’Ancr Quesar &6
Brinnins AN
1D 15950 w

Continental /

Levick-Fed Py

TD 5344
=]

b o
7 B R o
. 15%1' 4
. »’ ?
-10766

t

.-:;. g h g W"’*'" 27,

10852

2712 smq"

T0 5130

ockle
Cont!-5%

31

32

4| r
Continantal 7
™ 30
57 i ,,f
Ghey S RN I
B .'... ;':.I:':'... n ‘
§ I43ll
?.v{r:r.’v}
-1033¢
3|

¥ Sy JA
-10483- 10241 40589
5“ ﬂ‘//[dh”mf Ul 57
' T 16100 &4
——0,2 ett I
@\ . 50”#2060'“ 3 45 Q . )
I N =lliad- B \wlmoa ib'r’rr
& owa - _ -
~ 12500 desE g} ¢ ;AN
1-AG : 8 10 'l ! ‘ ) 6/ \ 8
Wi shore 9 > | Joe9sE
7D 5210 r "
| D Ai285E W
.“ \U : § —"t /
< e 'M _—_
17 =
: BTy 3 Lt -11000
C Holley- St 25 5 M/
o - | N Q’ k o' e )
/"—’ ' 4 Qs az°° ~ -msn /
| e /e & i o
P" Io 5230 / i -II344E > \‘o"’”
' | : 7 ® 20
?f’uw'" B e ™ m
Q@ 5 O 1 JAZQ@—\ ¢ . ".\ =11 B
1 , NIT B
fwite ] ™
tate Jhee &
47 Kirklin e 2 26 s 30\\\&‘2
ot M 7>
2 b, A ge g,
4/ = Y . 3’1;:%0 ~7
,%

Hill s Meeker

Bass - Fed ‘
O 5198
7 \ ]
%a"‘ana
ass - Fad
521 N\
e

@0C0ee

irklin
Lea=5?
T 8346 o,

v
EX-

ks %

LEA COUNTY, NEW MEXICO

PETROLEUM CO.
PERMIAN BASIN DIVISION

JACKSON UNIT

hod
.,/ ”

Structure Top of the MlSSISSlppICIn

8

Isopach Morrow 'B' Sandstone

Structure C.1.=100'

Isopach C.1.=15'




Jeose W Jeffers
N £

. . : 7 L. R N o v — -
| . T

MESR 2

PETROLEUM CO. : J A —

November 12, 1980 Joz 7

Feuring ug /2; - é"aw
To: Commissioner of Public Lands To: 0il Conservation Division
State Land Office Fnergy and Minerals Department
Santa Fe, New Mexico Santa Fe, New Mexico

Subject: Jackson Unit
Lea County, New Mexico

Unit Approval for Geology and Areal Extent

RECOMMENDATION

It is recommended that the Jackson Unit encompassing the following
described acreage in Lea County, New Mexico;

Township 24 South, Range 33 East
Section 15 : Al
Section 16 : All
Section 21 : A1l
Section 22 : A1l

be considered sufficiently defined by geology and geophysics to be
elevated to drilling status and a program be initiated to form a
State approved drilling unit for the drilling of a 16,000 foot
Morrow test to evaluate all of the formations penetrated at the
subject location, to be located 1980 feet from the North and East
lines of Section 22, Township 24 South, Range 33 East, Lea County,
New Mexico.

GEOLOGICAL

- General -
The Jackson Unit outline covers an area geologically mapped on top
of the Mississippian Chester shale. The map shows the Jackson Unit
to be on the flank of the large Bell Lake structure and separated
from it by down to the west faults. A Tow relief structure nose
covers the proposed Jackson Unit.

The primary objective of the proposed wildcat well is the Pennsylvanian
Morrow sandstones which have proven productive three (3) miles to the

MESA PETROLEUM CO./ VAUGHN BUILDING / SUITE 1000 / AC 915 / 683-9391 / MULAND. TEXAS 79701
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east in the Superior #1 & #2 Government "L" wells in Section 18-
T24S-R34E and three (3) miles to the northeast in the Bell Lake
Field. Secondary objectives will be the Pennsylvanian Atoka and
Strawn, and Permian Wolfcamp age reservoir rocks which have pro-
ven to be prospective over low relief structural noses in this por-
tion of the Delaware Basin.

- Structure -

The structural configuration shown on exhibit map #'1", contoured
on the Top of the Mississippian Chester shale reflects structure
present as mapped seismically on Top of the Siluro-Devonian.

