shall
exercise the rights of possession and use
vested in the parties hereto only for the pur-
poses herein specified.

9. DRILLING TO DISCOVERY. Within 6
months after the effective date hereof, the
Unit Operator shall commence to drill an
adequate test well at a location approved by
the AO, unless on such effective date a well
is being drilled in conformity with the terms
hereof, and thereafter continue such drilling
diligently until the lll formation has
been tested or until at a lesser depth unit-
ized substances shall be discovered which can
be produced in paying quantities (to wit:
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2 Provisions to be included only when a
multiple well obligation is required.

quantities sufficient to repay the costs of
drilling, completing, and producing oper-
ations, with a reasonable profit) or the Unit
Operator shall at any time establish to the
satisfaction of the AO that further drilling of
said well would be unwarranted or impracti-
cable, provided, however, that Unit Operator
shall not in any event be required to drill
said well to a depth in excess of ll feet.
Until the discovery of unitized substances
capable of being produced in paying quan-
tities, the Unit Operator shall continue drill-
ing one well at a time, allowing not more
than 6 months between the completion of
one well and the commencement of drilling
operations for the next well, until a well ca-
pable of producing unitized substances in
paying quantities is completed to the satis-
faction of the AO or until it is reasonably
proved that the unitized land is incapable of
producing unitized substances in paying
quantities in the formations drilled here-
under. Nothing in this section shall be
deemed to limit the right of the Unit Oper-
ator to resign as provided in Section 5, here-
of, or as requiring Unit Operator to com-
mence or continue any drilling during the
period pending such resignation becoming ef-
fective in order to comply with the require-
ments of this section.

The AO may modify any of the drilling re-
quirements of this section by granting rea-
sonable extensions of time when, in his opin-
ion, such action is warranted.

2 9a. Multiple well requirements. Notwith-
standing anything in this unit agreement to
the contrary, except Section 25, UNAVOID-
ABLE DELAY, ll wells shall be drilled
with not more than 6-months time elapsing
between the completion of the first well and
commencement of drilling operations for the
second well and with not more than 6-
months time elapsing between completion of
the second well and the commencement of
drilling operations for the third well, . . . re-
gardless of whether a discovery has been
made in any well drilled under this provi-
sion. Both the initial well and the second
well must be drilled in compliance with the
above specified formation or depth require-
ments in order to meet the dictates of this
section; and the second well must be located
a minimum of ll miles from the initial
well in order to be accepted by the AO as the
second unit test well, within the meaning of
this section. The third test well shall be dili-
gently drilled, at a location approved by the
AO, to test the lll formation or to a depth
of ll feet, whichever is the lesser, and must
be located a minimum of ll miles from
both the initial and the second test wells.
Nevertheless, in the event of the discovery of
unitized substances in paying quantities by
any well, this unit agreement shall not ter-
minate for failure to complete the lll well
program, but the unit area shall be con-
tracted automatically, effective the first day

of the month following the default, to elimi-
nate by subdivisions (as defined in Section
2(e) hereof) all lands not then entitled to be
in a participating area. 2

Until the establishment of a participating
area, the failure to commence a well subse-
quent to the drilling of the initial obligation
well, or in the case of multiple well require-
ments, if specified, subsequent to the drilling
of those multiple wells, as provided for in
this (these) section(s), within the time al-
lowed including any extension of time grant-
ed by the AO, shall cause this agreement to
terminate automatically. Upon failure to
continue drilling diligently any well other
than the obligation well(s) commenced here-
under, the AO may, after 15 days notice to
the Unit Operator, declare this unit agree-
ment terminated. Failure to commence drill-
ing the initial obligation well, or the first of
multiple obligation wells, on time and to
drill it diligently shall result in the unit
agreement approval being declared invalid ab
initio by the AO. In the case of multiple well
requirements, failure to commence drilling
the required multiple wells beyond the first
well, and to drill them diligently, may result
in the unit agreement approval being de-
clared invalid ab initio by the AO;

10. PLAN OF FURTHER DEVELOPMENT
AND OPERATION. Within 6 months after
completion of a well capable of producing
unitized substances in paying quantities, the
Unit Operator shall submit for the approval
of the AO an acceptable plan of development
and operation for the unitized land which,
when approved by the authorized officier,
shall constitute the further drilling and de-
velopment obligations of the Unit Operator
under this agreement for the period specified
therein. Thereafter, from time to time before
the expiration of any existing plan, the Unit
Operator shall submit for the approval of the
AO a plan for an additional specified period
for the development and operation of the
unitized land. Subsequent plans should nor-
mally be filed on a calender year basis not
later than March 1 each year. Any proposed
modification or addition to the existing plan
should be filed as a supplement to the plan.

