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CKG CREDITORS’ TRUST

This Trust 1s made and entered into this day of 2006 by and between Tucumecari Exploration,
LLC (“Tucumcari”) and Ronald E. Ingalls, Trustee (“Trustee”).

I - Definitions:

Unless specifically defined herein, all capitalized terms shall have the same meaning as those

found in the Joint Plan of Reorganization filed by Tucumcari Exploration, LLC and Ronald E.
Ingalls, Trustee dated November 30, 2005 (the “Plan”), as may be supplemented or amended, filed
in the U.S. Bankruptcy Court for the Western District of Texas in Jointly Administered Case No. 04-
11551 and confirmed by final order of the Court onthe _ day of , 2006.
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II - Trust Purpose

Establishment of Trust: Upon execution of this Trust Agreement, and subject to the terms
and conditions hereof and the order of the Bankruptcy Court, Tucumecari hereby establishes
the CKG Creditors’ Trust for the purpose of effectuating and administering the transactions
and requirements of the Plan.

Funding of Trust: The CKG Creditors’ Trust shall be funded from any excess proceeds from
the Cash Funds paid by Tucumecari for the purchase of the Debtors’ assets as well the Trust
Fund Sales Proceeds, as well as any litigation proceeds or other sums provided for in the Plan
or Disclosure Statement. The Trustee, at Trustee’s election, may set up a single bank account
or multiple bank accounts to be used for the CKG Creditors’ Trust.

I - Appointment of Trustee Term & Compensation

Appointment of Trustee. Upon confirmation of the Plan, Ronald E. Ingalls (“Ingalls”), shall
be appointed Trustee of the Trust by the Bankruptcy Court. Ingalls has the qualifications set
forth in Section 1104(c) of the Bankruptcy Code. Execution of the Trust by Ingalls shall
constitute acceptance by him of such appointment and of the duties and responsibilities of
the Trustee hereunder and under the Plan.

Term & Bond: The Trustee shall serve from the Confirmation Date until all the distributions
and transactions described in the Plan have been completed. The Trustee shall serve under
his Chapter 7 bond unless any party requests the Court to increase the bond which the Court
may do after notice and hearing.

Compensation: The Trustee’s compensation shall be the same as that set out in the
Bankruptcy Code and Rules for Chapter 7 Trustees. In addition, the Trustee shall be entitled
to reimbursement for all out-of-pocket expenses incurred in his capacity as Trustee.

Resignation, Death or Removal: Should Ingalls refuse to sign and accept the appointment,
or subsequently resign or die before the case is closed, a replacement shall be appointed by
the Bankruptcy Court. After the case is closed, Tucumcari may appoint a Successor Trustee.
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The Trustee may be removed by Order of the Bankruptcy Court until the case 1s closed.
After the case is closed, the Trustee may be removed by the appropriate procedures related
to same under the Texas Trust Act and/or other applicable laws of the State of Texas. Upon
acceptance of the appointment, the Successor Trustee shall assume the rights and duties ofthe
Trustee under this Trust Agreement and Plan.

IV - Powers. Duties and Responsibilities of Trustee:

Duties of the Trustee. The Trustee’s duties shall include: 1) managing receipts of the Trust;
2) making distributions from the Trust to the Beneficiaries; 3) resolving Contested Claims,
including bringing objections to claims; 4) pursuing any and all causes of action of the
Estates; 5) selecting employees, attorneys and other professional persons to assist Trustee in
performing his duties under the Plan; 6) performing such other duties necessary to effect the
Plan or order by the Court.

Trust Fund Account: On the Plan’s Effective Date, orwithin a reasonable time thereafter, the
Trustee shall establish an interest bearing account or accounts with a banking institution on
the list of approved banking institutions maintained by US Trustee (“Approved U.S. Trustee
List”). The account(s) shall be styled using the terms “CKG Creditors’ Trust Fund Account”
(“Trust Fund Account™). All cash held by the Trustee, including payments and proceeds of
any lawsuits or causes of action shall be deposited into the Trust Fund Account shall become
part of the Trust Fund Account and shall be further reinvested or distributed as applicable.

Investment of Cash: The Trustee shall invest all or a portion ofthe cash held in the Trust
Fund Account in United States Treasury bills, interest bearing certificates of deposit, and/or
interest bearing savings accounts of banking institutions on the Approved U.S. Trustee List.

Earned Interest: All interest earned, from any source whatsoever, by investments of the Trust
cash shall become part of the Trust Fund Account and shall be reinvested or distributed as
the case may be. Sufficient liquidity shall be maintained in the investments made by Trustee
to make the distribution contemplated by the Plan and this Trust Agreement.

General Powers: The Trustee shall have full power and authority to exercise any and all
powers granted to a Trustee under the Bankruptcy Code and the Texas Trust Act. The
Bankruptcy Code shall control until the case is closed at which time the Texas Trust Act
shall control.

Contested Claims: As soon as practicable and in accordance with the terms and provisions
of the Plan, the Trustee shall evaluate the Claims filed in the two cases, file such Objections
as he deems necessary and serve such objections upon each holder of each Claim to which
objection is made. Trustee has full authority to litigate the Objectionsto judgment, withdraw
them or settle them.

Trustee Responsibility to Bankruptcy Court: The Bankruptey Court retains jurisdiction over
the Trust, the Trustee, all litigation matter and those matters indicated in the Plan to resolve
disputes, until the case 1s closed. The Trustee has full and complete authority do and perform
al acts, to execute all documents and to disburse all funds without the necessity of Court
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approval unless a dispute arises regarding some act of the Trustee.

Costs of Administration: All costs and expenses of administration incurred bythe Trustshall
be charged against the amount in the Trust Fund Account and paid by the Trustee without
the necessity of Court approval. Pursuant to the terms of the Plan, Trustee may keep an
Operating Fund for payment of these expenses, but such fund shall be maintained as a journal
entry and the actual money shall remain a part of the Trust Fund Account.

Maintenance of Books and Records: The Trustee shall keep or cause to be kept books
containing a description of all property that from time to time constitute the Trust assets and
an accounting of the receipts and disbursements from the Trust Fund Account. The books
and records maintained shall be open to inspection by the Beneficiaries only, subject to the
authority of the Court, at reasonable times. The Trustee shall otherwise keep the
Beneficiaries informed in the matters of the Trust and shall furnish the Beneficiaries annually
a statement of receipts and disbursements with respect to the trust and IRS forms as
appropriate.

Distributions to Beneficiaries: Beginning on the Effective Date, to the extent the Trustee has
funds which is his sole discretion are sufficient to make a distribution to Beneficiaries,
Trustee shall distribute so much of the Trust Fund Account as possible while maintaining
sufficient reserves to continue to operate the trust and carry out the Trustee’s continuing
duties. After payment of legal costs, costs of administration and trustee fees, then Allowed
Class 1,2, 2A, 3 and 5, Beneficiaries shall receive a pro-rata share of the distributions from
the Creditors Trust until such time as each Beneficiaryin such Classes have been paid in full.
The pro-rata share of each such claimant shall be in proportion to the Allowed Claim of all
such claimants. Until all Allowed Claims of Class 1, 2, 2A, 3 and 5 are paid in full no other
Allowed Claims shall be paid from the Creditors Trust. At such time as all Class 1, 2, 2A,
3 and 5 Beneficiaries have been paid in full then, Allowed Class 4 claims (and those treated
as Class 4 Claims) shall be entitled to receive a pro-rata share of the distributions from the
Creditors Trust until such time as each Beneficiary in Class 4 (or treated as Class 4) has been
paidin full. Atsuch time as all Allowed Class 4 claims have been paid in full then, Allowed
Class 9 Claimants shall be entitled to receive a pro-rata share of the distributions from the
Creditors Trust until such time as each such Beneficiary in Classes 9 has been paid in full.
Thereafter, and to the extent that there are any remaining Allowed Claims such remaining
Allowed Claims shall be entitled to receive a pro-rata share of the distributions from the
Creditors Trust until such time as each such Beneficiary has been paid in full. Sufficient
funds shall be withheld from any distribution to provide for the payment of taxes, the
amounts of which may be unknown, as well as payment of professionals, such as accountants
and attorneys. Trustee is authorized to establish an Operating Reserve Fund for payment of
any contingencies and other operating costs. The amount of the Operating Reserve Fund
shall be determined in the sole discretion of the Trustee, except that any amount over
$100,000.00 must be approved by the Court.

