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BIGAR ENERGY CORPORATION

3102 Maple Avenue - Suite 202 « Dallas, Texas 75201 + 214-871-6090

June 17, 1988

Mr. Mike Stogner

Oil Conservation Division T
310 OId Santa Fe Trail R
State Land Office Building C Le

Room 206

Santa Fe, New Mexicg
RE: Case Numbe@/
UPS NEXT DAY Al :

Dear Mr. Stogner:

As we discussed over the telephone today, I am forwarding copies of all the materials
which McKay Oil Corporation forwarded me concerning the proposed formation of
the Camp State Unit. In our telephone conversation you informed me that in order to
oppose the McKay unit I would need to send an attorney to Santa Fe. As you can see
in one of McKay Oil Corporations letters, something quite to the contrary has been
indicated. 1 am quite curious to know whether the McKay Oil Corporation
notification is proper under the rules of New Mexico.

I'look forward to talking to you on Monday and I appreciate your help.

Sincerely,

eorgfg CAY.
President

GCIB/sre
Enclosures

REF:STOGNER
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Roy L. McKay. PRESIDENT HoMeE OFFICE. P.O. Box 2014 RosweLL, NM. 88202 + TELEPHONE 505/623-4735

oIL June 1, 1988
P A
GAS

erested Parties
Camp State Unit Area
Chaves County, New Mexico

Re: Camp State Unit Area
T-5~-§, R-22-23-E, NMPM
Chaves County, New Mexico

Ladies & Gentlemen:

We are enclosiag to each of you copy of Plat showing a 5,453.34 acre
Exploratory Unit located in Northern Chaves County, New Mexico. According to

the State and County records, you own an Oil & Gas interest in lands within this
area,

McKay 0il Corproation if forming this Unit preparatory to testing the Abo
formation in a well located in the NW/4SE/4 Section 25-5S-22E, NMPM. Copies of
Unit instruments along with letter of transmittal and explanation will be mailed
this week, therefore you should have complete information very shortly.

Pursuant to the Rules and Regulations of the New Mexico State 0il
Conservation Division, all interested parties are to be given actual notice,
twenty days in advance, of a public hearing to be held before the OCD. This is
to advise that Application for OCD approval of the captioned Unit has been made
and that hearing before the OCD will be held at 8:15 A.M., Wednesday, June 22,

1988, at the OCD Offices in the State Land Office Building, Santa Fe, New
Mexica.

This is a Exploratory Unit and your interest is not affected by the Unit
Agreement until such time as you voluntarily join and commit your interest.

1f you object to the formation of this Unit and test of the Abo formation
inside the Unit Area, you may appear in person at the June 22nd hearing, or may
write directly to the Oil Conservation Division, P. O. Box 2088, Santa Fe, New
Mexico 87504-2088.

Yours very truly,

McKAY OIL CORPORATION

Sharon R. Hamilton
Land Coordinator

Enclosure

LEASES . PRODUCTION INVESTMENTS
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Rov L. MCKAY, PRESIDEN?

HoMe OFFICE, P.O. Box 2014 ROsSweLL, NM. 88202 +« TELEPHONE 505/623-4738S

oIL
== &
GAS June 3, 1988

NN

<

ROY L. McKAY -
B .8

To: All Working Interest Owners
Camp State Unit Area

Re: Camp State Unit
T-5-S, R-22-23-E, NMPM
Chaves County, New Mexico

Gentlemen:

You have been furaished notice of hearing before the 0il Conservation
Division, (June 22, 1938), in connection with the captioned Unit. We are
now enclosing to each of you one copy of Unit Agreement, one copy of Unit
Operating Agreement, and 4 copies of Consent and Ratification for each
instrument. Your interest is shown on Exhibit "B" to the Unit Agreement,

The Unit Area contains 90% State of New Mexico Lands which necessita-
tes use of the prescribed State form of Unit Agreement. This form creates
a fully participating Unit wherein all interests, working and royalty, are
pooled under the entire Unit Area on a surface acre basis in the ratio
(percentage) that individual committed acreage bears to the total com—
mitted acreage.

Exhibit "B", Part II, Schedule of Participation, has not been fina-
lized due to a somewhst unique gituation. That is, instead of drilling an
initial test well as provided for in the Unit Agreement, McKay 0il
Corporation, Unit Operator, will re-enter, perforate, treat and test an
untested hole drilled by Transwestern Gas Supply Company et al. The well
was drilled to a total depth of 3,650’ and 412" casing set at 3,555'. Due
to lack of pipeline and market, the well was not perforated and not tested.

McKay 0il took over operations of this well, and is now forming this

Camp State Unit along with others in the West Pecos Slope area, preparatory
to testing the untested zones.

LEASES . PRODUCTION . INVESTMENTS



Letter to Working Interest Owners
Camp State Unit
Page 2

Transwestern et al expended $277,274.91 in driling and casing. The
AFE for McKay 0il's re~entry, perforating, treating and testing will be
approximately $30,000.00. Consequently, costs of the initial test well
will be approximately $307,274.91, and by joining this Unit and paying your
proportionate part these costs. You will be furnished a proper and fina-~
lized Exhibit "B", Part II, as soon as determined which parties will commit
to the Unit,

Some 4,300 acres of State Leases expire 7-1-88. McKay 0il must have
the Unit approved by the Division and Commissioner and commence actual
operations prior to July 1, 1988. Consequently, please consider this Unit
and Unit instruments as quickly as possible.

Due to the OCD requirements, that all interested parties be contacted,
we have mailed Notice of the hearing as well as copy of Unit Agreement and
Ratification forms to all fee mineral and royalty owners.

If you will join this Unit, and commit your interest, please execute
three copies of the Consent and Ratification forms for each instrument and
return. Copies of the Unit instruments and 4th copy of the Ratification
forms are for your files.

We will be glad to answer any questions, or if you need additional
information, please feel free to call. Again, we need, and will greatly
appreciate, your prompt attention.

Yours very truly,
McKAY OIL CORPORATION

S s DD e

Sharon R. Hamilton
Land Coordinator

Enclosures



CONSENT AND RATIFICATION

CAMP STATE UNIT AGREEMENT

CHAVES COUNTY, NEW MEXICO

The undersigned, (whether one or more) hereby acknowledges receipt of a copy

of the Unit Agreement for the Development and Operation of the Camp State Unit Area
embracing lands situated in Chaves County, New Mexico, which said Agreement is
dated the 1st day of May, 1988, and acknowledge that they have read the same and
are familiar with the terms and conditions thereof, The undersigned, also being
the owners of the leaselhicld, royalty, or other interests in the lands or minerals
embraced in said Unit Area, as indicated on the schedule attached to said Unit
Agreement as Exhibit "B"', do hereby commit all of their said interest to the Camp
State Unit Agreement and do hereby consent thereto and ratify all of the terms and
provisions thereof, exactly the same as if the undersigned had executed the original
of said Unit Agreement or a counterpart thereof.

IN WITNESS WHEREQOF, this instrument is executed by the undersigned as of the

date set forth in their respective acknowledgments.

INDIVIDUAL

STATE OF )
. SSs.
COUNTY OF )

The foregoing instrument was acknowledged before me this day of

1988, by
My Commission Expires: Notary Public
CORPORATE
STATE OF )
: ss.

COUNTY OF )

The foregoing instrument was acknowledged before me this‘_____ day of R
1988, by who is of

s @ corporation,

for and on behalf of said corporation.

My Commission Expires:_ Notary Public




CONSENT AND RATIFICATION
CAMP STATE UNIT AGREEMENT
CHAVES COUNTY, NEW MEXICO °

The undersigned, (whether one or more) hereby acknowledges receipt of a copy
of the Unit Agreement for the Development and Operation of the Camp State Unit Area
embracing lands situatad in Chaves County, New Mexico, which said Agreement is
dated the 1st day of May, 1988, and acknowledge'that they have read the same and
are familiar with the terms and conditions thereof. The undersigned, also being
the owners of the leasshold, royalty, or other interests in the lands or minerals
embraced in said Unit Area, as indicated on the schedule attached to said Unit
Agreement as Exhibit "B", do hereby commit all of their said interest to the Camp
State Unit Agreement and do hereby consent thereto and ratify all of the terms and
provisions thereof, exactly the same as if the undersigned had executed the original
of said Unit Agreement or a counterpart thereof.

IN WITNESS WHERECF, this instrument is executed by the undersigned as of the

date set forth in their respective acknowledgments.

INDIVIDUAL
STATE OF )
: ss.
COUNTY OF )

The foregoing instrument was acknowledged before me this day of ,
1988, by .
My Commission Expires: Notary Public

CORPORATE
STATE OF )
: ss,
COUNTY OF )

The foregoing instrument was acknowledged before me this day of

1988, by who is of

, a corporation,

for and on behalf of said corporation.

My Commission Expires: Notary Public




CONSENT AND RATIFICATION
CAMP STATE UNIT AGREEMENT
CHAVES COUNTY, NEW MEXICO
The undersigned, (whether one or more) hereby acknowledges receipt of a copy
of the Unit Agreement for the Development and Operation of the Camp State Unit Area
embracing lands situated in Chaves County, New Mexico, which said Agreement is
dated the 1st day of May, 1988, and acknowledge that they have read the same and
are familiar with the terms and conditions thereof. The undersigned, also being
the owners of the leasehold, royalty, or other interests in the lands or minerals
embraced in said Unit Area, as indicated on the schedule attached to said Unit
Agreement as Exhibit "E", do hefeby commit all of their said interest to the Camp
State Unit Agreement ard do hereby consent thereto and ratify all of the terms and
provisions thereof, exzctly the same as if the undersigned had executed the original
of said Unit Agreement or a counterpart thereof.
IN WITNESS WHEREQCF, this instrument is executed by the undersigned as of the

date set forth in their respective acknowledgments.

INDIVIDUAL
STATE OF )
: ss.
COUNTY OF )
The foregoing instrument was acknowledged before me this day of ,
1988, by
My Commission Expires: Notary Public
CORPORATE
STATE OF )
: 8ss,
COUNTY OF )

The foregoing instrument was acknowledged before me this day of

1988, by ‘ who is of

, a corporation,

for and on behalf of said corporation.

My Commission Expires: Notary Public




CONSENT AND RATIFICATION

CAMP STATE UNIT AGREEMENT

CHAVES COUNTY, NEW MEXICO

The undersigned, (whether one or more) hereby acknowledges receipt of a copy

of the Unit Agreement for the Development and Operation of the Camp State Unit Area
embracing lands situated in Chaves County, New Mexico, which said Agreement is
dated the 1st day of May, 1988, and acknowledge that they have read the same and
are familiar with the terms and conditions thereof. The undersigned, also being
the owners of the leasehold, royalty, or other interests in the lands or minerals
embraced in said Unit Area, as indicated on the schedule attached to said Unit
Agreement as Exhibit "B", do hereby commit all of their said interest to the Camp
State Unit Agreement and do hereby consent thereto and ratify all of the terms and
provisions thereof, exactly the same as if the undersigned had executed the original
of said Unit Agreement or a counterpart thereof,

IN WITNESS WHEREOr, this instrument is executed by the undersigned as of the

date set forth in their respective acknowledgments.

INDIVIDUAL
STATE OF )
: ss,
COUNTY OF )
The foregoing instrument was acknowledged before me this day of ,
1988, by
My Commission Expires: Notary Public
CORPORATE
STATE OF )
: ss,
COUNTY OF )
The foregoing instrument was acknowledged before me this day of ,
1088, by who is of
, a corporation,

for and on behalf of said corporation.

My Commission Expires: Notary Public




UNIT AGREEMENT
FCR THE DEVELOPMENT AND OPERATION
OF THE

CAMP STATE UNIT AREA

CHAVES COUNTY, NEW MEXICO

NO.

THIS AGREEMENT, entered into as of the 1St day of May

19 88 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 or gas interests in the unit area subject to this agreement; and

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

| WHEREAS, the Commissioner of Public Lands of the State of New Mexico is

authorized by an Act of the Legislature (Sec. 1, Chap. 162), (Laws of 1951, Chap.
12, Art., 10, Sec. 47, N.M. Statutes 1978 Annotated) to amend with the approval of
lessee, evidenced by :he lessee's execution of such agreement or otherwise, any oil
and gas lease embracing State Lands so that the length of the term of said lease may
coincide with the tern 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 Oil Conservation Division of the Energy and Minerals Depart-
ment of the State of New Mexico (hereinafter referred to as the 'Division"), is
authorized by an Act of the Legislature (Chap. 72, Laws 1935, as amended, being
Section 70-2-1 et seq. New Mexico Statutes Annotated, 1978 Compilation) to approve
this agreement and the conservation provisions hereof; and

WHEREAS, the parties hereto hold sufficient interests in the Camp

State Unit Ares covering the land hereinafter described to give reasonably

effective control of cperations 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 lim-
itations 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 re-

cognized as constituting the unit area:

T-5-S, R-22-E, NMPM T-5-S, R-23-E, NMPM
Secs. 23, 24, 25, 26: All Secs. 19, 30, 31: All
Sec. 35: N3 Sec., 32: W3

Sec. 36: NI

Containing 5,453.34 Acres,
Chaves County, New Mexico

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

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

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

hydrocarbons in any and all formations of the unitized land are unitized under the terms
of this agreement and herein are called "unitized substances'.

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

P.0. Box 2014, Roswell, New Mexico 88202 1Is hereby designated as unit operator

and by signature hereto commits to this agreement all interest in unitized substances
vested in it as set forth in Exhibit "B'", and agrees and consents to accept the duties
and obligations of unit operator for the discovery, development and production of uni-
tized substances as herein provided. Whenever reference i1s made herein to the unit

operator, such reference means the unit operator acting in that capacity and not as an

(2)



owner of interests in unitized substances, and the term '"working interest owner'" when
used herein shall include or refer to unit operator as the owner of a working interest
when such an interest is owned by it.

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

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

Unit operator may, upon default or failure in the performance of its duties
or obligations hereunder, be subject to removal by the same percentage vote of the
owners of working interasts determined in like manner as herein provided for the selec-
tion 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 interest or other
interest in unitized substances, but upon the resignation or removal of unit operator
becoming effective, such unit operator shall deliver possession of all equipment,
materials, and appurtenances used in conducting the unit operations and owned by the
working interest owners to the new duly qualified successor unit operator, or to the
owners thereof if no such new unit operator is elected, to be used for the purpose of
conducting unit operations hereunder. Nothing herein shall be construed as authorizing
removal of any material, equipment and appurtenences needed for the preservation of
wells.

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

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

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

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

ment terminated.



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

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

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

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

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

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

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

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

Abo formation or to such a depth as unitized substances shall

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

required to drill said well to a depth in excess of 3,650 feet.

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

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



in paying quantities is completed to the satisfaction of the Commissioner or until
it is reasonably proven to the satisfation of the unit operator that the unitized land
1s incapable of producing unitized substances in paying quantities in the formation
drilled hereunder.

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

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

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

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

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

1f the unit operator should fail to comply with the above covenant for reason-
able development this agreement may be terminated by the Commissioner as to all lands of
the State of New Mexico embracing undeveloped regular well spacing or proratisn units,
but in such event, the basis of participation by the working interest owners shall
remain the same as if this agreecment had not been terminated as to such lands; provided,
however, the Commissioner shall give notice to the unit operator and the lessees of record
in the manner prescribed by (Sec. 19-10-20 N.M. Statutes 1978 Annotated,) of intention to

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



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

Notwithstanding any of the provisions of this Agreement to the contrary, all
undeveloped regular well spacing or proration unit tracts within the unit boundaries
embracing lands of the 3tate of New Mexico shall be automatically eliminated from this
Agreement and shall no longer be a part of the unit or be further subject to the terms
of this Agreement unless at the expiration of five years (5) after the first day of the
month following the effective date of this Agreement diligent drilling operations are
in progress on said tracts.

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

ducing unitized substances in paying quantities, the owners of working interests shall
participate in the production therefrom and in all other producing wells which may be
drilled pyrsuant hereto in the proportions that their respective leasehold interests
covered hereby on an acreage basis bears to the total number of acres committed to this
unit agreement, and such unitized substances shall be deemed to have been produced from
the respective leasehold interests particpating therein. For the purpose of determin-
ing any benefits accuring under this agreement and the distribution of the royalties
payable to the State of New Mexico and other lessors, each separate lease shall have
allocated to it such percentage of said production as the number of acres in each lease
respectively committed t:0 this agreement bears to the total number of acres committed
hereto.

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

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

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

tract shall have allocated to it such percentage of said production as its area bears to



the entire unitized area. It is hereby agreed that production of unitized substances
from the unitized area shall be allocated as provided herein, regardless of whether
any wells are drilled oa any particular tracts of said unitized area.

12. PAYMENT O7 RENTALS, ROYALTIES AND OVERRIDING ROYALTIES:

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

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

All rentals, if any, due under any leases embracing lands other than the
State of New Mexico, shall be péid 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 provided in a plan of operation con-
sented to by the Commissioner and approved by the Division as conforming to good pet~
roleum engineering practice; and provided further, that such right of withdrawal shall
terminate on the termination of this unit agreement.

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

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

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

apply to lands within the unitized area to the extent necessary to make the same



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

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

any lease embracing lands of the State of New Mexico having only a portion of its lands



committed hereto upon which oil and gas, or either of them, has been discovered is
discovered upon that portion of such lands not committea to this agreement, and are
being produced in pay.ng quantities prior to the expiration of the primary term of
such lease, such production in paying quantities shall serve to continue such lease
in full force and effect in accordance with its terms as to all of the lands embraced
in said lease.

14. CONSERVATION: Operations hereunder and production of unitized substances

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

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

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

with the original, photostatic, or certified copy of the instrument of transfer.

17. EFFECTIVE DATE AND TERM: This agreement shall become effective upon
approval by the Commissioner and the Division and shall terminate in 5 years
after such date unless (a) such date of expiration is extended by the Commissioner, or
(b) a valuable discovery of unitized substances has been made on unitized land during
said initial term or any extension thereof in which case this agreement shall remain in
effect so long as unitized substances are being produced in paying quantities from the
unitized land and, should production cease, so long thereafter as diligent operations are
in progress for the restoration of production or discovery of new production and so long
thereafter as the unitized substances so discovered are being produced as aforesaid. This
agreement may be termirated 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 approva

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 termina-
tion as provided in said section.

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

in conformity with allocations, allotments, and quotas made or fixed by the Commission,
and in conformity with all applicable laws and lawful regulations.

19. APPERANCES:  Unit operator shall, after notice to other parties affected,
have the right to appear for and on behalf of any and all interests affected hereby,
before the Commissioner of Public Lands and the Division, and to appeal from orders
issued under the regulations of the Commissioner or Division, or to apply for relief
from any of said regulations or in any proceedings on its own behalf relative to opera-
tions pending before the Commissioner or Division; provided, however, that any other
interest party shall also have the right at his own expense to appear and to parti-
cipate in any such proceeding.

20. NOTICES: All notices, demands, or statements required hereunder to be
given or rendered to the parties hereto, shall be deemed fully given, if given in
writing and sent by postpaid registered mail, addressed to such party or parties at
their respective addra=sses, set forth in connection with the signatures hereto or to
the ratification or consent hereof, or to such other address as any such party may
have furnished in writing to party sending the notice, demand, or statement.

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

unit operator to commence or continue drilling or to operate on or produce unitized
substances from any of the lands covered by this agreement, shall be suspended while,
but only so long as, the unit operator, despite the exercise of due care and diligencc;
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 transportation,inability to obtain necessary material in open
market, or other matters beyond the reasonable control of the unit operator, whether
similar to matters herein enumerated or not.

