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ONLINE VERSION  STATE/FEE
EXPLORATORY UNITS
Revised February 12, 2004
UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION OF THE

PARIS DRAW EXPLORATORY UNIT AREA

EDDY COUNTY, NEW MEXICO
THIS AGREEMENT, catered into as of the 1° day of May, 2007, by and between the parties subscribing, ratifying or consenting hercto, and herein
referred to as the "partics hereto™;
WITNESSETH:
WHEREAS, the partics bereto are the owners of working, royalty, oc other oil oc gas intercsts in the unit arca 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, NM. SmmlWSAmMzd),tocmmmvaetkdevemmuopam
ofsmundsmwmwmwmwmammmmmmwmﬁrmemma
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 is suthorized by an Act of the Legisiature (Sec. 1, Clnp 162), (Laws of 1951,
Chap. 19, Ast. 10, Sec. 47, Nummamwmmuwamwwum&mwwwam
myoﬂnlpmmmm»mumdmwammmmmmmamwhmmmm
development of part or all of any oil or gas pool, ficld, or area; and

WHEREAS, the Oil Conservation Division of the Energy and Mincrals Department of the State of New Mexico (hereinafier referred to as the "Division™),
is authorized by an Act of the Legistature (Chap. 72, Laws 1935, as amended, being Section 70-2-1 et seq. N. M. Statutes Annotated, 1978 Comgiilation) to approve this

WHEREAS, the partics bereto hold sufficicat interests in the Paris Draw Exploratory Unit Area Unit Area covering the land hercinafier described to
give reasonably effective control of operations thercin; and

WHEREAS, it is the purpose of the partics hereto to conserve natural resources, prevent waste and secure other benefits obtainable through development
and operation of the arca 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. UNIT AREA: The following described land is hereby designated and recognized as constituting the unit area:
Township 16 South, Range 23 East, NM.P.M.

Section 13: E/2

Section 23: E/2

Section 24: E/2, SW/4
Sections 25 and 36: Al

Township 16 South, Range 24 East, NM.B.M.
Section 16: W/2

Section 17: Al

Sections 19 and 20: All

Section 21: W/2 NE/4, SEf4 NE/4, W2, SE/4
Section 28: All

Section 29 : E/2

Section 30: All

Containing 6833.48 total acres, more or less. Counties: Eddy County, New Mexico

&W'A'whmnammmmnmmd&cbummdMnydmwhmmmadmmhmmwﬂwm
operator. Exhibit “B” attached hereto is a schedule showing to the extent knowa to the unit operator the acreage, percentage and kind of ownership of oil and gas
interests in all lands in the unit area. However, mmammMummum-.mmwmymmsmhmm
ofmmmmmmmmwmmmMnmstaanMbymm FJhM‘A'u\d'B'Mbemmdbyﬂwum

WWWmethMMWw«MWW&WMMRMberqnaﬁerrefandto
as "Commissioner" or the Oil Coaservation Division, bereinafier referred to as the "Division®,

Allhndcmmmmﬂﬁswshaﬂeonsﬁmlmdnfmedmhuehm'miﬁmdland"or'lmdmbjecttothisagmemmt’.



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: PARALLEL PETROLEUM CORPORATION, whose address is 1004 N. BIG SPRING, SUITE 400, MIDLAND, TEXAS
79701 is hercby designated as unit operator and by signature hereto commits to this agreement all interest in wnitized substances vested in it as set forth im Exhubit "B,
and agrees and conseats to accept the dutics and obligations of unit operator for the discovery, development and producti of unitized substances as herein provided.
Whenever reference is made herein to the it operator, such reference means the unit operator acting in that capacity and not as an owner of interests in unitized
substances, and the term "working interest owner™ when used berein shall inchude 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 st any time but such resignation shall not become effoctive
umtil 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 defautt by it bereunder 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 selection of a new 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 intesest or other
interest in unitized substances, but upon the resignation or removal of unit operator becoming effective, such it operator shall deliver possessica of afl equipment,
mmmmeMmmmmw&emmebhmmemw of to
the owners thereof if no such new unit operator is elected, to be used for the purpose of conducting unit operations hereunder. Nothnghuemdnllbeemwdn
authorizing removal of eny material, equipment and appurtenances needed for the preservation of wells.

5. WMMMWMWuMWGMMMsMMMMMMW
MWmeMMmﬂMwmwammmammwwmfamwm
than seventy-five percont (75%) of the working interests qualified to vote is owned by onc party to this agreement, a concuring vote of sufficicnt additional parties, so
unmmuwmuhmmasﬂauwm“muwnm.mm Such selection shall
not become effective until (a) a umit operator so selected shafl accept in writing the duties and responsibilities of unit operator, md(b)'hewlectmshllhvebem

approved by the Commissioner. Kmmmw:MdWswqumdmmmmwhm

6. ACCOUNTING PROVISIONS: mmmmmmmhmmmMWMmmmmw and such
wmmdwd&ewmmbanﬁsmm&ﬂhmﬂmhmd&mﬂwﬂgmumﬂm&wﬂhm
mwmﬁmwmmumwuhmﬁﬂmmmwmwyam Any agreemcot or
wmwmuwmm«mdhmwumnmmmmummmmdmmm
“Operating Agreement”. No such agroement shall be docmed cither to modify any of the torms and coaditions of this unit agreement or to relicve the unit operator of
any right or obligation established under this unit agreement and in case of any inconsistencies or comflict betweoen this unit agreement and the operating agreement, this
unit agreement shall prevail.

