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STATE LAND: 1520 ACRES {59.3750% OF UNIT).
FEDERAL LAND: 920 ACRES (35.9375% OF UNIT).
FEE LAND:120 ACRES (4.6875% OF UNIT).

TOTAL: 2560 ACRES.
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STATE/FEDERAL/FEE
EXPLORATORY UNITS
UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION
. OF THE

North Carlsbad UNIT AREA

county oF Eddy

STATE OF NEW MEXICO

NO.

August 95

THIS AGREEMENT, entered into as of the 18th 4y of 19 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 oil and gas interests in the unit area subject to this
agreement; and

WHEREAS, the Mineral Leasing Act of February 25, 1920, 4] Statute 437, as amended 30 U.S.C. Section 181 et. seq., authorizes
Federal lessees and their representatives to unite with each other, or jointly or separately with others, in collectively adopting and operating a
unit plan of development or operations of any oil and gas pool, field. or like area, or any part thereof for the purpose of more properly
conserving the natural resources thereof whenever determined and centified by the Secretary of the Interior to be necessary or advisable in the
public interest; and

WHEREAS. the Commissioner of Public Lands of the State of New Mexico is authorized by an Act of the Legislature (Section 19-10-
45, 46, 47 NM Statutes 1978 Annotated) to consent to or approve this agreement on behalf of the State of New Mexico. insofar as it covers and
includes lands and mineral interest of the State of New Mexico; and

WHEREAS, the Oil Conservation Division of the New Mexico Energy and Mincrals Department, hereinafter referred to as

"Division”, is authorized by an act of the Legislature (Chapter 70 and 71, NM Statutes 1978 Annotated) to approve this agreement and the
conservation provisions hereot’ and

North Carlsbad

WHEREAS, the parties hereto hold sufficient interests in the Unit Area covering
the land hereinafier described to give reasonably effective control of operations therein; and

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 limitations herein set forth;

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

1. ENABLING ACT AND REGULATIONS. The Mineral Leasing Act of February 25, 1920, as amended, supra, and all valid
pertinent regulations including operating and unit plan regulations, heretofore issued thereunder or valid, pertinent and reasonable regulations
hereafter issued thereunder are accepted and made a part of this agreement as to Federal Lands, provided such regulations are not inconsistent
with the terms of this agreement; and as to non-Federal lands, the oil and gas operating regulations in effect as of the effective date hereof
governing drilling and producing operations, not inconsistent with the terms hereof or the laws of the State in which the non-Federal land is
located, are hereby accepted and made a part of this agreement.

2. UNIT AREA. The following described land is hereby designated and recognized as constituting the unit area:

Township 24 South . , Range _~_2_>3_E?aSt N.M.P.M.
Sec.: 27: All
Sec. 28: All
Sec. 33: All
Sec. 34: All
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Containing 2,560

acres, more or less.

Exhibit "A" shows, in addition to the boundary of the unit area, the boundaries 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 oil and gas interests in all lands in the unit area. However, nothing herein or in Exhibits "A" and "B"
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
in the Exhibits as owned by such party. Exhibits "A™ and "B" shall be revised by the Unit Operator whenever changes in the unit area or in
the ownership interests in the individual tracts render such revision necessary, or when requested by the Authorized officer, hereinafier referred
to as "AQ", or when requested by the Commissioner of Public Lands of the State of New Mexico. hereinafler referred to as "Land
Commissioner”, and not less than four (4) copies of the revised Exhibits shall be filed with the proper Bureau of Land Management office, and
one (1) copy thereof shall be filed with the Land Commissioner, and one (1) copy with the New Mexico Oil Conservation Division of the Energy
and Minerals Department, hereinafter referred 1o as "Division".

The above-described unit area shall, when practicable, be expanded to include therein any additional lands or shail be contracted to
exclude lands whenever such expansion or contraction is deemed to be necessary or advisable to conform with the purposes of this agreement.
Such expansion or contraction shall be effected in the following manner:

(a) Unit Operator. on its own motion (after preliminary concurrence by the AQ), or on demand of the AO, or the Land Commissioner
(after preliminary concurrence by the AO and the Land Commissioner) shall prepare a Notice of Proposed Expansion or Contraction describing
the contemplated changes in the boundaries of the unit area, the reasons therefore, any plans for additional drilling, and the proposed etfective
date of the expansion or contraction, preferably the first day of a month subsequent to the date of notice.

(b) Said notice shall be delivered to the proper Bureau of Land Management office, the Land Commissioner and the Division, and
copies thereof mailed to the last known address of each working interest owner, lessee and lessor whose interest are affected, advising that 30
days will be allowed for submission to the Unit Operator of any objections.

(¢) Upon expiration of the 30-day period provided in the preceding item (b) hereof, Unit Operator shall file with the AO, the Land
Commissioner and the Division, evidence of mailing of the Notice of Expansion or Contraction and a copy of any objections thereto which have
been filed with Unit Operator together with an application in triplicate, for approval of such expansion or contraction and with appropniate
joinders.

(d) After due consideration of all pertinent information, the expansion or contraction shall, upon approval by the AO, the Land
Commissioner and the Division, become etfective as of the date prescribed in the notice thereof or such other appropriate date.

(e) Notwithstanding any prior elimination under the "Driiling to Discovery” section, all legal subdivisions of lands (i.e., 40 acres
by Government survey or its nearest ot or tract equivalent; in instances of irregular surveys, unusually large lots or tracts shall be considered
in multiples of 40 acres or the nearest aliquot equivalent thereof), no parts of which are entitled to be in a participating area on or before the
fifth anniversary of the effective date of the first initial participating area established under this unit agreement, shall be eliminated automatically
from this agreement, effective as of said fifth anniversary, and such lands shall no longer be a part of the unit area and shall no longer be subject
to this agreement, unless diligent drilling operations are in progress on unitized lands not entitled to participation on said fifth anniversary, in
which event all such lands shall remain subject hereto for so long as such drilling operations are continued diligently, with not more than ninety
(90) days' time elapsing between the completion of one such well and the commencement of the next such well. All legal subdivisions of lands
not entitled to be in a participating area within ten (10) years after the effective date of the first initial participating area approved under this
agreement shall be automatically eliminated from this agreement as of said tenth anniversary. The Unit Operator shall, within ninety (90) days
after the effective date of any elimination hereunder, describe the area so eliminated to the satisfaction of the AO and Land Commissioner and
promptly notify all parties in interest. All lands reasonably proved productive of unitized substances in paying quantities by diligent drilling
operations after the aforesaid 5-year period shall become participating in the same manner as during said first 5-year period. However, when
such diligent drilling operations cease, all non-participating lands not then entitled to be in a participating area shall be automatically eliminated
effective as of the 91st day thereafter.

Any expansion of the unit area pursuant to this section which embraces lands theretofore eliminated pursuant to this Subsection 2(e)
shall not be considered automatic commitment or recommitment of such lands. If conditions warrant extension of the 10-year period specified
in this subsection, a single extension of not to exceed two (2) years may be accomplished by consent of the owners of 90% of the working
interests in the current non-participating unitized lands and the owners of 60% of the basic royalty interests (exclusive of the basic royalty
interests of the United States) in non-participating unitized lands with approval of the AQ and the Land Commissioner provided such extension
application is submitted not later than sixty (60) days prior to the expiration of said 10-year period.

