UNIT AGREEMENT
FCR THE DEVELOPMENT AND OPERATION
OF THE

THE NORTH ROSWELL STATE UNIT AREA

CHAVES COUNTY, NEW MEXICO
NO.
THIS AGREEMENT, entered into as of the day of
1989 by and between the parties subscribing, ratifying or consenting hereto, and

herein referred to as the "parties hereto';

WITNESSETH:

WHEREAS, the parties hereto are the owners of working,royalty, or other
0oil or gas interests in the unit area subject to this agreement; and

WHEREAS, the Commissioner of Public Lands of the State of New Mexico is
authorized by an Act of the Legislature (Sec 3, Chap. 88, Laws 1943) as amended
by Sec. 1 of Chapter 162, Laws of 1951, (Chap. 19, Art. 10, Sec. 45, N. M. Statutes
1678 Annot.), to consent to and approve the development or operation of State Lands
under agreements made by lessees of State Land jointly or severally with other lessees
where such agreements provide for the unit operation or development of part of or all
of any oil or gas pool, field, or area; and

WHEREAS, the Commissioner of Public Lands of the State of New Mexico 1is
authorized by an Act of the Legislature (Sec. 1, Chap. 162), (Laws of 1951, Chap.
19, Art. 10, Sec. 47, N.M. Statutes 1978 Annotated) to amend with the approval of
lessee, evidenced by the lessee's execution of such agreement or otherwise, any oil
and gas lecase embracing State Lands so that the length of the term of said lease may
coincide with the term of such agreements for the unit operation and development of
part or all of any oil or gas pool, field, or area; and

WHEREAS, the 01l Conservation Division of the Energy and Minerals Depart-
ment of the State of New Mexico (hereinafter referred to as the "Division'), is
authorized by an Act of the Legislature (Chap. 72, Laws 1935, as amended, being
Section 70-2-1 et seq. New Mexico Statutes Annotated, 1978 Compilation) to approve
this agreement and the conservation provisions hereof; and

WHEREAS, the parties hereto hold sufficient interests in the NORTH ROSWELL

STATE Unit Area covering the land hereinafter described to give reasonably

effective control of operations therein; and
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WHEREAS, it is the purpose of the parties hereto to conserve natural

resources, prevent waste and secure other benefits obtainable through development and
operation of the area subject to this agreement under the terms, conditions and lim—~
itations herein set forth;

NOW, THEREFORE, in consideration of the premises and the promises herein
contained, the parties hereto commit to this agreement thelr respective interests
in the below defined unit area, and agree severally among themselves as follows:

1. UNIT AREA: The following described land is hereby designated and re-
cognized as constituting the unit area:

Township 9 South ,Range 24 East, N.M.P.M.

All Section 3, 4, 5, 6,7, 8, 9, 10,
Sections: 16, 17, 18, 19, 20, 21, 28, 29 and 30.

Containing 11,653.01 acres, more or less,

Chaves County, New Mexico

Exhibit "A'" attached hereto is a map showing the unit area and the bound-
aries and identity of tracts and leases in said area to the extent known to the unit
operator. Exhibit 'B'" attached hereto is a schedule showing to the extent known to the
unit operator the acreage, percentage and kind of ownership of o0il and gas interests in
all lands in the unit area. However, nothing herein or in said schedule or map shall
be construed as a representation by any party hereto as to the ownership of any interest
other than such interest or interests as are shown on said map or schedule as owned by
such party. Exhibits "A" and "B" shall be revised by the unit operator whenever changes
in ownership in the unit area render such revisions necessary or when requested by the
Commissioner of Public Lands, hereinafter referred to as ''Commissioner'" or the 0il
Conservation Division, hereinafter referred to as the '"Division'.

All land committed to this agreement shall constitute land referred to herein
as "unitized land" or '"land subject to this agreement'.

2. UNITIZED SUBSTANCES: All oil, gas, natural gasoline, and associated fluid

hydrocarbons in any and all formations of the unitized land are unitized under the terms

of this agreement and herein are called "unitized substances".

3. UNIT OPERATOR: McClellan 0il Corporation ,whose address 1is

P. 0. Box 730, Roswell, New Mexico 88202-0730 Is hereby designated as unit operator

and by signature hereto commits to this agreement all interest in unitized substances
vested in it as set forth in Exhibit "B'", and agrees and consents to accept the duties
and obligations of unit operator for the discovery, development and production of uni-
tized substances as herein provided. Whenever reference is made hercin to the unit

operator, such reference mecans the unit operator acting in that capacity and not as an
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pwner of interests 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

when such an interest is owned by it.

4, RESIGNATION OR REMOVAL OF UNIT OPERATOR: Unit operator shall have the

right to resign at any time but such resignation shall not become effective until a
successor unit operator has been selected and approved in the manner provided for in
Section 5 of this agreement. The resignation of the unit operator shall not release
the unit operator from any liability or any default by it hereunder occurring prior
to the effective date of its resignation.

Unit operator may, upon default or failure in the performance of its duties
or obligations hereunder, be subject to removal by the same percentage vote of the
owners of working interests determined in like manner as herein provided for the selec-
tion of a mew unit operator. Such removal shall be effective upon notice thereof to
the Commissioner and the Division.

The resignation or removal of the unit operator under this agreement shall
not terminate his right, title or interest as the owner of a working interest or other
interest in unitized substances, but upon the resignation or removal of unit operator
becoming effective, such unit operator shall deliver possession of all equipment,
materials, and appurtenances used in conducting the unit operations and owned by the
working interest owners to the new duly qualified successor unit operator, or to the
owners thereof if no such new unit operator is elected, to be used for the purpose of
conducting unit operations hereunder. Nothing herein shall be construed as authorizing
removal of any material, equipment and appurtenences needed for the preservation of

wells.