22, L0SS OF TITLE: In the event title to any tract of unitized land or

substantial interest therein shall fail, and the true owner cannot be induced to join
the unit agreement so that such tract is not committed to this agreement, or the oper-
ation thereof hereunder becomes impracticable as a result thereof, such tract may be
eliminated from the unitized area, and the interest of the parties readjusted as a re-
sult of such tract being eliminated from the unitized area. In the event of a dispute
as to the title to any royalty, working, or other interest subject hereto, the unit

operator may withhold payment or delivery of the allocated portion of the unitized



substances involved on account thereof, without liability for interest until the dis-
pute is finally settled, provided that no payments of funds due the State of New Mexico
shall be withheld. Urit Operator, as such, is relieved from any responsibility for any
defect or failure of any title hereunder,

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

area not committed hereto, prior to the submission of the agreement for final approval
by the Commissioner and the Division, may be committed hereto by the owner or owners

of such rights, subscribing or consenting to this agreement, or executing a ratifi-
cation thereof, and if such owner is also a working interest owner, by subscribing to
the operating agreemert providing for the allocation of costs of exploration, develop-
ment, and operation. A subsequent joinder shall be effective as of the first day of the
month following the approval by the Commissioner and the filing with the Division of
duly executed counterrarts of the instrument or instruments committing the interest of
such owner to this agreement, but such joining party or parties, before participating
in any benefits hereunder, shall be required to assume and pay to unit operator, their
proportionate share of the unit expenses incurred prior to such party's or parties
joinder in the unit agreement, and the unit operator shall make appropriate adjustments

caused by such joinder, without any retroactive adjustment of revenue.

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

parts, no one of which needs to be executed by all parties, or may be ratified or con-
sented to by separate instrument in writing specifically referring hereto, and shall
be binding upon all those parties who have executed such a counterpart, ratification,
or consent hereto with the same force and effect as if all such parties had signed the
same document, and 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 WHEREOF, the undersigned parties hereto have caused this agree-
ment to be executed as of the respective dates set forth opposite their signatures.

UNIT OPERATOR AND WORKING INTEREST OWNER

McKay 0il Corporation

OPERATOR
DATE: By
President
ATTEST
BY
OTHER WORKING INTEREST OWNERS
Company

DATE: BY:
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EXHIBIT "B"

Township 5 South, Range 22 & 23 East, N.M.P.M.

Schedule of Lands and Leases 1ying within the Camp State Unit >wmmr Chaves County, New Mexico

Page 1

TRACT LAND DESCRIPTION NO. OF | SERIAL NO. & BASIC ROYALTY LESSEE OF RECORD ORI WI OWNER &
NO. ACRES EXPIRATION & OWNERSHIP & PERCENTAGE PERCENTAGE PERCENTAGE
STATE OF NEW MEXICO LANDS
1. T5S-R22E°
Section 23: S/2N/2, N/25/2, 1,000.00 LG-5562-3 State of N.M.-12.5% McKay 011 Corporation 100% C. Richard Overly-.16605%, McKay 011 Corporation 51.875%
SE/4SW/4, S/2SE/4 7-01-88 William C. Lonquist, Jr. McKay Children's Trust 41.875%
Section 24: NE/4, S/2NW/4, S/2 -.16605%, LOG Partners 6.25%
Millis H. Oakes-.02187%,
Gayle A. Dalton-.00729%,
Milton R. Fry-.04374%,
Melvin & Marvin Wolf-9%,
Gary Mitchell-.66667%,
Ernest Otto-.33333%
McKay 011 Corp.-2.094997%,
Royale Energy Company-.75%
2. T5S-R22E
Section 25: N/2, SW/4 880.00 LG-5563-3 State of N.M.-12.5% McKay 011 Corporation 100% C. Richard Overly-.16605%, McKay 011 Corporation 51.875%
Section 26: N/2NE/4, SE/4NE/A, 7-01-88 Wiliiam C. Lonquist, Jr. McKay Children‘s Trust 41.875%
-.16605%, LOG Partners 6.25%

S/25/2, NE/4ASE/4
NE/4NW/4, NW/4SW/4

Miliis H. Oakes-.02187%,
Gayle A. Dalton-.00729%,
Milton R. Fry-.04374%,
Melvin & Marvin Wolf-9%,
Gary Mitchell-.66667%,
Ernest Otto-.33333%

McKay 011 Corp.-2.094997%,
Royale Energy Company-.75%



EXHIBIT "B Page 2
TRACT LAND DESCRIPTION NO. OF | SERIAL NO. & BASIC ROYALTY LESSEE OF RECORD ORI WI OWNER &
NO. ACRES EXPIRATION & OWNERSHIP & PERCENTAGE PERCENTAGE PERCENTAGE
3. T5S8-R22E
Section 25: SE/4 160.00 LG-5563-3 State of N.M.-12.5% McKay 011 Corporation C. Richard Overly-.16605%, McKay 011 Corporation 61.156%
7-01-88 William C. Lonquist, Jr. McKay Children's Trust 21.094%
~.16605%, 0tiSearch Corporation .25%
Millis H. Oakes-.02187%, May Petroleum, Inc. 7.5%
Gayle A. Dalton-.00729%, Cumo Resources, Inc. 5.0%
Milton R. Fry-.04374%, Fuller Petroleum, Inc. 5.0%
Melvin & Marvin Wolf-9%,
Gary Mitchell-.66667%,
Ernest Otto-.33333%,
McKay 011 Corp.-12.095%
4. T55-R22E
Section 35: N/2 640.00 LG-5566 State of N.M.-12.5% Inexco 011 Company Inexco Of1 Company-10% Bigar Energy Corporation 100%
Section 36: N/2 7-01-88 (HBP)



EXHIBIT "B" Page 3

TRACT LAND DESCRIPTION NO. OF | SERIAL NO. & BASIC ROYALTY LESSEE OF RECORD ORI WI OWNER & )
NO. ACRES EXPIRATION & OWNERSHIP & PERCENTAGE PERCENTAGE PERCENTAGE
5. T5S-R23E
Section 19: Lots 1(42.03), 2(41.90) 1,291.94 LG-5569-3 State of N.M.-12.5% McKay 011 Corporation 100% C. Richard Overly-.16605%, McKay 011 Corporastion 51.875%
3(41.78), 4(41.66), E/2, T 70188 -~ oo oo mmm s s s s s e — e s = s == = == Ham Ctonqutst - 3 - - - McKay €hildrea's-Trust-— - - - - —41.875% —-
E/2W/2 (all) -.16605%, LOG Partners 6.25%
Section 30: Lots 1(41.48), 2(41.25), Mi11is H. Oakes-.02187%,
- 3(41.03), 4(40.81), E/2, Gayle A. Dalton-.00729%,
E/24/2 (all) Milton R. Fry-.04374%,

Melvin & Marvin Wolf-9%,
Gary Mitchell-.66667%,
Ernest Otto-.33333%

McKay 011 Corp.-2.094997%,
Royale Energy Company-.75%

6. T5S-R23E
Section 32: W/2 961.40 LG-5570-3 State of N.M.-12.5% McKay 011 Corporation 100% C. Richard Overly-.16605%, McKay 011 Corporastion 51.875%
Section 31: Lots 1(40.61), 2(40.44), 7-01-88 Wiliiam C. Lonquist, Jr. McKay Children's Trust 41.875%
3(40.26), 4(40.09), E/2, .16605%, LOG Partners 6.25%
E/2w/4 (all) : . Millis H. Oakes-.02187%,

Gayle A. Dalton-.00729%
Milton R. Fry-.04374%,
Melvin & Marvin Wolf-9%,
Gary Mitchell- 66667%,
Ernest Otto-.33333%

McKay 011 Corp.-2.094997%,
Royale Energy Company-.75%

TOTAL STATE OF NEW MEXICO LANDS, 6 TRACTS, 4,933.34 ACRES




EXHIBIT “B" vum@ 4
TRACT LAND DESCRIPTION NO. OF | SERIAL NO. & BASIC ROYALTY LESSEE OF RECORD ORI W1 OWNER &
NO. ACRES EXPIRATION & OWNERSHIP & PERCENTAGE PERCENTAGE PERCENTAGE
FEDERAL LANDS
7. T55-R22E
Section 24: NE/4NW/4 40.00 MNM-38867 USA - 12.5% Katser Energy Inc. 50% none Kaiser Energy Inc. 50%
3-31-91 Mitchell Energy Corporation 50% none Mitchell Energy Corporation 50%

TOTAL FEDERAL LANDS, 1 TRACT, 40.00 ACRES




EXHIBIT "B* Page 5
TRACT LAND DESCRIPTION NO. OF | SERIAL NO. & BASIC ROYALTY LESSEE OF RECORD ORI WI OWNER &
NO. ACRES EXPIRATION & OWNERSHIP & PERCENTAGE PERCENTAGE PERCENTAGE
FEE (PATENTED) LANDS
8. T5S-R22E

Section 23: SW/4SW/4, NW/4NW/4 except 57.20 12-18-89 Betty Jean Moats - Yates Petroleum Corporation 40% none Yates Petroleum Corporation 40%
therefrom the following 12.5% Yates Drilling Company 20% Yates Drilling Company 20%
described tract: Beginning Abo Petroleum Corporation 20% ABO Petroleum Corporation 20%
at the northeast corner of Estate of Martin Yates III  20% Estate of Martin Yates III 20%
said NW/4NW/4, thence south -
to the southeast corner of 100%
said NW/4NW/4, then west 250
feet, thence north 36° 56'
west, 220 feet, thence north
37° 14" west, 1,340 feet,
thence north 65° 10' west,
195 feet, to subdiviston
1ine, thence north 40 feet
to the northwest corner of
said NW/4NW/4, thence east
to the point of beginning
and contatning 22.8 acres.

9. T5S-R22E

Section 23: NE/4NW/4, and the following 62.80 6-15-89 Jerry Don Martin & Rio Petrol, Inc. 54% Sam D. Gardiner - 1% Rio Petrol, Inc. 54%
tract of lands in the wife Waneta and Stevens 011 Company 30% Stevens Oi1 Company 30%
NW/4NW/4, described as Ronald Charles Stevens Resources 10% Stevens Resources 10%
follows: Beginning at the Martin & wife Betty John D. Cadigan 6% John D. Cadigan 6%
northeast corner of said S. - 12.5% -
NW/4NW/4, thence south to 100%

the southeast corner of said
NW/4NW/4, then west 250 feet,
thence north 36° 56' west,

220 feet, thence north 37° 14'
west, 1,340 feet, thence north
65° 10' west, 195 feet, to
subdivision 1ine, thence north
40 feet to the northwest corner
of said NW/4NW/4, thence east
to the point of beginning

and containing 22.8 acres.



EXHIBIT "B" Page 6
TRACT LAND DESCRIPTION NO. OF | SERIAL NO. & BASIC ROYALTY LESSEE OF RECORD ORI W1 OWNER &
NO. ACRES | EXPIRATION & OWNERSHIP & PERCENTAGE PERCENTAGE PERCENTAGE
10.

11.

Section 23: N/2NE/4

Section 24: NW/ANW/4

80.00
(40.00) open *

(40.00) 6-15-89

40.00 6-15-89

Flag-Redfern 011 Co.

Jerry Don Martin &
wife Waneta and
Ronald Charles
Martin & wife Betty
S. - 12.5%

Jerry Don Martin
wife Waneta and
Ronald Charles
Martin & wife Betty
S. - 12.5%

Rio Petrol, Inc.
Stevens 011 Company
Stevens Resources
John D. Cadigan

Rio Petrol, Inc;
Stevens 011 Company
Stevens Resources
John D. Cadigan

* open refers to unleased minerals interests

54%
30%
10%

6%

54%
30%
10%

6%

Sam D. Gardiner - .50%

Sam D. Gardiner - 1%

Unleased

Rio Petrol, Inc.
Stevens 011 Company
Stevens Resources
John D. Cadigan

Rio Petrol, Inc.
Stevens 011 Company
Stevens Resources
John D. Cadigan - 6%

27%
15%
5%

100%

54%
30%
10%

6%

100%



EXHIBIT "B" Page 7

TRACT LAND DESCRIPTION NO. OF | SERIAL NO. & BASIC ROYALTY LESSEE OF RECORD ORI Wl OWNER &
NO. ACRES EXPIRATION & OWNERSHIP & PERCENTAGE PERCENTAGE PERCENTAGE
12. T5S-R22E
Section 26: W/2NW/4, SE/4NW/4, 240.00 12-18-89 Betty Jean Moats - Yates Petroleum Corporation 40% none Yates Petroleum Corporation 40%
NE/4SW/4, SW/ANE/4, 12.5% Yates Drilling Company 20% Yates Drilling Company 20%
NW/4SE/4 : ABO Petroleum Corporation 20% ABO Petroleum Corporation 20%
Estate of Martin Yates III  20% Estate of Martin Yates III _20%

100%

TOTAL FEE (PATENTED) LANDS, 5 TRACTS, 480.00 ACRES

RECAPITULATION
STATE LANDS 4,933.34 ACRES 90.5% OF UNIT AREA
FEDERAL LANDS 40.00 ACRES 0.7% OF UNIT AREA
FEE LANDS 480.00 ACRES 8.8% OF UNIT AREA

TOTAL UNIT ACREAGE 5,453.34 ACRES 100%2 OF UNIT AREA
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CONSENT AND RATIFICATION

UNIT OPERATING AGREEMENT

FOR THE CAMP STATE UNIT AREA
CHAVES COUNTY, NEW MEXICO
The undersigned (whether one or more) hereby acknowledges receipt of a copy
of the Unit Operating Agreement in connection with the Unit Agreement for the
development and operation of the Camp State Unit Area embracing lands situated in
Chaves County, New Mexico, which said Agreement is dated the 1st day of May, 1988,
and acknowledge that they have read the same and are familiar with the terms and
conditions thereof. Thke undersigned also being the owners of leasehold interests
being committed to saic Unit Agreement do hereby consent to said Unit Operating
Agreement and ratify all the terms and provisions thereof, exactly the same as if the
undersigned had executed the original of said Unit Operating Agreement or a counter-
part thereof,
IN WITNESS WHEREOYF, this instrument is executed by the undersigned as of the

date set forth in their respective acknowledgments.

INDIVIDUAL

STATE OF )

:  SSs.
COUNTY OF )

The foregoing instrument was acknowledged before me this day of

1988, by .

My Commission Expires: Notary Public
CORPORATE
STATE OF )
:  ss.

COUNTY OF )

The foregoing instrument was acknowledged before me this day of ,
1988, by , President of ,
a corporation, on behalf of said corporation.

My Commission Expires: Notary Public




CONSENT AND RATIFICATION

UNIT OPERATING AGREEMENT

FOR THE CAMP STATE UNIT AREA
CHAVES COUNTY, NEW MEXICO

The undersigned (whether one or more) hereby acknowledges receipt of a copy
of the Unit Operating Agreement in connection with the Unit Agreement for.the
development and operation of the Camp State Unit Area embracing lands situated in
Chaves County, New Mexico, which said Agreement is dated the 1st day of May, 1988,
and acknowledge that they have read the same and are familiar with the terms and
conditions thereof. The undersigned also being the owners of leasehold interests
being committed to said Unit Agreement do hereby consent to said Unit Operating
Agreement and ratify =11 the terms and provisions thereof, exactly the same as if the
undersigned had executed the original of said Unit Operating Agreement or a counter-
part thereof.

IN WITNESS WHEREOF, this instrument is executed by the undersigned as of the

date set forth in their respective acknowledgments.

INDIVIDUAL
STATE OF )
: ss.
COUNTY OF )

The foregoing instrument was acknowledged before me this day of ,
1988, by .
My Commission Expires: Notary Public

CORPORATE
STATE OF )
!  ss.
COUNTY OF )

The foregoing instrument was acknowledged before me this day of ,
1988, by , President of ,
a corporation, on behalf of said corporation.

My Commission Expires: Notary Public




CONSENT AND RATIFICATION

UNIT OPERATING AGREEMENT

FOR THE CAMP STATE UNIT AREA
CHAVES COUNTY, NEW MEXICO
The undersigned (whether one or more) hereby acknowledges receipt of a copy
of the Unit Operating Agreement in connection with the Unit Agreement for the
development and operation of the Camp State Unit Area embracing lands situated in
Chaves County, New Mexico, which said Agreement is dated the 1st day of May, 1988,
and acknowledge that tkey have read the same and are familiar with the terms and
conditions thereof. Thre undersigned also being the owners of leasehold interests
being committed to said Unit Agreement do hereby consent to said Unit Operating
Agreement and ratify all the terms and provisions thereof, exactly the same as if the
undersigned had executed the original of said Unit Operating Agreement or a counter-
part thereof.
IN WITNESS WHEREOF, this instrument is executed by the undersigned as of the

date set forth in their respective acknowledgments.

INDIVIDUAL
STATE OF )
t  ss,
COUNTY OF )

The foregoing instrument was acknowledged before me this day of R
1988, by .
My Commission Expires: Notary Public

CORPORATE
STATE OF )
1 ss.
COUNTY OF )

The foregoing instrument was acknowledged before me this day of ,
1988, by , President of ,
a corporation, on behalf of said corporation.

My Commission Expires: Notary Public




CONSENT AND RATIFICATION

UNIT OPERATING AGREEMENT

FOR THE CAMP STATE UNIT AREA
CHAVES COUNTY, NEW MEXICO
The undersigned (whether one or more) hereby acknowledges receipt of a copy
of the Unit Operating Agreement in connection with the Unit Agreement for the
development and operation of the Camp State Unit Area embracing lands situated in
Chaves County, New Mexico, which said Agreement is dated the 1st day of May, 1988,
and acknowledge that they have read the same and are familiar with the terms and
conditions thereof. The undersigned also being the owners of leasehold interests
being committed to said Unit Agreement do hereby consent to said Uﬁit Operating
Agreement and ratify all the terms and provisions thereof, exactly the same as if the

undersigned had executed the original of said Unit Operating Agreement or a counter-

part thereof.

IN WITNESS WHERECF, this instrument 1s executed by the undersigned as of the

date set forth in their respective acknowledgments.

INDIVIDUAL
STATE OF )
¢ ss.
COUNTY OF )

The foregoing instrument was acknowledged before me this day of ,
1988, by .
My Commission Expires: : Notary Public

CORPORATE
STATE OF )
: ssl
COUNTY OF )

The foregoing instrument was acknowledged before me this day of

1988, by , President of

a corporation, on behalf of said corporation.

My Commission Expires: Notary Public
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UNIT
OPERATING AGREEMENT*

THIS AGREEMENT, ertered into by and between____McKay Qil Corporation

: hereinafter designated and
referred to as **Operator*’, and the signatory party or partics other than Operator, sometimes hereinafter referred to individually herein
as ‘‘Non-Operator’’, and collxctively as *‘Non-Operators™’.

WITNESSETH:

WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas interests in the land identified in
Exhibit *‘B"*, and the parties hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the
production of oil and gas to the extent ¥aas hereinafter provided, and as provided for in the Unit Agree-
ment mentioned below.

NOW, THEREFORE, it is agreed as follows:

ARTICLE L.
DEFINITIONS

As used in this agreemeat, the following words and terms shall have the meanings here ascribed to them:

A. The term ‘‘oil and gas'’ shall mean oil, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydrocarbons
and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is specifically stated.

B. The terms “‘oil and pas lease’, ‘‘lease’ and ‘‘leaschold’ shall mean the oil and gas leases covering tracts of land
lying within the Contract Arca which are owned by the partics to this agreement.

C. The term ‘‘oil and gas interests’’ shall mean unleased fee and mineral interests in tracts of land lying within the
Contract Area’Which are owned by parties to this agreement.

D. The term “‘Contract Area’ skl mean all of the lands, oil and gas leasehold interests and oil and gas interests intended to be
developed and operated for oil and gas purposes under this agreement. Such lands, oil and gas leasehold interests and oil and gas interests
are described in Exhibit **B*",

E. The term ‘‘drilling unit'’ shall mean the area fixed for the drilling of one well by order or rule of any state or
federal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as establish-
ed by the pattern of drilling in the Contract Area & fixed by express agreement of the Drilling Parties.