3. UNITIZED LAND AND UNITIZED SUBSTANCES. All land now or hereafter committed to this agreement shall constitute

land referred 10 herein as "unitized land”™ or "land subject to this agreement”. All oil and gas in any and all formations of the unitized land are
unitized under the terms of this agreement and herein are called "unitized substances”.
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4. UNIT OPERATOR. H. L. Brown, Jr. hereby designated as Unit Operator and by
signature hereto as Unit Operator agrees and consents 1o accept the duties and obligations of Unit Operator for the discovery, development, and
production of unitized substances as herein provided. Whenever reference is made herein to the Unit Operator, such reference means the Unit
Operator acting in the capacity and not as an owner of interest in unitized substances, and the term "working interest owner” when used herein
shall include or refer to Unit Operator as the owner of a working interest only when such an interest is owned by it.

5. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Operator shall have the right to resign at any time prior to the
establishment of a participating area or areas hereunder, but such resignation shall not become effective so as to release Unit Operator from the
duties and obligations of Unit Operator and terminate Unit Operator’s rights as such for a period of six (6) months after notice of intention to
resign has been served by Unit Operator on all working interest owners and the AO and the Land Commissioner and the Division, and until all
wells then drilled hereunder are placed in a satisfactory condition for suspension or abandonment, whichever is required by the AO as to Federal
lands and the Division as to State and fee lands. unless a new Unit Operator shall have been selected and approved and shall have taken over
and assumed the duties and obligations of Unit Operator prior to the expiration of said period.

Unit Operator shall have the right to resign in like manner and subject to like limitations as above provided at any time after a
participating area established hereunder is in existence, but in all instances of resignation or removal, until a successor Unit Operator 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 thirty (30) days before such resignation or removal 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 obligations hereunder, be subject to removal by
the same percentage vote of the owners of working interests as herein provided for the selection of a new Unit Operator. Such removal shall
be effective upon notice thereof to the AO and the Land Commissioner.

The resignation or removal of Unit Operator under this agreement shall not terminate its right, title. or interest as the owner of a
working interest or other interest in unitized substances, but upon the resignation or removal of Unit Operator becoming etfective, such Unit
Operator shall deliver possession of all wells, equipment, materials, and appurtenances used in conducting the unit operations to the newly
qualified successor Unit Operator or to the common agent, if no such new Unit Operator is selected, clected, to be used for the purpose of
conducting unit operations hereunder. Nothing herein shail be construed as authorizing removal of any malerial, equipment, or appurtenances
needed for the preservation of any wells.

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

(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 and approved by the Land Commissioner.

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

7. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT. If the Unit Operator is not the sole owner of working
interests, costs and expenses incurred by Unit Operator in conducting unit operations hereunder shall be paid and apportioned among and borne
by the owners of working interests, all in accordance with the agreement or agreements entered into by and between the Unit Operator and the
owners of working interests, whether one or more, separately or collectively. Any agreement or agreements entered into between the working
interest owners and the Unit Operator as provided in this section, whether one or more, are herein referred to as the "unit operating agreement”.
Such unit operating agreement shall also provide the manner in which the working interest owners shall be entitled to receive their respective
proportionate and allocated share of the benefits accruing hereto in conformity with their underlying operating agreemeats, leases, or other
independent contracts, and such other rights and obligations as between Unit Operator and the working interest owners as may be agreed upon
by Unit Operator and the working interest owners; however, no such unit operating 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 established under this unit agreement, and in case
of any inconsistency or conflict between this agreement and the unit operating agreement. this agreement shall govern. Two copies of any unit
operating agreement executed pursuant to this section shall be filed in the proper Bureau of Land Management office and one true copy with
the Land Commissioner, and one true copy with the Division prior ta approval of this unit agreement.

8. 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, producing,
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storing, allocating, and distributing the unitized substances are hereby delegated to and shall be exercised by the Unit Operator as herein
provided. Acceptable evidence of title lo said rights shall be deposited with 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 agreement the Unit Operator, in its capacity as Unit Operator, shail
exercise the rights of possession and use vested in the parties hereto only for the purposes herein specified.

9. DRILLING TO DISCOVERY. Within six (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, if on Federal land, or by the Land Commissioner, if on State land, and by the Division
if on Fee land, unless on such effective date a well is peing drilled in conformity with the terms hereof, and thereafter continue such drilling
diligently until the Devonian Formation has been tested or until at a lesser depth unitized
substances shall be discovered which can be produced in paying quantities (to-wit: quantities sufficient to repay the costs of drilling, completing,
and producing operations, with a reasonable profit) or the Unit Operator shall at any time establish to the satisfaction of the AO if on Federal
land, or the Land Commissioner if on State land, or the Division if located on Fee land, that further drilling of said well would be unwarranted
or impracticable. provided, however, that Unit Operator shall not in any event be required to drill said well to a depth in excess of
feet. Until the discovery of unitized substances capable of being produced in paying quantities, the Unit Operator shall
continue drilling one well at a time, allowing not more than six (6) months between the completion of one well and the commencementof drilling
operations for the next well, until a well capable of producing unitized substances in paying quantities is completed to the satisfaction of the AO
if it be on Federal land or of the Land Commissioner if on State land, or the Division if on Fee land. or until it is reasonably proved that the
unitized land is incapable of producing unitized substances in paying quantities in the formations drilled hereunder. Nothing in this section shall
be deemed to limit the right of the Unit Operator to resign as provided in Section 5 hereof, or as requiring Unit Operator to commence or
continue any drilling during the period pending such resignation becoming effective in order to comply with the requirements of this section.

The AO and Land Commissioner may modify any of the drilling requirements of this section by granting reasonablie extensions of
time when, in their opinion, such action is warranted.

Upon failure to commence any well as provided for in this section within the time allowed. prior to the establishment of a participating
area, including any extension of time granted by the AQ and the Land Commissioner, this agreement wiil automatically terminate. Upon failure
to continue dniling diligently any well commenced hereunder, the AO and the Land Commissioner may, after fifteen (15) days notice to the Unit
Operator, declare this unit agreement terminated. The parties to this agreement may not initiate a request to voluntarily terminate this agreement
during the first six (6) months of its term unless at least one obligation well has been drilled in accordance with the provisions of this section.

*See attached Article 9.a. on Addendum to Unit Agreement

Until the establishment of a participating area, the failure to commence a well subsequent to the drilling of the initial obligation well, or in the
case of multiple well requirements, if specified, subsequent to the drilling of those multiple wells, as provided for in this (these) section(s), within
the time allowed including any extension of time granted by the AO and Land Commissioner. shall cause this agreement to terminate
automaticaliy. Upon failuce to continue drilling diligently any well other than the obligation weil(s) commenced hereunder, the AO and Land
Commissioner may, afler 15 days notice to the Unit Operator, declare this unit agreement terminated. Failure 10 commence drilling 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 and Land Commissioner. 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 declared invalid ab initio by
the AO and Land Commissioner.