Termination of the Trust: The Trust will terminate: (1) when all of the Beneficiaries have
been paid in full; or (2) when the amount received by Trust is deemed insufficient or
insignificant to continue the Trust, as determined in the sole discretion of the Trustee; or (3)
upon termination of distributions to the Trust by Tucumcari as set out in the Plan and
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Disclosure Statement. Upon termination, the Trustee shall execute and deliver to Tucumcari
any and all documents reasonable required or requested by Tucumcari to evidence the
termination of the assignment of the Trust Fund Gas Proceeds.

V - Beneficiaries

Beneficiaries: Allowed Claimants who are entitled to receive payment(s) under the Plan
shall be the “Beneficiaries” of the CKG Creditors Trust.

VI - Miscellaneous Provisions

Trustee Not Liable: The Trustee shall not be liable for any act he may direct or omit to direct
as Trustee hereunder. While acting in good faith and in the exercise of his best judgment, and
the fact that such act or omission was advised, directed or approved by an attorney shall be
conclusive evidence of good faith and best judgment; nor shall the Trustee be liable in any
event except for his own gross negligence or willful default or misconduct.

Term of Plan Control: To the extent that any term or provision hereof shall conflict with any
term or provision of the Plan, the Plan shall govern. The terms of the Plan are incorporated

herein by reference for all purposes and intended to form a part of this Trust Agreement.

IN WITNESS HEREOF, the parties hereto have executed this Trust Agreement as of the

day and year first above written,

TRUSTEE

BY:

Ronald E. Ingalls, Trustee

TUCUMCARI EXPLORATION, LLC

BY:

Name:
Title:
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FACSIMILE TRANSMISSION
PIEDMONT EXPLORATION
FROM FAX # 281-759-8029
TELEPHONE # 281-759-9800

DATE: 8/5/05
TO: Mike George CKG Energy
FROM:  Bob McKinney Page 1 of 3

SUBJECT: Estimate of Gas in Place: Western Tucumcari Basin

Two years ago you requested that I calculate potential recoverable reserves from seven
wells drilled by CKG on the Randals Ranch. My report is attached to this memo. I
calculated 212 BCF of gas in place for the area evaluated by the seven wells.

The western Tucumcari Basin is an elongate feature roughly 40 miles long and 8 miles
wide where gas can be produced from deeper portions of the basin. The Randals Ranch
is near the eastern end of the basin and the Latigo Ranch is near the western end. Trans
Pecos Resources drilled and completed five wells on the Latigo Ranch. Phillips
Petroleum Company calculated 500 BCF of gas reserves for the area encompassing these
wells.

Estimates of this sort are risky, but are warranted where good data are available for
existing production and the writer has knowledge of the geology of the area. Therefore, I
can identify a total of 520 square miles of basin with potential for production and at least
half of that total should actually be productive. Given calculated gas in place of roughly
100 BCF per square mile, total gas in place for the basin should approximate 30 TCF.

Ample data are available to substantiate the gas in place calculations for the Randals

Ranch, and a reasonable amount of data exists in the public domain to substantiate the
size and geometry of the basin. All these data are available for examination.

Sincerely,

Robert G. McKinney, P.G.

ATTM



An Evaluation of the Petroleum Potential of the Randals Ranch

Quay County, New Mexico

Updated August 8§, 2003

CKG Energy has made what could be a truly significant gas discovery in the central
portion of the Tucumcari Basin. There have been gas discoveries in this basin
previously, but these were never developed to the point of establishing reserves of a
significant nature. Earlier exploration was largely confined to areas where shallower
structures existed (“the highs™) with the result that necessary reservoir rock was thin or
missing due to non-deposition across the crest of these structures. A discovery wildcat
well, the CKG #1 Anna Katheryn, has demonstrated that more deeply buried features
with a larger content of sediment will typify large reserves in this basin. Early estimates
give already developed reserves of approximately 6 BCF of gas to a single location with
a substantial portion of the discovery well yet-to-be evaluated. Six additional wells have
been drilled on Randals Ranch leases, each resulting in identification of possible reserves
comparable to those identified in the #1 Anna Katheryn.

Geological Setting:

The Tucumecari basin is a logical extension of the Palo Duro and Hardeman basins, but
these independent basins are separated by north-south trending highs and their
stratigraphy changes considerably from basin to basin. Please refer to Figure 1, a map
that shows the extent of each of these basins. The Tucumcari basin is bounded on the
north by the Sierra Grande uplift, on the west by the Pedernal uplift and on the south by
Roosevelt arch. Sediments within the basin grade from mostly non-porous carbonates on
the south end to coarse, porous clastics northward in the vicinity of the Sierra Grande
uplift. Optimum conditions for reservoir and source rock development exist near the
basin center and Randals Ranch is located within the optimum portion. The prospective
section, based on drilling so far, includes the Canyon, Strawn and Atokan sandstones and
calcarenites, and possibly the Mississippian limestone as well.

According to high resolution magnetics surveys that show the general outline of the more
prospective part of the Tucumecari basin, the Randals Ranch leases form the eastern flank of
an east-west trending deep basin that terminates west of Santa Rosa, New Mexico, a
distance of some 35 miles. Most of this area should be considered prospective for
hydrocarbons, subject to the basin definition given above. Seismic response is generally
good throughout the basin and can be used reliably to assure the presence of adequate
geologic section. Amplitude anomalies are common near known accumulations of gas.

Drilling Objectives:

While the Atoka formation has received more attention in the project area because of
previous successes, several important alternate objectives exist, including the pay section
now being developed on the Randals Ranch that has been identified as lower Canyon:

Mississippian: A dense, microcrystalline limestone of upper Mississippian age (the
Terrero formation) has been encountered in most wells drilled in the deeper portions of the
Tucumecari basin. These wells encountered a coarse clastic section below the limestone
that is suspected to be an equivalent of the Espiritu Santo formation described by Baltz and
Meyers (1984). A good gas show was detected by Trans Pecos Resources from this section
while attempting to re-enter the #1 Simpson in early 1984, but no effective test of the
formation’s potential was achieved due to loss of the hole. The Espiritu Santo formation is




2

an arkosic conglomerate, composed of locally derived material. Analysis of sidewall cores
from the Trans Pecos well showed porosities in the range of 20%, but accurate
permeabilities could not be measured due to alteration of the formation adjacent to the
borehole by precipitation of iron oxide (the well was plugged in 1955).

Cisco-Canyon and Strawn: These formations, which are difficult to differentiate in the

" Tucumecari basin, rest unconformably on the Atoka, and comprise the pay section on the
Randals Ranch. Good shows have been noted in this interval in wells drilled in the
western portion of the basin and production has been established from these formations by
the CKG #1 Anna Katheryn in Quay County. Therefore, additional exploratory effort
should be directed toward the Cisco-Canyon and Strawn in all parts of the basin.

Abo/Wolfcamp: This interval is more properly called the Sangre de Cristo formation based
on lithology and texture. Lithology of the interval is that of a true granite wash near the
base, grading upward to coarse arkosic sandstones and shales, and finally to relatively clean,
sub-arkosic sandstones and shales near the top of the Abo. Numerous shows have been
detected in this interval, but only one well has produced hydrocarbons in measurable
quantities: the Dalton Cobb #1 Tucumcari National Bank in Section 20, T8N, R22E, was
completed as a shut-in gas well with a reported flow of 90 MCF/D from the upper portion of
the interval, probably the Abo formation. In the western portion of the basin shales in this
interval contain fair oil prone source material, so it should be considered a good secondary
exploration objective. Shows detected during the drilling of the #1 Anna Katheryn were not
tested since they occurred above the top of cement behind pipe. Similar shows were noted
in the other six development wells drilled by CKG, and none have been tested to date.

Yeso: The Yeso formation in this area consists of an average of 1000 feet of interbedded
siltstones, shale and evaporites. Shows are invariably reported in the uppermost siltstone and
in the Clmarron limestone member at the base of the formation, but tests of various intervals
have failed to produce hydrocarbons. However, a well drilled by Cummins & Walker in
Section 34, TSN, R 9E in southern Guadalupe County potentialed for 250 MCFD, reportedly
from the Yeso

Glorieta: This clean, quartzose sandstone is by far the best potential reservoir rock in the
Tucumecari Basin, with porosities in the range of 18 - 20% and permeabilities of 50 - 150
md. Some shows have been noted from this formation in wells drilled near the-Cuervo Sub-
basin, but the right combination of structure and isolation has not been found. The most
logical hunting ground for production from the Glorieta is unquestionably the deeper portion
of the basin where it is protected from the flushing which has been noted elsewhere.

