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STATE/FEE EXPLORATORY UNIT
REVISED February 12, 2004
UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION
OF THE

SBRO UNIT AREA
EDOY COUNTY NEW MEXICO

NO

THIS AGREEMENT entered mio as of the 8TH dayof __ MAY 2009 by epd between the
partres subscribmg, ratifymg or consentmg hereto and herem referred to as the "parties herew

WITNESSETH.
WHEREAS the partics hereto are the ownem of working, royalty or other oil or gas mterosts m the unt area subject to this

agreement; and

WHEREAS (s Commussioner of Public Linds of the State of Now Mexico = authormed by an Act of the Legslatore
(NMBA 1978 §§19 1045, 19-10-46, s amended) to consent 1o and approve the develspment or operation of State Lands under sgreements made
by leasees of State Land jomtly or severally with other lessees where such agreements provide for the wt operation or development of part of or all
of any o or gas pool, ficld, or aves; and

WHEREAS the Commusgioner of Public Lands of the State of New Mexico 13 suthorrzad by an Act of the Legislxture
(NMSBA 1978 §19-10-47 as exncuded) to amend with the approval of lesses, evidenced by the lessse’s execution of such agreement or otherwise,
eny cil aud gas loase embracing State Lands so that Gie length of the tenn of smd lease may comeide with the term of such egreements for the unt
operation and development of part or all of any oil or gas pool, field, or arca, and

WHEREAS the Oil Conservation Division of the Energy Mmerals and Natural Resources Department of the Stata of New
Mexico (hereinafter referred to as the "Divisian”™), 15 authorzed by an Act of the Legislature (NMSA 1978, §70-2-1 et seq. as arnended) to approve
thus agreemant and the conservation provistons hereof, and

WHEREAS, the partics hereto hold sufficient mterests m the SRO Umt Area
covermg the land hereiafter deycribed o give reasonably effective cantrol of cperations therem; and

WHEREAS, 1t 15 the prpose of the parties bereto to conserve matural vesources, prevest waste and secure other benefits
obtamable through development and operation of the erea subyect to thns agreemesnt under the tenms, conditions and Emitstions kerem set forth,

NOW THEREFORE, m considmrahon of e prexmses and the prozuses herem comntamed, the parties hereto commit to tng
agroesnent their respective meerests m the below defined unit ares, and agroo severally among themselves as follows:

1 UNIT ARE4, The following described land 15 kereby desigrated and recognized es consttutmg the unit area

Township 258 & 265  Range 28K , NMPFM B
Sections 32~E/2E/2, 33-ALL, 34-S/2, 2-W/2, 3~-ALL, 4-ALL, 5-ALL, 6-E/2, 7-E/2, 8-ALL, 9-ALL,
10-ALL, I5-ALL, 16~E/2E/2, 17-ALL, 18-E/2, 20-ALL
Comminmg 8.320 acres, more or less,
EDDY County New Mexico

Exhibit A sttached hereto 15 8 map showing the unit ares eand the bomndanes and :dentity of tracts end leases in sad area to

the extens known to the unit operator  Exhibit "B attached bereto 13 a schedule showmg to the extent known to the vt operstor the acreage,

and kind of ownerstup of oil and ges mterests m all lands m the it aren. Howover nofhung herem or 1 saud schedale or map shall be

construed as a representaticn by any party hereto as to the ownerstup of any mterest other than such interest or mterests as are shown on sad map or

schedule as owned by mch party Exhibt A and "B shall be revised by the unit operetor whenever changes in ownership 1n the it area render

such revisions necessary or when requested by the Compmssioner of Public Lands, heremafier refered to 29 *Conumsmoner” or the Of
Conservation Division, heremafbes roferred to as the "Division

All land conumtted o this agreement shall constitute land referred to berem 23 umtized land or "land subject to tns
agreoweat”
2 UNINZED SUBSTANCES AR cil, pas, natural gasohne, and assocsated flmd hydrocarbons m any and ofl formetons FEom
surface to the base of the Bone Spring formation of the unitized land are unitized
under the terms of this agreement and herein are called "unitized substances” The

top of the Bone Spring formation is 6223 feet and the base is 9333 feet as defimed
by the Marbob Teddy Graham State #1 in Section 9 of Township 26 South~Range 28 East