10. PLAN OF FURTHER DEVELOPMENT AND OPERATION. Within six (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, the Land Commissioner and
Division, an acceptable plan of development and operation for the unitized land which, when approved by the AO, the Land Commissioner and
Division, shall constitute the further drilling and development 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,
the Land Commissioner and Division a plan for an additional specified period for the development and operation of the unitized land. Subsequent

plans should normally be filed on a calendar 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 section 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, the Land Commissioner and Division may determine to be necessary for
timely development and proper conservation of the oil and gas resources of the unitized area and shall:

(a) specify the number and locations of any wells to be drilled and the proposed order and time for such dnlling; and
(b) provide a summary of 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 obligations of the approved plan of development and operation. The
AO and the Land Commissioner are authorized to grant a reasonable extension of the 6-month period herein prescribed for submission of an
initial plan of development and on operation where such action is justified because of unusual conditions or circumstances.
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After completion of a well capable of producing unitized substances in paying quantities, no further wells. except such as may be
necessary to afford protection against operations not under this agreement and such as may be specifically approved by the AO, the Land
Commissioner and Division. 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 producing unitized substances in paying
quantities. or as soon thereafter as required by the AO, the Land Commissioner or the Division. the Unit Operator shall submit for approval
by the AO, the Land Commissioner and Division, a schedule, based on subdivisions of the public-land survey or aliquot parts thercof, 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, the Land Commissioner and Division, effective as of the date of completion of such well or the effective date of
this unit agreement, whichever 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 unitized substances 1o be allocated, as provided in Section 12 10 each committed tract in the participaling
area so established. and shall govern the allocation of production commencing with the effective date of the participating area. A different
paniicipating area shall be established for each separate pool or deposit of unitized substances or for any group thereof which is produced as a
single pool or zone. and any two or more padticipating areas so established may be combined into one, on approval of the AO. the Land
Commissioner and the Division. When production from two or more panticipating 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 Land Commissioner and Division. The participating area or areas so established shall be revised from time to time, subject to the approval
of the AO, the Land Commissioner, and Division to include additional lands then regarded as reasonably proved to be productive of unitized
substances in paying quantities or which are necessary for unit operations, or 1o exclude lands then regarded as reasonably proved not to be
productive of unitized substances in paying quantities, and the schedule of allocation percentages shall be revised accordingly. The effective date
of any revision shall be the first of the month in which the knowledge or information is obtained on which such revision is predicated: provided,
however. that a more appropriate etfective date may be used if justified by the Unit Operator and approved by the AQ, the Land Commissioner
and Division. No land shall be excluded from a participating area on account ot depiction of its unitized substances. except that any participation
area established under the provisions of this unit agreement shall terminate automaticaily whenever all compietions in the formation on which
the panticipating areas is based are abandoned.

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

In the absence of agreement at any time between the Unit Operator and the AO, the Land Commissioner and Division, as to the proper
definition or redefinition of a participating area, or until a participating area has, or areas have, been established. the portion of all payments
affected thereby shall, except royalty due the United States and the State of New Mexico, be impounded in a manner mutually acceptable to the
owners of committed working interests and the AO and the Land Commissioner. Royallies due to the United States and the State of New Mexico
shall be determined by the AO for Federal lands and the Land Commissioner for the State lands and the amount thereof shall be deposited, as
directed by the AO and the Land Commissioner until a participating area is finally approved and then adjusted in accordance with a determination
of the sum due as Federal royalty on the basis of such approved panticipaling arca.

Whenever it is determined. subject to the approval of the AO, the Land Commissioner and the Division, 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 of which it
is situated in a panticipating area is unwarranted, production from such weil shall, for the purposes of settlement among all parties other than
working interest owners. be allocated to the land on which the well is located, unless such land is already within the participating area established
for the pool or deposit from which such production is obtained. Settlement for working interest benefits from such a nonpaying unit well shall
be made as provided in the unit operating agreement.

12. ALLOCATION OF PRODUCTION. All unitized substancesproduced from a participating area established under this agreement,
except any part thereof used in conformity with good operating practices within the unitized arca for drilling, operating, and other production
or development purposes, or for repressuring or recycling in accordance with a plan of development and operations that has been approved by
the AO, or unavoidably lost shall be deemed to be produced equally on an acreage basis from the several tracts of unitized land and unleased
Federal land, if any, included in the participating area established for such production. Each such tract shail 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 attributable to the unleased Federal land within the participating area
as the number of acres of such unitized tract included in said participating area bears to the total acres of unitized land in said panicipating arca,
for the payment of the compensatory royalty specified in section 17 of this agreement. Allocation of production hereunder for purposes other
than for settlement of the royalty, overriding royalty, or payment out of production obligations of the respective working interest owners,
including compensatory royaity obligations under section 17, shall be prescribed as set forth in the unit operating agreement or as otherwise
mutally agreed by the affected parties . It is hereby agreed that production of unitized substances from a participating arca shall be allocated
as provided herein, regardless or whether any wells are drilled on any particular part or tract of the participating area. If any gas produced from
one participating area is used for repressuring or recycling purposes in another participating area, the first gas withdrawn from the latter
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participating 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 participating 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 NON-PARTICIPATING LAND OR FORMATIONS. Any party hereto owning or
controlling the working interest in any unitized land having thereon a regular well location may with the approval of the AO and the Land
Commissioner, and the Division at such party’s sole risk, costs, and expense. drill a well to test any formation provided the well is outside any
participating area ¢stablished for that formation, unless within ninety (90) days of receipt of notice from said party of his intention to drill the
well, the Unit Operator elects and commences to drill the well in a like manner as other wells are drilled by the Uait Operator under this
agreement.

Ifany well drilled under this section by a working interest owner results in production of unitized substances in paying quantities such
that the land upon which it is situated may properly be included in a participating area, such participating area shall be established or enlarged

as provided in this agreement and the well shall thereafter be operated by the Unit Operator in accordance with the terms of this agreement and
the umit operating agreement.

If any well drilled under this section by 2 working interest owner that obtains production in guantities insufficient to justify the
inclusion of the land upon which such well is situated in a participating area, such well may be operated and produced by the party drilling the
same. subject to the conservation requirements of this agreement. The royalties in amount or value of production from any such well shall be
paid as specified in the underlying lease and agreements affected.

14. ROYALTY SETTLEMENT. The United States and any State and any royalty owner who is entitled to take in kind a share of
the substances now unitized hereunder shall hereafter be entitled to the right to take in kind its share of the unitized substances. and Unit
Operator, or the working interest owner in case of the operation of a well by a working interest owner as herein provided for in special cases,
shall make deliveries of such royalty share taken in kind in conformity with the applicable contracts. laws. and regulations. Settlement tor royalty
interest not taken in kind shall be made by working interest owners responsible theretore under existing contracts. laws and regulations, or by
the Unit Operator on or before the last day of each month for unitized substances produced during the preceding calendar month: provided.

however, that nothing in this section shall operate to relieve the lessees of any land from their respective lease obligations for the payment of
any royalties due under their leases.

If gas obtained from lands not subject to this agreement is introduced into any participating area hereunder, for use in repressuring,
stimulation of production. or increasing ultimate recovery in conformity with a plan of development and operation approved by the AO and the
Land Commissioner and the Division, a like amount of gas, after settlement as herein provided (or any gas transterred from any other
paniicipating 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 theretrom; provided that such withdrawal shall be at such time
as may be provided in the approved plan of development and operation or as may otherwise be consented to by the AO and the Land
Commissioner and the Division as conforming to good petroleum engineering practice; and provided further, that such right of withdrawai shall
terminate on the termination of this unit agreement.

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

Royalty due on account of State lands shall be computed and paid on the basis of all unitized substances allocated to such lands.

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

Rentals on State of New Mexico lands subject to this agreement shall be paid at the rate specified in the respective leases.

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

or until some portion of such land is included within a participating area.

16. CONSERVATION. Operations hereunder and production of unitized substances shall be conducted to provide for the most

Rev. 07/95



economical and etficient recovery of said substances without waste, as defined by or pursuant to State or Federal law or regulation.

17. DRAINAGE.

(a) The Unit Operator shall take such measures as the AO and Land Commissioner deems appropriate and adequate to prevent drainage
of unitized substances for unitized land by wells on land not subject to this agreement. which shall include the drilling of protective wells and

which may include the payment of a fair and reasonable compensatory royalty, as determined by the AO, as to Federal leases and the Land
Commissioner. as to State leases.