5. SUCCESSOR UNIT OPERATOR: Whenever the unit operator shall resign as unit

operator or shall be removed as hereinabove provided, the owners of the working interests
according to their respective acreage interests in all unitized land shall by a majority
vote select a successor unit operator; provided that, if a majority but less than seventy-
five percent(75%) of the working interests qualified to vote is owned by one party to this
agreement, a concurring vote of sufficient additional parties, so as to constitute in

the aggregate not less than séventy-five percent (75%) of the total working interests,
shall be required to select a new operator. Such selection shall not become effective
until (a) a unit operator so selected shall accept in writing the duties and responsi-—
bilities of unit operator, and (b) the selection shall have been approved by the Comm—
issioner. If no successor unit operator is selected and qualified as herein provided,

the Commissioner at his election, with notice to the Division, may declare this unit agree-

ment terminated.
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6. ACCOUNTING PROVISIONS: The unit operator shall pay in the first instance

all costs and expenses incurred in conducting unit operations hereunder, and such costs
and expenses and the working interest benefits accruing hereunder shall be apportioned,
among the owners of the unitized working interests in accordance with an operating
agreement entered into by and between the unit operator and the owners of such interests,
whether one or more, separately or collectively. Any agreement or agreements entered
into between the working interest owners and the unit operator as provided in this section,
whether one or more, are herein referred to as the '"Operating Agreement'". No such agree-
ment shall be deemed either to modify any of the terms and conditions of this unit agree-—
ment or to relieve the unit operator of any right or obligation established under this
unit agreement and in case of any inconsistencies or conflict between this unit agree-
ment and the operating agreement, this unit agreement shall prevail.

7. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR: Except as otherwise specifically

provided herein, the exclusive right, privilege and duty of exercising any and all

rights of the parties hereto which are necessary or convenient for prospecting for,pro-
ducing, storing, allocating and distributing the unitized substances are hereby delega-
ted to and shall be exercised by the unit operator as herein provided. Acceptable evi-
dence of title to said rights shall be deposited with said unit operator and, together
with this agreement, shall constitute and define the rights, privileges and obligations
of unit operator. Nothing herein, however, shall be construed to transfer title to any
laﬁd or to any lease or operating agreement, it being understood that under this agree-
ment the unit operator, in its capacity as unit operator, shall exercise the rights of
possession and use vested in the parties hereto only for the purposes herein specified.

8. DRILLING TO DISCOVERY: The unit operator shall, within sixty (60) days

after the effective date of this agreement, commence operations upon an adequate test
well for oil and gas upon some part of the lands embraced within the unit area and shall

drill said well with due diligence to a depth sufficient to attain the top of the

Abo formation or to such a depth as unitized substances shall

be discovered in paying quantities at a lesser depth or until it shall, in the opinion
of unit operator, be determined that the further drilling of said well shall be unwarran-
ted or impracticable; provided, however, that unit operator shall not, in any event, be

required to drill said well to a depth in excess of 5,000 feet.

Until a discovery of a deposit of unitized substances capable of being produced in paying
quantities (to wit: quantities sufficient to repay the costs of drilling and producing
operations with a reasonable profit) unit operator shall continue drilling diligently,
one well at a time, allowing not more than six months between the completion of one well

and the beginning of the next well, until a well capable of producing unitized substances

(4)



6. ACCQUNTING PROVISIONS: The unit operator shall pay in the first instance

all costs and expenses incurred in conducting unit operations hereunder, and such costs
and expenses and the working interest benefits accruing hereunder shall be apportioned,
among the owners of the unitized working interests in accordance with an operating
agreement entered into by and between the unit operator and the owners of such interests,
whether one or more, separately or collectively. Any agreement or agreements entered
into between the working interest owners and the unit operator as provided in this section,
whether one or more, are herein referred to as the '"Operating Agreement''. No such agree-
ment shall be deemed either to modify any of the terms and conditions of this unit agree-
ment or to relieve the unit operator of any right or obligation established under this
unit agreement and in case of any inconsistencies or conflict between this unit agree-
ment and the operating agreement, this unit agreement shall prevail.

7. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR: Except as otherwise specifically

provided herein, the exclusive right, privilege and duty of exercising any and all

rights of the parties hereto which are necessary or convenient for prospecting for,pro-
ducing, storing, allocating and distributing the unitized substances are hereby delega-
ted to and shall be exercised by the unit operator as herein provided. Acceptable evi-
dence of title to said rights shall be deposited with said unit operator and, together
with this agreement, 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 agree-~
ment the unit operator, in its capacity as unit operator, shall exercise the rights of
possession and use vested in the parties hereto only for the purposes herein specified.

8. DRILLING TO DISCOVERY: The unit operator shall, within sixty (60) days

after the effective date of this agreement, commence operations upon an adequate test
well for oil and gas upon some part of the lands embraced within the unit area and shall

drill said well with due diligence to a depth sufficient to attain the top of the

Abo formation or to such a depth as unitized substances shall

be discovered in paying quantities at a lesser depth or until it shall, in the opinion
of unit operator, be determined that the further drilling of said well shall be unwarran-
ted or impracticable; provided, however, that unit operator shall not, in any event, be

required to drill said well to a depth in excess of 4,000 feet.