Several un-tested structures have been mapped at the Glorieta level near the center of the
basin that correspond with geochemical anomalies, and these should be tested. The most
provocative of these centers in the north part of Section 9, TION, R23E. Also, stratigraphic
anomalies have been noted from re-processed seismic data in the vicinity of the location for
the CK.G #8 Randals, suggesting careful evaluation of drilling data from this well.

San Andres: Shows of hydrocarbons are abundant in this formation basin-wide, but
reservoir quality rocks have eluded detection so far. The formation consists of interbedded
dense dolomite, gyspum, shale and siltstone, with calcareous sandstone rear the base.
Several oolitic dolomites have been noted in stratigraphic test wells drilled by Trans Pecos
Resources, but original porosity was seen to be filled with re-deposited evaporites. A
seismic anomaly suggesting reefing in the San Andres interval has been noted in re-
processed seismic data in the vicinity of the CKG #8 Randals location.
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Bernal: This formation is the Permian Guadalupian equivalent in this area and always
has an oil show in a siltstone just beneath an anhydrite member that is present basin-wide.
The oil-saturated zone is generally 15 - 20 feet thick, and log calculations show that it
should produce, perhaps with some stimulation. However, Trans Pecos Resources
attempted completion of the Bernal in two separate tests and was unable to recover the
treatment fluid, let alone any oil. A theory has been advanced that the siltstone is oil-wet
and therefore will require special treatment of some sort.

Santa Rosa: This Triassic formation contains three and locally four well-developed
quartzose sandstones with porosities greater than 20% and permeabilities in excess of 250
md. While no “live” occurrences of hydrocarbons have been noted in the basin from these
sandstones, migrated Pennsylvanian oil occurs on structure with saturations in excess of
50% in areas where the upper Permian salt (in the Bernal formation) has been removed by
solution. The O’Connell Ranch steam flood, a former project of DCR Petroleum, is located
in T11N, R25E, and was on the verge of bemg an economic project prior to its abandonment
due to hlgh energy cost.

Randals Ranch Discovery and Development:

The discovery well was drilled to a depth of 7008 feet where a lost circulation zone that
could not be abated was encountered. A decision was made to set a completion string of
pipe at this point and attempt completion from a series of prospective sandstones above
this point. Three separate zones were perforated and treated with acid. All produced fair
quantities of gas during swab testing, but the lower zone appeared to contain more
nitrogen than the other two zones, and was therefore isolated with a bridge plug from
further treatment. The age of sediments that are being treated and tested now is presumed
to be lower Canyon. :

Six confirmation wells have been drilled and cased since completion of the #1 Anna
Katheryn, and all but three have been tested through tubing following treatment. Test
results have shown that pumps will have to be installed on each of the wells in order to
keep water levels at or below the top perforation. Experimentation with setting of the
pumps continues.

Another operator has drilled an apparent discovery well two miles north of the Randals
Ranch lease line. The mud log on this well shows sandstones of comparable age to those
encountered on the Randals Ranch that appear to be equally prospective for gas :
production. That operator has told a State representative that he intends to drill a follow-
up well to his discovery in the near future. A third operator is in the process of staking a
well just east of the Randals Ranch on acreage that we consider to be highly prospective.
This activity by others will provide additional gas for the CKG plpehne and processmg
facility at Tucumcari.

Calculation of proved reserves cannot be made until definitive flow tests can be obtained
from all seven wells in the project area. This work is in progress. However, reasonable
estimates of “Gas in Place” can be made on the basis of log analysis (using assumed
values of Rw), and an assumed recovery factor assigned (45%) in order to estimate the
general magnitude of recoverable gas. Such calculations have been made resulting in the
following estimates of gas in place and ultimate recovery:




4

Well Name Gross Pay | Net Pay Gas in Place Ultimate Recovery
(MCF) (MCF)

#1 Anna Katheryn | 411 313 20,581,295 9,261,582

#2 Anna Katheryn | 126 110 14,270,192 4,920,804

#1 John David 757 422 34,895,900 15,703,155

#2 John David 725 475 31,213,622 14,046,129

#5 Randals 622 252 19,895,905 8,818,157

#6 Randals 642 438 33,723,668 15,175,650

#7 Randals 603 474 36,638,107 16,487,148

The above numbers do not represent proved reserves. They are an indication of the
volume of gas that could be extracted from the Canyon and Strawn reservoirs given use
of the right treatment and operating technique. It should be noted that the recovered gas
will contain 20% nitrogen on average. Therefore, only 80 % of the recoverable gas will
be saleable. The content of helium in the gas is deemed to be economically recoverable
when the gas is processed to remove nitrogen, thus enhancing the economics of the overall
project. Water production is assured, so plans need to be drawn in a timely fashion to -

dispose of it.

Flow testing has been performed on both Anna Katheryn wells, resulting in CAOF’s of
697 MCFD for the #1 and 456 MCFD for the #2. These rates should increase by an order
of magnitude once the water level is lowered to the perforated interval, thus reducing the
back pressure on the formation, and assuring that all treatment fluid has been recovered.

Early results of well testing suggest that a substantial quantity of water will have to be
disposed of in order to recover a significant percentage of the gas in place. Plans have
been made to drill a saltwater disposal well at a central location within the field to dispose
of this water. State officials have indicated a willingness to permit such a disposal well
somewhere on the Randals Ranch or a nearby tract of State acreage. Wells drilled by

other operators in the field will have the same problem and can probably be persuaded to
use the CKG disposal well for a fee.

An eighth well, the #8 Randals, is due to spud within a week or so, and its intended depth
will exceed 10,000 feet, which might make testing of the Atoka sandstones possible.
There is also a possibility that the well will penetrate additional lower Pennsylvanian
sediments or possibly Mississippian carbonates encountered elsewhere in the deeper
portions of the basin, thus greatly increasing the amount of possible pay section.

Summary:

While all wells drilled on favorable structure within the Tucumcari Basin should
produce in commercial quantities if properly stimulated. Those located on
structural features within the deeper portions of basin should have superior source
and reservoir rock properties. Further, some will encounter pre-Pennsylvanian
reservoir rocks not previously tested in this part of New Mexico. CKG Energy’s
discoveries on the Randals Ranch will assure that an intensified program of
exploration and development will now begin, and CKG will be at the forefront of
this new exploratory effort. I think that production of gas from the Tucumecari
basin will ultimately rival that of the San Juan basin.

Robert G. McKinney

PG NC1317




Randals Ranch Prospect Evaluation
Robert G. McKinney

August 28, 2003
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1. Introduction

This report proposes to answer questions regarding the significance of CKG
Energy’s recent gas discovery on the Randals Ranch in Quay County, New Mexico.
Seven wells have been drilled to a mid-Pennsylvanian lower Canyon horizon and some
production testing of these wells has been performed. However, production testing has
not progressed to the point that will allow calculation of proved reserves due to a number
of mechanical problems that will be discussed in the text of this report.

Nevertheless, some estimate of recoverable reserves can be made on the basis of
electric log calculations and comparison with similar production elsewhere. It is the
consensus of all the geologists I have talked with that CKG has indeed discovered, and
verified the existence of, a major gas province that will ultimately cover the majority of
the Tucumcari Basin, a province that will be discussed in detail.

Exploratory work that has been done on and around the Randals Ranch will be
discussed, and recommendations will be made for additional work that will serve to
verify the size of the discovery that has been made.

2. Executive Summary

The Randals Ranch lies in western Quay County, New Mexico in the east central
portion of the Tucumcari Basin. This basin contains prospective sedimentary rock of
Permian, Pennsylvanian and possibly lower Paleozoic age. Production from
Pennsylvanian sandstones had been demonstrated in the vicinity of the Randals Ranch by
the Yates #1 T-4 Cattle Company well that potentialed for 1.5 MMCFD in 1984, but
remained an isolated shut-in gas well for almost 20 years while the industry busied itself
elsewhere. Trans Pecos Resources demonstrated the western extent of production in the
basin with the discovery of gas on the Latigo Ranch, near Santa Rosa — some 18 miles
west of the Randals Ranch discovery, in 1982. So, the Randals Ranch discovery should
have come as no surprise to the industry — but it did!