Structural closures and noses, exhibit # 'L') appear to be the pri-
mary trapping mechanism for much of the Pennsylvanian Morrow
stratigraphic gas accumulations present in this portion of the
Delaware Basin. Good Morrow production is obtained where proper
stratigraphic conditions prevail over, or flanking, older struc-
tural highs.

The Jackson Unit boundary is smaller than the prospective area.
The reasons for not including all acreage covering the prospec-
tive area in the unit boundary are as follows. The east side
is controlled by held-by production acreage. The north and
west already have units covering most of the acreage in those
directions. To the south is downdip and not considered at this
time to be as prospective as the outlined Unit area.

STRATIGRAPHY AND POTENTIAL PAYS

- Morrow -

Coarse-grained reservoir rocks of the Lower Pennsylvanian Morrow
Formation represent an economically important geological asset to
Southeastern New Mexico. Numerous large and small gas and gas-
condensate fields produce in Lea and Eddy Counties. Good Morrow
production is normally obtained where proper stratigraphic condi-
tions prevail over, or flanking, older structural highs. These
proper stratigraphic conditions are interpreted as being the re-
sult of the classic depositional mode by which marine deltas are
formed. In the regional context, non-marine fluvial systems
draining the ancient Pedernal land mass from the northwest toward
the southeast dropped their sediment load into a group of progres-
sively younger, and prograding, near shore marine deltaic systems
fringing and fiiling the North Delaware Basin. Much of the sedi-
ment load deposited was coarse-grained sand which ultimately
formed the Morrow gas reservoirs.

In the Jackson Unit area there are several different types of rocks
of Morrow age. These different types of rocks indicate deposition
from different environments. Some of the rock types are: Qolitic
marine limestones, grey green marls, and grey and black shales, all
of these are interbedded with the coarse-grained ilorrow sandstones.
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Our interpretation of the stratigraphic sequence in the area
is that of a major drainage system passing over and flanking
the prospect anomaly. An isopach of one of the Morrow sand-
stone zones is displayed on exhibit #w1v indicating a thick
sandstone trending across the Jackson Unit. There is ade-
quate reason to believe the unit outline has the potential
of thick Morrow sandstone accumulations.

The nearest Morrow sandstone production to the Jackson Unit
area is from the Superior #1 & #2 Government wells located
approximately three (3) miles east of the Unit outline.

These wells are structurally higher than the Jackson Unit,
however, the unit appears to be situated in the same Morrow
drainage system with a similar structural situation separated
by a fault from the Superior wells. Three miles to the south
of the Unit and in the same fault block the HNG #1-11 Bell
Lake Tocated in Section 11-T25S5-R33E has established produc-
tion from the Morrow. To the north and southwest the wells
encountered Morrow sandstones which proved to be non-produc-
tive because of lack of permeability.

The above evidence shows that a well on the Jackson Unit has
an excellent chance of commercial production from the HMorrow
sandstones.

- Atoka -

Atoka production is a strong secondary possibility on the
Jackson Unit. The Atoka produces in the Bell Lake field to
the northeast and is productive to the north and southeast
as shown on exhibit #"1'.

- Strawn -

The Strawn formation has potential as an additional reservoir
in the Jackson Unit. The HNG well to the south encountered
good show in this formation while drilling.

- Permian Wolfcamp -

Wolfcamp carbonates produce just north of the Unit area in the
Mesa #1 Jog State located in Section 2-T24S-R33E. A carbonate
buildup over a structural nose over the Unit area could enhance
the potential from this zone.

In summary, the Jackson Unit has excellent potential from the
primary objective Morrow sandstones and strong additional
potential from Atoka sandstones and carbonates, Strawn car-
bonates and Permian Wolfcamp carbonates.
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A 16,000 foot Morrow test located 1980 feet from the north line
and 1980 feet from the east line of Section 22-T24S-R33E should
encounter the below listed formation tops at the following esti-
mated depths:

FORMAT ION DEPTH DATUM
Delaware SS 5300 -1702
Bone Spring 91090 -5502
3rd Bone Spring SS 11825 -8227
Wolfcamp 12109 -8502
Strawn 13550 -9952
Atoka 13800 -10202
Morrow 14700 -11102
Miss Chester Shale 15880 -12282