Until a discovery of a deposit of unitized substances capable of being produced in paying
quantities (to wit: quantities sufficient to repay the costs of drilling and producing

operations with a reasonable profit) unit operator shall continue drilling diligently,
one well at a time, allowing not more than six months between the completion of one well

and the beginning of the next well, until a well capable of producing unitized substances
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in paying quantities is completed to the satisfaction of the Commissioner or until
it is reasonably proven to the satisfation of the unit operator that the unitized land
is incapable of producing unitized substances in paying quantities in the formation
drilled hereunder.

Any well commenced prior to the effective date of this agreement upon the
unit area and drilled to the depth provided herein for the drilling of an initial test
well shall be considered as complying with the drilling requirements hereof with respect
to the initial well. The Commissioner may modify the drilling requirements of this
section by granting reasonable extensions of time when in his opinion such action is
warranted. Upon failure to comply with the drilling provisions of this article the
Commissioner may, after reasonable notice to the unit operator and each working interest
owner, lessee and lessor at their last known addresses, declare this unit agreement
terminated, and all rights, privileges and obligations granted and assumed by this unit
agreement shall cease and terminate as of such date.

9. OBLIGATIONS OF UNIT OPERATOR AFTER DISCOVERY OF UNITIZED SUBSTANCES:

Should unitized substances in paying quantities be discovered upon the unit
area, the unit operator shall on or before six months from the time of the completion of
the initial discovery well and within thirty days after the expiration of each twelve
months period thereafter, file a report with the Commissioner and Division of the
status of the development of the unit area and the development contemplated for the
following twelve months period.

It is understood that one of the main considerations for the approval of this
agreement by the Commissioner of Public Lands is to secure the orderly development of
the unitized lands in accordance with good conservation practices so as to obtain the
greatest ultimate recovery of unitized substances.

After discovery of unitized substances in paying quantities, unit operator shall
proceed with diligence to reasonably develop the unitized area as a reasonably prudent
operator would develop such area under the same or similar circumstances.

If the unit operator should fail to comply with the above covenant for reason—
able development this agreement may be terminated by the Commissioner as to all lands of
the State of New Mexico embracing undeveloped regular well spacing or proration units,
but in such event, the basis of participation by the working interest owners shall
remain the same as if this agreement had not been terminated as to such lands; provided,
however, the Commissioner shall give notice to the unit operator and the lessees of record
in the manner prescribed by (Sec. 19-10-20 N.M. Statutes 1978 Annotated,) of intention to

cancel on account of any alleged breach of said covenant for reasonable development and any

(s)



decision entered thereunder shall be subject to appeal in the manner prescribed by
(Sec. 19-10-23 N.M. Statutes 1978 Annotated), and, provided further, in any event the
unit operator shall be given a reasonable opportunity after a final determination with-
in which to remedy any default, failing in which this agreement shall be terminated as
to all lands of the State of New Mexico embracing undeveloped regular well spacing or
proration units.

Notwithstanding any of the provisions of this Agreement to the contrary, all
undeveloped regular well spacing or proration unit tracts within the unit boundaries
embracing lands of the State of New Mexico shall be automatically eliminated from this
Agreement and shall no longer be a part of the unit or be further subject to the terms
of this Agreement unless at the expiration of five years (5) after the first day of the
month following the effective date of this Agreement diligent drilling operations are
in progress on said tracts.

10. PARTICIPATION AFTER DISCOVERY: Upon completion of a well capable of pro-

ducing unitized substances in paying quantities, the owners of working interests shall
participate in the production therefrom and in all other producing wells which may be
drilled pursuant hereto in the proportions that their respective leasehold interests
covered hereby on an acreage basis bears to the total number of acres committed to this
unit agreement, and such unitized substances shall be deemed to have been produced from
the respective leasehold interests particpating therein. For the purpose of determin-
ing any benefits accuring under this agreement and the distribution of the royalties
payable to the State of New Mexico and other lessors, each separate lcase shall have
allocated to it such percentage of said production as the number of acres in each lease
respectively committed to this agreement bears to the total number of acres committed
hereto.

Notwithstanding any provisions contained herein to the contrary, each working
interest owner shall have the right to take such owner's proportionate share of the
unitized substances in kind or to personally sell or dispose of the same, and nothing
herein contained shall be construed as giving or granting to the unit operator the right
to sell or otherwise dispose Qf the proportionate share of any working interest owner
without specific authorization from time to time so to do.

11. ALLOCATION OF PRODUCTION: All unitized substances produced from each tract

in the unitized area established under this agreement, except any part thereof used for
production or development purposes hereunder, or unavoidably lost, shall be deemed to be
produced equally on an acreage basis from the several tracts of the unitized land, and
for the purpose of determining any benefits that accrue on an acreage basis, each such

tract shall have allocated to it such percentage of said production as 1ts area bears to
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the entire unitized area. It is hereby agreed that production of unitized substances
from the unitized area shall be allocated as provided herein, regardless of whether
any wells are drilled on any particular tracts of said unitized area.

12. PAYMENT OF RENTALS, ROYALTIES AND OVERRIDING ROYALTIES:

All rentals due the State of New Mexico shall be paid by the respective lease
owners in accordance with the terms of their leases.

All royalties due to the State of New Mexico under the terms of the leases
committed to this agreement shall be computed and paid on the basis of all unitized
substances allocated to the respective leases committed hereto; provided, however,
the State shall be entitled to take in kind its share of the unitized substances al-
located to the respective leases, and in such case the unit operator shall make de-
liveries of such royalty oil in accordance with the terms of the respective leases.