F. The term *‘drillsite’” shall mean the oil and gas lease or interest on which a proposed well is to be located.

G. The terms **Drilling Party'’ and **Consenting Party’" shall mean a party who agrees to join in and pay its share of the cost of
any operation conducted under the provisions of this agreement.

H. The terms ‘‘Non-Drilling Party’’ and ‘‘Non-Consenting Party'’ shall mean a party who elects not to participate

'"afrop%ﬁfi b A KO reement”" shall be the Unit Agree
ment, of even date hereof, r
Development and Operation of the Camp Statg Unit Area. for the
Unless the context otherwise clearly indicates, words used in the singular include the plural, the plural includes the

singular, and the neuter gender includes the masculine and the feminine.

ARTICLE II.
EXHIBITS

The following exhibits, &s indicated below and attached hereto, are incorporated in and made a part hereof:
® A. Exhibit “A”, Plat of Unit Area.
Identification-oftarssub: B

. Exhibit “B", Part I, Schedule of Lands and Leases; Part 1I, Percentages of
. Exhibit “‘C"", Accounting Procedure. Participation.
. Exhibit ‘*D"’, Insurance.
. Exhibit **E*’, Gas Balancing Agreement.
Exhibit *‘F'", Non-Discrimination and Certification of Non-Segregated Facilities.
E}—G—Eﬂnhr—€¥L4%rmewnhp None. X H, Exhibit "H", Form of Lease.

If any provision of any exhibit, except Exhibits “‘E'’ amd=+&*', is inconsistent with any provision contained in the body
of this agreement, the provisions in the body of this agreement shall prevail.

¥This Unit Operating Agreement entered into by and between working interest
owners in conjunction with the Unit Agreement for the Development and Operation
of the Camp State Unit Area, and in the event of any conflict, or inconsistency,
between this Agreement and the Unit Agreement, said Unit Agreement shall govern
and prevail.

RERRR
Mmoo

¥#nContract Area" shall be taken to mean, and include, all Lands and Leases
committed to the Unit Agreement for the Development and Operation of the Camp
State Unit Area.
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1 ARTICLE III.

2 INTERESTS OF PARTIES

3

4 A. Oil and Gas Interests:

5

6 If any party owns an oil und gas interest in the Contract Arca, that interest shall be treated for all purposes of this agreement
7 and during the term hereof as i it were covered by the form of oil and gas lease attached hereto as Exhibit “*H'", and the owner thereof
8 shall be deemed to own both tne royalty interest reserved in such lease and the interest of the lessce thereunder.

9
10 B. Interests of Parties in Costs and Production:

11
12 Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne and

13 paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their interests are set
14 forth in Exhibit **B’’. In the same manner, the Sal ties shall also own all production of oil and gas from the Contract Area subject to the

15 payment of royalties to the extent of which shall be borne as hereinafter set forth.

17 Regardiess of which party has contributed the lease(s) andlor oil and gas interest(s) hereto on which royalty is due and
18  payable, cach party entitled to receive a share of production of oil and gas from the Contract Area shall bear and shall pay or deliver, or
19 cause 10 be paid or delivered, to the extent of its interest in such production, the royalty amount stipulated hercinabove and shall hold the
20  other parties free from any liability therefor, No party shall ever be responsible, however, on a price basis higher than the price received
21 by such party, to any ather party’s lessor or royalty owner, and if any such other party's lessor or royalty owner should demand and
22 receive scttlement on a higher price basis, the party contributing the affected lease shall bear the additional royalty burden attributable to
23 such higher price.

24

25 Nothing contained in this Article 111.B. shall be deemed an assignment or cross-assignment of interests covered hereby.

26

27 C. Excess Royalties, Overriding Royalties and Other Payments:

28

29 Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to any royalty,

30 overriding royaity, production payment or other burden on production in excess of the amount stipulated in Article HLB., such party so
31 burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other parties hereto harmless from any
32 and all claims and demands for payment asserted by owners of such excess burden. If the interest of any party

in any 0il and Gas Lease covered by this agreement is subject to any overriding
royalty, production payment, or other charge that is less than the aforesaid
royalty, such party shall retain for its own account the difference between the
existing burdens and the aforesaid royalty.

34 D. Subsequently Created Interests:

35

36 If-any party should hercafter create an overriding royalty, production payment or ather burden payable out of production
37 attributable to its working interest hereunder, or if such a burden existed prior to this agreement and is not set forth in Exhibit B **, or #
38 was not disclosed in writing to all other partics prior to the exceution of this agreement by all parties, or is not a jointly acknowledged and

39 accepted obligation of all parties (any such interest being hereinafter referred to as **subsequently created interest'” irrespective of the
40 timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafter referred
41 to as ‘‘burdened party'’), and:

42

43 1. 1If the burdened party is required under this agreement to assign or relinquish to any other party, or partics, all or 4 portion
44 of its working interest and/or the production attributable thereto, said other party, or parties, shall receive said assignment andfor
45 production free and clear of said subsequently created interest and the burdened party shall indemnify and save said other party,
46 or parties, harmless from any and all claims and demands for payment asscrted by owners of the subsequently created interest;
47 and,

48 :

49 2, 1f the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Article VILB. shall be
50 enforceable against the subsequently created interest in the same manner as they are enforceable against the working interest of
Sl the burdened party.

52

53 ARTICLE 1V,

54 TITLES

53

56  A. Title Examination:

57 except the Initial Test Well,

58 Title examination shall be made on the drillsite of any proposed well/prior to commencement of drilling operations or, if

59 the Drilling Parties so request, title examination shall be made on the leases and/or oil and gas interests included, or planned 1o be includ-
60 ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, overriding
61 royalty and production payments under the applicable leases. At the time a well is proposed, each party contributing leases and/or oil and
62 gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including federat fease status
63 reports), title opinions, title papers and curative material in its possession {ree of charge. All such information not in the possession of or
64 made available to Operator by the parties, but necessary for the examination of the title, shall be obtained by Operator. Operator shall
65  cause title to be examined by attorneys on its staff or by outside attorneys. Copies of all title opinions shall be furnished to cach party
66 hereto. The cost incurred by Operator in this title program shall be borne as follows:

o7

08  [G—OptiomNo—t—Costs-incurred-by-Operator—in-proeuringabstracts—and : iR plecoun
69  shut-in gas royalty opinions and division order title opinions) shall-be-a-part-of i‘u—c—nnmmmrauve overhcad as provided in Exhibit "C"
70 and=sheiROFbea-directchargerwhether—performed-by-Operator s-stall-atiorneys—orbyoutside-auoraey

*was not duly recorded in Chaves County, New Mex1co prior to the effective
date hereof, or -2-
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ARTICLE IV
cmtinued
®) Option No. 2: Costs incurred by Operator in procuring abstricts and fees puid outside attorneys for title examination
(including preliminary, supplemental, shut-in gas royalty opinions and division order title opinions) shall be borne by the Drilling Partics
in the proportion that the interest of cach Drilling Party bears o the total interest of all Drilling Parties as such interests appear in Ex-
hibit **A"". Operator shall make no charge for services rendered by its staff attorneys or other personned in the performance of the above
functions.
which may be

Each party shall be responsible for securing curative matter and pooling amendments or agreements/required in connection
with leases or oil and gas intcrests contributed by such party. Operator shall be responsible for the preparation and recording of pooling
designations or declarations as well as the conduct of hearings before governmental agencies for the securing of spucing or pooling orders.
This shall not prevent any party from appearing on its own behalf at any such hearing.

No well shall be drilled on the Contract Area until after (1) the t%lh&) the drillsite or drilling unit has been examined as above
provided, and (2) the title has been approved by the examining attorney B title has been accepted by all of the parties who ure to par-
ticipate in the drilling of the well.

B. Loss of Title: ¥

1. Failure of Title: Should any oil and gas interest or lease, or interest therein, be lost through failure of title, which loss results in a
reduction of interest from that shown on Exhibit **B*, the party contributing the affected lease or interest shall have ninety (90) days
from final determination of title failure to acquire a new lease or other instrument curing the entirety of the title failure, which acquisi-
tion will not be subject to Article VIILB., and failing to do so, this agreement, nevertheless, shall continue in force as to all remaining oil
and gas leases and interests: and,

(a) The party whose oil and gas lease or interest is affected by the title failure shall bear alone the entire loss and it shall not be
entitled to recover from Operator or the other parties any development or operating costs which it may have therctofore paid or incurred,
but there shall be no additional liability on its part to the other parties hereto by reason of such title failure;

{b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the interest which has
been lost, but the interests of the parties shall be revised on an acreage basis, as of the time it is determined finally that title fuilure has oc-
curred, so that the interest of the party whose lease or interest is affected by the title failure will thereafter be reduced in the Contract
Area by the amount of the interest lost;

(c) If the proportionate interest of the other parties hereto in any producing well theretofore drilled on the Contract Area is
increased by reason of the titie failure, the party whose title has failed shall receive the proceeds attributable to the increase in such in-
terest (less costs and burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such
well;

(d) Should any person rot a party to this agreement, who is determined to be the owner of any interest in the title which has
failed, pay in any manner any part of the cost of operation, development, or equipment, such amount shall be paid to the party or partics
who bore the costs which are so refunded;

(e) Any liability to account to a third party for prior production of oil and gas which arises by reason of title failure shall be
borne by the party or parties. whose title failed in the same proportions in which they shared in such prior production; and,

() No charge shall be made to the joint account for legal expenses, fees or salaries, in connection with the defense of the interest
claimed by any party hereto, t being the intention of the parties hereto that cach shall defend title to its interest and bear all expenses in
connection therewith,

2. Loss by Non-Payment or Erroncous Payment of Amount Due: If, through mistake or oversight, any rental, shut-in well
payment, minimum royalty or royalty payment, is not paid or is erroncously paid, and as a result a lease or interest therein terminates,
there shall be no monctary liability against the party who failed to make such payment. Unless the party who failed to make the required
payment secures a new lease covering the same interest within nincty (90) days from the discovery of the failure to make proper payment,
which acquisition will not be subject to Article VIILI., the interests of the parties shall be revised on an acreage basis, effective as of the
date of termination of the lease involved, and the party who fuiled to make proper payment will no longer be credited with an interest in
the Contract Area on account of ownership of the lease or interest which has terminated. In the event the party who failed to make the
required payment shall not have been fully reimbursed, at the time of the loss, from the proceeds of the sale of oil and gas attributable to
the lost interest, calculated or: an acreage basis, for the development and operating costs theretofore paid on account of such interest, it
shall be reimbursed for unrecovered actual costs theretofore paid by it (hut not for its share of the cost of any dry hole previously drilled
or wells previously abandoned) from so much of the following as is necessary to effect reimbursement:

(a) Proceeds of oil and gas, less operating expenses, theretofore accrued to the credit of the lost interest, on an acreage basis,
up to the amount of unrecovered costs;

{b) Proceeds, less operating expenses, thereafter accrued attributable to the lost interest on an acrcage basis, of that portion of
oil and gas thereafter produced and marketed (excluding production from any wells thereafter drilled) which, in the absence of such lease
termination, would be attributable to the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said
portion of the oil and gas to be contributed by the other partics in proportion to their respective interests; and,

{c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes, the owner of the interest
lost, for the privilege of partizipating in the Contract Area or becoming a party to this agreement.

3. Other Losses: All losses incurred, other than those set forth in Articles IV.B.1. and IV.B.2. above, shall be joint losses
and shall be borne by all parties in proportion to their interests. There shall be no readjustment of interests in the remaining portion of
the Contract Area.

*¥This Article 1V.B. is to be construed as covering and applying to Fee (pri-
vate-patented) lards and leases. Provided however, in the event Working Interest
title of State Lards should be lost or terminated as the result of the
sole action, or iraction, of the party owning such interest, participation shall
be adjusted as prcvided for in Article IV.B., 1&2. 1In the event Working Inter-
est title to State Lands should be lost or terminated due to the actioh; or in-
action, of the parties hereto as a whole, (ie. Unit Decision), the loss shall
be a joint loss as provided for in Article IV.B., 3, above.

-3.
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ARTICLE V.
OPERATOR

A. Designation and Responsibilities of Operator:
McKay 0il Corporation shall be the

Operator of the Contract Area, and shall conduct and direct and have full control of all operations on the Contract Area as permitted and
required by, and within the Limits of this agreement. It shall conduct all such operations in a good and workmanlike manner, but it shall
have no liability as Operator to the other parties for losses sustained or liabilities incurred, except such as may result from gross
negligence or willful misconduct.

B. Resignation or Removal of Operator and Selection of Successor:

1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operators.
If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of serving as
Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a successor. Operator
may be removed if it fails or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership, by the
affirmative vote of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit *‘B ** remaining
after excluding the voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o’clock A.M. on the
first day of the calendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator or action
by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at an earlier
date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of a cor-
porate name or structure of Operator or transfer of Operator’s interest to any single subsidiary, parent or successor corporation shall not
be the basis for removal of Operator. See Section 4. of the Unit Agreement for additional
provisions governing this Article V.B., 1.

2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Operator shall be selected by
the parties. The successor Operator shall be selected from the parties owning an interest in the Contract Area at the time such successor
Operator is selected. The successor Operator shall be selected by the affirmative vote of two (2) or more partics owning a majority interest
based on ownership as shown on Exhibit ** B'"; provided, however, if an Operator which has been removed fails to vote or votes only to
succeed itself, the successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest based
on ownership as shown on Exhibit **B*’ remaining after excluding the voting interest of the Operator that was removed. See
Section 3. of the Unit Agreement for additional provisions governing this

%thﬁcmlp?oyeég' ' 2

The number of employees used by Operator in conducting operations hereunder, their selection, and the hours of labor and the
compensation for services performed shall be determined by Operator, and all such employees shall be the employees of Operator,

D. Drilling Contracts:

Al wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual rates prevailing in the area. If it so
desires, Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall not exceed the prevailing
rates in the area and the rate of such charges shall be agreed upon by the parties in writing before drilling operations are commenced, and
such work shall be performed by Operator under the same terms and conditions as are customary and usual in the area in contracts of in-
dependent contractors who are doing work of a similar nature.

¥*E. In addition to the responsibilities mentioned herein, Operator shall also have
the duty and responsibility of complying with the terms and provisions of the Unit
Agreement and with all Federal and State Rules and Regulations applicable to oper-
ations under said Unit Agreement.
ARTICLE VI,

DRILLING AND DEVELOPMENT

A. Initial Well: (Refer to Exhibit "B", Part II, for percentage share of costs of
this initial well.)

On or before the 1st day of July, 1988, Operator shall re-enter and commence
testing operations upon the Transwestern Gas Supply Company Camp State Well #1,
located 1980' FEL, 1980' FSL, Section 25, T-5-S, R-22-E, NMPM, and shall continue
testing said well until it is determined, in Operator's. judgment, that such well
is to be completed as capable of producing unitized substances, or plugged and
abandoned as a dry hole. If capable of producing unitized substances, Operator
shall, as soon as practicable, obtain determination by the Commissioner that
said well does or does not qualify as a Unit well as defined in Article 8. of
the Unit Agreemert. In the event said well does qualify as a Unit well, (repay
costs of drilling and producing operations with a reasonable profit), it shall
thereafter be considered as a Unit well and produced and operated in accordance
with this Agreement and the Unit Agreement.

In the event said well is completed as a producer, but not in quantities
sufficient to qualify as a Unit well, it shall be produced and operated pursuant
to the terms and provisions of this Agreement, but with royalties payable to the
State of New Mexico on an individual Lease basis.

If Operator determines that such well is a dry hole, it shall be plugged and
abandoned in accordance with Article VI, E. 1. hereof.

4.
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ARTICLE V1
continued

1

2

3

4

5

6 B. Subsequent Operations: To be conducted pursuant to terms and provisions of the Unit
7 Agreement where applicable.

8 1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area other than the well provided
9 for in Article VL.A., or to rework, deepen or plug back a dry hole dritled at the joint expense of all parties or a well jointly owned by all
10

the parties and not then producing in paying quantitics, the party desiring to drill, rework, deepen or plug back such a well shall give the
1 other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma-
12 tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30Fdays after receipt of the notice
13 within which to notify the oarty wishing to do the work whether they elect to participate in the cost of the proposed operation. If a drill-
14 ingrigis d(écﬁ%on; ticn;ﬁof (1 gi'orosal to rework, pl glglck or drill deeper may be given by telephone and the response period shall be
15 limited to%!bg%b( ‘flmurs, exclusive of Saturday/Sunday xxbdogbdiolidoaesc Failure of a party receiving such notice to reply within
16 the period above fixed shal! constitute an election by that party not to participate in the cost of the proposed operation. Any natice or
17 response given by telephone shall be promptly confirmed in writing.

18
19
20
21 If all parties clect to participate in such a proposed operation, Operator shall, within 'nclp(i)%}g ays after expiration of the notice
22 period of thirty (30)¥ays (or as promptly as possible after the expiration of the Qé*)‘(gﬂ ou od when a drilling rig is on loca-

23 tion, as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
24 ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other partics,
25 for a period of up to thirty (307%dditional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obtain
20 permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-
27 amination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article X1, if the
28 actual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and
29  if any party hereto still desires to conduct said operation, written notice proposing same must be resubmitted to the other parties in accor-
30  dance with the provisions hereof as if no prior proposal had been made.

34 2. Operations by Less than All Parties: If any party receiving such notice as provided in Article VI.B.1. or VII.D.1. (Option
35  No. 2) clects not to participate in the proposed operation, then, in order to be entitled to the benefits of this Article, the party or parties
36 giving the notice and such other parties as shall clect to participate in the operation shall, within ninety (90§ days after the expiration of
37 the notice period of thirty (_Sordays (or as promptly as possible after the expiration of the forty-cight (48) hour period when a drilling rig is
38  on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all
39  work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is
40  a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opera-
41  tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con-
42  senting Parties, when conducting operations on the Contract Area pursuant to this Article VI.B.2., shall comply with all terms and con-
43  ditions of this agreement.

47 If less than al) parties approve any proposed operation, the proposing party, immediately after the expiration of the applicable
4B notice period, shall advise the Consenting Parties of the total interest of the parties approving such operation and i SR gr}ds ity (‘2 4)
49  to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within me*bgz)(m ours
50 (exclusive of Saturday(" SEtﬁ ay andrtopiieoHdaysy after receipt of such notice, shall advise the proposing party of its desire to (a) limit par-
50 ticipation to such party’s interest as shown on Exhibit *‘B”" or (b) carry its proportionate part of Non-Consenting Parties” interests, and
52 failure to advise the proposing party shall badccm d an glection (1 er (a). In the event a “Ei ing rig is on location, the time permitted for
53 such a response shall not exceed a total of ﬂﬁﬂ X Riurs mclusive of Saturday/ §un ay 20K Jegal 0Mbid X The proposing party,
54 at its election, may withdraw such proposal if there is insufficient participation and shall promptly notify all parties of such decision.

58 The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have
59  elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved in such
60 operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties.
61  If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location at their
62 sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article results in a pro-
63  ducer of oil andfor gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole cost and risk,

65 *In the event of a conflict between periods of time specified herein and the
o6 Pperiods specified in the Unit Agreement, the shorter period shall be deemed as
67 correct and controlling.
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ARTICLEVI
continued

and the well shall then be turned over to Operator and shall be operated by it at the expense and for the account of the Consenting Par-
ties. Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties
in accordance with the provisions of this Article, cach Non-Consenting Party shall be deemed to have relinquished to Consenting Parties,
and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenting
Party’s interest in the well and share of production therefrom until the proceeds of the sale of such share, calculated at the well, or
market value thereof if such share is not sold, (after deducting production taxes, excise taxes, royalty, overriding royalty und other in-
terests not excepted by Article 111D, payable out of or measured by the production from such well accruing with respect to such interest
until it reverts) shall equal the total of the following:

0,

(a) g&% of each such Non-Consenting Party’s share of the cost of any newly acquired surface equipment bey Q% the welthead
connections (including, but not limited to, stock tanks, scparators, treaters, pumping equipment and piping), plus gg of cach such
Non-Consenting Party’s sharc of the cost of operation of the well commmencing with first production and continuing until cach such Non-
Consenting Party’s relinquished interest shall revert to it under other provisions of this Article. it being agreed that each Non-
Consenting Party's share of such costs and equipment will be that interest which would have been chargeable to such Non Consenting
Party had it participated in the well from the beginning of the operations; and

(b)__l’oO % of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and completing,
after deducting any cash contributions received under Article VIILC,, and _400 % of that portion of the cost of newly acquired cquip-
ment in the well (to and including the wellbead connections), which would have been chargeable to such Non-Consenting Party if it had
participated therein.