(b) Whenever a participating area approved under section 11 of this agreement contains unleased Federal lands, the value of 12 1/2
percent of the production that would be allocated to such Federal lands under section 12 of this agreement, if such lands were leased. committed,
and entitled to participation. shall be payable as compensatory royalties to the Federal Government. Parties to this agreement holding working
interests in committed leases within the applicable participating area shall be responsible for such compensatory royalty payment on the volume
of production reallocated from the unleased Federal lands to their unitized tracts under section 12. The vaiue of such production subject to the
payment of said royalties shail be determined pursuant to 30 CFR part 206. Payment of compensatory royalties on the production reallocated
from unleased Federal land to the committed tracts within the participating area shall fulfill the Federal royaity obligation for such production,
and said production shall be subject to no further royalty assessment under section 14 of this agreement. Payment of compensatory royalities
as provided herein shall accrue from the date the committed tracts in the participating area that includes unleased Federal lands receive a
production allocation, and shall be due and payable monthly by the last day of the calendar month next following the calendar month of actual
production. If leased Federal lands receiving a production allocation from the participating arca become unleased. compensatory royalties shall
accrue trom the date the Federal lands become unieased. Payment due under the provision shall end when the unleased Federal tract is leased
or when production of unitized substances ceases within the participating area and the participating area is terminated, whichever occurs first.

18. LEASES AND CONTRACTS CONFORMED AND EXTENDED. The terms. conditions, and provisions of all leases, subleases. and other
contracts relating to exploration, dnlling, development. or operation for oil or gas on lands committed to this agreement are hereby expressly
modified and amended to the extent necessary to make the same conform to the provisions hereof, but otherwise to remain in tull force and
etfect: and the parties hereto hereby consent that the Secretary, as to Federal leases and the Land Commissioner, as to State leases, each by his
approval hereof, or by the approval hereot by his duly authorized representative, shail and does hereby establish, alter. change, or revoke the
dnlling, producing, rentai miumum royalty, and royalty requirements of Federal and State leases committed hereto and the reguiations in respect
thereto to conform said requirements to the provisions of this agreement. and. without limiting the generality of the foregoing, all leases,
subleases, and contracts are particularly modified in accordance with the following:

(a) The development and operation of lands subject to this agreement under the terms hereot shall be deemed tull performance of all
obligations tor development and operation with respect to each and every separately owned tract subject to this agreement, regardless of whether
there is any development of any particular tract of this unit area.

(b) Drlling and producing operations performed hereunder upon any tract of unitized lands will be accepted and deemed to be
pertormed upon and for the benefit of each and every tract of unitized land. and no lease shall be deemed to expire by reason of failure to drill
or produce wells situated on the land therein embraced.

(c) Suspension of dJrilling or producing operations on all unitized lands pursuant to direction or consent of the AO and the Land
Commissioner, or his duly authonized representative, shall be deemed to constitute such suspension pursuant to such direction or consent as 1o
each and every tract of unitized land. A suspension of drilling or producing operations limited to specified lands shall be applicable only to such
lands.

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

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

() Each sublease or contract relating to the operation and development of unitized substances from lands of the United States
committed to this agreement, which by its terms would expire prior to the time at which the underlying lease, as extended by the immediately
preceding paragraph, will expire, is hereby extended beyond any such term so provided therzin so that it shall be continued in full force and
etfect for and during the term of the underlying lease as such term is herein extended.
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(g) The segregation of any Federal lease committed to this agreement is governed by the following provision in the fourth paragraph
of Section 17 (j) of the Mineral Leasing Act, as amended by the Act of September 1, 1960, (74 Stat. 781-784) (30 U.S.C. 226 (j)): "Any
(Federal) lease heretofore or hereafter committed to any such (Unit) plan embracing lands that are in part within and in part outside the area
covered by any such plan shall be segregated into separate leases as to the lands committed and the lands not committed as of the effective date
of unitization. Provided. however that any such lease as to non-unitized portion shall continue in force and effect for the term thereof, but for
not less than two years from the date of such segregation and so long thercafler as oil or gas is produced in paying quantities.”

(h) In the event the Inntial Test Well is commenced prior to the expiration date of the shortest term State Lease within the Unit Area.
any lease embracing lands of the State of New Mexico which is made the subject to this agreement, shall continue in force beyond the term
provided therein as to the lands committed hercto until the termination hereof.

(i) Any lcase embracing lands of the State of New Mexico having only a portion of its lands committed hereto. shall be segregated
as to the portion committed and the portion not committed, and the terms of such lease shall apply separately to such segregated portions
commencing as the effective date hereof: provided, however, that notwithstanding any of the provisions of this agreement to the contrary, such
lease shall continue in full force and effect beyond the term provided therein as to all lands embraced in such lease, if oil or gas is being
produced in paying quantities from some part of the lands embraced in such lease at the expiration of the fixed term of such lease; or if. at the
expiration of the fixed term, the lessee or the Unit Operator is then engaged in bona fide drilling or reworking operations on some part of the
lands embraced in such lease. then the same as to ail lands embraced therein shall remain in full force and effect so long as such operations are
being diligently prosecuted. and if they result in the production of oil or gas. said lease shall continue in full force and etfect as to all the lands
embraced therein, so long thereafier as oil or gas in paying quantities is being produced from any portion of said lands.

19. COVENANTS RUN WITH LAND. The covenants herein shall be construed 1o be covenants running with the land with respect
to the iaterests of the parties hereto and their successors in interest until this agreement terminates, and any grant. transfer or convevance of
interest in land or lcase subject hereto shall be and hereby is conditioned upon the assumption ot all privileges and obligations hereunder by the
grantee, transteree, or other successor in interest. No assignment or transter of any working interest, royaity, or other interest subject hereto
shail be binding upon Unit Operator until the first day of the calendar month atter Unit Operator is furmished with the original, photostatic, or
certified copy of the instrument of transfer.

20. EFFECTIVE DATE AND TERM. This agreement shall become elfective upon approval by the AO and the Land Commissioner
or their duly authonzed representative and shall automaticalily terminate five (5) years from said effective date unless:

(a) Upon appiication by the Unit Operator such date of expiration is extended by the AO and the Land Comnussioner; or

(b) it is reasonably determined prior to the expiration of the fixed terms or any extension thereof that the unitized land is incapable
of production of unitized substances in paying quantities in the formations tested hereunder. and after notice of intention to terminate this
agreement on such ground is given by the Unit Operator to all parties in interest at their last known addresses, this agreement is terminated with
approval of the AO and the Land Commissioner; or

(c) a valuable discovery of unitized substances in paying quantities has been made or accepted on unitized land during said initial term
or any extension thereof, in which event this agreement shall remain in effect for such term and so long thereafier as unitized substances can
be produced as to Federal lands and are being produced as to State lands in quantilies sufficient to pay for the cost of producing same trom wells
on unitized land within any participating area established hereunder. Should production cease and diligent drilling operations to restore
production or new production are not in progress or reworking within sixty (60) days and production is not restored or should new production
not be obtained in paying quantities on committed lands within this unit area, this agreement will automatically terminate effective the last day
of the month tn which the last unitized production occurred; or

(d) it is voluntarily terminated as provided in this agreement. Except as noted herein this agreement may be terminated at any time
prior to the discovery of unitized substances which can be produced in paying quantities by not less than 75 per centum, on an acreage basis,
of the working interest owners signatory hereto, with the approval of the AO and the Land Commissioner. The Unit Operator shall give notice

of any such approval to all parties hereto. Voluntary termination may not occur during the first six (6) months of this agreement unless at least
one obligation weil shall have been drilled in conformance with Section 9.