Any plan submitted pursuant to this sec-
tion shall provide for the timely exploration
of the unitized area, and for the diligent
drilling necessary for determination of the
area or areas capable of producing unitized
substances in paying quantities in each and
every productive formation. This plan shall
be as complete and adequate as the AO may
determine to be necessary for timely devel-
opment and proper conservation of the oil
and gas resources in the unitized area and
shall:
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(a) Specify the number and locations of
any wells to be drilled and the proposed
order and time for such drilling; and

(b) Provide a summary of operations and
production for the previous year.

Plans shall be modified or supplemented
when necessary to meet changed conditions
or to protect the interests of all parties to
this agreement. Reasonable diligence shall
be exercised in complying with the obliga-
tions of the approved plan of development
and operation. The AO is authorized to grant
a reasonable extension of the 6-month period
herein prescribed for submission of an initial
plan of development and operation where
such action is justified because of unusual
conditions or circumstances.

After completion of a well capable of pro-
ducing unitized substances in paying quan-
tities, no further wells, except such as may
be necessary to afford protection against op-
erations not under this agreement and such
as may be specifically approved by the AO,
shall be drilled except in accordance with an
approved plan of development and operation.

11. PARTICIPATION AFTER DISCOVERY.
Upon completion of a well capable of pro-
ducing unitized substances in paying quan-
tities, or as soon thereafter as required by
the AO, the Unit Operator shall submit for
approval by the AO, a schedule, based on
subdivisions of the public-land survey or ali-
quot 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, effective as of
the date of completion of such well or the ef-
fective date of this unit agreement, which-
ever is later. The acreages of both Federal
and non-Federal lands shall be based upon
appropriate computations from the courses
and distances shown on the last approved
public-land survey as of the effective date of
each initial participating area. The schedule
shall also set forth the percentage of unit-
ized 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 com-
mencing with the effective date of the par-
ticipating 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 sin-
gle pool or zone, and any two or more par-
ticipating areas so established may be com-
bined into one, on approval of the AO. 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 into one, effective as
of such appropriate date as may be approved
or prescribed by the AO. The participating
area or areas so established shall be revised
from time to time, subject to the approval of
the AO, to include additional lands then re-

garded as reasonably proved to be productive
of unitized substances in paying quantities
or which are necessary for unit operations,
or to exclude lands then regarded as reason-
ably 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 ob-
tained on which such revision is predicated;
provided, however, that a more appropriate
effective date may be used if justified by
Unit Operator and approved by the AO. No
land shall be excluded from a participating
area on account of depletion of its unitized
substances, except that any participating
area established under the provisions of this
unit agreement shall terminate automati-
cally whenever all completions in the forma-
tion on which the participating area is based
are abandoned.

It is the intent of this section that a par-
ticipating area shall represent the area
known or reasonably proved to be productive
of unitized substances in paying quantities
or which are necessary for unit operations;
but, regardless of any revision of the partici-
pating area, nothing herein contained shall
be construed as requiring any retroactive ad-
justment for production obtained prior to
the effective date of the revision of the par-
ticipating area.

In the absence of agreement at any time
between the Unit Operator and the AO as to
the proper definition or redefinition of a par-
ticipating area, or until a participating area
has, or areas have, been established, the por-
tion of all payments affected thereby shall,
except royalty due the United States, be im-
pounded in a manner mutually acceptable to
the owners of committed working interests.
Royalties due the United States shall be de-
termined by the AO and the amount thereof
shall be deposited, as directed by the AO,
until a participating area is finally approved
and then adjusted in accordance with a de-
termination of the sum due as Federal roy-
alty on the basis of such approved partici-
pating area.