Even with proved gas production less than 3 miles away, CKG’s initial test well,
the Anna Katheryn #1, was a courageous venture. The net pay section in the #1 T-4 was
only 10 feet, even though the potential was entirely acceptable. However, the well was
drilled on a structurally high feature, and the thickness of the pay was restricted due to
non-deposition. CKG’s acreage, located in the deeper portion of the basin, provides a
much thicker pay section, with average net pay thickness approaching 400 feet. Present
day advocates call this a “basin centered gas play”. Could be. Actually, the productive
area resides on a structural feature that covers some 20 sections at a minimum, and
probably more. It may be partly stratigraphic.

Recoverable reserves have not been calculated since data necessary to make such
calculations has not been obtained for a variety of reasons to be discussed in the pages



that follow. However, a reasonable estimate of “gas in place” can be made on the basis
of electric log calculations, and an average recovery factor can be applied to this number
to give a “ball park” estimate of ultimate gas recovery. This report presumes to make
such calculations and makes suggestions for additional future work to approach optimum
gas recovery.

It should be noted that this is a major discovery of gas resources that will
ultimately be developed as a major producing area, with or without resources within the
Randals Ranch area. Initial progress at development will be necessarily slow as useful
information is obtained to perfect completion technique. The reward will be more than
commensurate with the risk.

3. Description of Tucumcari Basin

The Tucumecari Basin is a mid-Pennsylvanian feature formed by movement on a
series of lateral (strike-slip) faults that bound the basin on the north and south sides.
Movement on these faults has produced basement highs that flank the basin, including the
Sierra Grande Uplift to the north and the Roosevelt High to the south. (Please refer to
Attachment #1 on the opposing page.) The mechanism for the formation of these
features, together with east-west verging thrust faults, is well-described by the attached
report entitled “An Overview of Laramide Wrench Faulting in the Southern Rocky
Mountains with Emphasis on Petroleum Exploration” by C. E. Chapin of the New
Mexico Bureau of Mines and Mineral Resources. The age of wrench faulting in central
New Mexico is different (older than, possibly equivalent to the Ouachita-Marathon
orogellly) than that described in Chapin’s paper, but the physics of deformation is the
same. _

This description of cause is at odds with the conventional theory that the deeper
portion of the basin represents an “elevator basin” that is formed by flanking normal
faults. There is ample evidence of compressional style to faulting in the area to deny the
existence of major normal faults. Strike slip faults, usually present in compressional
systems, are capable of resembling normal faults in the amount of apparent throw they
can display. Examples of this type of regional deformation are to be found in the vicinity
of all major rift systems. 4

Only minor faulting is noted in formations younger than mid-Pennsylvanian,
together with regional uplift and basin-ward tilt of the younger formations. Thus, a large
area of down-faulted basin was available to receive sediments derived from granite
exposures in all directions. The deeper portions of the basin received up to 6000 feet of
“granite wash” (arkosic sandstone and shale) deposits during the upper Pennsylvanian
Cisco and Canyon formations (indistinguishable in this area) and the overlying
Wolfcamp (Sangre de Cristo formation in this area) and lower Leonard. The Abo

! Wrench faulting in the area is most likely transform faulting associated with early formation of the Rio
Grande Rift some miles to the west.



formation (upper Leonard), consisting of arkosic sandstones and shales, forms the seal for
hydrocarbons produced by maturation of source material in the older Pennsylvanian
rocks (Strawn and Atoka), and possibly Mississippian limestones and shales that are
generally encountered lying on basement rock comprised of granite or meta-arkosite.

- Through the endeavors of the State of New Mexico to identify petroleum source
rocks it has been established that the Tucumecari basin is the second richest basin in the
state, and second only to the San Juan Basin. Several wells in this basin have exhibited
mature source rocks having several hundred feet of shale testing over 9 % Total Orgamc
Carbon through the Atoka and Strawn formations.

Shallow-water deposits characterize the upper Leonard and Guadalupian
formations, and some hint of reefing in the San Andres has been noted on re-processed
seismic lines that border the Randals ranch. Oil shows in the San Andres carbonate
section are ubiquitous in the basin, but low porosity and formation energy have been
noted basin-wide. If a reef is encountered with at least some viable seal, oil production
from this member might be established.

Intrusive rocks (dikes and sills) of diabase to gabbro composition abound in the
basin, and have been encountered in wells drilled in all parts of the basin. Ironically,
several of these wells were abandoned when sills were encountered on the assumption
that these rocks were “basement”.

Seismic data indicate the possibility that un-metamorphosed sedimentary rock
will be found below the Mississippian limestone and conglomerate in the deeper portions
of the basin, and might provide an attractive target for future exploration. Similar
sedimentary sequences produce oil and gas in Siberia, and are noted for production of
non-combustible gases including helium in Kazakhstan. These pre-Cambrian materials
might well be the source of non-combustible gases found in many parts of the Tucumecari
Basin.

Following is a discussion of individual units within the Tucumcari Basin together
with their relative merit as drilling objectives.

Drilling Objectives:

While the Atoka formation has received more attention in the Tucumcari Basin
because of previous successes, several important alternate objectives exist, including the
pay section now being developed on the Randals Ranch that has been identified as lower
Canyon:

Mississippian: A dense, microcrystalline limestone of upper Mississippian age (the
Terrero formation) has been encountered in most wells drilled in the deeper portions of the
Tucumecari basin. These wells encountered a coarse clastic section below the limestone
that is suspected to be an equivalent of the Espiritu Santo formation described by Baltz and




Meyers (1999)%. A good gas show was detected by Trans Pecos Resources from this section
while attempting to re-enter the #1 Simpson in early 1984, but no effective test of the
formation’s potential was achieved due to loss of the hole. The Espiritu Santo formation is
an arkosic conglomerate, composed of locally derived material. Analysis of sidewall cores
from the Trans Pecos well showed porosities in the range of 20%, but accurate
permeabilities could not be measured due to alteration of the formation adjacent to the
borehole by precipitation of iron oxide (the well was plugged in 1955).

Atoka: Interbedded sandstones, shales and coals typify this formation in the deeper
portions of the basin. These attractive reservoir and source rocks grade to impermeable
limestone on the south flank of the basin and are unattractive as a drilling objective there.
However, in the deeper portions of the basin, the Atoka is a prime target for exploration for
oil and gas. Both were produced during productlon testing of the Trans Pecos wells on the
Latigo Ranch in 1982 — 1984.

Strawn: This formation is characterized by calcareous sandstones, limestones and
dolomites in most parts of the basin, and it is an effective seal for sandstones within the
Atoka. The sandstones have some potential for production where their calcareous nature is
less pronounced. Some shows in this interval were noted in wells on the Randals Ranch
that penetrated more than 200 feet of Strawn. The top of the formation is an unconformity
of regional proportions which demonstrates both normal and reverse faulting that is not
observed in younger formations. This creates an opportunity for stratigraphic traps in the
younger formations that abut Strawn faulting. Additionally, due to the varying water depths
during this time of deposition the potential for shallow water reefing exists.

Cisco-Canyon: These formations, which are difficult to differentiate in the Tucumcari
basin, rest unconformably on the Strawn, and comprise the pay section on the Randals
Ranch. Good shows have been noted in thlS interval in wells drilled in the western portion
of the basin and production has been established from these formations by the CKG #1
Anna Katheryn in Quay County. Therefore, additional exploratory effort should be
directed toward the Cisco-Canyon section in all parts of the basin.

Abo/Wolfcamp: This interval is more properly called the Sangre de Cristo formation based
on lithology and texture. Lithology of the interval is that of a true granite wash near the
base, grading upward to coarse arkosic sandstones and shales, and finally to relatively clean,
sub-arkosic sandstones and shales near the top of the Abo. Numerous shows have been
detected in this interval, but only one well has produced hydrocarbons in measurable
quantities: the Dalton Cobb #1 Tucumeari National Bank in Section 20, T8N, R22E, was
completed as a shut-in gas well with a reported flow of 90 MCF/D from the upper portion of
the interval, probably the Abo formation. In the western portion of the basin shales in this
interval contains fair oil prone source material, so it should be considered a good secondary
exploration objective. Shows detected during the drilling of the #1 Anna Katheryn were not
tested since they occurred above the top of cement behind pipe. Similar shows were noted
in the other six development wells drilled by CKG, and none have been tested to date.

Yeso: The Yeso formation in this area consists of an average of 1000 feet of interbedded
siltstones, shale and evaporites. Shows are invariably reported in the uppermost siltstone and
in the Cimarron limestone member at the base of the formation, but tests of various intervals
have failed to produce hydrocarbons. However, a well drilled by Cummins & Walker in
Section 34, TSN, R 9E in southern Guadalupe County potentialed for 250 MCFD, reportedly

2 «Stratigraphic framework of upper Paleozoic rocks, southeastern Sangre de Cristo Mountains, New
Mexico”, E.H. Baltz and D.A. Myers, Memoir 48, New Mexico Tech,1999.



from the Yeso.