All rentals, if any, due under any leases embracing lands other than the
State of New Mexico, shall be paid by the respective lease owners in accordance with
the terms of their leases and all royalties due under the terms of any such leases
shall be paid on the basis of all unitized substances allocated to the respective
leases committed hereto.

If the unit operétdr introduces gas obtained from sources other than the
unitized substances into any producing formation for the purpose of repressuring,
stimulating or increasing the ultimate recovery of unitized substances therefrom, a
like amount of gas, if available, with due allowance for loss or depletion from any
cause may be withdrawn from the formation into which the gas was introduced royalty
free as to dry gas but not as to the products extracted therefrom; provided, that
such withdrawal shall be at such time as may be provided in a plan of operation con-
sented to by the Commissioner and approved by the Division as conforming to good pet-
roleum engineering practice; and provided further, that such right of withdrawal shall
terminate on the termination of this unit agreement.

If any lease committed hereto is burdened with an overriding royalty, payment
out of production or other charge in addition to the usual royalty,the owner of each such
lease shall bear and assume the same out of the unitized substances allocated to the

lands embraced in each such lease as provided herein.

13, LEASES AND CONTRACTS CONFORMED AND EXTENDED INSOFAR AS THEY APPLY
TO LANDS WITHIN THE UNITIZED AREA:

The terms, conditions and provisions of all leases, subleases, operating agrec-
ments and other contracts relating to the exploration, drilling development or opera-
tion for oil or gas of the lands committed to this agreement, shall as of the effective
date hercof, be and the same are hereby expressly modified and amended insofar as they

apply to lands within the unitized area to the extent nccessary to make the same
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conform to the provisions hereof and so that the respective terms of said leases and
agreements will be extended insofar as necessary to coincide with the terms of this
agreement and the approval of this agreement by the Commissioner and the respective
lessors and lessees shall be effective to conform the provisions and extend the terms
of eacﬁ such lease as to lands within the unitized area to the provisions and terms of
this agreement; but otherwise to remain in full force and effect. Each lease committed
to this agreement, insofar as it applies to lands within the unitized area, shall con-
tinue in force beyond the term provided therein as long as this agreement remains in
effect, provided, drilling operations upon the initial test well provided for herein
shall have been commenced 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 agree-
ment. ' Termination of this agreement shall not affect any lease which pursuant to the
terms thereof or any applicable laws would continue in full force and effect thereafter.
The commencement, completion, continued operation or production on each of the leasehold
interests committed to this agreement and operations or production pursuant to this
agreement shall be deemed to.be operations upon and production from each leasehold in-
terest committed hereto and there shall be no obligation on the part of the unit oper-—
ator or any of the owners of the respective leasehold interests committed hereto to drill
offset to wells as between the leasehold interests committed to this agreement, except
as provided in Section 9 hereof,

Any lease embracing lands of the State of New Mexico of which only a portion
is committed hereto shall be segregated as to the portion committed and as to the por-
tion not committed and the terms of such leases shall apply separately as two separate
leases as to such segregated portions, commencing as of the effective date hereof. Not-
withstanding any of the provisions of this agreement to the contrary, any lease 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 all lands em-—
braced within the unitized area and committed to this agreement, in accordance with the
terms of this agreement. If oil and gas, or either of them, are discovered and are be-
ing produced in paying quantities from some part of the lands embraced in such lease
which part is committed to this agreement at the expiration of the secondary term of such
lease, such production shall not be considered as production from lands embraced in such
lease which are not within the unitized area, and which are not committed thereto, and
drilling or reworking operations upon some part of the lands embraced within the unitized
area and committed to this agreement shall be considered as drilling and rcworking oper-—
ations only as to lands embraced within the unit agreement and not as to lands embraced
within the lease and not committed to this unit agreement; provided, however, as to

any lcase embracing lands of the State of New Moxico having only a portion of its lands
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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 primary term of
such lease, such production in paying quantities shall 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 unitized substances

shall be conducted to provide for the most economical and efficient recovery of said
substances without waste, as defined by or pursuant to State laws or regulations.

15. DRAINAGE: 1In the event a well or wells producing oil or gas in paying
quantities should be brought in on land adjacent to the unit area draining unitized
substances from the lands embraced therein, unit operator shall drill such offset well
or wells as a reasonably prudent operator would drill under the same or similar cir-

cums tances.

16. COVENANTS RUN WITH LAND: The covenants herein shall be construed to be

covenants running 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 here-
by is conditioned upon the assumption of all privileges and obligations hereunder to
the grantee, transferee or other successor in interest. No assignment or transfer or
any working, royalty, or other interest subject hereto shall be binding upon unit op-
erator until the first day of the calendar month after the unit operator is furnished
with the original, photostatic, 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 shall terminate in Five (5) years

after such date unless (a) such date of expiration is extended by the Commissioner, or

(b) a valuable discovery of unitized substances has been made on unitized land during

said initial term or any 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 time by not less than sever: -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 Division. Likewise, the failure to comply with the
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drilling requirements of Section 8 hereof, may subject this agreement to termina-
tion as provided in said section.

18. RATE OF PRODUCTION: All production and the disposal thereof shall be

in conformity with allocations, allotments, and quotas made or fixed by the Commission,

and in conformity with all applicable laws and lawful regulations.

19. APPEARANCES: Unit operator shall, after notice to other parties affected,
have the right to appear for and on behalf of any and 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 opera-
tions pending before the Commissioner or Division; provided, however, that any other
interest party shall also have the right at his own expense to appear and to parti-
cipate in any such proceeding.