21. RATE OF PROSPECTING, DEVELOPMENT, AND PRODUCTION. The AQ is hereby vested with authority to alter or modify
from time to time, in his discretion, the quantity and rate of production under this agreement when such quantity and rate are not fixed pursuant
to Federal or State law. or do not conform to any State-wide voluntary conservation or allocation program which is established, recognized, and
generally adhered to by the majority of operators in such State. The above authority is hereby limited to alteration or modifications which are
in the public interest. The public interest to be served and the purpose thereof, must be stated in the order of alteration or modification. Without
regard to the toregoing, the AO is also hereby vested with authority to alter or modify from time to time, in his discretion, the rate of prospecting
and development and the quantity and rate of production under this agreement when such alteration or modification is in the interest of attaining
the conservation objectives stated in this agreement and is not in violation of any applicable Federal or State law: provided, further, that no such
alteration or modification shail be effective as to any land of the State of New Mexico, as to the rate of prospecting and developing in the absence
of the specific written approval thereof by the Commissioner and also 1o any lands of the State of New Mexico or privately owned lands subject
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to this agreement as 1o the quantity and rate of production in the absence of specific written approval thereof by the Division.

Powers in the section vested in the AO shall only be exercised afler notice to Unit Operator and opportunity for hearing to be held
not less than 15 days from notice.

22. APPEARANCES. Unit Operators shall, after notice to other parties affected, have the right to appear for and on behalf of any
and all interest affected hereby before the Department of the Interior and the Commissioner of Public Lands and Division, and to appeal from
orders issued under the regulations of said Department or Land Commissioner and Division or to apply for relief from any of said regulations.
or in any proceedings relative to operations before the Department or the Land Commissioner and Division or any other legally constituted
authority: provided. however, that any other interested party shall also have the right at its own expense to be heard in any such proceeding.

23. NOTICES. All notices. demands, or statements required hereunder 1o be given or rendered to the parties hereto shall be in writing
and shall be personally delivered to the party or parties, or sent by postpaid registered or certitied mail, to the last known address of the party
or parties.

24. NO WAIVER OF CERTAIN RIGHTS. Nothing contained in this agreement shall be construed as a waiver by any party hereto
of the right to assert any legal or constitutional right or defense as to the validity or invalidity of any law of the State where unitized lands are

located. or of the United States, or regulations issued thereunder in any way affecting such party, or as a waiver by any such party of any right
beyond his or its authority to waive.

25. UNAVOIDABLE DELAY. All obligations under this agreement requiring the Unit Operator to commence or continue drilling,
or 1o operate on. or produce unitized substances from any of the lands covered by this agreement. shall be suspended while 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. acts of God.
Federal, State. or municipal law or agencies, unavoidable accidents, uncontrollable delays in transportation. inability to obtain necessary materials
or equipment in open market, or other matters beyond the reasonable control of the Unit Operator whether similar to matters herein enumerated
or not.

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

27. LOSS OF TITLE. In the event title to any tract of unitized land shall fail and the true owner cannot be induced to join in this
unit agreement, such tract shall be automatically regarded as not committed hereto, and there shall be such readjustment of future costs and
benelits as may be required on account of the loss of such title. In the event of a dispute as to title to any royalty, working interest, or other
interests subject thereto, payment or delivery on account thereof may be withheld without liability for interest until the dispute is finally settied;
provided, that. as 10 Federal and State lands or leases, no payments of funds due the United States or the State of New Mexico should be
withheld. but such tunds shall be deposited as directed by the AO and such funds of the State of New Mexico shall be deposited as directed by
the Land Commissioner, to be held as uneamned money pending final settlement of the title dispute, and then applied as earned or returned in
accordance with such final settlement.

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

28. NON-JOINDER AND SUBSEQUENT JOINDER. If the owner of any substantial interest in a tract within the unit area fails or
refuses to subscribe or consent to this agreement, the owner of the working interest in that tract may withdraw the tract from this agreement
by written notice delivered to the proper Bureau of Land Management office, the Land Commissioner, the Division and the Unit Operator prior
to the approval of this agreement by the AO and Commissioner. Any oil or gas interests in lands within the unit area not committed hereto prior
to final approval may thereafter be committed hereto by the owner or owners thereof subscribing or consenting to this agreement, and, if the
interest, is a working interest, by the owner of such interest only subscribing to the unit operating agreement. After operations are commenced
hereunder, the right of subsequentjoinder, as provided in this section, by a working interest owner is subject to such requirements or approvai(s),
if any, pertaining to such joinder. as may be provided for in the unit operating agreement. After final approval hereof, joinder by a non-working
interest owner must be consented to in writing by the working interest owner committed hereto and responsible for the payment of any benefits
that may accrue hereunder in behalf of such non-working interest. A non-working interest may not be committed to this unit agreement unless
the corresponding working interest is committed hereto. Joinder to the unit agreement by a working interest owner, at any time, must be
accompanied by appropriate joinder to the unit operating agreement, in order for the interest to be regarded as committed to this agreement.
Except as may otherwise herein be provided, subsequent joinders to this agreement shall be effective as of the date of the filing with the AO,
the Land Commissioner and the Division of duly executed counterparts of all or any papers necessary 10 establish effective commitment of any
interest and/or tract to this agreement.

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

30. SURRENDER. Nothing in this agreement shall prohibit the exercise by any working interest owner of the right to surrender
vested in such party by any lease, sublease, or operating agreement as to all or any part of the lands covered thereby, provided that each party
who will or might acquire such working interest by such surrender or by forfeiture as hereafter set forth, is bound by the terms of this agreement.

If, as a result of any such surrender, the working interest rights as to such lands become vested in any party other than the fee owner
of the unitized substances, said party may forfeit such rights and further benefits from operation hereunder as to said land to the party next in
the chain of title who shall be and become the owner of such working interest.

If, as a result of any such surrender or forfeiture, working interest rights become vested in the fee owner of the unitized substances,
such owner may:

(a) accept those working interest rights subject to this agreement and the unit operating agreement; or

(b) lease the portion of such land as is inciuded in a participating area established hereunder subject to this agreement and the unit
operating agreement; or

(c) provide for the independent operation of any part of such land that is not then included within a participating area established
hereunder.

If the fee owner of the unitized substances does not accept the working interest rights subject to this agreement and the unit operating
agreement or lease such lands as above provided within six (6) months after the surrender or forfeited working interest rights become vested
in the fee owner, the benetits and obligations of operations accruing to such lands under this agreement and the unit operating agreement shall
be shared by the remaining owners of unitized working interests in accordance with their respective working interest ownerships, and such owners
of working interests shall compensate the fee owner of unitized substances in such lands by paying sums equai to the rentals. minimum royalties,
and royaltics applicable to such lands under the iease in effect when the lands were unitized.

An appropriate accounting and settlement shall be made for all benefits accruing to or payments and expenditures made or incurred
on behalf of such surrendered or forteited working interest subsequent to the date of surrender or forfeiture, and payment of any monies found
to be owing by such an accounting shall be made as between the parties within thirty (30) days.

The exercise of any right vested in a working interest owner to reassign such working interest to the party trom whom obtained shall
be subject to the same condilions as set forth in this section in regard to the exercise of a right to surrender.

31. TAXES. The working interest owners shall render and pay for their account and the account of the royalty owners ail valid taxes
on or measured by the unitized substances in and under or that may be produced, gathered and soid from the land covered by this agreement
after its effective date. or upon the proceeds derived therefrom. The working interest owners on each tract shail and may charge the proper
proportion of said taxes to royalty owners having interest in said tract, and may currently retain and deduct a sufficient amount of the unitized
substances or derivative products, or net proceeds thereof, from the allocated share of each royalty owner to secure reimbursement for the taxes
so paid. No such taxes shalil be charged to the United States or the State of New Mexico or to any lessor who has a contract with his lessee which
requires the lessee to pay such taxes.