Glorieta: This clean, quartzose sandstone is by far the best potential reservoir rock in the
Tucumcari Basin, with porosities in the range of 18 - 20% and permeabilities of 50 - 150
md. Some shows have been noted from this formation in wells drilled near the Cuervo Sub-
basin, but the right combination of structure and isolation has not been found. The most
logical hunting ground for production from the Glorieta is unquestionably the deeper portion
of the basin where it is protected from the flushing which has been noted elsewhere.

Several un-tested structures have been mapped at the Glorieta level near the center of the
basin that correspond with geochemical anomalies, and these should be tested. The most
provocative of these centers in the north part of Section 9, TION, R23E. Also, stratigraphic
anomalies have been noted from re-processed seismic data in the vicinity of the location for
the CKG #8 Randals, suggesting careful evaluation of drilling data from this well.

San Andres: Shows of hydrocarbons are abundant in this formation basin-wide, but
reservoir quality rocks have eluded detection so far. The formation consists of interbedded
dense dolomite, gyspum, shale and siltstone, with calcareous sandstone near the base.
Several oolitic dolomites have been noted in stratigraphic test wells drilled by Trans Pecos
Resources, but original porosity was found to be filled with re-deposited evaporites. A
seismic anomaly suggesting reefing in the San Andres interval has been noted in re-
processed seismic data in the vicinity of the CKG #8 Randals location.

Bernal: This formation is the Permian Guadalupian equivalent in this area and always
has an oil show in a siltstone just beneath an anhydrite member that is present basin-wide.
The oil-saturated zone is generally 15 - 20 feet thick, and log calculations show that it
should produce, perhaps with some stimulation. However, Trans Pecos Resources
attempted completion of the Bernal in two separate tests and was unable to recover the
treatment fluid, let alone any oil. A theory has been advanced that the siltstone is oil-wet
and therefore will require special treatment of some sort.

Santa Rosa: This Triassic formation contains three and locally four well-developed
quartzose sandstones with porosities greater than 20% and permeabilities in excess of 250
md. While no “live” occurrences of hydrocarbons have been noted in the basin from these
sandstones, migrated Pennsylvanian oil occurs on structure with saturations in excess of
50% in areas where the upper Permian salt (in the Bernal formation) has been removed by
solution. The O’Connell Ranch steam flood, a former project of DCR Petroleum, is located
in T11N, R25E, and was on the verge of being an economic project prior to its abandonment
due to high energy cost. The combined reserve estimates of the O’Connell Ranch and Santa
Rosa tar sand deposits in the Tucumecari basin is over 1S0MMBO in place, that age dating
data shows to be Pennsylvanian in age (NM Bureau of geology Reports). Future project —~
find the source. '

4. Geological Summary of Randals Ranch

All of the drilling objectives discussed in Section 3 are present beneath the
Randals Ranch. The best “shows” of gas have been noted in the Cisco-Canyon section,
but log analysis suggests that lower portions of the Wolfcamp (Sangre de Cristo) should
be tested at some time in the future. CKG’ s current strategy is to develop reserves in the
lower portion of the Canyon granite-wash section first so that commercial production can
finance further testing in these and follow-up wells.



The Strawn section is faulted, as shown on the Strawn contour map that is
reproduced on the facing page. Lows created by these faults have been filled with
sediment derived from exposed granite masses to the north of the Randals Ranch
property. Gas (and some heavier hydrocarbons) has migrated from deeper source rocks
to be trapped by the large domal feature that is mapped. Porosities of 10 to 15 % have
been measured in sidewall cores, with permeabilities in the range of 2 to 5 md. Artificial
stimulation of these reservoirs will be required to achieve commercial production.

Average gas concentrations include 15 to 20 % nitrogen that will have to be
removed from the gas prior to pipeline sales. A facility to perform this separation will be
located near Tucumcari at the terminus of the pipeline that is currently being constructed.
The nitrogen that is removed will contain approximately 1.5 % helium, an attractive
target for further processing to recover this valuable gas. Plans are currently being made
to recover this product by a well-know marketer of helium gas.

- CKG’s drilling equipment has been limited to total depths of 7500 feet, sufficient
only to test the top of the Strawn. Drilling depths in excess of 10,000 feet will be
required to test all sedimentary rock noted in seismic surveys that surround the ranch.
We would expect to encounter a thick Strawn section, possibly 1000 feet, underlain by a
thick Atoka section that is the true objective of drilling in the deeper portions of the
basin. Mississippian carbonates and sandstones with potential for both oil and gas should
be encountered below the Atoka. As noted previously, there is a modest potential for
finding un-metamorphosed pre-Cambrian rock beneath the Mississippian, thus giving a
total of 3,000 feet of sedimentary rock that has not been penetrated by any well in this
part of the basin. Please refer to the report entitled “Stratigraphic Processing and
Interpretation of Seismic Line GL-838” by N. S. Neidell and associates that is attached to
this report. The graphic for this study is located in the rear pocket of the report.

A “pay zone” cross section is reproduced on the opposing page that shows the
portion of lower Canyon sandstone in which completion attempts have been made. This
cross section uses a sea-level datum and does not include all wells drilled, only those
which have been tested. A report of completion attempts is included as an attachment to
this report.

5. Calculation and discussion of “Gas in Place”

A requirement existed to estimate the total amount of gas contained within
reservoir rock on the portion of the Randals Ranch that has been evaluated by drilling. .
To do this, calculations of “gas in place” were made using accepted formulae for such
calculations, based on electric logs run in the seven wells drilled by CKG on the Randals
Ranch. These calculations are reproduced as an attachment to this report, and signify the
upper limit of gas concentration in the reservoirs, not the amount of gas that can be
recovered.



Recoveries of around 40 — 45 % of the gas in place are common for gas
reservoirs, and probably represent the gas that can be recovered from wells on the
Randals Ranch, provided that effective means of well stimulation are used in well
completion. Limited production testing to date tends to confirm the assumed
deliverabilities from these wells provided that produced water can be effectively handled.
Water production elsewhere in New Mexico does not impede production of oil and gas
once stabilized flows of both products are achieved. Graphic representation of
production from several such wells are included as an attachment to this report.

It is important to note that other companies have invested in drilling and
completion in this area. One well, the Coulthurst #1 Wilson, is being completed seven
miles northeast of the CKG #5 Randals as this report is being prepared. Like the Randals
wells, the #1 Wilson encountered good gas shows in the Canyon sandstones and is
currently treating a presumed lower Canyon reservoir. I will add the potential of this well
once the information is available. ’

Yates Petroleum, a respected operator in New Mexico, is drilling a west offset
well to the #1 Anna Katheryn and this well is sited in a good location for Canyon
production. These other operators will contribute gas reserves to the pipeline that is
being constructed and ease the burden of filling the pipeline on CKG. Yates then intends
to drill a wildcat well some distance southeast of the Randals Ranch, but in close
proximity to the pipeline. Their prospects are said to be based on high quality gravity
surveys that show the outline of the deeper portions of the basin where the better gas
reserves should be found. The well will be located in Section 26, TON-R28E.

6. Recommendations:
a. Additional Work

Approximately 15 miles of 24 fold seismic data, acquired in a trade with
Woodard Energy, have been re-processed using velocity inversion techniques to
produce a stratigraphic display that identifies each prospective formation in a
superior fashion. CKG have an additional 35 miles of data that were acquired in
the Woodard trade that should be re-processed in similar fashion to complete our

- understanding of the geology of the area, particularly the deeper horizons that
have not been penetrated by drilling thus far. Please refer to N. S. Neidell’s report
that is an attachment to this report. It is a preliminary report, but conclusions
reached are valid as far as future work is concerned. CKG’s next well will be the
#8 Randals, and will be located near the re-processed line. It is of paramount
importance to obtain velocity data from this well in order to confirm conclusions
reached in the initial study.

The possibility of acquiring additional seismic control has been discussed. It has
also been recommended to acquire gravity data along existing seismic lines in
order to confirm the existing model of depth to economic basement. Such a



gravity survey would be inexpensive to acquire, and would provide a great deal of
meaningful information regarding the amount of prospective geologic section in
each part of the project area, particularly the Randals Ranch. Surface
geochemical samples could be acquired at the same time with little additional
expense.