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 ;espective 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.

21. UNAVOIDABLE DELAY: All obligations under this agreement requiring the

unit operator to commence or continue drilling or to operate on or produce unitized
substances from any of the lands covered by this agreement, shall be suspended while,
but only so long as, the unit operator, despite the exercise of due care and diligence,
is prevented from complying with such obligations, in whole or in part, by strikes,
war, act of God, Federal, State, or municipal law or agencies, unavoidable accidents,
uncontrollable delays in tranéportation,inability to obtain necessary material in open
market, or other matters beyond the reasonable control of the unit operator, whether
similar to matters herein enumerated or not.

22, 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 oper-
ation 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 re-
sult of such tract being eliminated from the unitized arca. 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
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substances involved on account thereof, without liability for interest until the dis-
pute 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.

23. SUBSEQUENT JOINDER: Any oil or gas interest in lands within the unit

area not committed hereto, prior to the submission of the agreement for fimnal 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 ratifi-
cation 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, develop-
ment, 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 instrument 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.

24. COUNTERPARTS: This agreement may be executed in any number of counter-

parts, no one of which needs to be executed by all parties, or may be ratified or con-

sented 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 had signed the
same document, and regardlesg of whether or not it is executed by all other parties
owning or claiming an intere%t in the lands within the above described unit area.

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

UNIT OPERATOR AND WORKING INTEREST OWNER

McClellan 0il Corporation
OPERATOR

DATE : M?jj \2 99

ATTEST

BY

OTHER WORKING INTEREST OWNERS

NONE

Company

DATE: BY:
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EXHIBIT "B"

Schedule Showing All Lands and Leases
Within The North Roswell State Unit

Chaves County, New Mexico

DESCRIPTION SERIAL BASIC LESSEE OVERRIDING WORKING
TRACT OF NUMBER AND ROYALTY OF ROYALTY AND INTEREST AND
NUMBER LANDS ACRES EXPIRATION AND PER- RECORD PERCENTAGE PERCENTAGE
DATE CENTAGE

1 T9S-R24E LG-6740 State KOCH INDUSTRIES INC. KOCH INDUSTRIES INC. McClellan 0il Corporation
Sec. 3: Lots 1,2,3,4,S%N%,S% 640.20 7/1/89 12.5% 5% 100%

2 T9S-R24E LG-6741 State KOCH INDUSTRIES INC. KOCH INDUSTRIES INC. McClellan 0Oil Corporation
Sec. 4: Lots 1,2,3,4,S%N%,S% 640.28 7/1/89 12.5% 5% 100%

3 T9S~-R24E LG~-6742 State KOCH INDUSTRIES INC. KOCH INDUSTRIES INC. McClellan 0il Corporation
Sec. 5: Lots 1,2,3,4,S%N%,S% 638.00 7/1/89 12.5% 5% 100%

4 T9S-R24E LG-6743 State KOCH INDUSTRIES INC., KOCH INDUSTRIES INC. McClellan 0Oil Corporation
Sec. 6: Lots 1-14 Incl.,S%NEX%, 7/1/89 12.5% 5% 100%

SE% 789.65

5 T9S-R24E LG-6744 State KOCH INDUSTRIES INC. KOCH INDUSTRIES INC. McClellan 0il Corporation
Sec. 7: Lots 1-12 Incl., E% 793.48 7/1/89 12.5% 5% 100%

6 T9S~-R24E LG-6745 State KOCH INDUSTRIES INC. KOCH INDUSTRIES INC. McClellan 0il Corporation
Sec. 8: All 640.00 7/1/89 12.5% 5% 100%

7 T9S-R24E LG-6746 State KOCH INDUSTRIES INC. KOCH INDUSTRIES INC. McClellen 0il Corporation
Sec. 9: All 640.00 7/1/89 12.5% 5% 100%

8 T9S-R24E LG~-6747 State KOCH INDUSTRIES INC. KOCH INDUSTRIES INC. McClellen 0il Corporation
Sec. 10: All " 640.00 7/1/89 12.5% 5% 100%

9 T9S-R24E LG-6748-2 State MTS Limited Partner- MTS Limited Partnership and
Sec. 16: All 640.00 7/1/89 12.5% ship & Mesa Petroleum Co. None Mesa Petroleum Co. 100%

10 T9S-R24E LG-6749 State KOCH INDUSTRIES INC. KOCH INDUSTRIES INC. McClellan 0Oil Corporation
Sec. 17: All 640,00 7/1/89 12.5% 5% 100%
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Within The North Roswell State Unit
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BZSCRIPTION SERIAL BASIC LESSEE OVERRIDING WORKING
TRACT 0} NUMBER AND ROYALTY OF ROYALTY AND INTEREST AND
NWUMBER LENDS ACRES EXPIRATION AND PER- RECORD PERCENTAGE PERCENTAGE
DATE CENTACE

11 TOS-R24E LG-6750 State KOCH INDUSTRIES INC. KOCH INDUSTRIES INC. McClellan 0il Corporation
Sec. 18: Lots 1-12 Incl., E% 795.20 7/1/89 12.5% 5% 100%

12 T9S-R24E LG-6751 State KOCH INDUSTRIES INC. KOCH INDUSTRIES INC. McClellan 0il Corporation
Sec. 19: Lots 1-12 Incl., E% 797.08 7/1/89 12.5% 5% 100%