An election not to participate in the drilling or the deepening of a well shall be deemed an election not to participate in any re-
working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied that is
conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party’s recoupment account. Any such
reworking or plugging back operation conducted during the recoupment period, shall be deemed p M cost of operation of said well
and there shall be added to the sums to be recouped by the Consenting Partiesxdahundred percent & ) of that portion of the costs of
the reworking or plugging back operation which would have been chargeable 10 such Non-Consenting Party had it participated thercin. If
such 4 reworking or plugging back vperation is proposed during such recoupment period, the provisions of this Article V1B, shall be ap-
plicable as between said Consenting Parties in said well,

During the period of time Consenting Parties are entitled to receive Non-Consenting Party’s share of production. or the
proceeds therefrom, Consenting Pasties shall be responsible for the payment of all production, severance, excise, gathering and other
taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party s share of production not excepted by Ar-
ticle H11.D.

In the case of any reworking, plugging back or deeper drilling operation. the Consenting Parties shall be permitted to use, free
of cost, all casing, tubing and other equipment in the well, but the ownership of all such equipment shall remain unchanged; and upon
ahandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such equip-
ment to the owners thereof, with cach party receiving its proportionate part in kind or in value, less cost of salvage.

Within sixty ((0) days after the completion of any operation under this Article, the party conducting the operations for the
Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to the weli. and an
itemized statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for production: or, at its
option, the operating party, in licu of an itemized statement of such costs of operation, may submit « detailed statement of monthly bill-
ings. Each month thereafter. during the time the Consenting Parties are being reimbursed as provided above, the party conducting the
operations for the Consenting Parties shall furnish the Non-Consenting Partics with an itemized statement of all costs and Yabilities in-
curred in the operation of the well, together with a statement of the quantity of oil and gas produced from it and the amount of proceeds
realized from the sale of the well’s working interest production during the preceding month. In determining the quantity of oil and gas
produced during any month, Consenting Parties shall use industry accepted methods such as, but not limited to, metering or periodic
well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any such operation
which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total unreturned costs
of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall revert to it as
above provided; and if there is a credit balance, it shall be paid to such Non-Consenting Party.
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ARTICLE VI
continued

If and when the Consenting Parties recover from a Non Consenting Party's relinguished interest the amounts provided for above,
the relinquished interests of such Non-Consenting Party shall automatically revert to it, and, from and after such reversion, such Non-
Consenting Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production
therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking, deepening or plugging
back of said well. Thereafter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further costs of
the operation of said well in accordance with the terms of this sgreement and the Accounting Procedure attached hereto.

. . . A - . consenti
Notwithstanding the provisions of this Article VI.B.2., it is agreed that without the mutual consent of all/puru{lﬂ, no wc&gshull

be completed in or produced from a source of supply from which a well located elsewhere on the Contract Arca is producing, unless such
well conforms to the then-existing well spacing pattern for such source of supply; all subject however to the
terms and provisions of the Unit Agreement.

The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article V0A.
except (a) as to Article VILE.1. (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such initial well
after it has been drilled to the depth specified in Article VILA. if it shall thereafter prove to be a dry hole or, if initially completed for pro-
duction, ceases to produce in paying quantities.

3. Stand-By Time: When a well which has been drilled or decpened has reached its authorized depth and all tests have been
completed, and the results thereof furnished to the parties, stand-by costs incurred pending response to a party’s notice proposing 4
reworking, decpening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deepen-
ing operation just completed. Stand-by costs subsequent to all partics responding, or expiration of the response time permitted, whichever
first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms of the second gram-
matical paragraph of Article V1.B.2, shall be charged to and borne as part of the proposed operation, but if the proposal is subsequently
withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion
each Consenting Party’s interest as shown on Exhibit *‘B ** bears to the total interest as shown on Exhibit **B”" of all Consenting Par-
ties.

4. Sidetracking: Excep. as hercinafter provided, those provisions of this agreement applicable to a **deepening™ operation shall
also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so as to change the bottom hole
location (herein called *‘sidetracking’’), unless done to straighten the hole or to drill around junk in the hole or because of other
mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation that does not own an interest in the
affected well bore at the time of the notice shall, upon electing to participate, tender to the well bore owners its proportionate share {equal
to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows:

(a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in
the initial drilling of the well down to the depth at which the sidetracking operation is initiated.

(b) If the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis of the well's
salvable materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with the
provisions of Exhibit ‘‘C’’, less the estimated cost of salvaging and the estimated cost of plugging and abandoning.

" In t?le.evem t}a}l got'ce :_:I)g 2 lgil%‘!(it?f’ljing.operation is givghvahile the drilling rig to be u.tilized is on location, the response period
shall be limited to fm&g‘h‘z ) hours, exclusive of SaturdagéSeur? a g&ﬁﬂﬂ %, provided, however, any party may request and
receive up to eight (8) additional days after expiration of the &mﬁg ours within which to respond by paying for all stand by time
incurred during such extended response period. If more than one party elects to take such additional time to respond to the notice, stand-
by costs shall be allocated butween the parties taking additional time to respond on a day-to-day basis in the proportion each clecting par-
ty’s interest as shown on Exhibit ‘*B’" bears to the total interest as shown on Exhibit ** B** of all the electing parties. In all other in-
stances the response period to a proposal for sidetracking shall be limited to thirty (30) days.

C. TAKING PRODUCTION IN KIND:

Each party shall take in kind or separately dispose of its proportionate share of all oil and gas produced from the Contract Area,
exclusive of production which may be used in development and producing operations and in preparing and treating oil and gas for
marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate disposition by any
party of its proportionate share of the production shall be borne by such party. Any party taking its share of production in kind shall be



XA D N

W W W W W W NN RN RN RN RN BN R F o s e e e b e e b
BN RELRRPIPEEREENRIERESCE SO unbswn—cCc0

39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
59
56
57
58
59

61
62
63
65
67

9
70

A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE V1
continued
required to pay for only its proportionate share of such part of Operator’s surface facilities which it uses.
**k gsee below
Each party shall execute such division orders and contracts as may be necessary for the sale of its interest in production from
the Contract Area, and, except as provided in Article VILB., shall be entitled to receive payment directly from the purchaser thereof for
its share of all production.

In the event any party shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate share of
the oil produced from the Contract Area, Operator shall have the right, subject to the revocation at will by the party owning it, but not
the obligation, to purchase such oil or sell it to others at any time and from time to time, for the account of the non-taking party at the
best price obtainable in the arca for such production. Any such purchase or sale by Operator shall be subject always to the right of the
owner of the production to exercisc at any time its right to take in kind, or separately dispose of, its share of all oil not previously
delivered to a purchaser. Any purchase or sale by Operator of any other party’s share of oil shall be only for such reasonable periods of
time as are consistent with the minimum needs of the industry under the particular circumstances, but in no event for a period in excess
of one (1) year.

In the event one or more parties separate disposition of its share of the gas causes split-stream deliveries to separate pipelines andfor
deliveries which on a day-to-Jay basis for any reason are not exactly equal to a party’s respective proportionate share of total gus sales to
be allocated to it, the balancing or accounting between the respective accounts of the parties shall be in accordunce with any gas balancing
agreement between the parties hereto, whether such an agreement is attached as Exhibit **E’, or is a separate agreement.

D. Access to Contract Area and Information:

Each party shall have access to the Contract Area at alt reasonable times, at its sole cost and risk to inspect or observe operations,
and shall have access at reascnable times to information pertaining to the development or operation thereof, including Operator’s books
and records relating thereto. Operator, upon request, shall furnish cach of the other parties with copies of all forms or reports filed with
goverumental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of stock on hand at the first of
each month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Area. The cost of
gathering and furnishing information to Non-Operator, other than that specified above, shalt be charged to the Non-Operator that re-
quests the information.

E. Abandonment of Wells: Subject to compliance with the terms and provisions of the
Unit Agreement.

1. Abandonment of Dry loles: Except for any well drilled or deepened pursuant to Article VLB.2., any well which has been
drilled or deepened under the terms of this agreement and is proposed to be completed as a dry hole shall not be plugged and abandoned
without the consent of all partics¥Should Operator, after diligent effort, be unable to contact any party, or should any party fail to reply
within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal to plug and abandon
such well, such party shall be deemed to have consented to the proposed abandonment. All such wells shall be plugged and abandoned in
accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening
such well. Any party who objects to plugging and abandoning such well shall have the right to take over the well and conduct further
operations in search of oil and/or gas subject to the provisions of Article VIL.B.

2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducted
hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has been completed as a
producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to such abandonment, the well shall
be plugged and abandoned ir accordance with applicable regulations and at the cost, risk and expense of all the parties hereto. If, within
thirty (30) days after receipt of notice of the proposed abandonment of any well, all parties do not agree to the abandonment of such well,
those wishing to continue its operation from the interval(s) of the formation(s) then open to production shall tender to each of the other
parties its proportionate share of the value of the well's salvable material and equipment, determined in accordance with the provisions of
Exhibit **C"", less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shall assign
the non-abandoning parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and
material, all of its interest in the well and related equipment, together with its interest in the leaschold estate as to, but only as to, the in-
terval or intervals of the formation or formations then open to production. If the interest of the abandoning party is or includes an oil and
gas interest, such party shall execute and deliver to the non-abundoning party or parties an oil and gas lease, limited to the interval or in-
tervals of the formation or formations then open to production, for a term of one (1) year and so long thereafter as oil and/or gas is pro-
duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit

#"411 Parties" referred to in this Article shall be taken to mean the same
as "Drilling Parties" or "Consenting Parties".

**  Each party electing to take in kind or separately dispose of its proportionate share of the

production from the Contract Area shall keep accurate records of the volume, selling price, royalty
and taxes relative to its share of production. NomOperators shall, upon request, furnish Operator
with true and complete copies of the records required to be kept hereunder whenever, under the terms
of tbis agreement or any agreement executed in connection herewith, it is necessary for Operator to
obtain said information. Any information furnished to Operator hereunder shall be used by Operator

only to the extent necessary to carry out its duties as Operator and shall otherwise be kept
confidential.
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ARTICLE VI
continued

“'H". The assignments or leases so limited shall encompass the **drilling unit™* upon which the well is located. The payments by, and the
assignments or leases to, the assignees shall be in a ratio based upon the relationship of their respective percentage of participation in the
Contract Area to the aggregate of the percentages of participation in the Contract Area of all assignees. There shall be no readjustment of
interests in the remaining portion of the Contract Area,

Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the operation of or production from
the well in the interval or intervals then open other than the royalties retained in any lease made under the terms of this Article. Upon re-
quest, Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
templated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the assigned
well. Upon proposed abandonment of the producing interval(s) assigned or leased, the assignor or lessor shall then have the option to
repurchase its prior interest i1 the well (using the same valuation formula) and participate in further operations therein subject to the pro-
visions hereof.

3. Abandonment of Non-Consent Operations: The provisions of Article VLE.1. or VLE.2. above shall be applicable as between
Consenting Partics in the event of the proposed abandonment of any well excepted from said Articles; provided, however, no well shall be
permanently plugged and abundoned unless and until all parties having the right to conduct further operations therein have been notified
of the proposed abandonment and afforded the opportunity to clect to take over the well in accordunce with the provisions of this Asticle
VLE.

ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The liability of the parties shall be several, not joint or collective. Each party shall be responsible only for its obligations, and
shall be liable only for its proportionate share of the costs of developing and operating the Contract Arca. Accordingly, the liens granted
among the parties in Article VILB. are given to secure only the debts of each severally. It is not the intention of the parties to create, nor
shall this agreement be construed as creating, a mining or other partnership or association, or to render the partics liable as partners.

B. Liens and Payment Defaults:

Each Non-Operator grunts to Operator a lien upon its oil and gas rights in the Contract Area, and a security interest in its share
of oil and/or gas when extracted and its interest in alt equipment, to secure payment of its share of expense, together with interest thereon
at the rate provided in Exhibit **C™". To the extent that Operater has a security interest under the Uniform Commercial Code of the
state, Operator shall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and the ob-
taining of judgment by Operator for the sccured indebtedness shall not be deemed an election of remedies or otherwise affect the lien
rights or security interest as security for the payment thereof. In addition, upon default by any Non-Operator in the payment of its share
of expense, Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds from
the sale of such Non*Operator s share of oil andfor gas until the amount owed by such Non-Operator, plus interest, has been paid. Each
purchaser shall be entitled to rely upon Operator’s written statement concerning the amount of any default. Operator grants a like lien
and security interest to the Non-Operators to secure payment of Operator’s proportionate share of expense.

If any party fails or :s unpable to pay its share of cxpense within sixty (O0) days after rendition of a statement thercefor by
Operator, the non-defaulting partics, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that
the interest of each such party bears to the interest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain
reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph.

C. Payments and Accounting:

Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses incurred in the development
and operation of the Contract Area pursuant to this agreement and shall charge each of the parties hereto with their respective propor-
tionate shares upon the expense basis provided in Exhibit “*C*". Operator shall keep an accurate record of the joint account hereunder,
showing expenses incurred and charges and credits made and reccived.

Operator, at its clection, shall have the right from time to time to demand and receive from the other partics payment in advance
of their respective shares of the estimated amount of the expense to be incurred in operations hercunder during the next succeeding
month, which right may be exercised only by submission to each such party of an itemized statement of such estimated expense, together
with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submitted
on or before the 20th day cf the next preceding month. Each party shall pay to Operator its proportionate share of such estimate within
fifteen (15) days after such estimate and invoice is received. If any party fails to pay its share of said estimate within said time, the amount
due shall bear interest as provided in Exhibit **C’" until paid. Proper adjustment shall be made monthly between advances and actual ex-
pense to the end that each party shall bear and pay its proportionate share of actual expenses incurred, and no more.

D. Limitation of Experditures:
1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, except any well drilled or deepened

pursuant to the provisions of Article V1.B.2. of this agreement. Consent to the drilling or deepening shall include:

* Including reasonable attorney fees in the event of suit to collect any. i
delinquency. |
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Option No. 2: All necessary expenditures for the drilling or dccpening and testing of the well. When such well has reached its

authorized depth, and all tests have been completed, and the results thereof furnished to the parties, Operator shall give immedjate notice
. L . . iy . kwen %-four

ta she Non-Operators who have thg n&ht to participate in the completion costs. The parties receiving such notice shall have £

(33 hours (exclusive of Saturday/Sur{bay 0 T A BKIKMPE) in which to elect to participate in the setting of casing and the completion at-

tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such well, in-

cluding necessary tankage and/or surface facilities. Failure of any party receiving such notice to reply within the period above fixed shall

10 constitute an election by that party not to participate in the cost of the completion attempt. If one or more, but less than all of the parties,

N D W N e

11 elect to set pipe and to attempt a completion, the provisions of Article VI.B.2, hercof (the phrase *‘reworking, deepening or plugging
12 back’® as contained in Article VI.B.2. shall be deemed to include *‘completing’”) shall apply 1o the operations thereafter conducted by less
13 than all parties.

14 ] drilling

15 2. Rework or Plug Back: Without the consent of/all partics, ng well shall be reworked or plugged back except a well reworked or
16 plugged back pursuant to the provisions of Article VLB.2. of this agreement. Consent to the reworking or plugging b;_nék of a well shall

17 include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tankage
18 and/or surface facilities.

20 3. Other Operations: Without the consent of/u%oyglrstggt p{}gtor shall not undertake any single project reasonably estimated
21 to require an expenditure in excess of_Thirty-thousand-ee=eesocoooeeeeana=Dollars $30,000,00 )
22 except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been
23 previously authorized by or parsuant to this agreement; provided, however, that, in cuse of explosion, fire, flood or other sudden
24 emergency, whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinion are requircd
25 to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergency to the other
26 parties. If Operator prepares an authority for expenditure (AFE) for its own use, Operator shall furnish any Non-Operator so requesting
27  an information copy thereof for any single project costing in excess of Thirty-thousandeeee—cccmccccaocnenaa-
28 Dollars (3.3Q,000,00 ) but less than the amount first set forth above in this paragraph.

29

30 E. Rentals, Shut-in Well Payments and Minimum Royalties:

31

32 Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the

33 party or parties who subjected such lease to this agreement at its or their expense. [n the event two or more parties own and have con-
34 tributed interests in the same lease to this agreement, such parties may designate one of such parties to make said payments for and on
35 behalf of all such parties. Any party may request, and shall be entitled to receive, proper evidence of all such payments. In the event of
36 failure to make proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-
37 ment is required to continue the lease in force, any loss which results from such non-payment shall be borne in accordance with the pro-
38 visions of Article IV.B,as footnoted.

40 Operator shall notify Nor-Operator of the anticipated completion of a shut-in gas well, or the shutting in or return to production
41  of a producing gas well, at Yeas: five (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by
42 circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operator 10 so notify
43 Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut-in well payment
44  shall be borne jointly by the parties hereto under the provisions of Article IV.B, as footnoted.

45

46 F. Taxes:

47

48 Beginning with the first calendar year after the effective date hereof, Operator shall render for ad valorem taxation all property

49  subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they
50  become delinquent. Prior to the rendition date, cach Non-Operator shall furnish Operator information as to burdens (to include, but not
Sl be limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non-
52  Operator. If the assessed valuavion of any leaschold estate is reduced by reason of its being subject to outstanding excess royalties, over-
53 riding royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit of the owner or
s4  owners of such leasehold estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such reduc-
55  tion. If the ad valorem taxes are based in whole or in part upon separate valuations of each party’s working interest, then notwithstanding
56 anything to the contrary herein, charges to the joint account shall be made and paid by the parties hereto in accordance with the tax
57  value generated by each party's working interest. Operator shall bill the other parties for their proportionate shares of all tax payments in
5§  the manner provided in Exhibit **'C"".

o0 i Operator considers any tax assessment improper, Operator may, at its discretion, protest within the time and manner
61  prescribed by law, and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to final deter-
62  mination. During the pendency of administrative or judicial proceedings, Operator may elect 1o pay, under protest, all such taxes and any
63  interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tax for the joint ac-
64  count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid by them, as
65  provided in Exhibit **C"". :

w 3

67 Each party shall pay or cause to be paid all production, severance, excise, gathering and other taxes imposed upon or with respect to
68  the production or handling of such party’s share of oil and/or gas produced under the terms of this agreement.

69 RN

70
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ARTICLE VII
continued

G. Insurance:

At all times while operations are conducted hercunder, Operator shall comply with the workmen’s compensation law of
the state where the operations are being conducted; provided, however, that Operator may be a self-insurer for liability under said com-
pensation laws in which event the only charge that shall be made to the joint account shall be as provided in Exhibit **C"*. Operator shall
also carry or provide insurance ‘or the benefit of the joint account of the parties as outlined in Exhibit **D", attached to and made a part
hereof. Operator shall require a'l contractors engaged in work on or for the Contract Area to comply with the workmen's compensation
law of the state where the operations are being conducted and to maintain such other insurance as Operator may require.

In the event automobile public liability insurance is specified in said Exhibit **D’’, or subsequently receives the approval of the
parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator’s automotive equipment.