R I ERATOR: Mnmmypwdedhenhmmmndwydmmy
Mdmﬁhmhmwunmamhmh muummmmhmmmm
hercby delegated to and shall be exercised by the wnit operator as herein provided. Acceptable evidence of tith to said rights shafl be deposited with said unit operator
and, together with this agreement, shall constitte and define the rights, privileges and obligations of unit operator. Nothing herein, however, shafl be construed to
umsfuﬁdemmhdwmmyhseumwibmmﬂum&hmhdm,hi'sq:a:’l:'vnsuitoperm,mll
exercise the rights of possession and use vested in the parties hereto only for the purposes berein specificd.

8. DRILLING TO DISCOVERY: mwmﬂ,mm(m)mnhhmmdﬂmmmmmmmmm
wellﬁxonlmdgaupmwmepanoﬂheMWWMMWNMMMMmh&mmammwmmmdh
Woliwwhmmwtoswhadepﬂnsmundmmudmomdnmmnamdqﬂauﬂndnﬂ,mﬂnmdmwbe
determined that the further drilling of szid well shall be unwarrented or impracticable; provided, bowever, ﬂmmopumMnm,mmyevem,bemedbdrﬂl
said well to a depth m excess of 5,000 feet. Mamdamawmmammmmmmw quantities
sufficient to repay the costs of drilling and producing operations with a reasonsble profit) unit operator shall continue drilling diligently, ane Well at a time, allowing not
mmednnuxmonthsbetwaenﬂnoompleumofonewellMhmmgﬁhmﬂm:ww&mwmmmqmw

cmplaedmﬂnmxﬁannoﬂheCmmalmﬂlnumﬂymw&zmdﬂwmmﬂmﬂumﬂw incapable of producing
unitized substances in paying quantities in the formation drilled hereunder. "

Anywellconnmed;norm&eeﬁedmeheoﬁhswwhmmand&iﬂedtohdep&pwldedmﬁxthdﬁﬂmgofmmm
weoll shall be considered as complying with the drilling requirements hereof with respect o 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
Commsslonamy,aﬂumonablemblheummuwmdmhwhngmuedm‘mmhmuﬂmﬂumad&m declare this unit
wwmmmmmmmmwwmumwmnmmumndmm

BSTANCES: Should unitized substances in paying quantities be discovered
uponthemmﬂnemnopumshaﬂonubefoteuxmﬁm&emofﬂnmpumdﬂummtmywenmdwmm&ysaﬁa&emm
of each twelve months period thereafter, &ammmmmmdmwdmwammmmmmw
contemplated for the following twelve months period.



llismderstoodﬂ\atoneoftheminconsideﬂﬁonsﬁrﬂleappmvalofthisag’eemenlbyﬂaeCotnmissiowofPubliclﬂ.nfisistosecmetheordcﬂy
devclopmentoftbeunitiudlandsinmdmwwi&goﬁwnwvaﬁmuacﬁwswmmobuhﬂwmdﬁmmomofmmmdsubmm.

AﬂerdiseoveryofuniﬁzedWhmyhgqnnﬁﬁu,mﬁmshaﬂuwedwﬁhdﬁmmmﬂykwbpd&uﬁﬁmdwua
rmmblypndeﬂopaatmwwﬂdcwbpnwhmmdadumn«mﬁlxcm.

lfd;cunitq)ennxshouldfailtombﬁ&wammhmkaMthmszibyﬂnCmMum
allhndsofﬂwSmdeMﬁmeWmhMMmMmmmhmmmmofpaﬁdpaiﬁmbyﬂ\ewmgmm
ownasshaﬂrunainﬂ)esameasiﬁhisagwmmhadmbemtuminaedwmmm@m,mmmmﬂg’wmﬁwbhmw
and the lessees or record i the manner peescribed by (Sec. 19-10-20 N.M. Statutes 1978 Annotated), of intention to cancel oa account of any alleged breach of said
covenant for reasonable development and any decision entered thereunder shafl be subject to appeal in the manner prescribed by (Sec. 19-10-23 N.M. Statutes 1978
Amud}aﬂ,mvibdﬁnﬂﬁ,hmmhuniwdﬂlhm;mwaﬁuaﬁnaldaemﬁmﬁonwhhhwﬁchwmdyanydeﬁuh,
ﬁiunginumiehmiswshnumwmwwmausmdmmmmwmﬂmamm

Notwithstanding any of the provisions of this Agreement t the coutraty, all undeveloped regular well spacing or proration unit tracts within the unit
boundaries shall be automatically climinated from this Agreement and shall oo longer be a part of the unit or be further subject to the terms of this agreement unless at
the expiration of five (5) years after the first day of the month following the cffective date of this agreement diligent drilling operations are in progress oo said tracts.

10. PARTICIPATION AFYER DISCOVERY: Upon compietion of a well capable of producing unitized substances in paying quantities the owners of working inderests
Mmmmmmmmmmammwmmummhuwhummm@mw
intesests covered hereby on an acreage basis bears to the total sumber of acres committed to this unit agreement, and such unitized substances shall be deemed to have
been produced from the respective leaschold interests participating therein. Fuhwmd“ﬁﬁgmmmmﬂﬁlwdh
mdmmmmumammmmmmmmmmwmamm«uﬁmam
pumber of acres in cach icase respectively conmmitted to this agreement besrs to the total sumber of acres committed hereto.