13 T9S-R24E LG-6752 State KOCH INDUSTRIES INC. KOCH INDUSTRIES INC. McClellan 0il Corporation
Sec. 20: All 640.00 7/1/89 12.5% 5% 100%

14 T9S-R24E LG-6753 State KOCH INDUSTRIES INC. KOCH INDUSTRIES INC. McClellan 0il Corporation
Sec. 21: All 640.00 7/1/89 12.5% 5% 100%

15 T9S-R24E LG-6754 State KOCH INDUSTRIES INC. KOCH INDUSTRIES INC. McClellan 0il Corporation
Sec. 28: All 640.00 7/1/89 12.5% 5% 100%

16 T9S-R24E LG-6755 State KOCH INDUSTRIES INC. KOCH INDUSTRIES INC. McClellan 0il Corporation
Sec. 29: all 640.00 7/1/89 12.5% 5% 100%

17 T9S-R24E LG-6756-2 State MTS Limited Partner- NONE MTS Limited Partnership and
Sec. 30: Lots 1-12 Incl., E% 799.12 7/1/89 12.5% ship & Mesa Petroleum Co. Mesa Petroleum Co.

100%

Total Acres 11,653.01

100 Percent State
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3ZSCRIPTION SERIAL BASIC LESSEE OVERRIDING WOREINL
TRACT OF NUMBER AND ROYALTY or POYALTY AND INTEREST AND
LUMBIR L&NDS ACRES EXPIRATION ALD PER- RECOQORD PZRCENTAGE PERCENTAGE
DATE CENTAGE
11 T9S-R24E LG-6750 State KOCH INDUSTRIES INC. KOCH INDUSTRIES INC. McClellan 0il Corporation
Sec. 18: Lots 1-12 Incl., E% 795.20 7/1/89 12.5% 5% 100%
12 T9S-R24E LG-6751 State KOCH INDUSTRIES INC. KOCH INDUSTRIES INC. McClellan 0il Corporation
Sec. 19: Lots 1-12 Incl., EX% 797.08 7/1/89 12.5% 5% 100%
13 TI9S-R24E LG-6752 State KOCH INDUSTRIES INC. KOCH INDUSTRIES INC. McClellan 0il Corporation
Sec. 20: All 7/1/89 12.5% 5% 100%
14 T9S-R24E LG-6753 State KOCH INDUSTRIES INC. KOCH INDUSTRIES INC. McClellan 0il Corporation
Sec. 21: All 640.00 7/1/89 12.5% 5% 100%
15 T9S-R24E LG~-6754 State KOCH INDUSTRIES INC. KOCH INDUSTRIES INC. McClellan 0il Corporation
Sec. 28: All 640.00 7/1/89 12.5% 5% 100%
16 T9S-R24E LG-6755 State KOCH INDUSTRIES INC. KOCH INDUSTRIES INC. McClellan 0il Corporation
Sec. 29: aAll 640.00 7/1/89 12.5% 5% 100%
17 T9S~-R24E LG-6756-2 State MTS Limited Partner- NONE MTS Limited Partnership and
Sec. 30: Lots 1-12 Incl., EX% 799.12 7/1/89 12.5% ship & Mesa Petroleum Co. Mesa Petroleum Co.

100%

Total Acres 11,653.01 - 100 pPercent State



SANTA FE, NEW MEXICO 87504-1148

WR HUMPHRIES Commissioner of Riblic | ands o aox 11ta
April 18, 1889

McClellan 0il Corporation
P.0O. Box 730
Roswell, New Mexico 88202-0730 .

Ray Graham : s
P.O. Box 87 ; szLpHJEHTngigﬂWVSN

Santa Fe, New Mexico 87504-0087 M ///
eClellp .

ATTN: Ray Graham

"RE: North Roswell State Unit T
Chaves County, New Mexico

Gentlemen:

This office has reviewed the unexecuted- copy of the unit
agreement submitted for the proposed North Roswell State Unit
Area, Chaves County, New Mexico. This agreement meets the
general requirements of the Commissioner of Public Lands who has
this date granted you preliminary approval as to form and
content.

Preliminary approval shall not be construed to mean final
approval of this agreement in any way and will not extend any
short term leases until final approval and an effective date have
been given. Any well commenced prior to the effective date of
this agreement which penetrates its objective prior to said
effective date shall not be construed as the initial test well.

When submitting your agreement for final approval, please include
the following items:

1. Application for final approval by the Commissioner
setting forth the tracts that have been committed and

those that are not committed.

2. All ratifications from the Lesees of Record and Working
Interest Owners. All signatures should be acknowledged
by a notary and one set must contain original

signatures,



3. Order of
approval
approval

Your filing fee
received.

If we may be of
us.
Very truly yours,

W.R. HUMPHRIES

the New Mexico 0il Conservation Division. Our
will be contingent upon subsequent favorable
by the New Mexico 0il Conservation Division.

of five hundred ten dollars ($510.00) has been

further help, please do not hesitate to call on

COMMISSIONER OF PUBLIC LANDS

BY:

‘::\-»QO,(T‘JL&L VhaA_

FLOYD O0. PRANDO, Director
0il and Gas Division
(505) 827-5744



GEOLOGICAL EXPLANATION OF THE PROPOSED
NORTH ROSWELL STATE UNIT

CHAVES COUNTY, NEW MEXICO

The proposed North Roswell Unit is comprised of the
following lands: Sections 3, 4, 5, 6, 7, 8, 9, 10, 17, 18, 19,
20, 21, 28, 29 of Township 9S - Range 24E, Chaves County, New
Mexico. The proposed unit is located on the edge of the South
Pecos Slope Abo Pool, with proven Abo gas production located on
all four sides of the proposed unit, The Pecos Slope Abo Pool
produces gas from a sequence of alluvial channel sandstones found
within the Abo formation which is of Lower Permian Leonard in
age. The primary objectiveiof the test well within the North

Roswell State Unit is the Abo formation.