ARTICLE VIIL.
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases covcred %ﬂth s dé acmmt insofar as they embrace acreage in the Contract Area, shall not be surrendered in whole
or in part unless all,f:arues ¢orisent thereto.

However, should uny party desire to surrender its interest in any lease or in any portion thereof, and the other parties do not
agree or consent thereto, the purty desiring to surrender shall assign, without express or implied warranty of title, all of its interest in
such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production
thercafter secured, to the parties not consenting to such surrender. If the interest of the assigning party is or includes an oil and gas in-
wrest, the assigning party shall execute and deliver to the party or parties not consenting to such surrender an oil and gas lease covering
such oil and gas interest for a term of one (1) year and so long thereafter as oil and/or gas is produced from the land covered thereby, such
Jease to be on the form attached hereto as Exhibit **B*’, Upon such assignment or lease, the assigning party shall be relieved from all
obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well
attributable thereto, and the assigning party shall have no further interest in the assigned or leased premiscs and its equipment and pro-
duction other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shall pay to the
party assignor or lessor the reascnable salvage value of the latter’s interest in any wells and equipment attributable to the assigned or leas-
ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit **C*’, less the estimated cost of
salvaging and the estimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one party, the interest
shall be shared by such parties in the proportions that the interest of cach bears to the total interest of all such parties.

Any assignment, lease or surrender made under this provision shatl not reduce or change the assignor's, lessor's or surrendering
party’s interest as it was immediately before the assignment, lease or surrender in the balance of the Contract Area; and the acreage
assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms and provisions of this
agreement.

B. Renewal¥r Extension of Leases:

If any party sccures a rencwal of any oil and gas lease subject to this agreement, all other parties shall be notified promptly, and
shall have the right for a period of thirty (30) days following receipt of such notice in which to elect to participate in the ownership of the
renewal lease, insofar as such lecse affects lands within the Contract Area, by paying to the party who acquired it their several proper pro-
portionate shares of the acquisition cost allocated to that part of such lease within the Contract Area, which shall be in proportion ta the
interests held at that time by tae parties in the Contract Area.

If some, but less than all, of lhc/p%gmgﬂ(];l}c%%?participute in the purchase of a renewal lease, it shall be owned by the parties
who clect to participate therein, in a ratio based upon the relationship of their respective percentage of participation in the Contract Area
10 the aggregate of the percentages of participation in the Contract Area of all parties participating in the purchase of such renewal lease.
Any renewa! lease in which less than all parties elect to participate shall not be subject to this agreement.

Each party who participat:s in the purchase of a renewal lease shall be given an assignment of its proportionate interest thercin
by the acquiring party.

The provisions of this Article shall apply to renewal leases whether they are for the entire interest covered by the expiring lease
or cover only a portion of its arca or an interest therein. Any renewal lease taken before the expiration of its predecessor lease, or taken or
contracted for within six (6) months after the expiration of the existing lease shall be subject to this provision; but any lease taken or con-
tracted for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal lease and shall not be subject to
the provisions of this agreement.

The provisions in this Article shall also be applicable to extensions of oil and gas leases.

C. Acreage or Cash Contributions: Does not apply to the Initial Test Well pr'ov1ded f‘or
in Article VI.

While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of a well or any other
operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or other operation and shall be
applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, the party to whom the con-
tribution is made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling Parties in the propomons

¥"Renewal", as provided for herein, shall be taken as including the acqiiisi-
tion of Leases on Federal or State Lands lying within the contract area.

-11-
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ARTICLE VIII
continued
said Drilling Parties shared the cost of drilling the well, MWM»WMMWWW
gosesnud-by-provisions-identical te-this-agreeraent. Each party shall promnptly notify all other parties of any acreage or cush contributions
it may obtain in support of any well or any other operation on the Contract Area. The above provisions shall also be applicable to op-
tional rights to earn acreage outside the Contract Area which are in support of a well drilled inside the Contract Area.

If any party contracts for any consideration relating to disposition of such party’s share of substances produced hereunder, such
consideration shall not be deemed a contribution as contemplated in this Article VIILC.

D. Maintenance of Uniform: Interest:

For the purpose of maintaining uniformity of ownership in the oil and gas leaschold interests covered by this agreement, no
party shall sell, encumber, transier or make other disposition of its interest in the leases embraced within the Contract Area and in wells,
equipment and production unless such disposition covers either:

1. the entire interest of the party in all leases and equipment and production; or

2. an equal undivided interest in all leases and equipment and production in the Contract Arca.

the Unit Agreement and

Every such sule, encumbrance, transfer or other disposition made by any party shall be made expressly subject t¢/this agreement
and shull be made without prejudice to the right of the other partics.

If, at any time the interest of any party is divided among and owned by four or more co-owners, Operator, at its discretion, may
require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, receive billings for
and approve and pay such party’'s share of the joint expenses, and to deal generally with, and with power to bind, the co-owners of such
party’s interest within the scope of the operations embraced in this agreement; however, all such co-owners shall have the right 1o enter
into and execute all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the Contract
Area and they shall have the right to receive, separately, payment of the sale proceeds thereof.

E. Waiver of Rights to Par:ition:
If permitted by the laws of the state or states in which the property covered hereby is located, each party hercto owning an
undivided interest in the Contract Area waives any and all rights it may have to partition and have set aside 10 it in severalty its undivided

interest therein,

" teremtint-Rieht—to—Purchas

ARTICLE IX,
INTERNAL REVENUL CODE ELECTION

This agreement is not intended 1o create, and shall not be construed to create, a relationship of partnership or an association
for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several
and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if, for federal income tax
purposes, this agreement and the operations hereunder are regarded as a partnership, each party hereby affected elects to be excludal
from the application of all of the provisions of Subchapter **K™", Chapter 1, Subtitle **A"", of the Internat Revenue Code of 1954, as per-
mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized und directed to ex
cecute on behalf of cach party hereby affected such evidence of this clection as may be required by the Secrctary of the Treasury of the
United States or the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of the returns, statements,
and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affcected give further
evidence of this election, cach such party shall execute such documents and furnish such other evidence us may be required by the
Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take any other
action inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which the Contract
Areu is located or any future income tax laws of the United States contain provisions similar to those in Subchapter **K"", Chapter |,
Subtitle **A™, of the Internal Revenue Code of 1954, under which an election similar to that provided by Section 761 of the Code is per-
mitted, each party hereby affected shall make such election as may be permitted or required by such laws. In making the foregoing elec-
tion, each such party states that the income derived by such party from operations hereunder can be adequately determined wnhout the
computation of partnership taxable income.

-12-
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ARTICLE X.
CLAIMS AND LAWSUITS

Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure
does not exceed__T€N _thousand=seeseeeemeee e e e e e e m e e e =Dollars

(10,000.00 ) and if the payment is in complete settlement of such claim or suit. If the amount required for settlement ex-

ceeds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless such authority is
delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-
pense of the parties participating in the operation from which the claim or suit arises. 1f a claim is made against any party or if any party is
sucd on account of any matter arising from operations hereunder over which such individual has no control because of the rights given
Operator by this agreement, such purty shall immediately notify all other parties, and the claim or suit shall be treated as any other claim
or suit involving operations hereunder.

ARTICLE XI.
FORCE MAJEURE

If any party is rendered unuble, wholly or in part, by force majeure to carry out its obligations under this agreement, other than
the obligation 1o make money payments, that party shall give to all other parties prompt written notice of the force majeure with
reasonably full particulars concerning it; thereupon, the obligations of the party giving the notice, so far as they are affected by the force
majeure, shall be suspended during, but no longer than, the continuance of the force mujeure. The affected party shall use all reasonable
diligence to remove the foree majeure situation as quickly as practicable.

The requirement that any force majeure shall be remedied with all seasonable dispatch shall not require the settlement of strikes,
lockouts. or other labor difficulty by the party involved, contrary to its wishes; how all such difficulties shall be handled shall be entirely
within the discretion of the party concerned.

The term “*force majeure’”, as here employed, shall mean an act of God. strike, lockout, or other industrial disturbance, act of
the public enemy, war, blockace, public riot, lightning, fire, storm, flood, explosion, governmental action, governmental delay, restraint
or inaction, unavailubility of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is
not reasonably within the conirol of the party claiming suspension.

ARTICLE XII.
NOTICES

All notices authorized or required between the parties and required by any of the provisions of this agreement, unless otherwise
specifically provided, shall be gwven in writing by mail or#tlﬁ,{gg,rpeﬁtage or charges prepaid, or by telex or telecopier and addressed to
the parties to whom the notice is given at the addresses bsaed ox XxbibieeX&X. The originating notice given under any provision hereof
shall be deemed given only when received by the party to whom such notice is directed, and the time for such party to give any notice in
response thereto shall run from the date the originating notice is reccived. The second or any responsive notice shall be deemed given
when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Each party
shall have the right to change its address at any time, and from time to time, by giving written notice thereof to all other parties.

ARTICLE XIIL
EFFECTIVE DATE AND TERM

This agreement. shall become effective on the effective date of the Unit
Agreement.

The term of this agreement shall be the same as the term of the Unit
Agreement,

Termination of this agreement shall not relieve any Party of its obligations
accrued hereunder before such termination. Notwithstanding termination of this
agreement the provisions hereof relating to the charging and payment of Costs
and the disposition of materials and equipment shall continue in force until
all materials and equipment owned by the Parties have been disposed of and until
final accounting between Unit Operator and the Parties. Termination of this
agreement shall automatically terminate all rights and interest acquired by vir-
tue of this agreement in lands within the Unit Area except such transfers of
Committed Working Interests as have been evidenced by formal written instruments
of transfer.

It is agreed, however, that the termination of this agreement shall not relieve any party hereto from any liability which has
accrued or attached prior to the date of such termination. :

*
[

%¥to be furnished to Operator by separate letter.

-13-
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ARTICLE X1V.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agreement shall be subject to the conservation laws of the state in which the Contract Area is located, to the valid rules,
regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal, state, and local laws, or-
dinances, rules, regulations, and orders.

B. Governing Law:

This agreement and all ma_ters pertaining hereto, including, but not limited to, matters of performance, non-performance, breach,
remedies, procedures, rights, duties and interpretation or construction, shall be governed and determined by the law of the state in which
the Contract Area is located. H-tme-Goptract-Advi-i-HR-two-or-more-stitesrthe-tew-ol-the-state-of —
+hall-gavern.

C. Regulatory Agencies:

Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive or release any rights,
privileges, or obligations which Non-Operators may have under federal or state laws or under +les, regulations or orders promulgated
under such laws in reference to oil, gas und mineral operations, including the locasion, operation, o production of wells, on tracts offset-
ting or adjucent to the Contract Arca.

With respect to operations hercunder, Non-Operators agree to release Operator from any and all losses, dumages, injuries, claims
and causes of action arising out of, incident to or resulting directly or indirectly from Operator’s interpretation or application of rules,
rulings, regulations or orders of the Department of Energy or predecessor or successor agencies 10 the extent such interpretation or ap-
plication was made in good faith. Each Non-Operator further agrees w reimburse Operator for any amounts upplicable to such Non-
Operator's share of production that Operator may be required to refund, rebate or pay as a result of such an incorrect interpretation or
application, together with interest and penalties thereon owing by Operator as a result of such incorrect interpretation or application.

Non-Operators authorize Operator to prepare and submit such documents as may be required to be submitted to the purchaser
of any crude oil sold hereunder or 1o any other person or entity pursuant to the requirements of the **Crude Oil Windfull Profit Tax Act
of 1980, as sume may be amended from time to time (“*Act’’), and uny valid regulations or rules which may be issued by the Treasury
Department from time to time pursuant to said Act. Each party hereto agrees to furnish any and ali certifications or other information
which is required to be furnished by said Act in a timely manner and in sufficient detail 1o permit compliance with said Act.

ARTICLE XV.
OTHER PROVISIONS

A, Proportionately, Non-Operators agree to indemnify and hold Operator
harmless from any and all losses, damages, injuries, claims and causes of action
arising out of, incident to or resulting directly or indirectly from Operator's
interpretation or application of any statute, law, resolution or similar mandate,
or any rules, rulings, regulations or orders of any regulatory agency having any
Jurisdiction over the Contract Area to the extent Operator's interpretation or
application was made in good faith. Non-Operator's further agree to reimburse
Operator for the Non-Operator's proportionate part of any amounts Operator may
be required to refund, rebate or pay as a result of an incorrect interpretation
or application of such statutes, laws, resolutions or similar mandates, rules,
rulings, regulations or orders, together with the Non-Operator's proportionate
part of interest and penalties owing by Operator as a result of such incorrect
interpretation or application of such statutes, laws, resolutions or similar
mandates, rules, rulings, regulations or orders.

B. Notwithstanding anything herein to the contrary, if any Non-Operator
neglects or fails to pay sums due and owing Operator hereunder for a period of
Thirty (30) days after receipt of an invoice therefor, Operator may notify said
Non-Operator of its election to regard such Non-Operating party as a non-
consenting party hereunder as to the said costs, if such costs are incurred with
respect to the drilling of any well on the Contract Area or are included in the
type of costs subject to the provisions concerning operations by less than-all
parties under this Jperating Agreement. If Non-Operator fails to pay such’,
amount within fiftesn (15) days after receipt of such notice, Operator's elec-
tion shall be automatically effective. Non-Operators shall retroactively he
subject to the non-consent provisions of Article VI. hereof, the same as lﬁ such
party had elected to be a non-consenting party at the lnceptlon of operations,
but only with respect to the sums remaining unpaid and any future sums atbrlbu-
table to such Non-Operator's interest in such operations. In the event that
Operator gives notice as hereinabove provided and any Non-Operator is deenféd ‘to
be a non-consenting party as a result thereof, Operator shall prompt}gxgggagig;



all other participating Non-Operators and each such ‘Non-Operator shall have

a period of forty.-eight (48) hours (exclusive of Saturday, Sunday or legal
holidays) in which to notify Operator of whether it elects to carry its
proportionate part of the non-consenting Non-Operator's interest. A failure
to respond within the time provided shall be an election to participate in

a proportionate part of such Non-Participating interest. Any sums to be
recovered hereunder and the penalty therefor may be recouped from any and

all wells subject hereto. This provision shall not be applicable to any sums
invoiced by Operator which Non-Operator contests in good faith.

ARTICLE XVI.
MISCELLANEQOUS

This agreement shall be binding upon and shall inure to the benefit of the
parties hereto and to their respective heirs, devisees, legal representatives,
successors and assigns.

This instrument may be executed in any number of counterparts, each of
which shall be considered an original for all purposes, or may be executed
by the execution and delivery of a good and sufficient instrument of ratifica-
tion, adopting and entering into this Agreement. Such ratification shall have
the same effect as if the Party executing it had executed this Agreement or a
counterpart hereof.

IN WITNESS WHZREOF, this agreement executed as of the day first written
above.

OPERATOR

McKay 0il Corporation

By:

President
P.0. Box 2014
Roswell, NM 88202-2014

NON-OPERATORS
McKay Childrens Trust

By:

Trustee
P.0O. Box 2014

Roswell, NM 88202-2014

STATE OF NEW MEXICO )
: ss.
COUNTY OF CHAVES )

The foregoing instrument was acknowledged before me this day of
, 1988, by Roy L. McKay, as President of McKay 0il Corporation,
on behalf of said corporation.

My Commission Expires: Notary Public
STATE OF NEW MEXICO )

COUNTY OF CHAVES )

The foregoing instrument was acknowledged before me this day of

, 1988, by _ , as Trustee of
McKay Childrens Trust, on behalf of said Trust. '

My Commission Expires: Notary Public

~15-



N/
AN

- T T 7N
Ip@r. —

MCKAY CiL CORP,
LG-5569
: 7-1-88
LG-5562 : -
7-1-88 _ ) _
' 41.930 .
23 , 24 — 19
\./ MCKAY OIL CORP. \Iwu
G LG~5562 s .
. 7-1-88 — T
STATE . STATE 466 | STATE
t 1
MCKAY Ok CORP. MCKAY OfL CORP. " MCKAY G CORP.
| LC-5563 e LG-5569
; 7-1-88 Z, 7-1-88
o _pwas -
mv 25 — P
! i [ P
m @ I O @ | $1.03_) @
! i 4
m “CAMP STATE" o
STATE | STATE 08 | STAE
1
BIGAR ENERGY CORP. _ BIGAR ENSRGY CORP. _ MCKAY OiL CORP.
LG-5566 i LG-5566 o | LG-5570 1 16-5570
7-1-88 (H3P) , 7-1-88 (H3P) — 7 7-1-88 I 7-1-88
"DoUBLE L @ m @ ;
STATE : STATE 1044 ! ;
35 36 B Y = “ 32
"B : 6
m m m - 4G.26 i
L Y !
$0.09 ! STATE i STATE
TE UNTT ARELA
P UJiN L S R 23 —
i < [
M\ C 1N RN
COUNT W. Vv me— LNIT QUTLINE
O TRACT IILM2ER
[T} FEDERAL LANZS ~ 40.00 ACRES, .77 OF UNIT AREA
7] STATE OF SEW MEXICO LANDS - 493334 ACRES. 90.5% OF UNIT AREA

T FEE (PATENTIS) LANDS - 44200 ACRES, 8.87% OF UNIT AREA
TOTALI 5,453.34 ACRES, 130% CF UNIT AREA

JRILLED T7 ARC, NNT TESTED, NOT COMPFTED



EXHIBIT "B* - PART I Page 1
Schedule of Lands and Leases lying within the Camp State Unit Area, Chaves County, New Mexico
Township 5 South, Range 22 & 23 East, N.M.P.M.
TRACT LAND DESCRIPTION NO. OF | SERIAL NO. & BASIC ROYALTY LESSEE OF RECORD ORI WI OWNER &
NO. ACRES EXPIRATION & OWNERSHIP & PERCENTAGE PERCENTAGE PERCENTAGE
STATE OF NEW MEXICO LANDS
1. T5S-R22E
Section 23: S/2N/2, N/25/2, 1,000.00 LG-5562-3 State of N.M.-12.5% McKay 011 Corporation 100% C. Richard Overly-.16605%, McKay 011 Corporation 51.875%
SE/4SW/4, S/2SE/4 7-01-88 Willtam C. Lonquist, Jr. McKay Children's Trust 41.875%
Section 24: NE/4, S/2NW/4, §/2 -.16605%, LOG Partners 6.25%
Mi11is H. Oakes-.02187%,
Gayle A. Dalton-.00729%,
Milton R. Fry-.04374%,
Melvin & Marvin Wolf-9%,
Gary Mitchell-.66667%,
Ernest Otto-.33333%
McKay 011 Corp.-2.094997%,
Royale Energy Company-.75%
2. T5S-R22E
Section 25: N/2, SW/4 880.00 LG-5563-3 State of N.M.-12.5% McKay 011 Corporation 100% C. Richard Overly-.16605%, McKay 011 Corporation 51.875%
Section 26: N/2NE/4, SE/4NE/4, 7-01-88 William C. Lonquist, oJr. McKay Children's Trust 41.87%
§/2S/2, NE/4SE/4 -.16605%, LOG Partners 6.25%

NE/ANW/A, NW/4SW/4

Mi111s H. Oakes-.02187%,
Gayle A. Dalton-.00729%,
Milton R. Fry-.04374%,
Melvin & Marvin Wolf-9%,
Gary Mitchell-.66667%,
Ernest Otto-.33333%