The foregoing work should be completed prior to the acquisition of additional
seismic coverage.

b. Testing Methods

Much has been learned from testing of the Randals Ranch wells so far. It has cost
a great deal to learn how to complete the wells with minimal damage to the
formation, but maximum effective opening of the formation for production of
hydrocarbons. We have also learned that significant amounts of water will be
produced following fracture treatment, some of which will deplete with time since
its origin is small pore space that would not normally contribute to the amount of
produced fluid.

Nineteen sidewall cores were obtained from the #5 Randals well, and were
extensively analyzed by Core Laboratories. A report of their conclusions
regarding treatment of the productive sandstones is attached to this report. Their
studies support the conclusion that these reservoirs have a bimodal distribution of
porosity, and that the micro-pores contain water that will only be produced
following fracture treatment. Therefore, the amount of produced water should
decrease with time during normal production.

The Coulthurst #1 Wilson, located 7 miles northeast of the #5 Randals well, is
currently being completed using a CO2 fracture method, apparently with good
results. We have not tried this method on the Randals wells and should monitor
results of Coulthurst’s efforts closely.

In summary, it is clear that no meaningful calculations of recoverable reserves can
be made without flow-testing the existing wells over long periods of time. Long-
term testing will establish the recoverable reserves and will confirm the limits of
the reservoir being tested. This will not be possible until a method of producing
the water that accompanies the gas has been perfected. It is clear that large
volumes of gas can be produced from reservoirs penetrated by the Randals wells
provided that a satisfactory completion technique is developed.

c. Future Development
CKG’s strategy of rapid development of reserves on the Randals Ranch and the

construction of a pipeline to facilitate sales of gas will ultimately prove to be a
good one. It is understandable that current investors are anxious to see a rapid



return on their investment. Such returns are possible from lesser ventures, but
development of a new gas province will take time and patience on the part of
investors. Similar development elsewhere has taken years to reach the point of
financial payout. CKG has accelerated this process by aggressive development
and construction of the pipeline.

Also, CKG’s aggressive development has stimulated great interest in the area on
the part of competing companies. The Wilson well, previously discussed, is one
example, and wells announced by Yates Petroleum near CKG’s production are
another example of activity stimulated by CKG. Prices paid for leases adjacent to
the Randals Ranch during recent State and Federal land sales reached $25/acre.

- These properties would normally have sold for less than $2.

Robert G. McKinney, PG
August 28, 2003



FACSIMILE TRANSMISSION
ROBERT G. McKINNEY
FROM FAX # 713-895-7747
TELEPHONE # 713-895-8966
e-mail: beto-mck@worldnet.att.net

DATE: September 4, 2003
TO: Mike George : CKG Energy
FROM: Bob McKinney Page 1 of 1

SUBJECT:  Hydrocarbon Potential of the Tucumcari Basin

Further to my report dated August 28, 2003 entitled “Randals Ranch Prospect
Evaluation”.

CKG@G has discovered two major resources of gas, separated by 18 miles, within the
confines of the Tucumcari Basin. Unfortunately accurate recoverable reserves cannot be
assigned to either one of these discoveries until sustained flow has been established from
the reservoir for a period of approximately 30 days. However, on the basis of information
collected to date, including 3 separate four-point calculated open flow tests, it is my
professional opinion that each discovery will ultimately result in the establishment of
major reserves — on the order of 0.5 to 1 TCF from the Randals Ranch alone. Certain
production problems must be solved before this gas can be brought to market, but I am
confident that these problems can be solved economically.

In addition to CKG’s work, the Coulthurst #1 Wilson, located some seven miles ENE of
the Randals #5 well, is in the process of completion, and will doubtless extend producible
reserves along this trend that will ultimately reach the area surrounding the CKG #1
Walker well. These are truly significant discoveries, and will establish this basin as a
significant producer of hydrocarbons. (The axis of the basin is at least 43 miles long.)

Also, the existence of helium gas, a very scarce and precious resource, in analyses of gas
from the Randals Ranch field might assure reserves of this gas comparable to the
Hugoton Field. Careful analysis of gas from testing of all wells located in the Tucumcari
Basin is a must.

Regards,

Robert G. McKinney, PG



FACSIMILE TRANSMISSION
PIEDMONT EXPLORATON
FROM FAX # 713-895-7747
TELEPHONE # 713-895-8966
e-mail: beto-mck@worldnet.att.net

DATE: October 23, 2003
TO: Mike George CKG Energy
FROM: Bob McKinney Page 1 of 2

SUBJECT: Amplification of Section 5

You have requested me to discuss further calculation of gas in place and its relationship
to recoverable reserves contained in my report of August 28", 1 have had several
conversations with engineers that doubt my calculated gas in place based on log
calculations, backed up by core analysis. These engineers, with little or no experience in
granite wash reservoirs such as CKG encountered by drilling on the Randals Ranch, are
skeptical of high water saturation calculations and the implied probability of water
production rather that gas production. These wells will admittedly produce some water
as [ stated in the report, but gas in place calculations are accurate. The following
quotation from a report entitled “Mobeetie Field” by Shirley Dutton of the Texas Bureau
of Economic Geology describes a lower Canyon granite wash reservoir in Wheeler
County, Texas that is similar to the lower Canyon reservoir on the Randals Ranch. This
reservoir produced more that 60 BCF of gas from a 50 to 150 foot granite wash sandstone
over a 4500 acre area (7 sections). Granite wash sandstones on the Randals Ranch are
thicker and cover almost twice the area.

“The abundant authigenic chlorite cement that occurs in non-reworked sandstones
causes a high amount of irreducible water, which affects water saturation determined
Jrom electric logs. Induction-log resistivity in sandstone pay zones is typically 2 — 5
ohm-m. However, an increase in authigenic chlorite from 2% to 20% will add almost
30% to the amount of irreducible water and result in a 30% increase in calculated water
saturation. Sahl(1970b) indicates that water-free completions have been made with up to
60% calculated water saturation , and only at 70% water saturation do tests produce
essentially all water. Thus it is important to consider the possibility of high values of
irreducible water when evaluating granite wash zones.”

Analysis of cores from the #5 Randals well shows as much as 5% authigenic chlorite
from the zones where completion attempts were made, and even higher values in the
upper Canyon and Sangre de Cristo formations. Therefore, I contend that our calculated
“gas in place” is within reason. A summary of these calculations is included for
reference:



Anna Katheryn #1: 21 BCF
Anna Katheryn #2: 14 BCF
John David #1: 35 BCF
John David #2: 31 BCF
Randals #5: 20 BCF
Randals #6: 55 BCF
Randals #7: 36 BCF
Total: 212 BCF

These calculations assume that the reservoirs are contiguous over a 160-acre area. This
has been demonstrated for sandstones in the lower Canyon, which form approximately
30% of total reservoir sandstones considered in the reserve calculations (refer to the cross
section included in the report).

The recovery factor, or the amount of gas that can actually be produced from these
reservoirs, is usually near 80% for dry gas reservoirs. However, if we consider that half
that amount will actually be produced, and that 20% of the gas is non-combustible, it still
leaves us with probable recoverable reserves of 70 BCF for seven 160-acre units. There
are at least 3 more locations that are considered proved by existing wells, and these
should increase the total to 100 BCF recoverable. On the basis of well-testing to date,
deliverabilities should be in the range of 1 — 2 MMCFD per well, and prices should be in
the range of $3.50 — 4.00/MCF for the foreseeable future.

‘Helium and gas liquids recovery will add substantially to project economics.

Sincerely,

Robert G. McKinney, PG



FACSIMILE TRANSMISSION
PIEDMONT EXPLORATON
FROM FAX # 713-895-7747
TELEPHONE # 713-895-8966
e-mail: beto-mck@worldnet.att.net

DATE: October 30, 2003
TO: Mike George CKG Energy
FROM: Bob McKinney Page 1 of 5

SUBJECT:  Walker Ranch Prospect

You have asked me to make an appraisal of the potential for production from the
referenced ranch based on information generated by drilling of the CKG #1 Walker. The
well was drilled, logged and cased in May of this year, but no drill stem tests or
production tests were performed on the well. Therefore formation pressure and water
characteristics are not known, and these must be assumed based on data from other wells
in the area in order to make any appraisal at all. This appraisal, then, must be considered
somewhat speculative.