(Delaware top-2467 feet) SFE7
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Zi 7;%%!13 Ha.rbos Enerpy Corporation , Whosa address
s P 0 Box s » 1s hereby designated as unit operator and by signsture

kereto commts to fing agreement all mterest 1 umted substances vested m 1t as set forth in Exhitt "B and agrees and consents to accept the
duties and obligations of unit operator for the discovary development and production of unitized substences as herem provided. Whenever
reference 15 mado herein to the mit operator such reference means the untt operator actng m that capacity and not as an owner of mtevests in
unttized substances, and the term - working mterest owner” when uged heremn sball mehde or refir to unrt operator as the owner of 8 workng
urterest when such an miryest 15 owned by it

4, L OPERATOR, Unt operator ghall have the nght to resign at ey tme but sach
resignation shall not become effectrve until & successor wit operator has been salected and epproved m the manner provided for 1 Section § of s
agroemet, mmmndhmmhnnmmmmWﬁummymmorwdcﬁnhbynhuwndummm
the effective date of ts remgnation.

Unit operator may upon defsult or feilure in fhe performance of its duties or obhigations hereunder be subgect to removal by
the same parcentage vote of the owners of workmng mterests determmed in like mamer as heremn provaded for the selection of a new wnit operator
Scch removal shall be effective upon notice thereof to the Conmmsioner and the Dyvision,

Tho remgoation or removal of the unit operator bnder tns agreement shall not tetmonate s nght, ttle or mterest a5 the
owner of 8 workmg mterest or other mtezest m utized substances, but upon the resigraton or removal of unit operator becooung effecuve, such
untt operstor shall dehver possessian of all equipment, waterils, end sppurtenances used m conductng the wnt opesations md owned by the
workmg mnterest owney o the new duly quahfied successor undt opemator or t the owners thereof if no such new wnnt operator 15 elected, to bo
used for the parpose of conductmy unn operations heseunder Nothung herem shall be comstrued as authorzing removal of any nmatenal, equpment
and sppurtenances needed for the preservation of wells.

5 SUCCESSOR UNIT OPERATOR. Wheaover the untt operator shall resign 83 unit operator or hall be removed as
hﬂumbmpovxded.theom:ofﬂaowmmmﬁmmMMWMmmmwdﬂuwnmm
sclect 8 succrsser unit operator provided that, if a meyority but less than seventy-five percent (75%) of the warkmg mterests qualified 10 vote 1
uwndbymmmdnsamnt,ammgmofmwmu,mummmhﬂwwmlmhnm
five parvent (75%) of the total working mterests, shall be required to select a new opesator  Such seloction shall not become effoctrve until (a) a unzt
opurator 80 selocted shall accopt in writing the duties and responsibilities of unst operator and (b) the selection shall have been approved by the
Comumsmoner If po successor unat opemator 13 selected snd qualified es herein proveded, the Cormmssiomer ot hus election, wath notice o the
Division, may declare this unot agreement terounated.

6 ACCOUNTING FROVISIONS The unit oparator shall pay in the first mstance all costs and expenses moumed m
conductng unst cperations herounder, and such costs and expensos and the working interest bensfits accrumg hereunder shall be apportioned among
MWthMMmWMmmwmmwmmthwﬁs
owasers of such merests, whether aue or more, separately or collectively  Any agreemeant or agreemsnts extered mto between the workmg mierest
ownors and the umt operator as provided m this section, whether one or more, are herem referred to as the Operatmg Agreement® No such
agreemant shall bo deemed erther to modify any of the tenxs and conditions of s unit egreement or to relieve the umt operator of eny nght or
obligation established under Gus umt agreement snd m case of my meonsstancies ot confhet between this unit agrecment and the operating
agreernent, thie untt agroement shafl prevail,

GHTS AND OF A F UNI RATOR, Except as otherwise specifically provided herem, the exclusive
night, privilege sod duty of excrosmg any and all nghts of the parties hereto which are necessary or convement for prospecting for producmg,
stnng, allocating and dustributing the unrtized substences are hereby delegated to and shall be exercised by the ut operator es heren provided.
Acceptabls evidence of tifle b said rights shall be deposited with smd wnrt operator aud, together with this agreement, shall constitute and defins the
nghts, privileges and obhigations of wuit operator Nothung herem, bowever shall be construed to transfer title to any Jand or to any leese or
opemtmg agreement, 1t bemg understood Ghat under this agreemant the uwat operator mmmnyumhopu&ashﬂugnﬁedghﬁof
possessian &ud use vested m the parties hereto only for the purposes herein specaified