McKay 0il Corp.-2.094997%,
Royale Energy Company-.75%



EXHIBIT “B" - PART I

Page 2

TRACT LAND DESCRIPTION NO. OF | SERIAL NO. & BASIC ROYALTY LESSEE OF RECORD ORI W1 OWNER &
NO. ACRES EXPIRATION & OWNERSHIP & PERCENTAGE PERCENTAGE PERCENTAGE
3. T5S-R22E
Section 25: SE/4 160.00 LG-5563-3 State of N.M.-12.5%4 McKay 0f1 Corporation 100% C. Richard Overly-.16605%, McKay 011 Corporation 61.156%
7-01-88 William C. Lonquist, Jr. McKay Children's Trust 21.094%
-.16605%, 0i1Search Corporation .25%
Mi111s H. Oakes-.02187%, May Petroleum, Inc. 7.5%
Gayle A. Dalton-.00729%, Cumo Resources, Inc. 5.0%
Milton R. Fry-.04374%, Fuller Petroleum, Inc. 5.0%
Melvin & Marvin Wolf-9%,
Gary Mitchell-.66667%,
Ernest Otto-.33333%,
McKay 011 Corp.-12.095%
4. T55-R22E
Section 35: N/2 640.00 LG-5566 State of N.M.-12.5% Inexco 011 Company 100% Inexco 011 Company-10% Bigar Energy Corporation 100%

Section 36: N/2

7-01-88 (HBP)



EXHIBIT "B" - PART I

Page 3

TRACT LAND DESCRIPTION NO. OF | SERIAL NO. & BASIC ROYALTY LESSEE OF RECORD ORI WI OWNER &
NO. ACRES EXPIRATION & OWNERSHIP & PERCENTAGE PERCENTAGE PERCENTAGE
5. T5S-R23E
Section 19: Lots 1(42.03), 2(41.90) 1,291.94 LG-5569-3 State of N.M.-12.5% McKay 011 Corporation 100% C. Richard Overly-.16605%, McKay 011 Corporastion 51.875%
3(41.78), 4(41.66), E/2, 7-01-88 William C. Lonquist, Jr. McKay Children's Trust 41.875%
E/2Ww/2 (all) -.16605%, LOG Partners 6.25%
Section 30: Lots 1(41.48), 2(41.25), Millis H. Oakes-.02187%,
. 3(41.03), 4(40.81), E/2, Gayle A. Dalton-.00729%,
E/2W/2 (all) Milton R. Fry-.04374%,
Melvin & Marvin Wolf-9%,
Gary Mitchell-.66667%,
Ernest Otto-.33333%
McKay 011 Corp.-2.094997%,
Royale Energy Company-.75%
6. T5S-R23E
Section 32: W/2 961.40 LG-5570-3 State of N.M.-12.5% McKay 011 Corporation 100% C. Richard Overly-.16605%, McKay 011 Corporastion 51.875%
Section 31: Lots 1(40.61), 2(40.44), 7-01-88 William C. Lonquist, Jr. McKay Children's Trust 41.875%
.16605%, LOG Partners 6.25%

3(40.26), 4(40.09), E/2,
E/2W/4 (all)

Mi1lis H. Oakes-~.02187%,
Gayle A. Dalton-.00729%
Milton R. Fry-.04374%,
Melvin & Marvin Wolf-9%,
Gary Mitchell-.66667%,
Ernest Otto-.33333%

McKay 011 Corp.-2.094997%,
Royale Energy Company-.75%

TOTAL STATE OF NEW MEXICO LANDS, 6 TRACTS, 4,933.34 ACRES




EXHIBIT "B" - PART [ Page 4
TRACT LAND DESCRIPTION NO. OF | SERIAL NO. & BASIC ROYALTY LESSEE OF RECORD ORI Wl OWNER &
NO. ACRES EXPIRATION & OWNERSHIP & PERCENTAGE PERCENTAGE PERCENTAGE
FEDERAL LANDS
7. T55-R22E
Section 24: NE/4NW/4 40.00 NM-38867 USA - 12.5% Kalser Energy Inc. 50% none Kaiser Energy Inc. 50%
3-31-91 Mitchell Energy Corporation 50% none Mitchell Energy Corporation 50%

TOTAL FEDERAL LANDS, 1 TRACT, 40.00 ACRES




EXHIBIT "B" - TRACT I Page 5
TRACT LAND DESCRIPTION NO. OF | SERIAL NO. & BASIC ROYALTY LESSEE OF RECORD ORI WI OWNER &
NO. ACRES EXPIRATION & OWNERSHIP & PERCENTAGE PERCENTAGE PERCENTAGE
FEE (PATENTED) LANDS
8. T5S-R22E

Section 23: SW/4SW/4, NW/4NW/4 except 57.20 12-18-89 Betty Jean Moats - Yates Petroleum Corporation 40% none Yates Petroleum Corporation 40%
therefrom the following 12.5% Yates Drilling Company 20% Yates Drilling Company 20%
described tract: Beginning Abo Petroleum Corporation 20% ABO Petroleum Corporation 20%
at the northeast corner of Estate of Martin Yates III  20% Estate of Martin Yates III 20%
sald NW/4NW/4, thence south |||
to the southeast corner of 100%
sald NW/4NW/4, then west 250
feet, thence north 36° 56'
west, 220 feet, thence north
37° 14' west, 1,340 feet,
thence north 65° 10' west,
195 feet, to subdivision
11ine, thence north 40 feet
to the northwest corner of
sald NW/4NW/4, thence east
to the point of beginning
and containing 22.8 acres.

9. T55-R22E

Section 23: NE/4ANW/4, and the following 62.80 6-15-89 Jerry Don Martin & Rio Petrol, Inc. 54% Sam D. Gardiner - 1% Rio Petrol, Inc. 54%
tract of Yands in the wife Waneta and Stevens 0i1 Company 30% Stevens 0il1 Company 30%
NW/4NW/4, described as Ronald Charles Stevens Resources 10% Stevens Resources 10%
follows: Beginning at the Martin & wife Betty John D. Cadigan 6% John D. Cadigan 6%
northeast corner of said S. - 12.5% |||
NW/4NW/4, thence south to 100%

the southeast corner of said
NW/4NW/4, then west 250 feet,
thence north 36° 56' west,

220 feet, thence north 37° 14'
west, 1,340 feet, thence north
65° 10' west, 195 feet, to
subdivision line, thence north
40 feet to the northwest corner
of sald NW/4Nw/4, thence east
to the point of beginning

and containing 22.8 acres.



EXHIBIT “B" - TRACT I
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TRACT LAND DESCRIPTION

NO. OF | SERIAL NO. &
ACRES EXPIRATION

BASIC ROYALTY
& OWNERSHIP

LESSEE OF RECORD
& PERCENTAGE

ORI
PERCENTAGE

WI OWNER &
PERCENTAGE

10. T5S-R22E
Section 23: N/2NE/4

11. T5S-R22E
Section 24: NW/4ANW/4

80.00
(40.00) open *

(40.00) 6-15-89

40.00 6-15-89

Flag-Redfern 0i1 Co.

Jerry Don Martin &
wife Waneta and
Ronald Charles
Martin & wife Betty
S. - 12.5%

Jerry Don Martin
wife Waneta and
Ronald Charles
Martin & wife Betty
S. - 12.5%

Rio Petrol, Inc.
Stevens Oi1 Company
Stevens Resources
John D. Cadigan

Rio Petrol, Inc;
Stevens 0i1 Company
Stevens Resources
John D. Cadigan

* open refers to unleased minerals interests

54%
30%
10%

54%
30%
10%

6%

Sam D. Gardiner - .50%

Sam D. Gardiner - 1%

Unleased

Rio Petrol, Inc.
Stevens 011 Company
Stevens Resources
John D. Cadigan

Rio Petrol, Inc.
Stevens 011 Company
Stevens Resources
John D. Cadigan - 6%

50%

27%
15%
5%
3%

100%

54%
30%
10%

6%

100%



EXHIBIT “B" - TRACT I
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TRACT LAND DESCRIPTION NO. OF | SERIAL NO. & BASIC ROYALTY LESSEE OF RECORD ORI WI OWNER &
NO. ACRES EXPIRATION & OWNERSHIP & PERCENTAGE PERCENTAGE PERCENTAGE
12. T5S5-R22E

Section 26: W/2NW/4, SE/ANW/4,
NE/4SW/4, SW/4NE/4,
NW/4SE/4

240.00 12-18-89

Betty Jean Moats -
12.5%

Yates Petroleum Corporation 40% none

Yates DOrilling Company

20%

ABO Petroleum Corporation 20%
Estate of Martin Yates III  20%

Yates Petroleum Corporation
Yates Drilling Company

ABO Petroleum Corporation
Estate of Martin Yates III

40%
20%
20%

_20%

100%

TOTAL FEE (PATENTED) LANDS, 5 TRACTS,

480.00 ACRES

STATE LANDS
FEDERAL LANDS
FEE LANDS

RECAPITULATION

4,933.34 ACRES
40.00 ACRES
480.00 ACRES

90.5% OF UNIT AREA
0.7% OF UNIT AREA
8.8% OF UNIT AREA

TOTAL UNIT ACREAGE

5,453.34 ACRES

100% OF UNIT AREA



EXHIBIT "B", PART I, RECAPITULATION

WORKING INTEREST OWNERSHIP WITHIN THE UNIT AREA

Working Interest Owner Tracts Total Net Acres Percentage of Unit Area
McKay 0il Corporation 1, 2, 3, 5, 6 2,242.02 41,112786
McKay Childrens Trust 1, 2, 3,5, 6 1,764.58 32.357784
Bigar Energy Corp. 4 640.00 11.735927
LOG Partners 1, 2, 5, 6 258.34 4,737280
Yates Petroleum Corporation 8, 12 118.88 2.179948
Rio Petrol, Inc. 9, 10, 11 77.11 1.413996
Yates Drilling Company 8, 12 59.44 1.089974
ABO Petroleum Corp. 8, 12 59.44 1.089974
Est. Martin Yates, IIL 8, 12 59.44 1.089974
Stevens 0il Company 9, 10, 1M 42,84 .785574
Flag-Redfern 0il Co. (unleased minerals) 10 40.00 . 733495
Kaiser Energy Company - T 20.00 .366748
Mitchel Energy Corp. T 20.00 .366748
Stevens Resources 9, 10, M1 14,28 .261858
May Petroleum, Inc. 3 12.00 .220049
John D, Cadigan g, 10, 1 8.57 . 157152
Fuller Petroleum, Inc. 3 8.00 . 146699
Cumo Resources, Ltd. 3 8.00 . 146699
0il Search Corp. 3 .40 .007335
5,453.34 100.000000




Preliminary

EXHIBIT "B", PART II

Schedule of Participation - Costs of Initial Test Well,
all subsequent operations and share of gross production® upon the Unit Area.

PERCENTAGE SHARE OF COSTS
WORKING INTEREST PERCENTAGE SHARE OF COSTS ALL SUBSEQUENT OPERATIONS
OWNER INITIAL TEST WELL AND SHARE OF GROSS PRODUCTION

Note: This Schedule will be calculated upon committed acreage in the ratio that the total acreage of each committed
Working Interest owner bears to the total acreage of all committed Working Interests.

In the event certain parties elect to Farmout, or contribute their interests, in lieu of joining, this Schedule
may be revised to show the effect of contributions, however, revision will not change the interest of any parties
except Unit Operator and the contributing party.

This Schedule of Participation will be finalized and furnished to all committed parties and all contributing
parties.

*¥Includes Royalties - See Article III.
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Attached to and made a part of _nit Operating Agreement for the Camp State Unit Area,

McKay 0il Corporation, Unit Operator
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ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

Definitions

“Joint Property” shall mean the real and personal property subject to the agreement to which this Accounting Procedure
is attached,

“Joint Operations” shall mean all operations necessary or proper for the development, operation, protection and mainte-
nance of the Joint Property.

“Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint Opera-
tions and which are to be shared by the Parties.

“Operator” shall mean the party designated to conduct the Joint Operations.

“Non-Operators” shall mean the Parties to this agreement other than the Operator.

“Parties” shall mean Operator and Non-Operators.

“First Level Supervisors” shill mean those employees whose primary function in Joint Operations is the direct supervision
of other employees and/or contract labor directly employed on the Joint Property in a field operating capacity.
“Technical Employees” shall mean those employees having special and specific engineering, geological or other profes-
sional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and problems
for the benefit of the Joint Property.

“Personal Fxpenses” shall mean travel and other reasonuble reimbursable expenses of Operator's employees.
“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.
“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual as
most recently recommended by the Council of Petroleum Accountants Societies.

Statement and Billings

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the Joint Ac¢-
count for the preceding month. Such bills will be accompanied by statements which identify the authority for expenditure,
lease or facility, and all charges and eredits summarized by appropriate classifications of investment and expense except
that items of Controllable Material and unusual charges and credits shall be separately identified and fully described in
detail.

Advances and Payments by Non-Operators

A. Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their
share of estimated cash outlay for the succeeding month’s operation within fifteen (15) days after receipt of the bill-
ing or by the first day of the month for which the advance is required, whichever is later. Operator shall adjust each
monthly billing to reflect advances received from the Non-Operators.

B.  Fach Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If payment is not made
withtin sgch time, the unpajd balance shall bear interest monthly at the prime rate in effect at First Inter-
state Bank of Roswe on the first day of the month in which delinquency oceurs plus 1% or the maximum
contract rate permitted by the applicable usury laws in the state in which the Joint Property is located, whichever
is the lesser, plus attorney’s fees, court costs, and other costs in connection with the collection of unpaid amounts,

Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correctness thereof;
provided, however, all bills, and statements rendered to Non-Operators by Operator during any calendar year shall con-
clusively be presumed to be true and correct after twenty-four (24) months following the end of any such calendar year,
unless within the said twenty-four (24) month period a Non-Operator takes written exception thereto and makes claim on
Operator for adjustment. No adjustment favorable to Operator shall be made unless it is made within the same preseribed
period. The provisions of this paragraph shall not prevent adjustments resulting from a physical inventory of Controllable
Material as provided for in Section V.

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.
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5. Audits

A. A Non-Operator, upon nctice in writing to Operator and all other Non-Operators, shall have the right to audit Opera-
tor’s accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month
period following the end of such calendar year; provided, however, the making of an audit shall not extend the time
for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this Section
I. Where there are lwo or more Non-Operators, the Non-Operators shall make every reasonable effort to conduct a
joint audit in a manner which will result in a minimum of inconvenience to the Operator. Operator shall bear no por-
tion of the Non-Operators’ audit cost incurred under this paragraph unless agreed to by the Operator. The audits
shall not be conducted more than once each year without prior approval of Operator, except upon the resignation or
removal of the Operator, and shall be made at the expense of those Non-Operators approving such audit.

B. The Operator shall reply in writing to an audit report within 180 days after receipt of such report.

6. Approval By Non-Operators
Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sections of this
Accounting Procedure and if tne agreement Lo which this Accounting Procedure is atlached contains no contrary provisions

in regard thereto, Operator saall notify all Non-Operators of the Operator’s proposal, and the agreement or approval of
a majority in interest of the Non-Operators shall be controlling on all Non-Operators.

I1. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:
1. Ecological and Environmental

Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy environ-
mental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or archaeological
nature and pollution control procedures as required by applicable laws and regulations.

2.  Rentals and Royalties
Lease rentals and royalties piid by Operator for the Joint Operations.
3. Labor

A. (1) Salaries and wages of QOperator’s field employees directly employed on the Joint Property in the conduct of Joint
Operations.

(2) Salaries of First Leve! Supervisors in the field.

(3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are excluded
from the overhead rates.

(4) Salaries and wages of Technica! Employees either temporarily or permanently assigned to and directly employed
in the operation of the Joint Property if such charges are excluded from the overhead rates.

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to employees
whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section 1. Such costs under
this Paragraph 313 may be charged on a “when and as paid basis” or by “percentage assessment” on the amount of
salaries and wages chargeable Lo the Joint Account under Paragraph 3A of this Section 11. If percentage assessment
is used, the rate shall be based on the Operator’s cost experience.

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are applicable
to Operator's costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section 11.

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under Paragraph
3A of this Section I

4, Employee Benefils
Operator's current costs of esablished plans for employees’ group life insurance, hospitalization, pension, retirement, stock
purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor cost chargeable to the Joint
Account under Paragraphs 3A and 3B of this Section II shall be Operator’s actual cost not to exceed the percent most recent-
ly recommended by the Council of Petroleum Accountants Societies.

Material

_Q’!

Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV, Only such Material
shall be purchased for or transferred to the Joint Property as may be required for immediate use and is reasonably practical
and consistent with efficient and economical operations. The accumulation of surplus stocks shall be avoided.

6. Transportation
Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations:
A. If Material is moved to the Joint Property from the Operator’s warehouse or other properties, no charge shall be made

to the Joint Account for « distance greater than the distance from the nearest reliable supply store where like material
is normally available or railway receiving point nearest the Joint Property unless agreed to by the Parties.

2.




10.

11.

12.

14.

15.
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B. If surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made to the Joint Ae-
count for a distance greater than the distance to the nearest reliable supply store where like material is normally
available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be
made to the Joint Accouat for moving Material to other properties belonging to Operator, unless agreed to by the
Parties.

C. In the application of subparagraphs A and B above, the option to equalize or charge actual trucking cost is available
when the actual charge is $400 or less excluding accessorial charges. The $400 will be adjusted to the amount most
recently recommended by the Couneil of Petroleum Accountants Societies.

Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph
10 of Section Il and Paragraph i, ii, and iii, of Section II1. The cost of professional consultant services and contraet ser-
vices of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead rates.
The cost of professional consultant services or contract services of technical personnel not directly engaged on the Joint
Property shall not be charged to the Joint Account unless previously agreed to by the Parties.

Equipment and Fagcilities F'urnished By Operator

A. Operator shall charge the Joint Account {or use of Operator owned equipment and facilities at rates commensurate
with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating expense,
insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to exceed

percent i__12 %) per annum. Such rates shall not exceed average commercial rates currently pre-
vailing in the immediate area of the Joint Property.

B. In lieu of charges in paragraph 8A above, Operator may elect to use average commercial rates prevailing in the immedi-
ate area of the Joint Property less 20%. For automotive equipment, Operator may elect to use rates published by the
Petroleum Motor Transport Association.

Damages and Losses to Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages or losses
incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator’s gross niegligence or
willful misconduct. Operator shall furnish Non-Operator written notice of damages or losses incurred as soon as practicable
after a report thereof has been received by Operator.

Legal Expense

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and
amounts paid for settlement of ¢laims incurred in or resulting from operations under the agreement or necessary to protect
or recover the Joint Property, except that no charge for services of Operator’s legal staff or fees or expense of outside attor-
neys shall be made unless previously agreed to by the Parties. All other legal expense is considered to be covered by the
overhead provisions of Section 111 unless otherwise agreed to by the Parties, except as provided in Section 1, Paragraph
3.

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof,
or the production thmefrom. and which taxes have been paid by the Operator for the benefit of the Parties. If the ad valo-
rem taxes are based in whole or in part upon separate valuations of each party’s working interest, then nolwnth\t.\ndmg

anything to the contrary herein, charges w the Joint Account shall be made and paid by the Parties hereto in accordance
with the tax value generated by each party’s working interest.

Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Parties. In the
event Joint Operations are conducted in a state in which Operator may act as self-insurer for Worker’s Compensation and/
or Employers Liability under the respective state’s laws, Operator may, at its election, include the risk under its self-
insurance program and in that event, Operator shall include a charge at Operator’s cost not to exceed manual rates.

Abandonment and Reclamation

Costs incurred for abandonment of the Joint Property, including costs required by governmental or other regulatory
authority.

Communications
Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and

microwave facilities directly serving the Joint Property. In the event communication facilities/systems serving the Joint
Property are Operator ownad, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section 11,

Other Expenditures
Any other expenditure not covered or dealt with in the foregoing provisions of this Section I, or in Section 1 and which

is of direct benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduet of the Joint
Operations.

-3-
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II1. OVERHEAD

Overhead - Drilling and Producing Operations

iii.

B.

As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge drilling
and producing operations on either:

(X) Fixed Rate Basis, Puragraph 1A, or

() Percentage Basis, Paragraph 1B

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and salaries
or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragraph
3A, Section 1. The cost and expense of services from outside sources in connection with matters of taxation, traffic,
accounting or matters before or involving governmental agencies shall be considered as included in the overhead rates
provided for in the above selected Paragraph of this Section 111 unless such cost and expense are agreed to by the
Parties as a direct charge to the Joint Account.