Notwithstanding any provisions contained berein 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 personsily sell or dispose of the same, and nothing herein contsined shall be construed s giving or granting to the it operator
the right to sell or otherwise dispose of the proportionate shave of any working interest owner without specific authorization from time to time so to do.

11. ALLOCATION OF PRODUCTION: Al unitized substances produced from each tract in the unitized area established under this agreement, except any pant thereof
used for production or development purposes berennder, or unavoidably lost, shall be deemed 1o be produced equally on an acreage basis from the several tracts of the
unitizndhnd,andﬁxﬂnmd@ﬁhqb&&&mmnwmwmmmmmmhuﬂ\mdw
production as its area bears to the entire unitized area. It is hereby agroed that production of unitized substances from the mnitizod arca shafl be aflocated as provided
herein, regardiess of whether any wells are drilled on any particular tracts of said unitized arca.

12. PAYMENT OF RENTALS, ROYALTIFS A
all rentals due to the State of Mexico.

ES: The respective lease owners in accordance with the terms of their leases shall pay

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
mﬁmmmwuwmwm;mumm,msmmuaﬁawmmhmmmdaxmm
allocated to the respective leases, and in such case the unit operator shall make deliveries of such royalty share in accordance with the terms of the respective leases.

Alllwda.ifuly.&sdﬁmk&uﬁﬁuhﬂdﬂ@hwdmmwuﬂw&ewwhpmhw
with the terms of their leases and all royalties due under the terms of any sach leascs shall be paid on the basis of all unitized substances allocated to the respective
leases committed hereto.

KhmmempMﬁmmmm&emmmmMmﬁxmﬁhmdm
stimulating or increasing the ultimate recovery of unitized substances thercfrom, a like amount of gas, if svailable, with due allowance for loss or depletion from any
cansemybewiﬂuimwnﬁ'anlheﬁlmaﬁmMthmmmmuhhmMMubkmmmmm
s\dmawalMkamﬁnumhmhnphdmwwwhcmnﬂwwedbyﬂnbiv'isionaseaﬁnﬁngmgood
petroleum enginccring practices; and provided further, that such right of withdrawal shall terminate on the termimation of this unit agreement.

lfmylemwmnimdhuetoisbwdundMnmmm,mwdwm«mmnmwmmw,hm

ofmhmmmmmWhmwamwmwmummﬂhmmmumm

A D EXTENDED INS

13. AND CONTRACTS CONFORMED PPLY TO LANDS WITHIN THE UNITIZED AREA- The terms,
conditices and provisions of afl leases, subleases, agrecments and other contracts relating to the exploration, drilling development or operation for ofl or gas of
the Lands committed to this agroement, shall as of the cffective date hereof, be and the same are hereby expressly modified and amended insofar as they spply o lands
mmmmmmmwnmumm»umw-ammmmmammuﬂmmu
extendedMwwybmﬂewﬂhmﬁmwmhmdmmwumdhwIeuonmd
lameuMheﬁedwwmﬁlmhmvﬁmmdmhmﬁmhwhWuwh&wﬂhﬁnuﬁuﬂmbhmmmdﬁs
mmmmmnummm mmmwwmmm@nam»mmuwmmm
mﬁxcebeyondlbwl'npuvvidedﬂmehshguﬂbmmﬁnheﬁe@pwmmmhmumﬁwﬁdﬁxmhﬂm
beufou!meneed.ormdwellisilﬂhepmeesofbehgdrﬂcdbylheum‘:mmmbmmﬁmmmhxemédmmw.
Termination of this agreement shall not affect anty lease which pursuant to the terms thereof or any applicable laws would continue in full force and cffect thereafier. The
wmwmummmauwmmmmwmmammm
ﬂmag'eanmtshallbedeanedmbeopauionsmmdmmmwmwmdmmkmoﬁmimmmmﬁﬂu
unhopuuotormyofﬂle.owmofﬂiel;:peaiveleasdmldMmmmﬂmbmumuwmmmdmm
agreement, pt as provided in Secti hereof.

) Anylmee'mbradnghmkofmesmeofNechzdcoofwhkhonlyapotﬁmiswmﬁuedheretoshallbesegmgatedastoﬂlepotﬁonwmmiﬂedandas
tothepomonmwmmmmﬁmmMWyWBmmhﬁnwmwmmneucingasofﬂncﬁec&ve




date bereof. Notwithstanding any of the provisions of this agr t to the y, any lease embx ﬁnglmﬂsof:heStﬁeochchxécohavingmlyapuﬁmoﬁts
lands committed hereto shall continue in full force and effect beyond the term provided therein as to all lands embraced within the unitized area and committed to this
agreement, in accordance with the texms of this agreement. Emlmdps,mqﬂuofﬁm,m&mvuedandmbqnumdwedmpaymgmmﬁmmpm
oflheIamisemhmdmsud:leaseMmucmmmmwuﬂnmmdhﬁxdmﬁmm,mmmmﬂmumw
as production from kands embraced in such bease which are not within the unitized area, and which are not committed thereto, and drilling'or reworking operations upon
mpmomummmandmmwmwmuMummmmmuwm
emlnacedwudmmwwmwmwmmmuhxawmwmdmmmwmmm as to any lease
mhwnglmbofﬂnsmeowaMancohmgmlyapmmdxuhndsmuedhmmwhehoﬂmdsa,oruﬂu-ofﬂun,hasbewd:swvuedxs
dlsoovueduponﬂmtpomonofmhndswcmmnedwmwmﬂmbmgnoﬁmdmwymgmmmﬂzmmdﬂnﬁndmofmh
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. @M:WWMMMWWMMWMWM&MMNMWJ
said substances without waste, as defined by or pursuant to State laws or regulations.