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

33. SURFACE AND ENVIRONMENTAL PROTECTION STIPULATIONS. Nothing in this agreement shall modify or change cither
the special Federal lease stipulations relating to surface management or such special Federal lease stipulations relating to surface and
environmental protection, attached to and made a part of, Oil and Gas Leases covering lands within the Unit Area.

IN WITNESS WHEREOF, the parties hereto have caused this agreement to be executed and have set opposite their respective names
the date of execution.

UNIT OPERATOR AND WORKING INTEREST OWNER

ATTEST:

By

H. L. BROWN, JR.
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Address: Date of Execution

STATE OF TEXAS )
)ss.
COUNTY OF MIDLAND )
. 95
On this day of , 19 , before me appeared
H. L. BROWN, JR. t0o me personally known., who. being duly sworn, did say thatyig ¥K X
—o————m —————————- O e s == == amtrunctie e A ey
o= “ard = mstrrent —was- ~signed- -amd— seatett =i ~bTHAI Of AU COMHTIMITT BY IO OF § BSard ST ~dirdelors. and _smd
_he executed KEBHHFKsaid instrument ¥orbE Kk KB roK R H% Kb XHb s Srafidl XX X

as hls free act and Jdeed.

My commission expires:

Notary Public
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RATIFICATION AND JOINDER OF UNIT AGREEMENT
AND
UNIT OPERATING AGREEMENT

In consideration of the execution of the Unit Agreement for the Development and Operation of the
UNIT AREA, County of State of
New Mexico, dated ,19 , in form approved on behalf of the Secretary of the Interior and the
Commissioner of Public Lands. and in consideration of the execution or ratification by other working interest owners of the contemporary Unit

Operating Agreement which relates to said Unit Agreement the undersigned hereby expressly ratifies, approves and adopts said Unit Agreement
as fully as though the undersigned had executed the original agreement.

This Ratification and Joinder shall be effective as to the undersigned’s interests in any lands and leases, or interests therein, and
royalties presently held or which may arise under existing option agreements or other interests in unitized substances, covering the lands within
the Unit Area in which the undersigned may be found to have an oil and gas interest.

This Ratification and Joinder of Unit Agreement shall be binding upon the undersigned, his, or her or its heirs, devisees. executors,
assigns OT SUCCESsOrs in interest.

EXECUTED this day of .19
Allest
Address:
TRACT (S)
STATE OF )
) ss.

COUNTY OF )

On this day of .19 . before me personally

,to me known to be the person described in and who executed the foregoing
instrument, and acknowledged that (s) he executed the same as his/her free act and deed.

My Commission Expires:

Notary Public

(SEAL)
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ADDENDUM TO STATE/FEDERAL/FEE
EXPLORATORY UNIT
NORTH CARLSBAD AREA
EDDY COUNTY, NEW MEXICO

9A. Multiple well requirements. Notwithstanding anything in this unit agreement to the
contrary, except Section 25, UNAVOIDABLE DELAY, two (2) 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, . . . regardless of whether a
discovery has been made in any well drilled under this provision. Both the initial well and
the second well must be drilled in compliance with the above specified formation or depth
requirements in order to meet the dictates of this section; and the second well must be
drilled in compliance with the above specified formation or depth requirements located a
minimum of one (1) mile from the initial well in order to be accepted by the AO as the
second unit test well, within the meaning of this section. Nevertheless, in the event of the
discovery of unitized substances in paying quantities by any well, this unit agreement shall
not terminate for failure to complete the two (2) well program, but the unit area shall be
contracted automatically, effective the first day of the month following the default, to
eliminate by subdivisions (as defined in Section 2(e) hereof) all lands not then entitled to
be in a participating area.



EXHIBIT "B"

NORTH CARLSBAD UNIT AREA
EDDY COUNTY, NEW MEXICO

OVERRIDING
SERIAL BASIC ROYALTY
NUMBER OF NUMBER AND ROYALTY AND AND PERCENTAGE WORKING INTEREST AND
TRACT NUMBER DESCRIPTION OF LAND ACRES EXP DATE PERCENTAGE LESSEE OF RECORD PERCENTAGE
A1l in the area of T245-R23E, NMPM Federal Lands
1 Sec. 33: NE/4, E/2 NW/4, 280 NMB5841 12.50% H.L. Brown, Jr. 100% H.L. Brown, Jr. 100%
NE/4 SE/4 12/31/95 USA ~ ALL
2 Sec. 34: All 640 NMB5842 12.50% H.L. Brown, Jr. 100% H.L. Brown, Jr. 100X
12/31/95 USA - ALL
2 Federal Tracts 920 Acres or 35.9375% of Unit Area

BEFORE THE
OiL CONSERVATION DIVISION
Case No. 11382 Exhibit No. >
Submitted By: =
H. L. Brown, Jr,
Hearing Date: September 21, 1995



EXHIBIT "B"

NORTH CARLSBAD UNIT AREA
EDDY COUNTY, NEW MEXICO

OVERRIDING
SERIAL BASIC ROYALTY WORKING INTEREST
NUMBER OF NUMBER AND ROYALTY AND AND PERCENTAGE ARD
TRACT NUMBER DESCRIPTION OF LAND ACRES EXP DATE PERCENTAGE LESSEE OF RECORD PERCENTAGE
A1l in the area of T245-R23E, State Lands
3 Sec. 27: Al 640 v-3481 16.67% H.L. Brown, Jr. 100% H.L. Brown, Jr. 100%
11/01/95 NM - ALL
4 28: Ef2 NE/A, 440 V-3482 16.67% H.L. Brown, Jr. 100% H.L. Brown, Jr.  100%
SE/4 NW/4, S/2 11/01/95 NM - Al
5 Sec. 28: W/2 NE/4 80 v-3483 16.67% Wayne H. Speer, H.L. Brown, Jr. 100X
11/01/95 NM - Al I 100%
6 Sec. 33: W/2 NW/4, SW/4, 360 v-3484 16.67% Wayne H. Speer, H.L. Brown, Jr. 100X
NW/4 SE/4, 11/01/95 NM - Al 111 100%
S/2 SE/4
State Tracts 1520 Acres or 59.3750% of Unit Area




EXHIBIT "B"

NORTH CARLSBAD UNIT AREA
EDDY COUNTY, NEW MEXICO

OVERRIDING
SERIAL BASIC ROYALTY WORKING INTEREST
NUMBER OF NUMBER AND ROYALTY AND AND PERCENTAGE AND
TRACT NUMBER DESCRIPTION OF LAND ACRES EXP DATE PERCENTAGE LESSEE OF RECORD PERCENTAGE
A1l in the area of T24S-R23E Fee Lands
7 Sec. 28: N/2 NW/4, 120 FEE 12.5% H.L. Brown, Jr. 100% H.L. Brown, Jr. 100%
SW/4 NW/4 5/15/99

1 Fee Tracts 120 Acres or 4.6875% of Unit Area
RECAP
FEDERAL TRACTS 920 ACRES 35.9375% OF UNIT
STATE TRACTS 1,520 ACRES 59.3750% OF UNIT
FEE TRACTS 120 ACRES 4.6875% OF UNIT

Total 2,560 ACRES 100.0000% OF UNIT
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United States Department of the ' E .
BUREAU OF LAND MANAGEMENT I V E
Roswell District Office
1717 \;est S]:tcr;(:d St;eet AUG 2 8 1995
Roswell, New Mexico 88201-2019

H.L.BROWN, yr.