The closest well to the #1 Walker is the Sunray #1 Briscoe located in Section 32, T10N
R30E, and is circled on the attached plat map that also shows CKG’s acreage as cross-
hatched area, with the #1 Walker shown in Section 11 of the same township. This well
was found to have three distinct groupings of formation water: super-saline water above
4300 ft., normally saline water between 4300 ft. and 4950 ft. where intermediate casing
was set and much fresher water below 5500 ft. where a drill stem test recovered reservoir
fluid with a chloride concentration of 39,000 ppm and a formation pressure of 2115 psig.
The well drilled 3700 ft. of shale and granite wash, beginning with the top of the Abo at
4300 ft and ending with Atoka-type sediments at 8000 ft. Based on analysis of the
mudlog from the #1 Walker, the well never reached the Atoka-type sediments at total
depth.

Log calculations based on normal saline formation water are attached to this brief report.
I chose to use this intermediate salinity based on trial calculations at fresher and more
saline formation water. These seem to be within the same general range of water
saturation encountered in the Randals Ranch wells, and the supposition is that this well
and others on the same structure will encounter similar production.

I have or have seen geophysical data that show the Walker Ranch acreage to lie on the
south flank of a pronounced east-west trending basin, with the majority of the acreage
prospective for similar sediments within the granite wash section. Please refer to my



report on the Randals Ranch. All horizons deemed prospective by that report should exist
beneath the Walker Ranch, with the possible addition of lower Paleozoic sediments not
seen elsewhere in the Tucumcari Basin to date. This latter observation is on the basis of
seismic data viewed but not obtained.

On the basis of 3840 productive acres (24 160-acre tracts), and assuming a recovery
factor of 40%, one would expect ultimate recovery of gas to be as high as 15.6 BCF per
160-acre location, or 374 BCF from all probable units. Cut that figure in half, and the
field would still be large.

A substantial amount of doubt can be removed from these numbers when the second and
third wells are drilled, and production testing of the #1 well has confirmed formation
water resistivity and bottom-hole pressure. Information thus obtained could reinforce the
conclusions presented here, or, though doubtful, eliminate the possibility of commercial
production altogether. Completion practices will be similar to those perfected for the
Randalls Ranch once testing of those wells resumes.

Regards,

Robert G. McKinney, PG
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OlL & GAS

THIS AGREEMENT is executod August 27, 2003, but ks mads éffuctive the 13 day of June, 2002 batwoen Billis Owen
Walker sk 880 Walker Gohee, Trustes of the Lula Balle Owon Cochran Testamentary Trust, designated the W,
T. and Lista Befls Owon Famnily Trust under the LWT of Luls Belle Owen Coahran, deccaned, whoso adarass is for
the purpose of iy lcaso, 78711 State Rowl 208 Tutumoart, NM 834071, herein caliart iexsar (whether ang or mone) and
CKO Energy, whoee address i» 10713 Ranch Rosgd 820 Norih, Bulking F Suite 821 Austin, TX 78726, jesacs:

THIS AGREEMENT supplements and repiaca in its entirsty an o and ges leasc na executed a5 betwoon thase parties
an Jluns 13, 2003 s well ps an ofl and gge iease exaciied betwesn hese parties on July 17, 2003. Thase doouments
ere rpinced It thed entirety by this documant effaciive Juna 13, 2008,

1. Lasnar, in ponsideryiion of TEN AND OTHER DOLLARS In hand peid, reasipt of which 1§ Rere acknowledged,
ang of the royaties hareln pravided end of the agreements of the lasse hemin cantainad, heraby grants, learee ang islc
aneluaisly o loasoe for the purpoess of Investignting, exploring, prospecting, delling, nnd oporeting fix s prudusing
of and gas, Injecting gas, waters, other fluids, and air Into subsiirface stata, iaying pipelines, storing off, buliding tanka,
roadways, telaphone ines, and other structures and thinga thercon 1o producs, save, iake care of, treml, process, store
and ransport said minerela, the following described land In Quay County New Mexdco, to wit:

| TOWNSHIP 10 NORTH, RANGE 30 EART NMPM,
Saction 1: N2, NWSW, NESE, 5262 Section 2: 8282, NESE, SENE Section 3; 5282 Sralion 9: E28W, SE Section 10:
All Saction 11: 82, 82Nk, NWNW
Boction 12! S23W, SWSE, 9ESE, Saction 12: All, Section 14: W2W2, E2NW, W2NE, NENE, SENE Section 15: Al

Bection 22 NE, Ssction 23: SWSW,
Section 24; All, Sectian 25 N2, SW, N2SE, SWSE

TOWNSHIR 10, NORTHIRANGE 21 EAST
_ Sanfion 8: W2W2, Soction 7t §2, NW, Sackion 8 SESW, SWEWSW, Soctian 9: All Waet of the irigation cansl, Seafion
: 18: N28W, 8E, Seaflon 10: B2, B2NW, W
R Bection A0; WINW, NENW, NWEW

TOWNSHIP {1 NORTH, RANGE 81 EAST, NMPM,
Seglion 31; SWSW

8eid innd i gstimated to comprise 7970.00 acroy, whether § ackully Comprisss more or less.

EXHIBIT
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FRUM ¢ INTER-AMERICAN CORPORATION FAX NO. :2146966557
83/11/1996 88:83 505-666-2621 EEN DONEGAN

q Lease Agroement executed Angust 27, 20l03
. Prge2of 6

2. Subjact to the ather provisions herein contalned, this lease ahall remain In forve fof d term of thres (3) years
from thig date (called "primary tarm) and'as tong thereafer as ol or gas is praduced from sak) lana or from land with
which 2afd jand ¥ poolad.

. 3. The royalties to bo paid by lasaea are: (8) on ok, ang other liquid hydrocarbona saved st the well, 1/8™ of that
produced 8nd saved from said land, eune to be deliversd &t the wells or to the credit of lasaor in the pipefing to which the
welis may b gonnecied; (b) on gas, nluding easinghead ges or othor gRsecus substarnsa producad trom eid lend and
ussd off the promicec or uced in the menufechre of gacoine or athar produgts, e market valug at the wall of 18® of the
gas used, providad Bat on gae Baid on or off the premizes, the royatties shall be 116" of the net proceeds from auch sale;
(€) and at any fime when this lease Is not veiideed by other provisions heroof and thers Is a gas andfor candenasts wedl
on $3d 1and, or ignd poolid thorawitn, but gme Sr condenaate s Aet being »o sold o ussd angd such well i st in, either
before or after production tharatrom, than an or before 90 days after Sait well I& st In, and thereaftar 88 annual Inforvals,
lesage may pay or tender an advance ahul-in roysity equat (2 $1.00 per net acre of i=sanr's pes acreage then held under
this leave by e perly making aush payment or tender, and a0 long év #15d ehutn rovally is paid or fendered, this leese
shall nat terminate snd it shall be considered under all clavess hereof that e s baing produced from the leesed
prernisss In paying quantiipe. Each sudh payment shall be paid or landered fo the parly or purties who of e ime of
5uGh payment wesld be emtited 1o recaive the oyaities which woukd be paid under this fease I tha woll wara in fact
praducing. The payment or tender of royelties and shut-in royalties may be made by check or drefl. Apy timely paymen
or tender of shul-ln myalty which is made In 4 bone fide attempt to make proper payment, but which ie erroncous in whela
or In part as to paries or amourtts, shall nevertheless be sufficient to prevent termination of this lease in the same mannet
aa though a proper payment hax bean made If lesses shall comact sush amor within 30 days aftsc lessae hes received
written nofice: thereof by certified mail from the perly or perties entilted lo recelve payment logether wih such written
wstuments (or ceriified coples thermnf) as am neaoesgry tp engble leszee to meke proper payment. The BmOUN
realized from the sxie of gag on oF off the premizes ehall ba the pricy eetabilshed by the gac sales contrmet antered info In
good faith by lzszes and £ag purcheser for such term and undec sich conditions s ere customary in the industry, "Price”

- sheil moan the net amaun! received by lessee affer giving effeat to eppiicable roguistory oniery and afier application of
any appilcable price adjustments specified In such contract or regulatory orders. in the evert leases compreases, treats,
purifis, or dehydrates such gas (whethar on or off tne laased pramisss) &7 iranaperts gas off 1 (masad premises, 162900
In camputing royalty hereunder may detluct from such prics & reasanahle ehange for asch of such functions performed,
Lessor at Lessorg s0ie risk and expongs, shall have the option to lake leasors rayally provided for in this lease, in kind,
vpon giving the Lessse 120 days wiitten notice. Once Lassor alacts to taka the royally in kind, Leasor must taks te
royelty for u minimum of 42 menths In kind, as tha product is produced. Pallure of Lessor to accept delivery of the produrt
shall result in & [rrevocable walver of the ppion 1p take the royalty In Kingd for that tme when Lessor falled to accept
detivery. The inkind royaty shall be caiiveret! as a pro-rata shers of the produttion during the ime freme that Lassor &
eiecting 1o teke the product in kind, 4