15. DRAINAGE: In the cvent a well or wells producing oil or gas in paying quantitics should be brought in on tand adicent to the it area draining unitized substances
fromlheIantlsednwedthuein,MMMﬂmmMamsawmwmﬂﬂmﬂnmuﬁﬂzW.

16. COVENANTS RUN WITH LAND: The covenants herein shall be construed to be covenants nmning with the land with respect to the interests of the partics hereto
and their successors in interest until this agreement tesminates, and any grant, transfer or conveyance of interest in land or leases subject hereto shail be and bereby is
conditioned upon the assumption of afl privileges and obligations hereunder to the grantee, transferee or other successor in interest. Nomgunanaumﬁrcrmy
working, royalty, ummmmmuumgmmmuﬂu&uqahammmuumw-ﬁmmmu
original, photo static, or certified copy of the instrument of transfer.

17. EFFECTIVE DATE AND TERM: This agreement shail become effective upon approval by the Commissioncr and the Division and shall terminate in S (five) years
after such date unless (a) such date of expiration is exteaded by the Conmmissioner, or (b) a valusble discovery of unitized substances has beea made on unitized land
dmingsnidim'ﬁalmmwmyextunimlhuufhwhiehmeﬁswhlluﬁnhﬁeanm”miﬁudm“m\wndhmw
ﬁnmthemiﬁndWMMMMnmwuwmmhmﬁMMJMdem
production and so long thereaficr as the unitizod substances so discovered are being produced as aforesaid. This agrocment may be terminated at 2ny tme by not ess
than seventy-five percent (75%) on an acreage basis of the owacrs of the working inferests, signatory hereto, wﬁ&erﬂnCmmmdwnhmw
mmmummmmm&ﬂMWdWBMmmmwmew-aadseumn

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

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
theCommmofhﬂﬂwLandsmdanwm,mdtolppedmmwm&md&emam«mmfawm
mdmwummmmmmwmwmmmmmummm that any other
interest party shall also have the right at his own expense to appear and to participate in any such proceedings.

20. NOTICES: All notices, demands, or ststements required hereunder to be given or rendered to the partics bereto, shall be deemed fully given, if given in writing and
mwwmmﬂ.wbmmmmumwmumnmﬂhwwanmmﬁm«
conseat heroof, or to such other address as any such party may have famished in writing to party sending the notice, demand, or statement.

21. LOSS OF TITLE: In the event title to any tract of unitized land or substantial interest therein shall fail, and the true owner caunct be induced to join the unit
WsommMunwmmummmaumwmmwa.mwwmmu
climinated from the unitized arca, and the interest of the parties readjusted s a result of such tract being climinated from the unitized area. lntheevemohdiqmeulo
the title to any royalty, working, or other interest subject hereto, umwmymmmud&mdhwmmdhmdm
ManMWyhmnﬂhMuﬁﬂywmhmmdMheﬂ:eSwofNechmoMbe
withbweld. Unit Operator, as such, is relicved from any responsibility for any defect or faibare of any title bereundes.

22, smmmMdapmnh&wmhmmwmhmwb&mahwhﬁdwby
ﬂ;eOommnssmaandhhmmhenmdhmhkwumduﬂnﬁ,&uﬁnummhmamm:
ratification thereof, and if such owner is also a working interest owner, bymaﬂ:ngblhemmmwhgﬁrhdomdmdaphm
development, snd operation. AMMMbedﬁwwsofhﬁmdaydhmbﬂowmhwbthomwnd&cﬁhgwﬁhﬂu
mdmwwd&mummhmﬂﬂmmhmwaﬂmm«mm
participating in any benefits hereunder, shail be required to assume and pay to urit operator, &Wmﬁhmmmmwmws
amMnhmmdhmmmmWWMWaAM wuh:mymndnmofm

23. COUNTERPARTS: mwMummmdemmdemuwwmpanea,ormybemﬁedu‘
mmdmbysepameMmmmmmmmumwmmmmmwwammm

awmmummmmufﬂmmumemmmdwﬁumn executed by all other parties
owning or claiming an interest in the lands within the above described unit area. ® ”

. mwrrNEsswm,mwmmmmmmwmunmmwmmaawmwm
signatures. ‘

[Note — Signature pages follow.]



UNIT OPERATOR AND WORKING INTEREST OWNER

By

BUSINESS ENTITY SIGNATURE OF OFFICER

Address . Date of Execution

STATE OF )
) ss.
COUNTY OF B)

Acknowledgment in an Individual Capacity

This instrument was acknowledged before me on Date
by
Name(s) of Person(s)
(Seal) Signature of Notarial Officer
My commission expires:
Acknowledgment in a Representative Capacity
‘This instrument was acknowledged before me on Date
by
Name(s) of Person(s)
as of
Type of suthority, ¢.g., officer, trustee, etc Name of party on behalf of whom instrument was exccuted
(Seal) Signature of Notarial Officer

My commission expires:
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EXHIBIT "B". SCHEDULE OF OWNERSHIP

SEE ATTACHED EXHIBIT "B"

Schedule Showing All Lands and Leases
Within the PARIS DRAW EXPLORATORY UNIT

Eddy County, NEW MEXICO

DICACT ATTACITCHRETC WITTE TUHE CAL T AVRRIS INTADALATIORT AC TVININTT &N

TRACT DESCRIPTION ACRES  SERIAL BASICLESSEE OVERRIDING  WORKING
NUMBER  OF NUMBER AND ROYALTY OF ROYALTY INTEREST
LANDS EXPRATION AND RECORD AND AND
DATE PERCENTAGE PERCENTAGE PERCENTAGE
RECAPITULATION