Respectfully submitted,

Loy W il e

Ve [ 124

’/Joseph W. Jeffers
Mesa Petroleum Co
Division Geologist
Permian Basin Division



UNIT ACRECMENT
FOR THE DLEVELOPMENT AND OPERATION

OF THE
Jackson UNIT AREA
Lea COUNTY ,NEW MEXICO
NO.
THIS AGREEMENT, entered into as of the 1l5thday of November

19 80 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

0il or gas interests in the unit area subject to this agreement; and

WHEREAS, the Commissioner of Public lands of the State of New Mexico 1is
authorized by an Act of the Legislature (Sec. 3, Chap. 88, Laws 1943) as amended
by Dec. 1 of Chapter 162, Laws of 1951, (Chap. 19, Art. 10, Sec. 45, N. M. Statutes
1978 Annot.), to consent to and approve the development or operation of State Lands
under agregmenés made by lessees of State Land jointly or severally with other lessces
where such agreements provide for the unit operation or development of part of or all

of any oil or gas pool, field, or area; and

WHERFAS, the Commissioner of Public Lands of the State of New Mexico is
authorized by and Act of the Legislature (Sec. 1, Chap. 162), (Laws of 1951, Chap.
19, Art. 10, Sec. 47, N. M. Statutes 1978 Annotated) to amend with the approval of

lessee, evidenced by the lessec's execution of such agrecment or otherwise, any oil

and gas lease embracing State Lands so that the length of the term of said lease may
coincide with the term of such agreements for the unit operation and development of

part or all of any oil or gas pool, field,-or area; and

WHEREAS, the 0il Conscrvation Division of the Energy and Minerals Depart-
ment of the State of New Mexico (hercinafter referred to as the "Division'), 1s
authorized by an Act of the lLegislature (Chap. 72, Laws 1935, as amended, being
Section 70-2-1 et scq; New Mexico Statutes Annotated, 1978 Compilation) to approve
this agreement and the conservation provisions hercof; and

WHEREAS, the partics hercto hold sufflf{ctent intervests in the

Jackson Unit Area covering the land hereinafter described to pfve reasonably

effective control of operatlions theredn; and



WHEREAS, 1t 1s the purpose of the partics hereto to conserve natural
resources, prevent waste and sccure other benefits obtainable through development and

operation of the area subject to this agrcement under the terms, conditions and lim-

itations herein set forth;

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

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

Township 24-S , Range 33-E N.M.P.M.

Sections: 15,16,21,223 All

containing 2560 acres, more or less,

Lea County, New Mexico

.

Exhibit A attached hereto is a map showing the unit area and the boundaries
and identity of tracts and leases in said area to the extent knowﬂ to the unit oper-
ator. Exhibit B attached hereto is é 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 said schedule or map shall be
construed as a representation by any party hereto as to the ownership of any interest
other than such interest or interests as are shown on said map or schedule as owned
by such party. Exhibits A and B shall be revised by the unit operator whenever changes
in ownership in the unit area render such revisions necessary or when requested by thé
Commissioner of Public Lands,.hereinafter referred to as "Commissioner" or the 0il

Conservation Division, hereinafter referred to as the "Division".

All land committed to this agrement shall constitute land referred to herein
as "unitized land" or "land subjcct to this agrecment'.

2, UNITIZED SUBSTANCES: All oil, gas, natural gasoline, and assoclated

fluid hydrocarbons in any and all formations of the unitized land arc unitized under
the terms of this agreement and hercin are called "unitized substances".
3. UNIT OPERATOR: _Mesa Petroleum Co. , whose address is

79701 .
Suite 1000, Vaughn Bldg., Midland, Tex. is hereby designated as unit operator and by

signature hercto comaits to this agreement all {nterest in unitized substances vested
in it as sct forth in Exhibit B, and agrees and cousents to accept the duties and obli-
gations of .unit operator for the dliscovery, development and production of unitized sub-

stances as heredn provided.,  Whencever refercence {s made heretn to the unit operator,



such reference mecaus the unit operator acting in that capacity and not as an owner of
interests in unitized substances, and the term "working {nterest owner" when ua;d here-
in shall include or refer to unit operator as the owner of a working interest when

such an {nterest {s owned by f{t.

4. RESGINATION OR REMOVAL OF UNIT OPERATOR: Unit operator shall have the

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

Unit operator may, upon default or failure in the performance of its duties
or obligations hereunder, be subject to removal by the same percentage vote of the

owners of working inerersts determined in like manner as herein provided for the selec-

tion of a new unit operator. Such removal shall be effective uﬁon notice thereof to
the Commissioner and the Division.

