
ROY L. MCKAY. PRESIDENT 

SANTA H 

O i l Conservation D i v i s i o n 
New Mexico State Land O f f i c e 
P.O. Box 2088 

Santa Fe, New Mexico 87501 

A t t e n t i o n : Dave Catanach 

ox 2 0 1 4 R O S W E L L , N.M. 8 8 2 0 2 • T E L E P H O N E 5 0 5 / 6 2 3 - 4 7 3 5 

D F W I O F F I C E F I R S T C I T Y T O W E R . S U I T E 5 9 0 

E. A B R A M . A R L I N G T O N . TX 7 6 0 1 0 8 1 7 - 2 6 5 - 5 5 1 5 

Augus t 25 , 1986 

£0&L f^Ctyo <f£y& & a Cooo f£+^ 

RE: Well Location 
SW/4 Sec. 24-6S-22E 
Chaves Cou h t yT~N W^MexTi c o 

Gent lemen: 

McKay O i l Corporation desires to d r i l l a Federal lease i n the 
SW/4 of Section 24, Township 6 South, Range 22 East, NMPM. (See 
Attachment "A) Due to topography and ge o l o g i c a l problems, McKay 
O i l i s requesting an unorthodox l o c a t i o n . 

The w e l l was o r i g i n a l l y staked at 1980' f e e t from the South 
l i n e and 1980' f e e t from the West l i n e . Due t o the t e r r a i n , the 
BLM would not approve t h i s l o c a t i o n or any other normal l o c a t i o n 
w i t h i n t h i s p a r t i c u l a r d r i l l i n g spacing u n i t . (See Attachment 
" B " ) 

The Northern h a l f of t h i s quarter section was chosen because 
of g e o l o g i c a l data on wel l s to the South and East. Not much i s 
know about the area to the North or West and an unorthox loca
t i o n would also be required anywhere i n the South h a l f of t h i s 
q uarter s e c t i o n . Therefore, i t i s our opinion t h a t t h i s l o c a t i o n 
would be the only economical and productive l o c a t i o n to d r i l l . 
(See attachment "C") 

A l l minerals surrounding t h i s p r o r a t i o n u n i t are leased to 
McKay O i l Corporation. (See Attachment "A") 

The re f or̂ ,̂ McK.ay_„0_i.l̂ rejguests that^Jzhe O.C.D. approve the 
(uriorthodox l o c a t i o n , located at 1116' f e e t from the West l i n e and"" 
\23331 f e e t from the South l i n e Section 24, Township 6 South, Ranged 
(22 East, NMPM,), which^has been approved by~th-e-BLM—and—the 
Eastern -New~Mexico A r c h o l o g i c a l Service. 
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O.C.D. 
August 25, 1986 

McKay O i l Corporation would request and appreciate your imme
d i a t e a t t e n t i o n to t h i s matter. Thank you f o r your cooperation 
and assistance. 

Very t r u l y yours, 

<James L . Scjftultz 
Contracts & Land 

MC.KAY OIL CORPORATION 

Attachements 
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(ROCK HOUSE CANYON) 
505/ // MW 

SCALE 1:24000 
R. 22 E. 40 ' 531 
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^ OIL & GAS LEASE 

THIS AGREEMENT made thia ? Q t h day of M a y — . 19_8(x_. between 

M ^ r j o r i p F.. Taf-tTm, a wi f lnw ; » ; , 

. ^ a t ^ J t o u t ^ - ^ o x ^ O a ^ c A l i s t p r , N.M. 88427 : ot— • 
. (Post Office Address) 

herein called lessor (whether one or more) and ,J4cjCaV_QiJ^CQXporat;tOn, RpSWft l l , N.,ftL . , lessee: 
1. Lessor, in consideration of TEN AND OTHER DOLLARS in hand paid, receipt of which is here acknowledged, and of the royalties herein provided and 

Of the agreements of the lessee herein contained, hereby g rants, leases and lets exclusively unto lessee lor the purpose of investigating, exploring, prospecting, drilling, 
and operating for and producing oil and gas. injecting gas, waters, other fluids, and air into subsurface strata, laying pipe lines, storing oil. building tanks, roadways, tele
phone lines, and other structures and things thereon to produce, save, take care of, treat, process, store and transport said minerals, the following described land in 

ChaveS County, New Mexico, to-wit: 

Township 6 South, Range 22 East, N.M.P.M. 