6,193.48 Acres of State of New Mexico Lands = 90.6343472 %

640.00 Acres of Federal (BLM) Lands = 9.3656528%

TOTAL 6,833.48 Acres 100.0000000%
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EXHIBIT "B" SCHEDULE OF OWNERSHIP

Schedule showing all lands and leases within the Paris Draw Exploratory Unit

Eddy County, New Mexico
Tract No. Description of Lands Acres Sesial No. nas_.csu.s. ssic Royalty and Percentage | Lessee of Record Overriding Royalty and Percentage Wotking Interest and Percentage
1 insofiee and only insofar as ssid lesse covers T168, R23E, - Sec. 25: All 640.00 |USA-BLM 108926 09/01/12 |USA-BLM - 12.5% C O&G |C. Mark Wheeles - 2.4166665% LCX Energy, LLC - 85%
B. Elger - 24166665% Capstone Oil & Gas Company LP - 12.5%
Dale Douglas - 0.20833334% CMW lnterests, Inc. - 1.25%
areed Partoess, Led. - 0.2041668% Elger Exploration, Inc. - 1.25%
ames E. @«. Trustee of the Myja Trust - 0.0041668% Total - _8.8..\..“
Keith Williams - 0.25%
Total - 5.50%
2 T165, RZ3E - Sec. 36: W/2, Eddy Co,NM 32000 |Stase of New Mexico VA-2603 06/01/07  |State of New Mexico - 12.5% Capstonc & LCX_ [C. Mark Wheeler - 2.4166665% Paraliel Petroleum Corp. - 85%
ecry B. Elger - 2.4166665% Capstone Oil & Gas Company LP - 12.5%
LCX Eaergy, LLC - 1.70% CMW I  Inc. - 1.25%
Dale Douglas - 0.20833334% Exploration, Inc. - 1.25%
aroed Pastners, Led. - 0.2041668% Total - 100.00%
ames E. Geitgey, Trustee of the Myja Trust - 0.0041668%
Keith Williams - 0.25%
Total - 7.20%
3 T16S, R24E - Sec. 16: W/2, Eddy Co., NM 320.00 |State of New Mexico VA-2604 06/01/07  |State of New Mexico - 12.5% Capstone & LCX |G, Mack Wheeler - 2.4166665% Paraliel Petcoleum Corp, - 85%

erry B. Eiger - 2.4166665%

Capstone Oil & Gas Company LP - 12.5%

LCX mno\amw.’:h - 1.70%

CMW Intesests, Inc. - 1.25%

Dale Douglas - 0.20833334%

Elges Exploration, Inc. - 1.25%

areed Partners, Ltd. - 0.2041668%

Total - 100.00%

ames E. Geitgey, Trustee of the Myija Trust - 0.0041668%

Keith Williams - 0.25%

Total - 7.20%

1of 12




i Tract No.

Exploration

Description of Lands Acres Serial No. D asic Royalty and Percentage Lessee of Hnooa_ Overriding Royalty and Percentage Working Interest and Percentage
T16S, RA4E - Sec. 20: W/2, Eddy Co., NM 320,00 {State of New Mexico VA-2605 06/01/07 |State of New Mexico - 12.5% Capstone 8 LCX _ |C, Mark Wheeler - 2.4166665% Parallel Petroleum Corp. - 85%
B. Elger - 24166665% Capstone Oil & Gas Company LP - 12.5%
LCX Bacrgy, LLC - 1.70% CMW Interests, lnc. - 1.25%
Dale Douglar - 0.20833334% Elger Explogation, Inc. - 125%
arced Partners, Led. - 0.2041668% “Total - 100.00%
smcs B. Geitgey, Trustee of the Myja Trust - 0.0041668%
Keith Williams - 0.25%
Toul - 7.20%
T16S, R24E - Sec. 21: W/2NE/4, SE/4NE/4, W/2, SE/4, Eddy Co., NM 600.00 |State of New Mexico VA-2606 06/01/07  |State of New Mexico - 12.5% Capstone & LCX  |C. Mark Wheeles - 2.4166665% Pazallel Petroleum Cotp. - 85%
B. Elger - 2.4166665% Capstooe Oil & Gas Company LP - 12.5%
LCX Eoengy, LLC - 1.70% CMW Intecests, Inc, - 1.25%
Dale Douglas - 0.20833334% Explotation, Inc. - 1.25%
ageed Partncrs, Led. - 0.2041668% Total - 100.00%
ames E. Geitgey, Trustee of the Myja Trust - 0.0041668%
Keith Williams - 0.25%
Total - 7.20%
T16S, R24E - Sec. 30: Lots 1, 2, 3, 4, E/2W/2, Eddy Co., NM 318.08 {State of New Mexico VA-2607 06/01/07 |State of New Mexico - 12.5% Capstone & LCX  |C. Mack Wheeler - 2.4166665% Pacallel Petroleum Corp. - 85%