IN REPLY REFER TO:
NMNM94461X
3180 (06200)

AUG 251995

H. L. Brown, Jr.

Attention: Mr. Q. Peter Courtney
P. 0. Box 2237

Midland, TX 79702-2237

Gentlemen:

Your application of August 18, 1995, filed with the BLM requests the
designation of the North Carlsbad Unit area, embracing 2560 acres, more or
less, Eddy County, New Mexico, as logically subject to exploration and
development under the unitization provisions of the Mineral Leasing Act as
amended.

Pursuant to unit plan regulations 43 CFR 3180, the land requested as outlined
on your plat marked Exhibit A, H. L. Brown, Jr., North Carlsbad Unit,

Eddy County, New Mexico, is hereby designated as a logical unit area and has
been assigned No. NMNM94461X. This designation is valid for a period of one
vear from the date of this letter.

The unit agreement submitted for the area designated should provide for two
{(2) wells to 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 to test the Devonian formation or to a depth of 7500 feet,
whichever is the lesser depth. Your proposed use of the Form of Agreement for
Unproved Areas will be accepted.

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

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

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

E
olL CON:EE;S:;E\:)N (‘)\:ZISION
CaseNo.11382 Exhibit
Submitted By )
’\ie:;\:éo;l’:; S ptember 21, 19



Inasmuch as
copy of the
contact the
contacts or

Enclosures

2

this unit agreement involves State and Fee land, we are sending a

letter to the Commissioner of Public Lands and the NMOCD. Please

State of New Mexico before soliciting joinders regardless of prior
clearances from the state.

Sincerely,

ST g
Tony L. Ferguson

Assistant District Manager,
Minerals Support Team



State of Nefn Mexico

- - r o~
RAY POWELL. M.S.. D.V.M. Commissioner of Public Leands 505 527-5760
COMMISSIONER 310 OLD SANTA FE TRAIL PO. BOX 1148 FAX (505) 827-5766
September 19, 1995 SANTA FE, NEW MEXICO 87504-1148

H. L. Brown, Jr.
P. O. Box 2237
Midland, Texas 79702-2237

Attn: Mr. Q. Peter Courtney

Re:  Preliminary Approval
Proposed North Carlsbad Unit
Eddy County, New Mexico

Dear Mr. Courtney:

This office has reviewed the unexecuted copy of the unit agreement which you have submitted
for the proposed North Carlsbad Unit area, Eddy 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. Also, any well commenced prior to the effective date of this agreement which penetrates
its objective horizon prior to said effective date shall not be construed as the initial test well.

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

1. Application for final approval by the Commissioner setting forth the tracts that
have been committed and the tracts that have not been committed.

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

3. Order of the New Mexico Oil Conservation Division. Our approval will be
conditioned upon subsequent favorable approval by the New Mexico Oil
Conservation Division and the Bureau of Land Management.

4, Certificate of Determination from the Bureau of Land Management.

BEFORE THE
OIL CONSERVATION Division

Case No. 1138
. 2 E T
Submitteq By: xhibit No, S

H. L Brown, g,
Hearing Date: Sentamhar .



H. L. Brown, Jr.
September 19, 1995

Page 2

Please submit two copies of the Unit Agreement and one copy of the Unit
Operating Agreement.

Your NMOCD Form C-101 Application for permit to drill submitted on
September 1, 1995 reflects that the State "28" Well No. 1-K will be drilled in
Section 28-24S-23E. Please be advised that in order to quality for a unit well,
the name of the well must carry the unit name. The name on your initial test
well should be called the North Carlsbad Unit Well No. 1. A name change may
be done by submitting the new well name change to the NMOCD on their Form
C-104.

Please notify this office immediately in the event that any cultural resources are
discovered near the well pad.

The filing fee for a unit agreement is thirty ($30.00) dollars for every section or
partial section thereof. Please submit a filing fee in the amount of $120.00
dollars.

If you have any questions, or if we may be of further help, please contact Pete Martinez at (505)

827-5791.

Very truly yours,

RAY POWELL, M.S., D.V.M.
COMMISSIONER OF PUBLIC LANDS

BY:

/\' S ,(:}?N/fz" .

<

JAMI BAILEY, Deputy Director
Oil, Gas and Minerals Division
(505) 827-5745

RP/IB/pm

Reader File

OCD-Santa Fe Attention: Mr. Roy Johnson
BLM-Roswell Attn: Mr. Armando Lopez
Commissioner Powell

CC:



Diserice [ State of New Mexico
PO Box 1980, Habbe, NWM £8241-1980

Disernz O )
BEFORE THE

OIL CONSERVATION DIVISION
Case No. 11382 Exhibit No. /
Submitted By:
H. L. Brown, Jr.
Hearing Date: September

PO Box 2088
Santa Fe, NM 87504-2088

21, 1995
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OIL CONSERVATION DIVISION

or

[ﬁl"
v &

Leoni

(] AMENDED REPORT

Form C-101
Rthsed February 10, 1994
f - Iastructions on back

Submu to Appropnaxz District Office
' State Lease - 6 Copies
T Fee Lease - 5 Copies

APPLICATION FOR PERMIT TO DRILL, RE-ENTER, DEEPEN, PLUGBACK, OR ADD A ZONE

! Operster Name and Address.
H. L. Browm, Jr.
P 0 Box 2237
Midland, TX 79702-2237

! OGRID Nember
009676

-~ ' APt Nember

-015-70503

‘ Property Code

) 705/

* Property Name
State "28"

¢ Wel Ne,
1

7 Surface Location

UL or lot as.

K

Sectiaa
28

Towmship

_ 248

Rasge Lot lds

23E

Feat (rom the

2263'

Nerth/Senth ine

South

l-'-fh-m

2033'

East/Weat Une

%
= East

Cosaty

Eddv

! Proposed

Bottom

Hole Location If Different From Surface

UL or ot ao.

Sectioa

Towaship

Raage Lot Ida

Fot [rom the

Nerth/South Iae

Fext from the

East/Went ne

County

* Proposed Poad |

“* Propased Poel 2
Wildcat: Devonian

Wildcat:Ellenburger Grovg S

96034

" Werk Typs Code
N

2 Weil Type Code
0

¥ Cable/Ratary
R

“ Lease Type Code
S

¥ Groand Level Elevados
4816"

" Mﬂm#
No

" Proposed Depth

" Formadna

"* Costractar

. " Spud Dats

Ellenburger,
Devonian/Wolfcamp4Penn Unknown _ N/A

2 Proposed Casing and Cement Program T

Casing weught/foot Setting Depth SacksofCement | Estimated TOC
L84 300!
244 2800

14 & 15.54# 8500°'

8500'

3 .“

Hole Sime

17 1/2"
12 1/4"

7.7/8"

Casiag Sias

13 3/8"
8 5/8"

5 1/2"

Surface
- Surface

318 sx
1170 sx .

1570 sx

Surface
—

Damcribe the propased pregram. If this appiication s ts DEEPEN or PLUG BACK give the data 48 the present productive sves and proposed aew preductive
mae. Damcribe the bioweat prevendiea program. if any. Use sdditiesal shents if secamary. Propose to drill to the Ellenburger

Formation using fotary tools to*'a depth of 8500+. Cement will be circulated to the
surface on 13 3/8", 8 5/8", & 5 1/2" casing. A completion will be attempted in-the
Ellenburger Pool. If completion fails, attempts will be made in the Devonian and Wolf
camp-Penn. If these attempts fail, the well will be plugged and abandoned according
to State of New Mexico (Il Comservation Kules and Regulations. A BOP per the attached
uiagram will be used after the 13 3/8" surface casing is set, until TD is reached.