Exhibit "C" is a structural map contoured on top of the Abo
formation. The North Roswell State Unit outline is marked by a
dashed line and the proposed location of the test well is also
shown. Wells providing datum points are shown with subsea datums

listed.
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The proposed North Roswell State Unit is located on a north
to south trending broad structural terrace. Structure does not
play an important role as a trapping mechanism, however, this
anomalous flattening could aid in a thicker deposition of sand

within the Abo channel sand system.

Exhibit "D" is a regional isopach map of gross Abo sandsto-
nes. Sandstone 1is defined by maximum gamma ray measurement of 60
API units and a minimum porosity of 5%Z. The colored contours
indicate areas in which 20' or more of gross sand could be
encountered. The contour style of this map is based on the
generally accepted fluvial channel model used for the Pecos Slope
Abo. The North Roswell State Unit is located within an area

where 20' or more of Abo sand can be expected to be encountered,

In conclusion, geologic evaluation and data indicate that
the proposed well and unit lie within a most favorable geologic
setting to encounter gas in the Abo formation and therefore the

proposed North Roswell Unit is justified.
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STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT

OIL CONSERVATION DIVISION

IN THE MATTER OF THE APPLICATION

OF MCCLELLAN OIL CORPORATION

FOR A UNIT AGREEMENT

CHAVES COUNTY, NEW MEXICO CASE NO. 9656

CERTIFICATE OF MAILING

AND

COMPLIANCE WITH ORDER R-8054

In accordance with Division Rule 1207 (Order R-8054) I
hereby certify that on April 3, 1989, I caused to be mailed
by regular mail, a notice of this hearing and a copy of the
application for the above referenced case along with the
cover letter, at least twenty days prior to the hearing set
for April 26, 1989 to the parties shown in the Application

evidenced by the attached Exhibit A. (ﬂ"nmx\

W. Tha¢as Kellahin

L SUBSCRIBED AND SWORN TO before me this A" day of
;, 1989 by W. Thomas Kellahin, attorney for

the appllcant

1)\‘?’14 Wi, SR

Notary Public

My Commission Expires:

i) ] aeie 3, 1449 2—
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= (Extra charge)

. Sﬁﬁ%ﬁ: Compi'-olt‘z items i an% 2 w.ﬁen additional services are desired, and complete items
 8ddress in the “RETURN TO™ Space on the reverse side. Failure to do this will prevent this
card from\?ing returned to you. The return recer\gt fee will provide you the name of the person delivered
to and the date of dalivery: For additional Tees the following services are available.

for Tees and check box{es) for additional service(s) requested.

1._E Show to whom delivered, date, and ¥

onsult postmaster

2. [J Restricted Delivery
(Extra charge)

3. Article Addressed to: ¢y |7

P.O. Box 2256

Michita, KS 67201

Koch Industries Inc.

4. Article Number
P 484 057 482

Eylpe of Service:

Registered {J insured

£Xcenified J coo

' Return Receipt
O Express Mail O for Merchandise

Always obtain signature of addressee
or agent and DATE DELIVERED.

Signature — Address

5.

x AN

6. Signature — Agen
x diee ¥
7.

Date of DéﬁvenPR

8. Addressee’s Address (ONLY if
requested and fee paid)

Fee vor PALO

. 4
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‘ geugen Complete items 1 and 2 when additional services !} deslred, and=dpmplete itemg
an
Put your address in the “‘RETURN TO"’ Space on the reverse side. Fgilure

card fdro;‘n bdemg r?t‘;lrrod to you. The return receipt fee will id ne / ive ]
to and the date of delive dditional tees the following services areng i, (9 sutpostma g;,..
for fees and check box| lu’gddmonal servnce(s) requested. —

103 Show to whom deli date, and addressee’s address. 2. [J Restricted Delivery

rge) (Extra charge)
3. Article Addressed to: 4 4. Article Number
MTS Limited Pai'tnership P 484 057 483
P.0. BOx 2009 Tupe of Service:
. agistere: nsure:
Midland, Texas 79189 emified . L] coD
[ express Mait [ ?;‘h’:rgﬁ::i i;e
QQ’ Always‘obtain signature of addressee
or agent and DATE DELIVERED.

. Signature — Address 8. Addressee’s Address (ONLY if
requested and fee paid) é‘

x 0
)6(.Si9natur —yﬂ } ZO

. Date of Dg nveT"y APR 10 1gﬂq
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Waen/MeCled Laii
gENdDE4R: Complete items 1 and 2 when additional services are desired, and complete items
and 4. .
Put your address in the ““RETURN TO’’ Space on the reverse side. Failure to do this will prevent this

card from being retumed to you. Thﬁ- return recei‘gt fee will provide you the name of the person delivered
. FOr a ional tees the tol jowing services are availlable. Lonsu 't postmaster

to and the date of delive
foggs and check boxies) for additional service(s) requested.
1. Show to whom deliv?red, date, and addressee’s address. 2. [] Restricted Delivery

charge) (Extra charge)
3. Article Addressed to: 4. Article Number
Commissioner of Public Lands | P _484 057 485
P.O. Box 1148 'll':v]pe of Service: 0
: Registered Insured
Santa Fe, New Mexico 87501 " Cm';ie:’ O con
Express Mail D Return Receipt

for Merchandise |
Always obtain signature of addressee
or agent and DATE DELIVERED.