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

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

unit opcrator or shall be removed as hereinabove provided, the owners of the workigg
interests acc?rding to their respective acreapge interests in all unitized land shall

by a majority vote select a successor unit operator; provided that, if a majority

but less than seventy-five percent (75%) of the working interests qualified to votc

is owned by one pn%ty to this agreement, a concurring vote of sufficient additional
partics, so as to constitute in the aggregate not less than seventy-five percent (75%)
of the total working interests, shall be required to sclect a new operator. Such selec-~
tion shall not becowe effvctive until (a) a4 unit operator so selected shall accept in

writing the duties and responsibilitfes of unit opevater, and (b) the selection shall



have been approved by the Commissioner. If no successor unit operator is selected and
qualificd as herein provided, the Commissioncr at his election, with notice to the

Division, may declare this unit agreement terminated.

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

all costs and expenses incurred in conducting unit operations hereunder, and usch costs
and expenses and the working interest benefits accruing hereunder shall be apportioned,
smong the owners of the unitized working interests In accordance with an operating
agreement entered into by and between the unit operator and the ownefs of such inter-
ests, whether one or more, separately or collectively. Any agreement or agreements
entered into between the working interest owners and the unit operator as provided

in this section, whether one or more, are herein referred to as the "Operating Agree- -
ment”. No such agreement shall be deemed either to modify any of the terms and con-
ditions of this unit agreement or to relieve the unit operator of any right or obli-
gation established under this unit agreement and in case of any-inconsistencies or
conflict between this unit agreement and the operating agreement, this unit agree-
ment shall prevail.

7. RICHTS AND OBLIGATIOMNS OF UNIT OPERATOR: Except as otherwise specifi-

cally provided herein, the exclusive right, privilege and duty of exercising any aund
all rights of the parties hereto which are necessary or conveniént for prospecting for,
producing,-storing, allocating and distributing the untizied substances are hereby
delegated to and shall be exercised by the unit operator as herein provided. Accept-
"able evidence of title to said rights shall be deposited .with .said unit operator and, .
together with this agreement, shall constitute and define the rights, privileges and
obligations of unit operator. Nothing hecrein, however, shall ‘be construed to transfer
title to any land or to any lease or operating agreement, it being undcrstood that under
this agreement the unit operator, in its capacity as unit operator, shall exercise the
rights of possession and usc vestcd in the parties hereto only for the purposes herein
specified.

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

after the effective date of this agrecment, commence operations upon an adeguate test

well for oil and gas upon some part of the lands embraced within the unit area and

shall drfll said well with due diligince to a depth sufficient to attain the top of
(Chester)

the Mississfpplan  /  formation or to such a depth as unitived substances shall be

discovered in paying quantitfes at a lesser deptle or unfel {t shall, in the opinion

of unlt opcrator, be determined that the further dreillfng of said well shall be un-

warrantced or fupracticable; provided, howvever, that unlt opevator shall not, in any

event, be required to drefltl sald well to a depth fn excess 0f 16,000 feet, Until

-4 -



a discovery of a deposit of uuftized wubutances capable of being produced {n paylng
quantities (to-wit: quantitics sufficient to repay the costs of drilling and produc-
ing opcrations'wgth a reasonable profit) unit opefator shall continue dri}ling dili-
gently, one well at a time, allowing not more than six months between the completion of
one well and the beginning of the next well, unt{l a well capable of producing unitized
substances in paying quantities is completed to the satisfaction of the Commissioner
or until it is reasonably proven to the satisfaction of the unit operator that the
unitized land is incapable of producing unitized substances in paying quantities in
the formation drilled hereunder.

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

by this unit agreement shall cease and terminate as of such date.

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

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

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

After discovery of unitized substances in paying quantities, unit operator
shall proceed with diligence go reasonalbly develop the unitized area as a reasonably
prudent operator would devalop such arca under the same or simtlar eircumstances,

1f the unit opevator should fafl to comply with the above covenant for
reasonable development this agreement may be termfnated by the Comnlsusioner as to
all Jands of the State of New Mexico euwbraclng undeveloped repular well spacling or
proration unitys, but fu such event, Lhe hauia of pavtletpattion by the working intevest

owners shall remata the same as {6 this aprecaent had not been termlonated ag to such

[ 8
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lands; provldcd,‘howcvvr. the Conmlssfoner shall glve notlce to the unit operator

and the lcssces of record in the manner prescribed by (Sec, 19-10-20 N. M., Statutes

1978 Annotated,) of intention to cancel on account of any alleged breach of satd

covenant for reasonable development and any decision entered thereunder shall be

subject to appeal in the manner prescribed by (Sec. 19-10-23 N.M. Statutes 1978 Annotated),
and, provided further, in aéy event the unit operator shall be given a reasonable op-
portunity after a final determination within which to remedy any default, fafling in

wvhich this agreement shall be terminated as to all lands of the State of New Mexfco
embracing undeveloped regular well spacing or proration units.