2 | herepy cerufy tha e mioVMALCD gIven AbOVE U Uue and campicie O the best

of my bovhqendbr.ld
s‘mz ’ o (4 -
! //r,/ / Y -

- "f‘ John T. Gray

OIL CONSERVATION DIVISION

Agproved dy:
0 A% 1

DISTRICT 1l SUPERVISOR

Approval Date: Expustion Date: [~ —_
MAY 1 % gg; : NI—{2-95
Conditions of Approval : RS ‘

time %0 witness ’ccmcming

Tidke:

Tide:

Engineer

5-10-95

TS 683-5216

Avached O




Drilling Procedure
North Carlsbad Prospect {579
Eddy County, New Mexico

Set 20" X 40' long conductor pipe.

MIRU drilling rig and spud 17-1/2" hole w/ fresh water spud
mud.

Casing point for 13-3/8" surface casing is approximately

300'. No major hole problems are anticipated but there will
probably be some hole seepage and lost circulation. All lost
circulation zones must be fully documented and reported to
the OCD. Viscous pills with standard LCM materials should
control this problem.

RU and run 300 feet of 13-3/8" 48# K-55 ST&C casing.
Cement with 315 sx class C w/ 2% CaCl2 and 1/4 pps Cello
Flake.

Drill out from under surface casing with 12-1/4" bit using
fresh water.

Casing point for 8-5/8" intermediate casing is approximately
2800 feet. No major hole problems are anticipated but there
can be hole seepage, lost circulation, and voids. All lost
circulation zones must be fully documented and reported to
the OCD. A representative of the OCD must be present during
cementing operations on this intermediate casing.

RU and run 2800 feet of 8-5/8" 24# K-35 ST&C casing. Cement
w/ 970 sx class C Lite + 5 pps salt + 1/4 pps Cello Flake
followed by 200 sx class C + 1% CaCl2.

Drill out from under intermediate casing with 7-7/8" bit
using fresh water.

Start mud—up in sufficient time to have adequate mud
properties for running DST's at 5000 feet (vis 38-45, W.L.
15-20 c.c.). Possible DST's will be in the Penn at 6000 feet
and the Devonian at 7600 feet.

Drill to projected TD of 8500 feet. Condition hole. RU and
run logs.

If log evaluation substantiates productivity, run 5-1/2" 14#
and 15.5# K-55 casing to TD. Cement in two stages as
follows:

First Stage:

Lead: 290 sx Class H Lite + 5pps Salt + 1/4 pps Cello Flake
Tail: 780 sx Class H + 0.8% FL-62 + 0.3% CD-32 + 0.2%
Sodium Metasilicate

Second Stage:
Lead: 300 sx Class C Lite + 5pps Salt + 1/4 pps Cello Flake
Tail: 200 sx Class C Neat

RD & MO drilling rig.
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' ‘O;;tional worksheet supplement for “A=nlication for Permit
" to Orill or Deepen a Well for Oil, G Brine Disposal,
- Mydrocarbon Storage or Secondary Recovery”

, .
COMPANY H. L. Brown, Jr. WELL NAME _State 28 #1

LOCATION __2263' FSL, 2033' FEL, Sec 28, T-24S, R-28E, Eddy County, New Mexico

ya N
| ]
L —
Annuiar B.O. P13 3/8"—5-0—0-0—\” R o Il 7
1 v B.0.P
O Manuat
/ .
Enmﬂ_mh:ﬁ i Hydraulic .
_ O Sour trim
1 G;’//
8.0.P Bllndaqml3 3/8 7500 w.p "
(Pipe /8Bling) 5 — 0 8.0.P PlpeRQms 318: 7500 W.P

{Pipe/Bling)

Hyd.Valve_ 3 " 7500 w.pP

=Check Valve 2 ", 7500 wep

L

vaive. 3 " 7500 wpe

Vaive_2 " 7500 w.e [ -ID]
valve_2_"_ 7500 w.p

Lme
a
: MANIFOLD LINE
7500
KIiLL LINE MANIFOLD L2 WP
Spoc! ____x
RSZRT7Z7RN Ground Level _/)\\VA\V/AV/RI' SNVZNNT9 N7/ N=/p Ny

i3 T 3]
w WELLHEAD __7500 __ #w.p.

Fill blanks with appticable information. If not applicable, enter “N.A." or cross-out item shown. Enter other pertinent

information below.




DISTRICT I
P.0. Box 1980, Hobbe, NM 83240

DISTRICT I
P.0. Drawer DD, Artesia, NM 83210

DISTRICT IO
1000 Rlo Brazes Rd., Astec, NM 87410

State of New Mexico

Submit to

OIL. CONSERVATION DIVISION

Santa

P.0. Box 2088
Fe, New Mexica 87504-2088

WELL LOCATION AND ACREAGE DEDICATION PLAT

Form C-102

Revised February 10, 1994
Instruction on back
Appropriate District Office
State Lease — ¢ Copiea
Pee loase — 3 Copies

0O AMENDED REPORT

APl Number Pool Code Proposed Poal Name
30-015- Ellenburger
Property Code Property Name Well Number
STATE 28 1
OGRID No. Operator Name Elevation
009676 H.L. BROWN, JR. 4825’
Surface Location
UL or lot No. | Seotion | Township Range Lot idn | Feet from the | North/South line | Feet from the | East/West line | County
K 28 24S 23E 2263 SOUTH 2033 WEST EDDY
Bottom Hole Location If Different From Surface
UL ar lot No. Section | Township Range Lot ldn Yoet from the | North/Scuth line Feet fram the Esst/West line County
Dodicated Acres | Joint or Inflll | Coasolidation Code Order No.
40

NO ALLOWABLE WILL BE ASSIGNED TO THIS COMPLETION UNTIL ALL INTERESTS HAVE BEEN CONSOLIDATED
OR A NON-STANDARD UNIT HAS BEEN APPROVED BY THE DIVISION

OPERATOR CERTIFICATION

1 Rerety ceviyfy tha the information
ocontgined Asrwin is ivue and complats to the

; |
5396.8°
|
|
| bast of ™y buowisdgs and beiisf.
I
|
|

Q/‘Z-«f 4/4//)/

John T. Gray
Printed Name

Engineer
Title

5-10-95

Date

SURVEYOR CERTIFICATION

b e e ——— am— — a—— — —— e e— e

)]
5251.6'
5088.9'
't

I hereby certify thet the well lscation sheum
GMMHWMMW:’!
me or uwndar my
w-u true and

[

2033

astual lm
npmuap\h

omc‘\ %‘ m

RIS

e e e G — — - =

676
3239

JOHN W. WEST,
RONALD J. EIDSON,




MHT 9 Y99 11:31 PAGE .32

LOCATION VERIFICATION MAP

SCALE: 17 ’ CONTOUR INTFRVAL - 40'

SEC. _28 TWP.24-~S RGE.23-F

SURVEY NM.PM.
COUNTY EDDY

DESCRIPTION_2263' FSL & 2033’ FwL JOHN WEST ENGmEERmG
ELEVATION 4825 HOBBS, NEW MEXICO -
OPERATOR H.L. BROWN, JR. (505) 393-3117

| FASE STATC 28"

U.S.G.S. TOPOGRAFHIC MaAP
SERPENTINE BENDS, NM.




PRGE .33

LN I "33 L1li3ag

VICINITY MAP

SCALE: 1" = 2 MILES

SEC. _28 TWP._24-S RGE,_23-¢£

SURVEY NM.PM,
COUNTY, EDDY

DESCRIPTION _2262" FSL & 2033' FWL. JOHN WEST ENGINEERING
ELEVAIION 4825 HOBBS, NEW MEXICO -
OPCRATOR _. __H.1. BROWN, JR. _ (505} 393-3117

LEASE. STATE "28"

e T ATA aAAr AM e