Section 26: Ŵ SÊ s, E*sSW%, SE%NW%,SWisNE>s 
Section 35: NWsNÊ , NÊsNŴs - -

For the purpose of calculating the rental payments hereinafter provided for, said land is estimated to comprise _ 320.0 acres, whether it actually com
prises more or less. f i v e ^ 5 ) 

2. Subject to the other provisions herein contained, this lease shall remain in force for a term opW=£f9Ly»ars from this date (called "primary term"), and as long 
thereafter as oil or gas is produced from said land or land with which said land is pooled. / V i - £ r T 

3. The royalties to be oaid by lessee are: (a) on oil, and on other liquid hydrocarbons saved at the wetf, one-eighth of that produced and saved from said land, same fo be 
delivered at the wells or to the credit of lessor in the pipe line to which the wells may be connected: (b) on gas, including casinghead gas or other gaseous substance produced 
trom said land used off the premises or used in the manufacture of gasoline or other products, the market vaiue at the well of one-eighth of the gas used, provided mat on gas 
40ld on or off the premises trie royally shall be one-eighth of the amount realized from such sale; (c) and at any time when this tease is not validated by other provisions hereof 
and there is a gas and/or condensate well on said land, or land pooled therewith, but gas anoVor condensate is not being so sold or used and such well is shut in, either before 
Or after production therefrom, then on or before 90 days after said well is shut in. and thereafter at ai muaf intervals, lessee may pay or tender an advance annual shut-in royalty 
equal to the amount of delay rentals provided for in this lease for the acreage then held under this lease by the party making such payment or tender, and so long as said 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 produced from the leased premises m paying quan
tities. Each such payment shall be paid or tendered to the party or parties who at the time of such payment would be entitled to receive the royalties which would be paid under 
this lease if the weU were in fact producing, or be paid or tendered to the credit of such party or parties in the depository bank and in the manner hereinafter provided for the 
payment of rentals. The amount reaped from the sale of gas on or off the premises shail be the pnce established by the gas sales contract entered into in good faith by Lessee 
and gas purchaser for such term and under such conditions as are customary in the industry, 'Price' shall mean the net amount received by Lessee after giving effect to ap
plicable regulatory orders and alter application of any applicable price adjustments specified in such contract or regulatory orders. 

4. tf operations 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 as to both par
ties, unless on or before one (1) year from this date lessee shall pay or tender to the lessor a rental of $ 3 / 0 • 0 0 which shall cover the privilege of deferring 
Commencement of such operations for a period ot twelve (12) months. In tike manner and upon like payments or tenders, annually, the commencement of said operations may 
be further deferred for successive periods of twelveff 2) months each during the primary (erm. Payment or tender may be made to the lessor or fo the credit of the fessor in the 

F i N a r i n n a l , • , „ . , , „ _ B a n k 

at ' T / u m m y ^ r - j , N P W M p y i n o R R 4 0 1 , which bank, or any successor thereof, shall continue to be Ihe agent 
for the lesser and lessor's neirs and assigns. If such bank (or any successor bank) shall fail, liquidate, or be succeeded by another bank, or for any reason shall fail or refuse to 
accept rental, lessee shall not be held in default until thirty (30) days after lessor shaft deliver to lessee a recordable instrument making provision for another acceptable method 
ot payment or tender, and any depository charge is a liability of the lessor. The payment or tender of rental may oe made by check or draft of lessee, mailed or delivered to said 
bank or lessor, or any lessor if more than one. on or before the rental paying date. Any timely payment or lender of rental or shut-in royalty which <s made in a bona fide attempt 
to make proper payment, but which is erroneous in whole or in part as to parties, amounts, or depositories shall nevertheless be sufficient to prevent termination of this lease in 
the same manner as thougn a proper payment had been made; provided, however, lessee shall correct such error within thirty (30) days after lessee has received written notice 
thereof by certified mail from lessor together with such instruments as are necessary to enable lessee to make proper payment, 

5. Lessee is hereby granted the right and power, from time to time, to pool or combine this lease, the land covered by it or any part or horizon thereof with any other land, 
lease, leases, mineral estates or parts thereof for the production of oil or gas. Units pooled hereunder shall not exceed the standard proration unit fixed by law or by the New 
Mexico Oil Conservation Commission or by other lawful authority for the pool or area in which said land is situated, plus a tolerance of 10%. Lessee snail file written unit 
designations in the county in which the premises are located and such units may be designated from time to time and eitner before or after the completion of wells. Drilling 
Operations on or production from any part of any such unit shall be considered for all purposes, except the payment of royalty, as operations conducted upon or production from 
the land described in this lease. There shall be allocated to the land covered by this lease included in any such unit that portion ot the total production of pooled minerals from 
wells in the unit, after deducting any used in lease or unit operations, which the number of surface acres in the land covered by this lease included in the unit bears to the total 
number of surface acres in the unit. The production so allocated shall be considered for ail purposes, including the payment or delivery of royalty, to be the entire production of 
pooled minerals from the portion of said land covered hereby and included in said unit in the same manner as though produced from said land under the terms of this lease. Any 
pooled unit designated by lessee, as provided herein, may be dissolved by lessee by recording an appropriate instrument in the County where the land is situated at any time 
after the completion of a dry nole or the cessation of production on said unit. 

8. J) prior to the discovery of oil or gas hereunder, lessee should drill and abandon a dry hole or holes hereunder, or if after discovery of oi) or pas the production thereof 
Should cease for any cause, this lease snail not terminate if lessee commences reworking or additional drilling operations within 60 days thereafter 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 exoiration ot three months from date of abandonment of said dry hole or hoie3 or tho cessation of production. If at the expiration of the 
primary term, oil or gas is not being produced but lessee is then engaged in operations for drilling or reworking of any welt, this lease shall remain in force so long as such 
Operations are diligently prosecuted with no cessation of more than 60 consecutive days. If during the drilling or reworking of any well under this paragraph, iessee 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 may com
mence another well and drill the same witn due diligence. If any drilling, additional drilling, or reworking operations hereunder result in production, then this tease shall remain 
In full force so long thereafter as oil or gas is produced hereunder. 