eery B. Elger - 2.4166665%

Capstone Oil & Gas Company LP - 12.5%

55:\0. 1.70%

CMW Interests, Inc. - 1.25%

Dale Douglas - 0.20833334%

Explonation, Inc. - 1.25%

areed Partners, Ltd. - 0.2041668%

Total - 100.00%

ames E. anmnw. Trustee of the Myja Trust - 0.0041668%

Keith Williams - 025%

Total - 7.20%
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Exploration

M Tract No. Description of Lands Acres Serial No. Dase asic Royalty a& Percentage bowwuo of Record Overriding %&B—Q and wad@aﬁwu Working Interest and Percentage
7 T168S, R24E - Sec. 20: E/2, Eddy Co, NM 320.00 {State of New Mexico VA-2615 06/01/07  |State of New Mexico - 12.5% Capstone & LCX _|C. Mark Whecler - 2.4166665% Parallel Petroleum Corp, - 85%
erry B. Elger - 2.4166665% Capstone Oil & Gas Company LP - 12.5%
LCX Eaegy, LLC - 1.70% CMW Interests, Inc. - 1.25%
Dale Douglas - 0.20833334% Elges Exploration, loc. - 1.25%
areed Partaers, Lud. - 0.2041668% Total - 100.00%
ames E. Geitgey, Trustee of the Myja Trust - 0.0041668%
Keith Williams - 0.25%
Total - 7.20%
8 'T16S, R24E - Sec. 28: E/2, Bddy Co., NM 320.00 {State of New Mexico VA-2616 06/01/07 |State of New Mexico - 12.5% Capstone & LCX  {C. Mark Wheeler - 2.4166665% Paralle] Petroleum Corp. - 85%
w.mﬁ.Nﬁgua\a Capstone Oil & Gas Company LP - 12.5%
LCX Eaergy, LLC - 1.70% CMW Interests, Inc. - 1.25%
Daie Douglas - 0.20833334% Elger Explosation, Inc. - 1.25%
acced Partners, Lid. - 0.2041668% Total - 100.00%
ames E. Geitgey, Trustee of the Myja Trust - 0.0041668%
Keith Williams - 0.25%
Total - 7.20%
9 T168, R24E - Sec. 28: W/2, Eddy Co., NM 320.00 |State of New Mexico VA-2617 06/01/07 {State of New Mexico - 12.5% Capstone & LCX  |C. Mark Wheeler - 2.4166665% Panallel Petroleum Corp. - 85%
eery B. Elger - 2.4166665% Capstone Oil & Gas Company LP - 12.5%
LCX Energy, LLC - 1.10% CMW Interests, Inc. - 1.25%
Dale Douglas - 0.20833334% Explorstion, Inc. - 1.25%
areed Partmers, Lud. - 0.2041668% Total - 100.00%
ames E. Geitpey, Trustee of the Myja Trust - 0.0041668%
Keith Williams - 0.25%
Total - 7.20%
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Tract No.

Exploration

Description of Lands Acres Serial No. Date asic Royalty and P age |1 of Record Overriding Royalty and Percentage Working Interest and Percentage
10 T168, R24E - Sec. 29: E/2, Eddy Co., NM 320.00 {State of New Mexico VA-2618 06/01/07  |State of New Mexico - 12.5% Capstone & LCX  |C. Mark Wheeler - 2.4166665% Pamlle] Petroleum Cosp. - 85%
erry B. Elger - 2.4166665% Capstone Oil & Gas Company LP - 12.5%
LCX Energy, LLC - 1.70% CMW lnterests, lnc. - 1.25%
Dale Douglas - 0.20833334% Exploation, Inc. - 1.25%
areed Partoers, Lad. - 0.2041668% Total - 100.00%
ames B, Omﬁuk. ‘Trustec of the Myja Trust - 0.0041668%
Keith Williams - 0.25%
Total - 7.20%
11 T165, R24E - See. 30:E/2, Eddy Co., NM 32000 |State of New Mexico VA-2620 06/01/07  |State of New Mexico - 12.5% Capstone & LCX  |C. Mark Wheeler - 2.4166665% Parallel Petroleum Corp. - 85%
eery B. Elger - 2.4166665% Capstone Oil & Gas Company LP - 12.5%
LCX Energy, LLC - 1.70% CMW Interests, Inc. - 1.25%
Dale Douglas - 0.20833334% Elger Exploration, lac. - 1.25%
arced Partners, Lid. - 0.2041668% Total - 100.00%
ames E Geitgey, Trustee of the Myja Trust - 0.0041668%
Kcith Williams - 0.25%
Total - 7.20%
12 'T16S, R23E - Sec. 36:E/2, Eddy Co., NM 320.00 [State of New Mexico VA-2657 07/01/07 |State of New Mexico - 12.5% Capstone & LCX  |C. Mark Wheeler - 2.4166665% Parallel Petroleum Corp. - 85%

erry B. Elges - 2.4166665%

Capstone Oil & Gas Company LP - 12.5%

LCX Eneqgy, LLC - 1.70% CMW Intecests, lnc. - 1.25%
Dale Douglas - 0.20833334% Elger Exploration, lac. - 1.25%
acced Partners, Lud - 0.2041668% Totl - 100.00%

ames E. Onmﬁnu..—.nﬁﬂn of the Myja Trust - 0.0041668%

Keith Williams - 0.25%

Total - 720%
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Tract No.

Uncommmou of Lands

Serial No.