The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant services
and contract services of technical personnel directly employed on the Joint Property:

( ) shall be covered by the overhead rates, or
(X)) shall not be covered by the overhead rates.

The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services
and contract services of technica) personnel either temporarily or permanently assigned to and directly employed in
the operation of the Joint Property:

( ) shall be covered by the overhead rates, or
(X)) shall not be covered by the overhead rates.

Overhead - Fixed Rate Basis
(1) Operator shall charge the Joint Account at the following rates per well per month:

Drilling Well Rate $§ 4,000.00
(Prorated for less than a full month)

Producing Well Rate $ -400.00

(2) Application of Overhead - Fixed Rate Basis shall be as follows:
(a) Drilling Well Rate

(1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date the drill-
ing rig, completion rig, or other units used in completion of the well is released, whichever is later, except
that no charge shall be made during suspension of drilling or completion operations for fifteen (15) or
more consecutive calendar days.

(2) Charges for wells undergoing any type of workover or recompletion for a period of five (5) consecutive
work days or more shall be made at the drilling well rate. Such charges shall be applied for the period
from date workover operations, with rig or other units used in workover, commence through date of rig
or other unit release, except that no charge shall be made during suspension of operations for fifteen
{15) or mure consecutive calendar days.

(b) Producing Well Rates

(1) An active well either produced or injected into for any portion of the month shall be considered as a one-
well charge for the entire month.

(2) Fach active completion in a multi-completed well in which producuon is not commingled down hole shall
be considered as a one-well charge providing each completion is considered a separate well by the govern-
ing regulatory authority.

(3) An inactive gas well shut in because of overproduction or failure of purchaser to tuke the production shall
be considered as a one-well charge providing the gas well is direclly connected to a permanent sales
outlet.

(4) A one-well charge shall be made for the month in which plugging and abandonment operations are com-
pleted on any well. This one-well charge shall be made whether or not the well has produced except when
drilling well rate applies.

(65) All other inactive wells (including but not limited to inactive wells covered by unit allowable, lease allow-
able, transferred allowable, ete.) shall not qualify for an overhead charge.

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the agreement
to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the rate cur-
rently in use by the percentage increase or decreuse in the average weekly earnings of Crude Petroleum and Gas
Production Workers for the last calendar year compared to the calendar year preceding as shown by the index
of average weekly earnings of Crude Petroleum and Gas Production Workers as published by the United States
Department of Labor, Bureau of Labor Statistics, or the equivalent Canadian index as published by Statistics
Canada, as applcable. The adjusted rates shall be the rates currently in use, plus or minus the computed ad-
justment.,

Overhead - Percentage Basis

(1) Operator shall charge the Joint Account at the following rates:

-4-
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Percent ( %) of the cost of development of the Joint Property exclusive of costs provided
under Paragraph 10 of Section II and all salvage credits.

(a) Development

(b) Operating

Perecent ( %) of the cost of operating the Joint Property exclusive of costs provided under
Paragraphs 2 and 10 of Section 11, all salvage credits, the value of injected substances purchased for secondary
recovery and all taxes and assessments which are levied, assessed and paid upon the mineral interest in and
to the Joint Property.

(2) Application of Overhead - Percentage Basis shall be as follows:

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section 111, development
shall include all costs in connection with drilling, redrilling, deepening, or any remedial operations on any or all
wells involving the use of drilling rig and crew capable of drilling to the producing interval on the Joint Prop-
erty; also, preliminary expenditures necessary in preparation for drilling and expenditures incurred in abandoning
when the well is not completed as a producer, and original cost of construction or installation of fixed assets, the
expansion of fixed assets and any other project clearly discernible as a fixed asset, except Major Construction as
defined in Paragraph 2 of this Section 111, All other costs shall be considered as operating.

2. Overhead - Major Construction
To compensate Operator for sverhead costs incurred in the construetion and installation of fixed assets, the expansion of

fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the
Joint Property, ()perator shall eithes negotlate a rate prior to the begmmng of constructlon oi-hhau-ahw-ﬁu-tho-.kmt

A %ol first $100,000 or total cost if less, plus
B, % of costs in excess of $100,000 but less thurw
C. % of costs in excess of $1,00

'I‘uml wst qhall mexy Gss cost of any one project. For the purpose of this paragraph, the component parts of a single
¢ treated separately and the cost of drilling and workover wells and artificial lift equipment shall be

3.  Catastrophe Overhead

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single oceurrence due
to 0i) spill, blowout, explosior, fire, storm, hurricane, or other catastrophes as agreed to by the Purties, which are necessary
to restore the Joint Property to the equivalent condition that existed prior to the event causing the expenditures, Operator
shall either negotiate a rate prior to charging the Joint Account or shall charge the Joint Account for overhead based on
the following rates:

A, 5 % of tota) costs through $100,000; plus
B. 3 %of total costs in excess of $100,000 but less than $1,000,000; plus
C. 2 % of total costs in excess of $1,000,000.

Fxpenditures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead provi-
sions of this Section I shall apply.

4. Amendment of Rates

The overhead rates provided for in this Section TH may be amended from time to time only by mutual agreement between
the Parties hereto if, in practice, the rates are found (o be insufficient or excessive.

IV. PRICING OF JOIN'T ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material move-
ments affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; however, at Operalor's
option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idle and/or surplus
Material, such disposal being made either through sale to Operator or Non-Operator, division in kind, or sale to outsiders.
Operator may purchase, but shi'l be under no obligation to purchase, interest of Non-Operators in surplus condition A or B
Material. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Parties.

1.  Purchases
Material purchased shall be charged at the price paid by Operator after deduction of all discounts received, In case of

Material found to be defective or returned Lo vendor for any other reasons, eredit shall be passed to the Joint Aecount
when adjustment has been received by the Operator.

82

Transfers and Dispositions

Materiad furnished to the Joint Property and Material transferrved from the Joint Property or disposed of by the Operator,
unless otherwise agreed to by the Parties, shall be priced on the following basis exclusive of cash discounts:




A. New Material (Condition A)

B3

(1) Tubular Goods Other than Line Pipe

(a) Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern mill published
carload base prices effective as of date of movement plus transportation cost using the 80,000 pound carload
weight basis to the railway receiving point nearest the Joint Property for which published rail rates for
tubular goods exist. If the 80,000 pound rail rate is not offered, the 70,000 pound or 90,000 pound rail rate

may be used. Freight charges for tubing will be calculated from Lorain, OhIO and casing from Youngstown,
Ohio.

{b) For grades which are special to one mill only, prlces shall be computed at the mill base of that mill plus trans-
portation cost from that mill to the railway receiving point nearest the Joint Property as provided above in
Paragraph 2.A.(1)Xa). For transportation cost from points other than Eastern mills, the 30,000 pound Oil Field
Haulers Association interstate truck rate shall be used.

(¢) Special end finish tubular goods shall be priced at the lowest published out-of-stock price, f.o.b. Houston,
Texas, plus transpurmtmn cost, using Oil Field Haulers Association interstate 30,000 pound truck rate, to
the railway receivirg point nearest the Joint Property.

(d) Macaroni tubing (size less than 2% inch OD) shall be priced at the lowest published out-of-stock prices f.o.b.
the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate per weight
of tubing transferred, to the railway receiving point nearest the Joint Property.

(2) Line Pipe

{a) Line pipe movements (except size 24 inch OD and larger with walls % inch and over) 30,000 pounds or more
shall be priced ander provisions of tubular gouds pricing in Paragraph A.(1)a) as provided above. Freight
charges shall be caleulated from Lorain, Ohio.

(b) Line pipe movements (except size 24 inch OD and larger with walls % inch and over) less than 30,000 pounds
shall be priced at Eastern mill published carload base prices effective as of date of shipment, plus 20 percent,
plus transportation costs based on freight rates as set forth under provisions of tubular goods pricing in Para-
graph A{1Xa) as provided above. Freight charges shall be calculated from Lorain, Qhio.

(¢) Line pipe 24 inch DD and over and % inch wall and larger shall be priced f.0.b. the point of manufacture
at current new published prices plus transportation cost to the railway receiving point nearest the Joint
Property.

(d) Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall be

priced at quoted prices plus freight to the ruilway receiving point nearest the Joint Property or at prices
agreed to by the Parties.

{(3) Other Material shal! be priced at the current new price, in effect at date of movement, as listed by a reliable supply
store nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable, to the railway
receiving point nearest the Joint Property.

(4) Unused new Material, except tubular goods, moved from the Joint Property shall be priced at the current new
price, in effect on date of movement, as listed by a reliable supply store nearest the Joint Property, or point of
manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint Property.
Unused new tubulars will be priced as provided above in Paragraph 2 A (1) and (2).

Gooud Used Material (Condition B)

Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Property

Al seventy-five percent (75%) of current new price, as determined by Paragraph A.
(2) Material used on and moved from the Joint Property

{a) At seventy-five percent (75%) of current new price, as determined by Paragraph A, if Material was orlgmally
charged to the Joint Account as new Material or

(b) At sixty-five percent (65%) of current new price, as determined by Paragraph A, if Material was originally
charged to the Joint Account as used Material.

(3) Material not used on and moved from the Joint Property
At seventy-five percent (75%) of current new price as determined by Paragraph A.

The cost of reconditioning, if any, shall be absorbed by the transferring property.

Other Used Material

{1) Condition C
Material which is not in sound and serviceable condition and not suitable for its original function until after recon-
ditioning shall be priced at fifty percent (50%) of current new price as determined by Paragraph A. The cost of

reconditioning shall be charged w the receiving property, provided Condition C value plus cost of reconditioning
does not exceed Condition B value.
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Material, excluding junk, no longer suitable for its original purpose, but usable for some other purpose shall be
priced on a basis commensurate with its use. Operator may dispose of Condition D Material under procedures
normally used by Operator without prior approval of Non-Operators.

(2) Condition D

(a) Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe of com-
parable size and weight. Used casing, tubing or drill pipe utilized as line pipe shall be priced at used line
pipe prices.

(b) Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe, e.g. power oil lines,
shall be priced under normal pricing procedures for casing, tubing, or drill pipe. Upset tubular goods shall
be priced on a non upset basis.

(3) Condition E

Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under procedures nor-
mally utilized by Operator without prior approval of Non-Operators.

D. Obsolete Material

Material which is serviceuble and usable for its original function but condition and/or value of such Material is not
equivalent to that which would justify a price as provided above may be specially priced as agreed to by the Parties.
Such price should result in the Joint Account being charged with the value of the service rendered by such Material.

Al

5. Pricing Conditions

(1) lLoading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (25¢) per hundred
weight on all tubular goods movements, in lieu of actual loading or unloading costs sustained at the stocking
point. The above rate shall be adjusted as of the first day of April each year following January 1, 1985 by the same
percentage increase or decrease used to adjust overhead rates in Section 111, Paragraph 1.A(3). Fach year, the
rate caleulated shall be rounded to the nearest cent and shall be the rate in effect until the first day of April next
vear. Such rate shall be published each year by the Council of Petroleum Accountants Societies.

(2) Material involving eraction costs shall be charged at applicable percentage of the current knocked-down price of
new Material.

Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes or other
unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the required
Material at the Operator’s actual cost incurred in providing such Material, in making it suitable for use, and in moving
it to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed charge prior to billing
Non-Operators for such Material. Kach Non-Operator shall have the right, by so electing and notifying Operator within
ten days after receiving notice from Operator, to furnish in kind all or part of his share of such Material suitable for use
and acceptable o Operator.

Warranty of Material Furnished By Operator

Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the Joint
Account until adjustment has been received by Operator from the manufacturers or their agents.

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Material.

1.

Periodic Inventories, Notice and Representation

At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Muterial. Written notice
of intention o take inventory shall be given by Operator atl least thirty (30) days before any inventory is to begin so that
Non-Operators may be represented when any inventory is taken. Failure of Non-Operators to be represented at an inven-
tory shall bind Non-Operators to accept the inventory tuken by Operator.

Reconciliation and Adjustment of Inventories

Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be made within six
months following the taking of the inventory. Inventory adjustments shall be made by Operator 1o the Joint Account for
overages and shortages, but, Operator shall be held accountable only for shortages due to lack of reasonable diligence.
Special Inventories

Special inventories may be tiken whenever there is any sale, change of interest, or change of Operator in the Joint Property.
It shall be the duty of the party setling to notify all other PParties as quickly as possible after the transfer of interest takes
place. In such cases, both the seller and the purchaser shail be governed by such inventory. In cases involving a change
of Operator, all Parties shall be governed by such inventory.

Expense of Conducting Inventories

A. The expense of conducting periodic inventories shall not be charged to the Joint Account unless agreed to by the
Parties.

B. The expense of conducting special inventories shall be charged to the Parties requesting such inventories, except in-
ventories required due to change of Operator shall be ¢harged o the Joint Account.

-
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EXHIBIT "D"

Attached to and made a part of Unit Operating Agreement
for the Camp State Unit Area, McKay Oil Corporation,
Unit Operator.

INSURANCE

Operator shall at all times while operations are conducted by

it for the jointly-owned acreage, carry or cause to be carried,
pay for, and charge to the Joint Account Worker's Compensation
and Occupatinal Disease Insurance including Employer's Liability
Insurance covering the employees of Operator engaged in opera-
tions hereunder in compliance with all applicable State and
Federal Laws. Such policies shall contain underwriters waiver
of subrogation in favor of the Parties.

Operator shall carry for its interest and for the interest of
any non-operator so electing to participate in writing, within
60 days of the date of the Operating Agreement, the following
types and limits of insurance:

(A) Comprehensive General Liability covering operations
conducted hereunder by Operator for the Parties with
Limits of:

Combined Bodily Injury & Property Damage
$1,000,000 per occurrence
$1,000,000 Aggregate

(B) Automobile Liability covering all vehicles owned, non-
owned, or hired and used in connection with operations
conducted hereunder by Operator for the Joint Account
with limits of:

Combined Bodily Injury & Property Damage
$1,000,000 per occurence
$1,000,000 Aggregate

The premiums for all such optional insurance so carried in
Paragraph 11 shall be paid by Operator and may be charged
directly to such non-~operators as elect in writing to par-
ticipate to the extent that their interest is insured.

Each party hereto may acquire at its own expense, any additional
insurance to protect itself. FEach such policy shall provide for
underwriters waiver of subrogation in favor of the other
Parties.

Operator shall have the right, but not the obligation, to
require satisfactory evidence of insurance or self-insurance
from each non-operator which does not elect to participate in
the optional insurance in Paragraph Il above.

Operator shall have the right, but not the obligation, to
require satisfactory evidence of adequate insurance or self-
insurance for cost of control well and pollution liability from
each non-operator. Operator shall not provide this coverage for
the benefit of the Joint Account. In the event that any party
fails to provide evidence of insurance as required herein
("failing party"), the Operator may, at its sole discretion,
provide such insurance for and at the direct expense of the
failing party. Such expense shall be a Joint Account expense if
not paid by the failing party. The Operator is under no obliga-
tion to provide such evidence of its own insurance and nothing
contained herein shall be construed to alter the obligations of
any party hereunder.
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EXHIBIT "E"

Attached to and made a part of that certain
Unit Operating Agreement for the Camp State
Unit Area, McKay 0il Corporation, Unit
Operator.

GAS BALANCING AGREEMENT

The parties to the Operating Agreement to which this agreement is
attached own the working interest in the gas rights underlying the
Unit Area covered by such agreement in accordance with the percentages
of participation as set forth in Exhibit "B" to the Operating Agreement,

In accordance with the terms of the Operating Agreement, each
party thereto has the right to take its share of gas produced from the
Unit Area and market the same. In the event any of the parties hereto
is not at any time taking or marketing its share of gas or has
contracted to sell its share of gas produced from the Unit Area to a
purchaser which does not at any time while this agreement is in effect
take the full share of gas attributable to the interest of such party,
ther terms of this agreement shall automatically become effective.

During the period or periods when any party hereto has no market
for its share of gas produced from any proration unit within the Unit
Area, or its purchaser does not take its full share of gas produced
from such proration unit, the other parties shall be entitled to pro-
duce each month one hundred percent (100%) of the allowable gas pro-
duction assigned to such proration unit by the State regulatory body
having jurisdiction and shall be entitled to take and deliver to its
or their purchaser all of such gas production; however, no party shall
be entitled to take or deliver to a purchaser gas production in excess
of 300X of its current share of the volumes capable of being delivered
or its current share of allowable gas production if regulated thereto
by state regulatory »ody have jurisdiction, unless that party has gas
in storage. All parties hereto shall share in and own the liquid
hydrocarbons recovered from such gas by lease equipment in accordance
with their respective interests and subject to the Operating Agreement
to which this agreement is attached, but the party or parties taking
such gas.shall own all of the gas delivered to its or their purchaser.

On a cumulative basis, each party not taking or marketing its
full share of the gas produced shall be credited with gas in storage
equal to its full share of the gas produced under this agreement, less
its share of gas used in lease operations, vented or lost, and less
that portion such party took or delivered to its purchaser. The
Operator will maintain a current account of the gas balance between
the parties and will furnish all parties hereto monthly statements
showing the total quantity of gas produced, the amount used in lease
operations, vented or lost, the total quantity of liquid hydrocarbons
recovered therefrom, and the monthly and cumulative over and under
account of each party.

At all times while gas is produced from the Unit Area, each party
hereto will make settlement with the respective royalty owners to whom
they are each accountable, just as if each party were taking or deli-
vering to a purchaser its share. Each party hereto agrees to hold
each other party harmless from any and all claims for royalty payments
asserted by royalty owners to whom each party is accountable. The
term "royalty owner'" shall include owners of royalty, overriding
royalties, production payments and similar interests.

-1-
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After notice to the Operator, any party at any time may begin
taking or delivering to its purchaser its full share of the gas pro-
duced from a proration unit under which it has gas in storage less
such party's share of gas used in operations, vented or lost. 1In
addition to such share, each party, including the Operator, until it
has recovered its gas in storage and balanced the gas account as to
its interest, shall be entitled to take or deliver to its purchaser a
share of gas determined by multiplying fifty percent (50%) of the
interest in the curreant gas production of the party or parties without
gas in storage by a fraction, the numerator of which is the interest
in the proration unit of such party with gas in storage and the deno-
minator of which is the total percentage interest in such proration
unit of all parties with gas in storage currently taking or delivering
to a purchaser.

Each party producing and taking or delivering gas to its purchaser
shall pay any and all production Laxes due on such gas.

Nothing herein shall be construed to deny any party the right,
from time to time, to produce and take or deliver to its purchaser its
full share of the allowable gas production to meet the deliverability
tests required by its purchaser, provided that said test should be of
reasonable length, normally not to exceed 72 hours.

Should production of gas from a proration unit be permanently
discontinued before the gas account is balanced, settlement will be
made between the underproduced and overproduced parties. In making
such settlement, the underproduced party or parties will be paid a sum
of money by the overproduced party or parties attributable to the
overproduction which said overproduced party received, less applicable
taxes theretofore paid, at the applicable price defined below for the
delivery of a volume of gas equal to that for which settlement is
made. For gas sold in intrastate commerce, the price basis shall be
the price received for sale of the gas. For gas sold in interstate
commerce, the price basis shall be the rate collected, from time to
time, which is not subject to possible refund, as provided by the
Federal Power Commission pursuant to final order or settlement appli-
cable to the gas sold from such well, plus any additional collected
amount which is not ultimately required by said Commission to be
refunded, such additional collected amount to be accounted for at such
time as final determination is made with respect thereto.

Nothing herein shall change or affect each party's obligation to
pay its proportionate share of all costs and liabilities incurred, as
its share thereof is set forth in the Operating Agreement.