CATIONS O 8] ¢

8 DRILLING TO DISCOVERY, The umt opetator shall, withm sixty (60) duys after the effective date of thm agreement,
coRuREnce operahions upon an adequats test well for odl and gay upon some part of the lands embraned withm the untt area and shall drill saxd well
wifh due diligence to 8 depth sufficient to attam the top of the S formation or to such e depth

as unstized substances shall be discovered in paymg quantities at a legger depth or until it shall, m the opmion of unnt operator be determmed that
the further drilling of saxd well shall be unwarranted or wopracticable; provided, bowever, that umt operator shall not, in any event, be requred to
drill saxd well to a depth m excess of ___ 33 feet. Until a discovery of a deposit of uustized substances capable of bamg
pm&cadmwmgqm(mleémnmw&:md&ﬂmmdeMamkwoﬁ)m
operator stall contmue drillmg diligently ano well at a ume, allowing not more tmn sx months botween the completion of cne well and the
begmamg of the naxt well, until 8 well capable of producing wmrzed substances m paymg quantitios 13 completed to the satmfaction of the
Comruissones or untll o 15 reasanebly proven i the satisfiaction of the unjt operator that the unstazed dand 15 meapable of producmg unitized
substances m paying quantrties m the fonmation drilled hereupder

Any well commenced pror to the effective date of tius agreement upon the untt area and drilled to the depth provided herem
for the driltmg of an wrtm! test well shall be conmidered a3 complymg with the drillng requrements hereof with respect W the mutal well, The
Comumissioner may modify the drillmg requrements of this section by grantng reasamable extensions of tme when m his opwruon such action 18
warranted. Upon faihure to comply with the drilling provimous of this article the Commsmoner may after reasonable notice 1o the unt operator and
each working mterest owner lessce and lessor at therr last known ackiresses, declare fhs it agreement termumnated, and all nghts privileges and
obbgstions grauted and assumed by this unrt agreement shall coase end termmate as of such date.

SFE7
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A TH IT OPE AFIER _DISCOVER I ANCES. Should unitwed
substances m paymg quantities be discovered upon the unt area, the vmt operstor shall cn or before sxx from the tnme of the complonon of
the mmal discovery well and withm thoty days after the expuration of eech tweive months penod tharcafter filo a report with the Conmmssoner and
Davision of the status of the development of the unit erea and the development contemplated for fhe followmg twelve manths period.

It is understood that ane of the mam coasiderations for the approval of this agreement by the Commmssioner of Public Lends
13 to secure the onderly development of the umtized lands m accordance with good conservahon prectices 50 us to cbiamn the grestest ultrmate
recovery of unttred substunces

After chscovery of mutzad substances m paymg quantriies, unt operator shall proceed with diligence to reasonably develop
the unitized ares s a reasonsbly prodent operator would develop such eres under tha same or similar coreumstances.

If the wmit opesator should fail to comply with the above covenant for reasonshle development this agrecment may be
ternuaxed by the Cammmssioner es © all lands of the State of New Mexioo embracmg undeveloped regulzr well spacmg or prosation umts, but m
such event, the basis of participation by the workng mterest owners shall remam the same as of tns agreemern had not been terunnated as to such
ands; provided, however the Conymssioner shall gve notice to the wnit operator and the lessoes or recard tn the manner prescribed by (Sec 19-10-
20 NM. Stetutes 1978 Annotated), of mtention to cancel on sccount of any alleged bresch of smd covenant for reasonable development and any
decision entered therexnder ehall bo subject to sppeal m the mexmer prescribed by (Sec. 19-10-23 NM. Statutes 1978 Annotated), and, provaded
further 1 any event the vnit operator shall be given & reasonable opportamuty after a final deterounation withm wiich w remedy any defilt, failmg
fn which this agreement ghall be termmated 83 to all laods of the Stus of New Mexico embracmg undeveloped regular well specmg or promation
s,