1

asic Royalty and P, ge

of .’nooa

Overriding ED_Q and Percentage

i Working Interest and Percentage
13 T168, R24E - Sec. 17: E/2, Eddy Co., NM 320.00 {State of New Mexico VA-2776 02/01/08 |State of New Mexico - 12.5% Capstone & LCX |G, Mark Whecler - 2.50% Pagallel Petroleum Corp. - 85%
esry B. Elger - 2.50% Capstove Oil & Gas Company LP - 12.5%
LCX Eacegy, LLC - 1.70% CMW 1 , Inc. - 1.25%
Dale Douglas - 0.25% Elger Exploration, Inc. - 1.25%
areed Partness, Lad. - 0.245% Total - 100.00%
ames E. Geitpey, Trustee of the Myja Trust - 0.005%
Total - 7.20%
14 T168S, R23E - Sec. 21; E/2, Eddy Co., NM 320.00 {State of New Mexico VA-2775 02/01/08 |State of New Mexico - 12.5% Capstone & LCX  |C. Mack Wheeler - 2.50% Parallel Petroleum Corp. - 85%
erry B. Elger - 250% Capstone Oil & Gas Company LP - 12.5%
LCX Eacrgy, LIC - 1.70% CMW Interests, Inc. - 1.25%
Dale Douglas - 0.25% Elger Explomation, Inc. - 1.25%
arced Partners, Lad. - 0.245% Total - 100.00%
ames E. Geitgey, Trustee of the Myja Trust - 0.005%
Total - 7.20%
_ 15 'T165, R23E - Sec. 13: E/2, Eddy Co., NM 320.00 [State of New Mexico VA-2774 02/01/08 |State of New Mexico - 12.5% Capstone & LCX __|C. Mark Wheeler - 2.50% Parallel Petroleum Corp. - 85%
exxy B. Elger - 2.50% Capstone Oil & Gas Company LP - 125%
LCX Energy, LLC - 1.70% CMW Interests, Inc. - 1.25%
Dale Douglas - 0.25% Elger Exploration, Inc. - 1.25%
arecd Partners, Lad. - 0.245% Total - 100.00%
ames E. Geitgey, Trustee of the Myja Trust - 0.005%
Total - 7.20%
16 'T168, R24E - Sec. 17: W/2, Eddy Co., NM 320,00 |State of New Mcxico VA-2798 02/01/08 |State of New Mexico - 12.5% Capstone & LCX  |C. Mark Wheeler - 2.50% Parallel Petroleum Corp. - 85%

ery B. Elger - 2.50%

Capetone Oil & Gas Company LP - 12.5%

LCX Encrgy, LLC - 1.70%

CMW Interests, Inc. - 1.25%

Dale Douglas - 0.25%

Eﬁ&oﬂ. Inc. - 1.25%

arced Partaers, Lad. - 0.245%

Total - 100.00%

zmcs B, Geutgey, Trustee of the Myja Trust - 0.005%

Total - 7.20%
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Exploration

w Tract No. Description of Lands Acres Serial No. Date asic Royalty and Percentage | Lessee of Record Overriding Royalty and Percentage Working Interest and Percentage
17 T168, R23E - Sec. 24: E/2 & SW/4, Eddy Co., NM 480.00 jState of New Mexico VA-2797 02/01/08  {State of New Mexico - 12.5% Capstone & LCX  |{C. Mark Wheeles - 2.50% Paralie] Petroleum Corp. - 85%
jexry B. Elger - 2.50% Capstone Oil & Gas Company LP - 12.5%
| LCX Energy, LLC - 1.70% CMW I , Inc. - 1.2%%
f
gé-o&e\e m_mnmnvgg.abm..\e
arced Partness, Led. - 0.245% Total - 100.00%
ames E. Geitgey, Trustee of the Myja Trust - 0.005%
Total - 7.20%
18 T168, R24E - Sec. 19: E/2, Eddy Co., NM 320.00 {State of New Mexico VA-2897 04/01/08  [State of New Mexico - 12.5% Capstone & LCX  |{C. Mark Wheeler - 2.50% Parallel Petroleumn Coryp. - 85%
B. Elger - 250% Capstone Oil & Gas Company LP - 12.5%
—bnmphﬂ«.—hh._.qce\e CMW I s, Inc. - 1.25%
Dale Douglas - 0.25% Elger Explorstion, Inc. - 1.25%
areed Partners, Lad. - 0.245% ‘Total - 100.00%
ames E. Geitgey, Trustee of the Myja Trust - 0.005%
19 T168S, R24E - Sec. 19: W/2, Eddy Co., NM 315.40 {State of New Mexico VA-2881 04/01/08  |State of New Mexico - 12.5% Capstone & LCX  |C. Mark Wheeler - 2.50% Parallel Petroleum Corp. - 85%
erry B. Elger - 250% Capstone Oil & Gas Company LP - 12.5%
LCX Eaesgy, LLC - 1.70% CMW Interests, Inc. - 1.25%
Dale Douglas - 0.25%. Elger Exploation, Inc, - 1.25%
Partoers, Lad. - 0.245% Total - 100.00%
ames E. Geitgey, Trustee of the Myja Trust - 0.005%
Total - 720%
Totals: 6833.48
Federal (BLM) Lands: 64000  9.3656528%
State of New Mexico Lands: 6193.48| 206343472%
‘Totals: 6833.48| 100.0000000%
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EXHIBIT "C". SCHEDULE OF TRACT PARTICIPATION

Tract Number Unit Participation Percentage

! 9.3656528
2 4.6828263
3 4.6828263
4 4.6828263
5 8.7802994
6 4.6547294
7 4.6828263
8 4.6828263
9 4.6828263
10 4.6828263
11 4.6828263
12 4.6828263
13 4.6828263
14 4.6828263
15 4.6828263
16 4.6828263
17 7.0242395
18 4.6828263
19 4.6155107

Total: 100.0000000



PARALLEL PETROLEUM CORP.