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

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

Notwithstanding any provisions containcd herein to the contrary, each work-
ing interest owner shall have the right go take such owner's proportionate share of
the unitized substances in kind or to personally sell or dispose of the same, and
nothing herein contained shallvpe construed as giving or granting to the unit operator
the right to scll or othervise dispose of the proportionate share of any working inter-
est owner without specific authorization from time fo time so to do.

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

tract in the unitized arca established under this agrcement, except any part thereof

used [or production or development purposes hercunder, or unavoidably lost, shall be
deemcd to be produced equally on an acreage basis from the several tracts of the unitized
laud, and for the purpose of determining any bencefits that accrue on an acreape basls,
each such tract shall have allocated to it such percentage of sald production as its area

bears to the entire unitized area. Tt s herceby apreed that production of unitized

subsitances from the unftized area shall be allocated as provided hidrein, regarvdless
of whether any wells are drflled on any particular tracts of safd unftized arca,
-6 -



12, PAYMENT OF RENTALS, ROYALTIES AND OVERRIDING ROYALTIES:

All rentals due the State of New Mexlco shall be patd by the reuspective
lease owners in accordance with the terms of their leases.

All royalties duc to the State of New Mexico under the terms of the leascs
committed to this agreement shall be computed and paid on the basis of all unitized
substances allpcated to the.respective leases committed hereto; provided, however,
the State shall be entitled to take in kind its share of the unitized substances al-

- located to the respective leases, and in such case the unit operator shall make delfveries
of such royalty oil in accordance with the terms of the respective leases.

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

If the unit operator introduces gas obtained from sources other than the
unitized substances into any producing formation for the purpose of repressuring,
stimulating or increasing the ultimate recovery of unitized substances therefrom, a
like amount of gas, if available, with due allowance for loss or depletion from any
cause may be withdrawn from the formation into which the gas was introduced royalty

free as to dry gas but not as to the products extracted therefrom: provided, that such

withdrawal shall be at such time as may be prov{ded in a plan of operation consented
to by the Commissioner and approved by the Division as conforming to good petroleum
engincering practice; and provided further, that such right of withdrawal shall ter-
minate on the termination of this unit agreement.

If any lease committed hereto is burdened with an overriding royalty, pay-

ment out of production or cther charge in addition to the usual royalty, the owner

of each such lease shall bear and assuime the samce out of the unitized substances

allocated to the lands embraced in cach such lease as provided hercin.

13. LEASES AND CONTRACTS CONFORMED AND EXTENDED INSOFAR AS THEY APPLY

TO LANDS WITHIN 18 UNYTIZED ARDA:

The terms, conditions and provicions of all leases, subleases, operating
aprecacnts and other contracts reltaing to the exploration, drilling development or
opvrntioﬁ for oil or gas of the lands comnmitted to this agreement, shall as of the
elfoctive date hereof, be and the same are hereby expressly modified and amended

insofar as they apply to lands within the unitized area to the extent necessary to

-7 -
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mke the same conform to the provisions hereof and so that the respective terms of
sald leases and agrecments will be extended insofar as necedsary to colncide with
the term of this agreement and the approval of'this agreement by the ommissionecr and
the respectlive lessors and lessees shall be effective to conform the pfovlsions and
extend the terms of each such lease as to lands within the unitized area to the pro-
visions and tcrms of this aéreement; but otherwise to remain in full force and effect.
Each lease committed to this agreement, insofar as it applies to lands within the
unitized area, shall continue in force beyond the term provided therein as long as
this agreement remains in effect, provided, drilling operations upon the initial test
well provided for herein shall have been commenced or said well is in the process of
being drilled by the unit operator prior to the expiration of the shortest term lease
committed to this agreement. Termination of this agreement shall not effect any lease
which pursuant to the terms thereof or any applicable laws would continue in full force
and effect thereafter. The commencement, completion, continued operation or production
on each of the leasehold interects committed to this agreement and operations or pro-
duction pursuant to this agreement shall be deemed to be operations upon and produc-
tion from each leasehold interest committed hereto and there shall be no obligation
on the part of.the unit operator or any of the owners of the respective leasehold
interests comitted hereto to drill offsets to wells as tetween the leasehold inter-
ests committed to ths agreement, except as provided in Section 9 hereof.