5. Signature — Addre 8. Addressee’s Address (ONLY if
X M( * J requested and fee paid)

6. Signéture — Agent q

X t’\r' &

7. Date of Delivery

£
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m » Mar, 1. 5.6w 10 i




WrK/McCletdian - &

3and 4.
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SENDER: Camplete items 1 and 2 when additional services are desired, and complete items
Put your address in the “RETURN TO*’ Space on thé reverse side. Failure to do this will prevent this
card from being returned to ;ou The return receipt fee will provide you the name of the person delivered
to and the date of delive additional fees tl'se Tollowing services are available. Consult postmaster
'1°g§s and check boxles)

for gqditional service(s) requested.
Show to whom deliv?r ate, and addressee’s address. 2. [J Restricted Delivery

(Extra charge)

3. Article Addressed to:

Mesa Petroleum Comany
P.O. Box ZOOS‘

One Mesa Square
Midland, Texas 78189

4. Article Niwivber
P~ 484 057 484

] Bpe of Service:

Registered (3 insured
Certified O cop

o Return Receipt
Express Mail [ for Merchandise

Always obtain signature of addressee
or agent and DATE DELIVERED.

5. Signature. — Address

X APR.&.R 4

6. Sigpatyre gent ¢
X
7.8

ate of Delivery

8. Addressee’s Address (ONLY if

requested§d
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KELLAHIN, KELLAHIN and AUBREY
Attorneys at Law

W. Thomas Kellahin El Patio - 117 North Guadalupe
Karen Aubrey Post Office Box 2265
Jason Kellahin Santa F¢é, New Mexico 87504-2265

March 28, 1989

HAND-DELIVERED

Mr. William J. LeMay

0il Conservation Division
Post Office Box 2088

Santa Fe, New Mexico 87501

Re: Application of McClellan 0il
Corporation for Approval of
Unit Agreement for the North
Roswell State Unit Area,
Chaves County, New Mexico

Dear Mr. LeMay:

Telephone 982-4285

Area Code 505

On behalf of McClellan 0il Corporation, please find enclosed

our application for approval of the North Roswell State
Agreement.

We would appreciate you having this application set
hearing at the next available Examiner's hearing
scheduled for April 26, 1989.

Very truly vyours,
Original slgned by

W. Troxzas XELLa Dy
W. Thomas Kellahin
WTK/rs

cc: Jack McClellan

Certified Mail-Return Receipt Parties Listed
in Application.

Unit

for
now



STATE OF NEW MEXICO

DEPARTMENT OF ENERGY, MINERALS AND NATURAL RESOURCES

OIL CONSERVATION DIVISION ﬁmﬂwﬁ
APR .
Rog 1999
Qi
IN THE MATTER OF THE APPLICATION CONSERYATION Diisigy

OF McCLELLAN OIL CORPORATION FOR «
APPROVAL OF THE NORTH ROSWELL

STATE UNIT, CHAVES COUNTY,

NEW MEXICO Case No:

APPLICATTIOTN

COMES NOW McCLELLAN OIL CORPORATION, by and throﬁgh its at-

torneys, Kellahin, Kellahin & Aubrey, and applies to the New
Mexico Oil Conservation Division for an order approving the

North Roswell State Unit, comprising 11,653.01 acres, more

or less, of State of New Mexico lands in Township 9 South,

Range 24 East, NMPM, Chaves County, New Mexico and in sup-.
port thereof would show:

1. Applicant is a majority lessee of the State of New
Mexico Oil & Gas 1leases which are to be dedicated to the
proposed North Roswell State Unit.

2. The Applicant proposes to be the operator of the
unit and has sufficient voluntary approval of the ap-
propriate interest owners to assure effective and efficient

control of unit operations and development.



3. The subject unit is an exploratory unit for all

formations and the unit area is all State of New Mexico
lands consisting of 11,653.01 acres, more or less, including
all of Sections 3 through 10, Sections 16 through 21, and
Sections 28 through 30 of Township 9 South, Range 24 East,
NMPM, Chaves County, New Mexico all as shown on Exhibit A
attached hereto and incorporated by reference herein.

4. The area to be included in the unit is an area
which has a reasonable geologic basis for development as an
exploratory unit.

5. Pursuant to Division notice rules, copies of this
application have been sent to the following parties notify-
ing them of the application and the request for a hearing of
this matter on April 26, 1989:

Koch Industries Inc.

P.O. Box 2256

Michita, Kansas 67201
MTS'Limited Partnership
P.O. Box 2009

One Mesa Square

Midland, Texas 79189

Mesa Petroleum Company

P.0O. Box 2009

One Mesa Square

Midland, Texas 79189
Commissioner of Public Lands
P.O. Box 1148

Santa Fe, New Mexico 87501

6. Approval of this application will prevent waste

and protect correlative rights.



WHEREFORE, applicant requests that this matter be set
for hearing on April 26, 1989 and that after notice and

hearing the application be granted as requested.

Respectfully submitted,

:omed bY
soinal SIENS
Wor?SOM:!\S KeLLAR
By: .

W. Thomas Kellahin
Kellahin, Kellahin & Aubrey
Post Office Box 2265
Santa Fe, New Mexico 87504

(505) 982-4285



EXHIBIT "A"
THE NORTH ROSWELL STATE UNIT

CHAVES COUNTY, NEW MEXICO
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