Whenever it is determined, subject to the
approval of the AO, that a well drilled under
this agreement is not capable of production
of unitized substances in paying quantities
and inclusion in a participating area of the
land on which it is situated is unwarranted,
production from such well shall, for the pur-
poses of settlement among all parties other
than working interest owners, be allocated
to the land on which the well is located, un-
less such land is already within the partici-
pating area established for the pool or de-
posit from which such production is ob-
tained. Settlement for working interest ben-
efits from such a nonpaying unit well shall
be made as provided in the unit operating
agreement.
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12. ALLOCATION OF PRODUCTION. All
unitized substances produced from a partici-
pating area established under this agree-
ment, except any part thereof used in con-
formity with good operating practices within
the unitized area for drilling, operating, and
other production or development purposes,
or for repressuring or recycling in accord-
ance with a plan of development and oper-
ations that has been approved by the AO, or
unavoidably lost, shall be deemed to be pro-
duced equally on an acreage basis from the
several tracts of unitized land and unleased
Federal land, if any, included in the partici-
pating area established for such production.
Each such tract shall have allocated to it
such percentage of said production 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 the working
interest owner(s) of each tract of unitized
land in said participating area, in addition,
such percentage of the production attrib-
utable to the unleased Federal land within
the participating area as the number of acres
of such unitized tract included in said par-
ticipating area 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. Al-
location of production hereunder for pur-
poses other than for settlement of the roy-
alty, overriding royalty, or payment out of
production obligations of the respective
working interest owners, including compen-
satory royalty obligations under section 17,
shall be prescribed as set forth in the unit
operating agreement or as otherwise mutu-
ally agreed by the affected parties. It is here-
by agreed that production of unitized sub-
stances from a participating area shall be al-
located as provided herein, regardless or
whether any wells are drilled on any par-
ticular part or tract of the participating
area. If any gas produced from one partici-
pating area is used for repressuring or recy-
cling purposes in another participating area,
the first gas withdrawn from the latter par-
ticipating area for sale during the life of this
agreement shall be considered to be the gas
so transferred, until an amount equal to that
transferred shall be so produced for sale and
such gas shall be allocated to the partici-
pating area from which initially produced as
such area was defined at the time that such
transferred gas was finally produced and
sold.

13. DEVELOPMENT OR OPERATION OF
NONPARTICIPATING LAND OR FORMA-
TIONS. Any operator may with the approval
of the AO, at such party’s sole risk, costs,
and expense, drill a well on the unitized land
to test any formation provided the well is
outside any participating area established
for that formation, unless within 90 days of

receipt of notice from said party of his inten-
tion to drill the well, the Unit Operator
elects and commences to drill the well in a
like manner as other wells are drilled by the
Unit Operator under this agreement.

If any well drilled under this section by a
non-unit operator 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 estab-
lished or enlarged as provided in this agree-
ment and the well shall thereafter be oper-
ated by the Unit Operator in accordance
with the terms of this agreement and the
unit operating agreement.

If any well drilled under this section by a
non-unit operator that obtains production in
quantities insufficient to justify the inclu-
sion of the land upon which such well is situ-
ated in a participating area, such well may
be operated and produced by the party drill-
ing the same, subject to the conservation re-
quirements of this agreement. The royalties
in amount or value of production from any
such well shall be paid as specified in the un-
derlying lease and agreements affected.

14. ROYALTY SETTLEMENT. The United
States and any State and any royalty owner
who is entitled to take in kind a share of the
substances now unitized hereunder shall be
hereafter be entitled to the right to take in
kind its share of the unitized substances, and
Unit Operator, or the non-unit operator in
the case of the operation of a well by a non-
unit operator as herein provided for in spe-
cial cases, shall make deliveries of such roy-
alty share taken in kind in conformity with
the applicable contracts, laws, and regula-
tions. Settlement for royalty interest not
taken in kind shall be made by an operator
responsible therefor under existing con-
tracts, laws and regulations, or by the Unit
Operator on or before the last day of each
month for unitized substances produced dur-
ing the preceding calendar month; provided,
however, that nothing in this section shall
operate to relieve the responsible parties of
any land from their respective lease obliga-
tions for the payment of any royalties due
under their leases.

If gas obtained from lands not subject to
this agreement is introduced into any par-
ticipating area hereunder, for use in repres-
suring, stimulation of production, or increas-
ing ultimate recovery, in conformity with a
plan of development and operation approved
by the AO, a like amount of gas, after settle-
ment as herein provided for any gas trans-
ferred from any other participating area and
with appropriate deduction for loss from any
cause, may be withdrawn from the formation
into which the gas is introduced, royalty free
as to dry gas, but not as to any products
which may be extracted therefrom; provided
that such withdrawal shall be at such time
as may be provided in the approved plan of
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