Any lease 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
as to the protion not’committed and the ;crms of such leases shall apply separately as
to such segregated portions commencing as of the effective date hereof. Notwithstand-
ing any of the provisions of thjs agrebment to the contrary, any lease embracing lands
of the State of New Mexico having only a portion of its lands committed hereto shall
continue in full force and effect beyond the term provided thercin as to all lands -
embraced in such lcase, if o0il and gas, o; either of them, are discovered and are being
produced in paying quantitics from some part of the lands embraced in such lease com-
mitted to this aprecnent at the expiration of the sccondary term of such lease, or 1f,
at the cxpiration of the secondary term, the lessce or the unit operator is then en-
gaged in boua fide drilling or reworking operations on scme part of the lands embraced
therein shall remain in full foree and ¢ffect so long as such operations ave belng
diligcently prosccuted, and they result fn the productlon of oil or gas, sajd lease
shall continue #n full force and ¢ffceect as to all of the lands embtaced therein, so lonp
thereafter as ofl and gas, or efther of them, are being produced in paylng quantitfes fro

any portlon of safd landu,



14. CONSERVATION: Operations hereunder and oroduction of unitized sub-

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

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

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

be covenants running with the land with respect to the interests of the parties here-
to and their successors in interest until this agreement terminates, and any grant,
transfer or conveyance of interest in land or leases subject hereto shall be and here-
by is conditioned upon the assumption of all privileges and obligations hereunder to
the grantee, transferee or other successor in interest. No assignment or transfer or
any working, royalty, or other interest subject hereto shall be binding upon unit op-
erator until the first day of the calendar month after the unit operator is furnished
with the original, photostatic, or certified copy of the instrument of transfer.

17. BEFFECTIVE DATE AND TERM: This agreement shall become effective upon

approval by the Commissioner and the Division and shall terminate in two years after
such date unless (a) such date of expiration is extended by the Commissioner, or (b)

a valuable discovery of unitized substances has been made on unitized land during said
initial term or any‘extension thereof in which case this agreement shall remain in
effect so0 long as unitized substances are being produced in paying quantities from the

unitized land and, should production cease, so long thereafter as diligent operations

are in progress for the restoration of production or discovery of new production
and so long thereafter as the unitized substances so discovered can be produced as
asforesaid. This agreement may be terminated at any time by not less than seventy-
five percent (75%) on an acreage basis of the owners of the working interests,
signatory hereto, with the approval of the Commissioner and with notice to Division.
Likewise, the failure to comply with the drilling requirements of Section 8 hereof,
may subject this agreement to termination as provided in said section.

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

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

Commission, and in conformity with all applicable laws and lawful regulations.



19, AVPEARANCES: Unit operator shall, after notice to other partlen af-
fected, have the right to appcar for and on behalf of any and all interests affected
hereby, before the Commissioncer of Public Lands and the Division, and to appeal from
orders issued under the regulations of the Commissioncr or Division, or to apply for
relief from any of said regulations or in any proccedings on its own behalf relative
to operations pending before the Commissioner or Division; provided, however, that any
other interest party shall also have the right at his own expense to appear and to
participate in any such proceeding.

20.NOTICES: All notices, demands, or statements required hereunder to be given
or rendered to the parties hereto, shall be deemed fully given, if given in writing and
sent by postpaid registered mail, addressed to such party or parties at their respec-
tive addresses, set forth in ccnnection with the signatures hereto or to the ratifi-
cation or consent hereof, or to such other address as any such party may have furnished

in writing to party sending the notice, demand, or statement.