Notwrthstanding auy of the provisions of fius Agreement to the contrary all undeveloped regular well spacog or promation
unst trects withm the wnst boundaries shall be sutomatically ehrmnated from this Agreement and shell 1o longer be a part of the umt or be firther
subject to the terms of thns agreement unless at the exprration of five (5) years after the first day of the month followng the effective date of this
agreement diligem drilling operations are m progress on saxd tracts,

10 PARTICIPATION AFTER DISCOVERY, Upom completion of a well capeble of producng wmtized substantes in
peymg quantities the owners of workmg mterests shall participate m the production therefrom and m all other producing wells which may be drilled
pursosnt hereto i the proportions that thexr respective leasehold inzerests covered hereby on an acreage bass bears tv the total ouuiber of acres
comnutted o tins wnst agreement, and soch wotized substances shall be deened to have been produced from the respecive leasehold intarests

therern. For the purpoge of determmnung any benefits acorumg under this agreement and the distribution of the royaities payeble to the
State of New Mexico and other lessors, cach separate lease shall have ellocated to 1t such parcentage of seud production &s the sumber of acres
cach Jease respechively committed to this agreement bears to the total mumber of acres conututted hereto,

Notwithstanding oy provisions contamed herein to the contrary each workng mterest owner shall have the nght to take
such owner’s proporticnate share of the umhzed substances m kmd or to personally sell or dispose of the seme, end aothing heresn contmned shall
be comstrued s giving or granting W the umt opemtor the nght to sell or otherwise disposs of the proportionate share of any workmg mterest owner
wathowt specific authorezation from tune to time &0 to do

11 ALLOCATION OF PRODUCTION All umtized substances produced from each tract m the umtized arca csteblished
under ths agreement, except any pext thereof used for produstion or development purposes hereunder or vuavordably lost, shall be deemed to be
produced equally on an acreege bass from the sevesal tracts of the umtized land, and for the purpose of determming any bensfits that accrue on an
acreage basis, each such trect shall have allocated to it such percentage of sad production 25 1ts area bears to the entre unrtrzed area. It 15 hereby
agreed that production of umrtzed substances from the umitrzed area shall be allocated as provided berem, regardless of whether sny wells are
drilled on any particuler tracts of said unrtzed area.

All rentals due to the State of New

A 3

AXMEN] REN ] X AN B A
aocordanee with the terms of theer loases

I OF RE) (b
Mexico shall be paid by the respective lszse owners m

) All royalties due to the State of New Mexico under the terros of the leases conmmtted to this agreement shell be computod
and paid on the baws of all umtized substances allocated to the respective leases commmtted hereto provided, however the State shall be entifled to
t2ke m kmd 15 ghare of the umtized substances allocated to the respoctive leases, and m such case fhe umt operator shall make delvenes of such
royalty share m accordance wrth the terms of the respectrve leases.

All retals 1fany due under any leases embraomg lands other than the State of Now Mexxco, shall be pard by tho respective
Iease owners m accardance with the terms of therr leases and all royalties due under the terms of any such leages shall be paxd on the basis of all
umtrzed substances allocated to Gio respective leases commutted hereto

If the vt opesator mtroduces gas obamed from sources other then the unitzed substances mto any producig formahon for
the purpose of represiunng, stmulstmg or wicreasmg the ultunate recovery of unttized substances therefrom, a like amount of gas, if available, with
duo allowance for loss or depletion from any cause may be withdrawn from the formation mto winch the gas was miroduced royalty free as to dry
#7s but 10t & to the products extracted therefrom; provaded, that such withdrawal shall be &t such tnne 88 may be provided m a plan of operatian
conzented t by the Commussioner and approved by the Division as conformng to good petroleum engmeermg practices, and prowided fhrther that
such right of withdrawal shall termmate on the teynunation of tus umt agreement,