This agreement s3hall constitute a separate agreement as to each
proration unit within the Unit Area and shall become effective in
accordance with its terms and shall remain in force and effect as long
as the Operating Agreement to which it is attached remains in effect,
and shall inure to the benefit of and be binding upon the parties
hereto, their successors, legal representatives and assigns.

dede Kk ok kkkkk



(1)

(2)

(3)

(4)

(6)

(7)

EXHIBIT "F"

¢

EQUAL EMPLOYMENT OPPORTUNITY PROVISION

During the performance of this contract, the operator agrees as follows:

The Operator will not discriminate against any employee or applicant for
employment because of race, color, religion, national origin or sex. The’
Operator will take affirmative action to ensure that applicants are employed,
and that employees are treated during employment, without regard to their
race, color, religion, national origin or sex. Such action shall include,
but not be limited to the following: Employment, upgrading, demotion, or
transfer, recruitment or recruitment advertising; layoff or termination;
rates of pay or other forms of compensation; and selection for training,
including apprenticeship. The Operator agrees to post in conspicuous places,
available to employees and applicants for employment notices to be provided
for the contracting officer setting forth the provision of this non-discrimi-
nation clause.

The Operator will, in all solicitations or advertisements for employees placed
by or on behalf of the Operator, state that all qualified applicants will
receive consideration for employment without regard to race, color, religion,
national origin or sex.

The Operator will send to each labor union or representative of workers with
which it has a collective bargaining agreement or other contract or understand-
ing, a notice to be provided by the agency contracting officer, advising the
labor union or workers' representative of the Operator's commitments under
Section 202 of Executive Order 11246 of September 24, 1965, and shall post
copies of the notice in conspicuous places available to employees and appli=-
cants for employment.

The Operator will comply with all provisions of Executive Order 11246 of
September 24, 1965, and of the rules, regulations, and relevent orders of the
Secretary of Labcr.

The Operator will furnish all information and reports required by Executive
Order 11246 of September 24, 1965, and by the rules, regulations, and orders
of the Secretary of Labor, or pursuant thereto, and will permit access to its
books, records, and accounts by the contracting agency and the Secretary of
Labor for purposes of investigation to ascertain compliance with such rules,
regulations, and orders.

In the event of “he Operator's non-compliance with the non-discrimination
clauses of this contract or with any of such rules, regulations, or orders,

this contract may be cancelled, terminated or suspended in whole or in part

and the Operator may be declared ineligible for further Government contracts

in accordance with procedures authorized in Executive Order 11246 of September
24, 1965, and such other sanctions may be imposed and remedies invoked as
provided in Executive Order 11246 of September 24, 1965, or by rule, regulation,
or order of the Secretary of Labor, or as otherwise provided by law.

The Operator will include the provisions of paragraphs (1) through (7) in every
subcontract or purchase order unless exempted by rules, regulations, or orders
of the Secretary of Labor issued pursuant to Section 204 of Executive Order
11246 of September 24, 1965, so that such provisions will be binding upon each
subcontractor or vendor. The Operator will take such action with respect to
any subscontract or purchase order as the contracting agency may direct as a
means of enforcing such provisions including sanctions for non-compliance.



Provided however, thzt in the event the Operator becomes involved in, or is
threatened with, litigation with a subcontractor or vendor as a result of such
direction by the contracting agency, the Operator may request the United States
to enter into such litigation to protect the interests of the United States.

Operator acknowledges that it may be required to file Standard Form 100 (EEO-1)
promulgated jointly by the Office of Federal Contract Compliance, and Equal Employ-
ment Opportunity Commission and Plans for Progress with Joint Reporting Committee,
Federal Depot, Jeffersonville, Indiana, within thirty (30) days of the date of con-
tract award if such report has not been filed for the current year and otherwise
comply with or file such other compliancé reports as may be required under Executive
Order 11246, as amended and Rules and Hegulations adopted thereunder.

Operator further ackaowledges that he may be required to develop a written affir-
mative action compliance program as required by the Rules and Regulations approved by
the Secretary of Labor uader authority of Executive Order 11246 and supply Non-
Operators with a copy of such program if they so request.

II. CERTIFICATION OF NON-SEGREGATED FACILITIES

{1) Operator assures Non-Operators that it does not and will not maintain or provide
for its employees any segregated facilities at any of its establishments, and
that it does not and will not permit its employees to perform their services at
any location, under its control, where segreated facilities are maintained. For
this purpose, it is understood that the phrase "segregated facilities" includes
facilities which are in fact segregated on a basis of race, color, religion or
national origin, because of habit; local custom or otherwise. It is further
understood and agreed that maintaining or providing segregated facilities for
its employees or permitting its employees to perform their services at any
location under its control where segregated facilities are maintained is a
violation of the equal opportunity clause required by Executive Order 11246
of September 24, 1965.

(2) Operator further understands and agrees that a breach of the assurance herein

' contained subjects it to the provisions of the Order at 41 CFR Chapter 60 of the
Secretary of Labor dated May 21, 1968, and the provisions of the equal opportu-
nity clause enumerated in contracts between the United States of America and
Non~-Operators.

(3) Whoever knowingly and willfully makes any false, fictitious or fraudinlent
representation may be liable to criminal prosecution under 18 U.S.C. S 1001.

IIT. OCCUPATIONAL SAFETY AND HEALTH ACT

Operator will observe and comply with all safety and health standards promulgated by
the Secretary of Labor under Section 107 of the Contract Work Hours and Standards Act
published in 29 CFR Part 1518 and adopted by the Secretary of Labor as occupational
safety and health standards under the Williams-Steiger Occupational Safety and Health
Act of 1970. Such safety and health standards shall apply to all subcontractors and
their employees as well as to the prime contractor and its employees.

Iv. VETERAN'S PREFERENCE

Operator agrees to comply with the following insofar as contracts it lets for an amount
of $10,000 or more which will generate 400 or more man-days of employment (each man-
day consisting of any day in which an employee performs more than one hour of work) and
further agrees to include the following provision in contracts with Contractors and
Subcontractors:

"CONTRACTOR AND SUBCONTRACTOR LISTING REQUIREMENT

(1) As provided by 41 CFR 50-250, the contractor agrees that all employment openings
of the contractor which exist at the time of the execution of this contract and
those which occur during the performance of this contract, including those now
generated by the contract and including those occurring at an establishment of
the contractor other than the one wherein the contract is being performed but
excluding those of independently operated corporate affiliates, shall, to the
maximum extent feasible, be offered for listing at an appropriate local office of
the State employment service system wherein the opening occurs and to provide
such periodic reports to such local office regarding employment openings and
hires as may be required: Provided, that this provision shall not apply to
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openings which the contractor fills from within the contractor's organization or
are filled pursuant to a customary and traditional employer=union hiring arrangee
ment and that listing of employment openings shall involve only the normal
obligations which attach to the placing of job orders.

(2) The contractor agrees to place the above provisions in any subcontract directly
under this contract."”

V. CERTIFICATION OF COMPLIANCE WITH ENVIRONMENTAL LAWS

Operator agrees to comply with the Clean Air Act (42 U.S.C. 8 1857) and the Federal
Water Pollution Control Act (33 U.S.C. 8 1251) when conducting operations involving
nonexempt contracts. In all nonexempt contracts with subcontractors, Operator shall
require:

(1) No facility to be utilized by Subcontractor in the performance of this contract
with Operator is listed on the Environmental Protection Agency (EPA) List of
Violating Facilities. See Executive Order No. 11738 of September 12, 1973, and
40 CFR 8 15.20.

(2) Prompt written notification shall be given by Subcontractor to Operator of any
communication indicating that any such facility is under consideration to be
included on the EPA List of Violating Facilities.

(3) Subcontractor shall comply with all requirements of Section 114 of the Clean Air
Act (42 U.S.C. 8 1857) and Section 308 of the Federal Water Pollution Control Act
(33 U.S.C. 8 1251), relating to inspection, monitoring, entry, reports, and
information, as well as all other requirements specified in these Sections, and
all regulations and guidelines issued thereunder.

(4) The foregoing criteria and requirements shall be included in all of Subcontrac-
tor's nonexempt subcontracts, and Subcontractor shall take such action as the
government may direct as a means of enforcing such provisions. See 40 CFR

15.4 & 5.

(5) Operator agrees to notify non-operators of any violations in the afore provisions.
VI. Operator agrees to comply with Executive Orders 11458 and 11625 regarding
Minority Business Enterprises and all orders, rules, and regulations issued

thereunder or amendments thereto.

VII. Operator agrees to comply with Rehabilitation Act of 1973 and all orders, rules
- and regulations issued thereunder and amendments thereto.



Exhibit "H"

Pr;dur.er's 88— (Producer’s Revised 19651 (New Mexicol Form 342 Printed and for sale by Hall-Poorbaugh Press, Roswell, N. M.
voona OIL & GAS LEASE
THIS AGREEMENT mude this duy of 19— . between
of

(Post Office Address)

herein called lessor {whether one or more) and _ « lesses:

1. Leusor, in consideration of TEN AND OTHER DOLLARS in hand pald, receipt of which is here acknowledged, and of the royalties herein provided snd
of the agreements of the lessee herein contained, hereby grants, leases and lets exclusively unto lessee for the purpose of investigating, exploring, prospecting,
drilling, and operating for and producing oil and xas, injecting gas, waters, other fluids, and air into subsurface strata, laying pipe lines, storing oil, building
tunks, roudways. telephone lines, and other strictures and things thereon to produce, save, take care of, treut, process, store and transport suid minerals, the

following described land in County, New Mexico, to-wit:

For the purpose of calculsting the rental payments hereinafter provided for, said land in estimuted to comprise
compeises more or less, )

2. Subject to the other provisiuns herein contained, this lease shal) remain in foree for a term of years from this date tealled “primury term'’), and
us long thereafter aw oil or wus, i produeed from said land or land with which sald land is pooled.

3. The royalties to be puid by lessce sre: (a) on oil, and on other liquid hydrocarbons saved at the well, 3/16 of that produced and saved from said land
same to be delivered at the wells or to the credit of lessor in the pipe line to which the wells may be connected ; (by on gas, including casingghead gas and all gu.'
eous substances, produced from said land and sold or used off the premises or in the manufacture of gasoline or other produet therefrum, the market value at
the mouth of the well of %(‘]Q of the gas vo sold or used, provided thut on gas sold at the wells the royalty shalt be 3‘( ‘]é of the amount realized from
such sale: (¢) und wt any 1e When this lease is not validated by other provisions hereof and there is u gas and/or conden s 'Well on said lund, ur lund pooled
therewith, but xas and/or condennate is not beng so sold or used and such well is shut in, either before or ufter production therefyom, then on or before $0 days
after said well s shut in, and thereafter at annual intervals, lessee may puy or tender un advance annuul shut-in royalty equal to the amount of delay rentals
provided for in this lease for the acreuge then held under this lease by the party making such payment or tender, and so long as suid shut-in royalty is paid or
tendered this lease shall not terminate and it will be considered under all clauses hereof that gas is being produeed from the leased premives in paying quantities.
Each such payment shall be puid or tendered to the party ur parties who at the time of such payment would be entitled to receive the royslties which would be
paid under this lewse if the well were in fact producing, or be paid or tendered 1o the credit of such party or parties in the depository bank and in the manner
hereinafter provided for the payment of rentuls.

4. If operationa for drilling are not commenced on said land or on land pooled therewith on or before one (1) year from this date, this lease shall terminate

acres, whether it actually

a8 10 both parties, unless on or before one (1) year from this date lessee shall puy or tender 10 the lessor a rental of § which
shull cover the privilege of deferring commencement of such operationr for o period of twelve (12) months. 1a like manner and upon like payments or tenders,
unnually, the commencement of said operations may be further deferred for suceessive periods of twelve (123 mouths each during the primary term. Payment

or tender may be made to the lessor or to the credit of the lessor in the Bank

at — - - . which bank, or any succesaor thereof, shall
continue to be the sgent for the lessor and lensor's heirs and aswisgns. If such bank (or uny suceessor bank) shall fuil, liguidate, or be succeeded by another bank
ur for any reason shall fail or refuse W aceept rental, leswce shull not be held in defautt until thirty GO duys ufter lessor whall deliver to lessee rq.-curdubh;
instrument moking provision for snother uscceptuble methad of payment or tender, and any depository churge is w linbility of the lesor. The puyment or tender
of rental may be mude by cheek or draft of luwsce, maild or delivered to said bunk or lewsor, or sny Jessor if more than one, on or before the rental paying
dute, Any timely puyment or tender of rental or shut-in royalty which v mude in a honu fide uttempt to muke proper payment, but which ik erruneous in
whole or in part as to partics, amuunis, or depositorvies shall nevertheless be sufficient to prevent termination of this jease in the same manner us though a
proper payment had been made; provided, hoewever, lessce shall correct such error within thirty 130) days after lessee has received written notice thereol by
certified mail from lessor together with such instruments as are necessary to enable lessce to make proper payment.

5. Lessee i hereby granted the right and power, from time to time, to pool or combine thiy lease, the land covered by it or any part or horizon thereof
with any uther land, lease, leases, mineral estates or purts thereof for the production of oil or gas. Units pooled hereunder shall not exeeed the stundard pro-
ration unit fixed by law or by the New Mexico Oil Conservation Commission or by other lawful suthority for the pool or urea in which said lund is situated, plus
« tolerunce of 107;. Lessee shall file written unit designations in the county in which the premises ure loented and such units may be designated from tinme (o
time and either before or after the completion of wells. Drilling operations on ov production from uny part of any such unit shull be considered for all pur-
poves, except the payment of royalty, us operations conducted upon or production from the land describid in this lense. There shall be sllucated to the luud
covered by this Jease included in any such unit that portion of the total production of poolal minersls from wells in the unit, after deducting any used in lease
or unil operations, which the number of surfuce acres in the land covered by this lease included in the unit bears to the total number of surface screm in the
unit. The production so allocated shall be considered for all purposes, including the payment or delivery of royalty, to be the entire production of pouted mincrals
from the portion of said land covered hereby and included in said unit in the snme manner ss though produced from said land under the terma of this leior.
Any pooled unit designated by lessee, as pruvided herein, may be dissolved by lessce by recording an appropriate instrument in the County where the lund is »it-
unted at uny time after the completion of a dry hole or the cwsation of production on said unit.

6. If prior w0 the discovery of oil or gas hereunder, lessee should drill and sbandon a dry hole or holes hereunder, or if after discovery of oil or gas the
production thereof should cease for any cause, this lease shall not terminate if lessee commences reworking or additional drilling operations within 60 days
thereafier and diligently prosecutes the same, or §if it be within the primary term) commences or resumes the payment or tender of rentals or commences
operations for drilling or reworking on or before the rental paying date next ensuing after the expivation of three months frum date of abundonment of said
dry hole or holes or the cussution of producticn. 1f st the expiration of the primary term oil or gas is not being produced but lessee is then engaged in uperations
for drilling or reworking of any well, this lease shall remain in foree so long as such operations are diligently prosecuted with no cessrtion of more than 60
consecutive duys. If during the drilling or reworking of any well under this puragraph, lessee loses or junks the hole or well and after diligent efforts in good
faith is unable to complete said operations then within 30 days after the abandonment of said operations lessee muy commence another well and drill the same
with due diligence. If any drilling, additional drilling, or reworking eperations hercunder result in production, then this lease shall remain in full force so long
thereaftler as oil or gas is produced hereunder.

7. Llassee sha)l have free use of oil, gar and water from said land, except water from lessor's wells and tanks, for ul) operati g
whall be computed after deducting uny so used. Lessee shall have the right at any time during or after the expiration of thi,u Icu‘:_-n‘uh‘;’e‘::::}:.-r'nl‘lmgr:)m:r{‘;y:’lzz
fixtures placed by lessee on said land, including the right to draw and remove all casing. When required by lessor, lessee will bury all pipe lines on cultivated
lsnds below ordinary plow depth, and no well shall be drilled within two hundred feet (200 ft.) of any residence or barn now on said land without lewsor's con-
sent. Lessor shall have the privilege, at his risk and expense, of using gas from any gas well on said lund for stoves and inside lights in the principal dwelling
thereon, out of any surplus gas not needed for operations hereunder. .

B. The rights of either party hereunder may be assiyned in whole or in part and the provisions hereof shall extend to the heirs, excecutors, administrators,
succemsors and assigns; but no chunge or division in the ownership of the land, or in the ownership of or right to receive rentals, royalties or pu.ymenu however
accomplished shall operate Lo enlarge the obligations or diminish the rights of lessce: and no such change or division shall be binding upon lesswe fur'uny pur-
puse until 30 days after lessee has been furnished by certified mail at lessee’s principul pluce of business with acceptable instruments or eertified copica
thereof conatituting the chain of title from the original lessor. If any such chunge in ownership oecurs through the death of the owner, lessee may pay or
tender any rentals, royalties or payments to the credit of the deceused or his estate in the depository bank until such time us Jessee has 'bcen furnished with
evidence satisfuctory to leswee as to the persons entitled to auch suma. In the event of an ussignment of this lease a8 to n segregated portion of said lund, the
rentuls payable hereunder shull be apportioned ws between the several leasehold owners ratably according to the surfuce urca of euch, and default in n.'ntul
payment by une shall not affect the righia of other leasehold owners hereunder. An sasignment of this lease, in whole vr in part, uhu)l' to the extent of such
assignment, relieve and discharge lomsee of sny obligations hereunder, and, if lewnee or ussignee of purt or parts hereof shall fail or make default in the payment
of the proportionate part of the rentals due from such lowsee or assignee or fail W comply with any other provision of the lease, such default shull not uffect this
leane in so far as it covers & part of sald lunds upon which lessce or any ssslunce thercol shall su comply or make such payments. Hentals as used in this
paragraph shall also include shut-in royalty,

9. Should lessee be prevented from complying with any expresa or implicd covenant of this lease, or from conducting drilling or reworking operations here-
under, ur from producing oil ur xis hercunder by reason of scarcity or inability to obtain or use cquipment or material, or by operation of force majeure, o
by uny Federal or state law or any order, rule or regulation of governmentsl authority, then while so prevented, lessee’s duty shall be suspended, and leuee' .
shall not be liable for failure to comply therewith: and this lease shall be extendwd while and so long us lessee is prevented by any such cause from conductin
drilling or reworking operstions on or from producing oil or gas hercunder: and the time while lewsee s 8o prevented shall not be counted aguinut l““elt
anything in this lease¢ to the contrary notwithstanding. .

10. Lewsor hereby warrants and agrees to defend the title to said land, and agrees that lessee, at its option, may discharge an x
lien upon said lund, and in the event lessvce does 50, it shall be subrogated to such lien with the right tu enforee same and “,,.l‘; ..enf..lf.".}.um?:;ﬁ?:f:é ::"o:tl:r
hereunder toward sstisfying same. Without mpairment of lessee’s rights under the warranty, if this lease covers a less interest in the oil or gas in all or an"
part of said land than the entire and undivided foe simple mtate (whether lessor’s interest is herein specified or not) then the royalties, shut-in royalty "M-iy
und other payments, if any, aceruing from sny purt us to which this lease covers less thun such full interest. shall be paid only in the propurtion which the
interest therein, if any, covered by this lease, bears to the whole and undivided fee simple estate thercein, Should any one or mors of the parties named sbo .
lessurs fail to execute thls lease, it shall neverthelews be binding upun the party or partles executing the sume, ve as

11, Lessee, is/hia successors, heirs and ussigns, shall have the right at any time to surrender thix lease, in whole or in part, to lessor or hi e
sors, and assigns by delivering or mailing a releuse thereof to the lessor, or by placing a release thereof of record in the eounty in which u?d I}:::dh‘ia:':'n:‘:ﬁ.-
thereupun lessce shall be relieved from all obligations, expresged or implied, of this xgreement as to ucreuge so surrendered, and thereafter the rentuls and
shut-in royalty payable herecunder shall be reduced in the proportion that the acreage covered hereby is red 1 by said rel or rel

Executed the day and year firat above written.

EYHTRTT nyu