GEOLOGY OF
PARIS DRAW (WOLFCAMP) EXPLORATORY UNIT
T-16-S R-23/ 24-E
EDDY COUNTY, NEW MEXICO

Parallel Petroleum Corp. proposes the formation of an exploratory
state unit consisting of 6833.48 acres in portions of T-16-S, R-23-E
and R-24-E of Eddy County, New Mexico (see Unit Agreement: Paris
Draw Exploratory Unit Area document). The proposed unit is situated
along the western boundary of a major resource play, which is actively
being developed, by a number of major operators. The target for this
play is gas charged porosity developed within shelf carbonates of
upper Wolfcamp age. Because of the continuity of this porosity over an
area of several hundred square miles, this gas filied reservoir is being

exploited by horizontal drilling methods similar to those used in other
major resource plays.

LITHOLOGY AND DEPOSITIONAL ENVIRONMENT

An extensive area of gas filled porosity has been recognized in
northwestern Eddy County since operators in the 1970’s attempted to
extend Pennsylvanian (Morrow) production in this portion of the
county. Very few wells encountered economic production within the
Morrow formation. Many of these wells did however, encounter
hydrocarbon (gas shows) within a carbonate sequence situated
immediately beneath the main Abo backreef carbonates. Completion
attempts within this porosity typically yielded poor flow rates of
natural gas in non-commercial volumes. Numerous gas fields were
eventually established including: Cottonwood Creek; Cottonwood
Creek, East; Cottonwood Creek, West; Eagle Creek; High Hope; High
Hope, East, Collins Ranch,; Collins Ranch N.E., Gopher; Antelope Sink;
Antelope Sink, West; and Runyon Ranch. Detailed log correlations
between these fields, which define a fairway with dimensions of
approximately 30 miles by 8 miles, suggested that all production was
developed within the same carbonate interval. Open hole log and
mudlog records of the untested wells (mostly dry holes) situated

between these fields demonstrate that extensive reservoir continuity
exists between all of these fields.
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Based on the distribution of these fields and the widespread
occurrence of porosity, a probable depositional setting for this
reservoir is an open to restricted platform environment behind a
Wolfcamp platform margin situated basinward (southeast) from the
production. This platform would have formed as part of the Northwest
Shelf (landward along the northwest margin of the Delaware Basin).
Cores and open hole logs indicate the porosity is typically overlain by
anhydrite filled dolomitic carbonates. Well control located to the
northwest suggests that the gas filled porosity becomes increasingly
occluded by anhydrite in that direction (in response to the increasingly
more saline conditions). It seems probable that up-dip anhydrite-filled
porosity is the stratigraphic trap responsible for this hydrocarbon filled
play.

Porosity within this play occurs as 2’ to 10’ thick “spiky” (5% to 14%)
units separated by low porosity dolomites and limestones. Core
analysis indicates the presence of intercrystalline porosity, probably
related to diagenetic alteration of limestone to dolomite. These
porosity events occur within an overall gross interval of 30’ to 60’. This

gross interval typically becomes the lateral target for drilling
operations.

Encountering fracture porosity within the target zone has been
determined to be an enhancement to productivity and overall ultimate
gas recoveries. Oriented core analysis, micro-seismic monitoring and
FMI logs within the play, all suggest a roughly northeast-southwest
natural fracture orientation. Most operators have re-designed well path
orientation from north-south to east west in order to maximize
potential fracture encounters in laterals. The importance of fracture
encounters was recognized when well performance could not be
predicted based on the overall thickness of and total matrix porosity as
determined by logs within the target zone. On Cross-section A-A’, the
log porosity and zone thickness encountered in the LCX 1724 Kincaid
111 does not appear significantly different than that in the Perenco
State 1624 #291 well or the EOG Colorado “"B” 22 Federal #1H (on

Cross-section B-B’), yet it's productivity is magnitudes better than any
of the wells included on both cross-sections.



CHARACTERISTICS

Although over 200 wells have been permitted and/or drilled to date

within this play, many questions remain unanswered regarding key
elements and characteristics.

As previously described, the up-dip reservoir limits are largely
undefined. Very littie well control exists along this boundary. Based on
the model that anhydrite occluded porosity increases in the up-dip
direction, currently unanswered questions are: Where is the up-dip
economic limit/boundary of the play if reserves become increasingly
poor in that direction? Also: in conjunction with the complexity of the
porosity types, what are the expected reserves per well and what is
the effective drainage area per well? EOG Resources is actively drilling
a number of sections on 160 acre spacing. Pressure data has not been
made public from these wells to conclude whether they are in
communication or not. These are questions that will hopefully be
addressed in part by the OCD approving of Parallel’s request to form
this exploratory drilling unit.

Dip determination is critical for the planning and design of each lateral
to keep the well path within or at least proximal to the target porosity
horizon. A structure map of the top of the Wolfcamp shale provides the
most regionally consistent mapping surface from which to determine
the correct attitude of the target zone. This shale represents a
regionally deposited zone from which true structural dip across the
proposed unit can most accurately be established.

PROPOSAL

The Paris Draw (Wolfcamp) Unit (as proposed) seeks to promote
the orderly development of gas resources as found within the
Wolfcamp reservoir as described. The well control developed by drilling
within this unit will aid in answering a number of economic and
geologic questions regarding this resource play. It is the opinion of the
applicant (Parallel Petroleum Corp.) that OCD approval of this unit will

prevent waste and protect the correlative rights of Parallel Petroleum
and its partners.