If any lease commuiled hereto 18 burdened with en ovemdmg royalty paymsnt out of production or other charge m addiron
to the usual royalty the owner of cach such lease shalf bear and assume the same out of the umtized substances allocated to the lands emhraced m

each such lease as provaded herem,

SFE7
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Wmem wWMmmmMmmmmeMMaWMw&e
exploration, drilling development or operation for oil or gas of the lands committed to this agreement, shall as of the cffective date hereof, be and
the same are hereby expressly modified and amended insofar as they apply to lands within the unitized area to the extent necessary to make the
same conform to the provisions hereof and so that the respective terms of said lcases and agrecments will be extended insofar as necessary to
coincide with the terms of this agreement and the approval of this agreement by the Comumnissioner and the respective lessors and lessees shall be
effective t0 conform the provisions and extend the tezms of each such lease as to lands within the unitized area to the provisions and tenms of this
agreement; but otherwise to rexgain in full force and effect. Each lease committed to this agreement, insofar as it applies to lands within the unitized
area, shall continue in force beyand the term provided therein as long as this agreement remaing in effect, provided, drilling operations upon the
initial test well provided for herein shall have been conanenced or said well is in the process of being drilled by the unit operator prior to the
expiration of the shortest term lease committed to this agreement Termination of this agreement shall not affect any lease which pursnant to the
terms thereof or any applicable lsws would continue i full force and effect thercafier. The commencement, completion, continued opemation or
production on each of the leasehold interests committed to this agreement and oparations or production pwrsuaut to this agreement shall be deemed
10 be operations upan and production from each [sasehold interest comunitted hereto and there shall be no obligation on the pert of the unit operator
orlwofﬂuuwncsofﬂwrapemvalnsehddmcoummedhucmm drill offset to wells as between the leasehold interests committed to
this agreement, except as provided in Section 9 bereof.

Any lease embracing lands of the State of New Mexico of which only a portion is commmitted hereto shall be segregated as
the portion conunitted and as mmmnmwmmwumwmmmmuwumwuauwm
segregated portions, as of the effective date hereof. Notwithstanding any of the provisions of this agreement to the contrary, suy leasc
embracing lands of the State of New Mexico having only a portion of its lands committed hereto shall continue in full force and effect beyond the
term provided therein as to ail lands erobraced within the unitized area and committed to this agreement, in accordance with the terms of this
agreament. i oil and gas, ar either of them, are discovered and are being produced in paying quantities from some part of the lands embraced in
such lease which part is committed to this agreement at the expixation of the fixed term of such lease, such production shall not be considered as
production from lands embraced in such lease which are not within the unitized ares, and which are not committed ¢hereto, and drilling or
reworking operations upon some part of the lands exmbraced within the unitized area and committed to this agroement shall be considered as drilling
and reworking operations only as to lands embraced within the umit agreement and not as to lands embraced within the lease and not committed to
this unit agreement; provided, however, as to any lease embracing lands of the State of New Mexico having only a portion of its lands committed
hereto upon which oil and gas, or either of them, has been discovered is discovered upon that portion of such lands not committed to this agreement,
and are being produced in paying quantities prior to the expiration of the fixed tenoa of such lease, such production in paying quantitics sball serve to
continue such lease in full force and effect in accordance with its terms as to all of the lands embraced in said lease.

14. CONSERVATION: Operations hereunder and production of uaitized substances shall be conducted to provide for the
most economical and efficient recovery of said substances without waste, as defined by or pursuant 1o State laws or regalations.

15. DRAINAGE: In the event a well or wells producing oil or gas in paying quantities should be brought in on land adjacent
W the wnit area draining umitized substances from the lands embraced therein, unit operator ghall drill such offset well or wells as a reasonably
prudent operator would drill vnder the same or similar circumstances.

16. COVENANTS RUN WITH LAND: The covenants herein shall be construed to be covenants ranming with the land with
respect to the interests of the parties hereto and their successors in interest until this agreement terminates, and any grant, transfer or conveyance of
interest in land or leases subject hereto shall be and hereby is conditioned upon the assumption of all privileges and obligations hereunder to the
grantes, transferes or other successor in interest. No assigament or transfer or any working, royalty, or other interest subject hereto shall be binding
upon unit operator until the first day of the calendar month after the unit operator is furnished with the original, photo static, or certified copy of the
instrument of transfer.