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

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

22. LOSS OF TITLE: 1In the event title to any tract of unitized land or

substantial interest therein shall fail, and the true owner cannot be induced to join
the unit agreement so that such tract is not comumitted to this agreement, or the oper-
tion thereof hereunder becomes impracticable as a result thercof, such tract may be
eliminated from the unitized areca, and the interest of the parties recadjusted as a re-
sult of such tract being eliminated from the unitfzed area. In the event of a dispute
as to the title to any royalty, working, or other Interest subject hercto, the unit
operator may withhold payinent or delivery of the allocated portion of the unitized
substances invelved on account thereof, without liability for Interest until the dis-
pute is finally settled, provided that no payments of funds due the State of lew Mexico
shall be withbheld., Unit operator, as such, 1s velieved from any responsibility for any
defect or failure of any title hercunder, .

23, SUBSEQUENT JOINDER:  Any ofl or gas interest o lands within the unft

arca not committed hereto, prior to the submlsston of the apgrecment for flaal approval

- 10 -
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by fhe‘Cummlhsioﬁcr and the Divislon, may be committed hereto by the owner or owners

of such rights, subscribing or consenting to this agreement, or executing a rat{fi-
cation thercof, and if such owner {8 also a working interest owner, by subscrlglng to
the operating agrcement providing for the allocation of costs of exploration, develap-
ment, and operation. A subsequent joinder shall be effective as of the first day of the
month following the approval by the Commissioner and the filing with the Division of
duly executed counterparts of the instrument or instruments committing the intcrest of
such owner to this agreement, but such joining party or parties, befére participating
in any benefits hereunder, shall be required to assume and pay to unit.opera:or, their
proportionate share of the unit expenses incurred prior to such party's or parties '
joindef in the unit agreement, and the unit operator shall make appropriate adjustments
¢qhsed by such joinder, without any retroactive adjustment or revenue.

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

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

IN WITNESS WHERECF, the undersigned parties hereto have caused this agree-

ment to be executed as of the respective dates set forth opposite their signatures.

UNIT OPERATOR AND WORKTNG INTEREST OWNER

OPERATOR

DATE: ' By
ATTEST President

BY

OTHER VORKING INTEREST OWNERS

Company

DATE: By:

Address

- 11 -
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Unit Outline

Tract Number

State of New Mexico Lands
2,560.00 Acres - 100% of
Unit Area

1" 4 1

EXHIBIT A
JACKSON UNIT AREA

Lea County, New Mexico




EXHIBIT "B"

Schedule Showing all Lands and Leases

Within the Jackson Unit Area
Lea County, New Mexico

TRACT DESCRIPTION LEASE NO. AND BASIC ROYALTY LESSEE OF RECORD OVERRIDING ROYALTY WORKING INTEREST
NO. OF LAND ACRES EXP. DATE & PERCENTAGE AND PERCENTAGE AND PERCENTAGE AND PERCENTAGE
ALL LANDS - State of New Mexico
All Lands are in T-24-S, R-33-E, NMPM
I, Sec. 16: E%, S%NW%, 480.00 L-5167 State Aminoil, USA, Inc. All None Aminoil, USA, INC. All
SkSW4 2-1-81 12.5 (Signal 0il & Gas)
2. Sec. 22: N%NWX, SW4NW%, 240.00 L-5168-2 State Mesa Petroleum Co. All Betty A. Davis 2.00 Mesa Pet. Co. All
NE4Sw%, S4SE% 2-1-81 12.5 Glen D. Aaron  1.25
Midland Nat'l
Bank Agent 1.25
3. Sec. 21: NE%, Nkswk 240.00 L-5268-2 State Mesa Petroleum Co. All Glen D. Aaron 1.25 Mesa Pet. Co. All
3-1-81 12.5 Midland Nat'l
Bank Agent 1.25
4, Sec. 15: N% 320.00 LG-3176 State Mesa Petroleum Co. All None Mesa Pet. Co. All
11-1-85 12.5
5. Sec. 16: NYNWX, 160.00 LG-4136 State Cal-Mon 0il Co. All None Cal-Mon 0il Co. All
NYSWk 4-1-87 12.5



Sec. 21: NW%, SEX%, 400.00
ssswk

Sec. 22: NEX, SE4NW% 400.00
NWhswk, Skswk
N4SE%

Sec. 15: 8% 320.00

LG-4137
4~1-86

LG-4138
4~1-87

LG-6337
2-1-89

State
12.5

State
12.5

State
12.5

HNG 0il Co.

Mesa Petroleum Co.

HNG 0il Co.

Total: 2,560.00 Acres, State of New

Mexico Land,

100% of Unit Area

- -

All

All

All

None

None

None

HNG 0il Co.

Mesa Pet. Co.

HNG 0il Co,

All

All

All