7. Lessee shall have free use of oil. gas and water from said land, except water from lessor's wells and tanks, for all operations hereunder, and the royalty shall be com
puted after deducting any soused. Lessee shail have the right at any time during or alter the expiration of this lease to remove all property and fixtures placed by lessee on said 
land, including the right to draw and remove all casing. When reauired by lessor, lessee will bury all pipe lines on cultivated lands below ordinary plow deptn, and no well shall • 
be drilled within two hundred feet (200 ft.) of any residence or barn now on said lana without lessor's consent. Lessor shal! have the privilege, at his risk and expense, of using 
gas from any gas well on said land for stoves and inside lights in the principal dwelling thereon, out of any surplus gas not needed for operations hereunder. 

8. The rights of either party hereunder may be assigned in whole or in part and the provisions hereof shall extend to the heirs, executors, administrators, successors and 
ftsslgnsrbut no change or division in the ownership of the land, orin the ownership ot or right to receive rentals, royalties or payments, however accomplished shall operate to 
enlarge the obligations or diminish the rights of lessee; and no such change or division shall be binding upon lessee for any purpose until 30 davs after lessee has been furnish
ed by certified mail at lessee's principal place of business with acceptable instruments or certified copies thereof constituting the chain ot title from the original lessor. If any 
4uch change in ownership occurs tnrough the deatn of tne owner, lessee may pay or tender any rentals, royalties or payments to tne credit of the deceased or his estate in the 
depository sank until such time as lessee has been furnished with evidence satisfactory to lessee as to the persons entitled to such sums. In the event of an assignment of tnis 
lease as to a segregated portion of said land, the rentals payable hereunder shall beapportionea as oetween the several leasehold owners ratabtv according to tne surface area 
Of each, and dera i l in rental payment by one snail not affect the rights of other leasehold owners hereunder. An assignment of this lease, in whole or in oan, shall, to the extent 
Of such assignment, relieve and discharge lessee of any obligations hereunder, and, if lessee or assignee of part or parts hereof snat! fail or make default in the payment ot the 
Proportionate part ot the rentals due from such lessee or assignee or fail to comply with any other provision of the lease, sucn default shall not af teet this lease in so 'ar as it 
Ocversa part of said lands upon which lessee or any assignee thereof shall so comply or make such payments. Rentals as useo. in this paragraph shall also include shut-in roval-

>y. 
9. Should lessee be prevented trom complying with any express or implied covenant of this leaee, or from conducting drilling or reworking operations hereunder, or from 

producing oil or gas hereunder Py reason ot scarcity or inability to Obtain or use equipment or material, or by operation ot force majeure, or by any Federal or state law or any 
Order, rule or regulation of governmental authority, tnen while so prevented, lessee's duty shall be suspended, ana lessee snail not be liable lor failure to comply therewith; and 
this lease shall be extended while and so long as lessee is prevented by any such cause Irom conducting drilling cr reworking operations on or Irom producing oil or gas 
hereunder; and ihe time while lessee is so prevented shall not be counted against lessee, anything in this leaso to the contrary notwithstanding. 

10. Lessor hereby warrants and agrees to defend the title to said land, and agrees that lessee, at itsoplion. may discharpeany tax, mortgage, or other lien upon$3id land, 
and in the event lessee does so, it shall be subrogated to such lien with the right to enforce same and apply rentals and royalties accruing hereunder toward satisfying same! 
Without impairment of lessee's rignts under the warranty, if this lease covers a less interest in the oil or gas in all or any part of said land than the entire and unaiv.dod lee sim
ple estate (whether lessor's interest is herein specified or not) men the royalties, shut-in royalty, rental, and olher payments, il any. accruing Irom any pan as to which this iease 

' Covers less than such full interest, shall be paid only in the proportion which the interest therein, if any. covered by this lease, bears to :he whole ana undivided tee simple estate 
therein. Should any one or more ot the parties named above as lessors fail to execute mis lease, it shall nevertheless be bmaing upon the party or parties executing the same. 

11. Lessee, its/his successors, heirs, and assigns, shall have the right at any time to surrender tnis lease, in whole or in part, to lessor or his heirs, successors, and 
assigns by delivering or mailing a release thereof to the lessor, or by placing a release thereof of record in the county in wnich said land is situated; thereupon iessee snail be 
relieved Irom all obligations, expressed or implied, ot this agreement as to acreage so surrendered, and thereafter the rentals ano" shut-in royalty payable hereunder shaU oe 
reduced in the proportion that the acreage covered hereby Is reduced by said release or releases. 

Executed the day and year first above written. 

(Marjorie E. Tatum SS#585-18-9965) 