17. EFFECTIVE DATE AND TERM: This agreement shall become effective upon approval by the Commissioner and the
Division and ghall terminatein ________ years after such date wnless () such date of expiration is extended by the Commissioner, or (b) a
vnhlbbhnvuyofumuzedsmhsbmmdemmmdhnddmmgmdmmlmwmy extension thereof in which case this
agreement shall remain in effect so long as unitized substances are being produced in paying quantities from the unitized land and, should
production cease, so long thereafter as diligent operations are in progress for the restoration of production or discovery of new production and so
long thereafter as the unitized substances so discovered are being produced as aforesaid. This agreement may be terminated at any tims by not less
than seventy-five percent (75%) on an acreage basis of the owners of the working interests, signatory hereto, with the approval of the Commissioner
and with notice to the Division. Likewise, the failure to comply with the drilling requirements of Section 8 hereof, may subject this agreement to
termination as provided in said section.

18. RATE QF PRODUCTION: All production and the disposal thereof shall be in conformity with allocations, allotments,
and quotas made or fixed by the Division, and in conformity with all applicable laws and lawful regulations.

19. APPEARANCES: Unit opexator shall, after notice to other parties affected, have the right to appeer for and on behalf of
any end all interests affected hereby, before the Commissioner of Public Lands and the Division, and to appeal from orders issued under the
regulations of the Commissioner or Division, or to apply for relief from any of said regulations or in any proceedings on its own behalf relative to
operations pending before the Cormmissioner or Division; provided, however, that any other interest party shall also have the right at bis own
expense 0 appear and to participate in any such proceedings.

20. NOTICES: All notices, demands, or statements required hereunder to be given or rendered to the parties hereto, shall be
deemed fully given, if given in writing and sent by postpaid registered mail, addressed to such party or parties at their respective addresses, set forth
in connection with the signatures hereto or to the ratification or consent hereof, or to such other address as any such party may have furnished in
writing to party sending the notice, demand, or statement.
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21. LOSS OF TITLE: In the event title to any tract of unitized land or substantial interest therein shall fail, and the true owner cannot be induced to
join the unit agreement so that such tract is not committed to this agreement, or the operation thereof hereunder becomes impracticable as a result
thereof, such tract may be eliminated from the unitized area, and the interest of the parties readjusted as a result of such tract being eliminated from
the unitized area. In the event of a dispute as to the title to any royalty, working, or other interest subject hereto, the unit operator may withhold
payment or delivery of the allocated portion of the unitized substances mvolved on account thereof, without liability for interest until the dispute is
finally settled, provided that no payments of funds due the State of New Mexico shall be withheld. Unit Operator, as such, is relieved from any
responsibility for any defect or failure of any title hereunder.

22. SUBSEQUENT JOINDER: Amy oil or gas interest in lands within the unit area not committed hereto, prior to the
submission of the agreement for final approval by the Commissioner and the Division, may be committed hereto by the owner or owners of such
rights, subscribing or consenting to this agreement, or executing a ratification thereof, and if such owner is also a working interest owner, by
subscribing to the operating agreement providing for the allocation of costs of exploration, development, and operation. A subsequent joinder shall
be effective as of the first day of the month following the approval by the Commissioner and the filing with the Division of duly executed
counterparts of the mstrument or instruments committing the interest of such owner to this agreement, but such joining party or parties, before
participating in any benefits hereunder, shall be required to assume and pay to unit operator, their proportionate share of the unit expenses incurred
prior to such party’s or parties joinder in the unit agreement, and the unit operator shall make appropriate adjustments caused by such joinder,
without any retroactive adjustment of revenue.

23. COUNTERPARTS: This agreement may be executed in any number of counterparts, no one of which needs to be
executed by all parties, or may be ratified or consented to by separate instrument in writing specifically referring hereto, and shall be binding upon
all those parties who have executed such a counterpart, ratification, or consent hereto with the same force and effect as if all such parties bad signed
the same document, and regardless of whether or not it is executed by all other parties owning or claiming an interest in the fands within the above

described unit area.

IN WITNESS WHEREOF, the undersigned parties hereto have caused this agreement to be executed as of the respective
dates set forth opposite their signatures.

UNIT OPERATOR AND WO G INTEREST R
Marbob Energy Corporation . By
£ (5.3
Address P-0. Box 227, Artesia, NM 88211-0227 . DateofExecution 6. /7. )wj
STATEOF New Mexico )
)ss.
COUNTY OF __Eddy )

Acknowledgment in an Individual Capacity

This instrument was acknowledged before me on W Date

w VDT O o
Name(s) of Person(s)
(Seal) % Signature of Notarial Officer

My comnission expires: 7O\
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