3A. In BAATON 10 the royatties sef out above, Lespor raservos on ndditiono! 23 averiding royelty from the two (2)
following weils deacriied oy follkows:

Section Eleven (11), Townahip Tan (10) Narth, Ranga Thirty (30) Esat, NM.P.M.
The CKG Energy Walker #1 (API# 30-037-20078) Is lovatad 770" FSL and 1660° FWL
Soction Eleven (1 \1'3, Township Ten (10) Narth, Rangs Thirty (30) East, N.M.P M.
The CKG Energy Walker #2 (AP 30-087-20079) is located 500 FSL. gnd 800" FEL
This overricing rayaty covars the entire procation unit, of &if depths, covermg each weii aesigned by the New
Maxito Qi Conservation Division, '
This 2% gvemiding rayaty s addiiona! compengation being peid by CKG Energy for this ofl and gas lease. This

2% roynlty only applies to the two (2) locations sat out In this paragraph and not fo any other portions of 1o land eubject
to this leaga. On the two (2) walle aet forth in this peragraph, the royaity rate ks 14.5% rathar than the 12.5% calied for in

paragreph 3,

4. This is 2 paldup iesse and lessee shall not be obligeted during the primery term hereot to commenoe or

cantinue any oparations af whatsosver character or o make any payments hereunder Iy ardar to maintain this lease in
foroe turing this pricuary tavm; hawever, this provigion ls not Intanded to miiwve lesses of the nhilgation & pay royalties on

actudl production purguant 1o the provisions of Pamagraph 3 hereof.
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5. Lumbmbyhnbdmnommpowor,mumlnﬁma,mpoo(orwnblnowuenso,mmnd
mwn«wmamwwmymm,m.mmm«mwmmmmm
of off or gaa. Unita peoied hersunder shall Nt exoead tho sianaand promtion unit fixed by law or by e OR Convarsation
DmlonmneEnqwmwmmwmmtormmmmwmmmorbymyoﬂurlawml authority for the peol or
area In whigh acid ko Je situwied, plus @ kiaranas of ton poroart.  Lasass shall fitr writton Lnit designatians in Bip
o«mi‘-ﬁd\wmmmbu(udewd\unmmwumwhdmmmmmdcmwbafm:ornﬂu
the completion of wees. Dﬂlhoopmdbnamuwoduuﬂw@&wmw:nywmmxwbcwﬂlldwvdbrﬂl
W,wmcmdm.nwmsmmdupaﬂuprodmﬁonmmmumhthb
lonse, There ahal] bs aliocntsd 10 the fand covered by this lagse nokuded In any such unit hat portion of e tolel
mmawmmummwmmummymmmou-uorunnopmm.whlah
the nat ofl or ges mereage K e lend covered by this leass inoluded in e LNR Daare fo the totol nuMker of eurface scres
in the unfL. The production 30 allocated shail be considered for all purposse, intuding the payment or delivery of royafty,
buumunpwmdpwsammmmmmmammammwmm«mainuwununntm
e manner 48 though produond from asikd land under the torms of this issas. Ay pocled unit designatod by lessae, a=
provided berein, may be desoived by lessee by rconding en gporopnste instrumant in the County whire U famad i3
siuatod 81 any time after the compiation of @ dry hole' or fhe cesaatinn of production an asid unil. Rogarding field whie
W, N UNRizeBon of paoE AN OF KeApor's inferest without Lemwsrs prior writien consent ehell be aliownd I jecsars
peroantane minorsl owneyship in the Lmit er pool is lass than 50%. Regardng & sngie proration unit(s} this provision shaf
not apply; however, 2 singls procetion unit shall not exceed 640.00 acres. .

6, 1 2t the expiration of the primery farm thars fs 1o well Lpon sald land capsbie of producing of or ges, bt
Mmh»mmmmhrmumﬂmw,mbmmdmahhmmmgasooemlons
. a prestoyind wifh o ceeastion of mory 18N 50 CONERSUIVE HEYE, Whethor such aperations be on o samse wal) or on
! amwa«mm;‘rﬂm,mvuymnmmnhndﬂamwlmm»ol«wh
procuced from said land. X, sfier the axpimtion of (ha prmary tem, afl wells upon sakd land shauld become incapabie of
pradusing for any -cauoe, tis lease ahall not terminute If loss00 commencee opéerstions for additional dnfing or for
witin 00 days Moraafer. {f ony crifing, edditions! delfing, of reworking cperstions hereundar resutt In

produation, then thia (ease shall ramaln in Aull focca se long tharagfter as oil or ges fa produced horeundar.

7. Lanseh sPAH NAVE fro0 U89 of o4, gaz anc waier fram awid 1and, msoapt water from leosor's wells and tanxe, for
#% operstions herwunder. and the royalty shall b computed efter deducting eny 8o Lred, Lessae shail have tho right al
any ime during or sfer thw sxpiciion of this leesn fo remove ol properly and fixturos placet by lessec on said 1and,
inckafing Iha AGNL 3 Sraw and remeve sll oasieg. When roquired by iessor, ipsese wil) bury o pipe lines on cultivamd
Iwmbduwuummm\,nmlmwdlmaﬂbomdvﬂmhmhundmdhdmol)ofsnymidwceorbum
row an sald iand withoyt i8ga0or's consent.

. The@tsofel(mpaﬂymundumbewnned)nwhdaorhpanandmoprwhiona heraaf shall exiond
o Tneh s, GOROEMIRYR, QMG SuagRaRcr and FEsig; but 09 change i tha cwnership of fhe land or iy me
ownerhip of, or rights to recaivs, royalties or shut-n royalties, however ascomplished ghefl opemate to enisrye e
obligetions or dminish e Hghts of lesses: and N0 Buch Change or division shall be binding upon 186600 for arTy purpoe
mmmmmmmmmmgmmmﬁmw:pmwmnwmm poneptable
lm«mmwwmwMeamMMMNmmlm, I pry suoh chenge in
mnlﬂhmmbm#:ﬂ:edﬂiﬁdﬂﬁm.lammw.mmm,wwmmvmmorohanmv!f!iﬂ
in the name of the daocaed or to his astath of to his hotrs, Geoutor or adminiettor unti such Sme as lesses has been
furnished Wil evidenee soRMameFY 10 leesse 50 b tie parmme eniied 10 @uch sums. An assignment of Mix (sase in
mwhpnnmﬂwmmmmmmymmmmmmﬁwwmmnsmwm.If
mwmdpdmpmhmofmmormmunmmewmmdﬂnpmpormnmmwmltyw
m-hmyanymmaummoomamnwhnhmﬁhmydmpmmmmmhlmaudvdehun
shall Aot effect thin lease (aafiv e [l aovara 8 part of daid ks 1PN whwh isesse or ary aseignoo thaemof shel propery
comply or make such payments.

9. Should kexpee be praventad from complying with any express or mpfled savenent of this lease, gr from
oandyoling diiing er rewerhing spembtione hermumdar, ¢f rom produsing #fl or gre hersunder Dy reason of ecarcity of
fnability fo obleln or ute Gqipment or material, or by operaten of fome majeurs, or by Any Fadera nr atate iy oF any
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orger, nee of repuiation of governmental , then whila 50 pravented, lessae's duty shab be suspended, and lesses
shall not be liebie for felure to opmply ; and this jease shall be exjonded while and 50 long as lesses s

prevantad by any such cayse from conousting ériiing or reworking operations or from produeing oll or ges hereunder; and
mwl&nomg‘emnwmwmmmwumuanIm. enything in this loass to the contrary
BANOMD,

10, Laasor heraby werrents and sgrees 1o defend the iitle io said iand and agrees that leesen of X2 opfion may
discharge any tax, mmmoﬂmlhnupmnldw.lndlnWlhsmdmsnﬂchdlboabmglhdbwchlb
with the right io anforgy same and & apply royalties and shub-n royaitios payeble hersunder toward satistying same.
Wimalt imparmant of legeea’s rights wnder e wamanty, If this lesce covars 8 [sss nterest in the off or gam in all or any
part of amid land than the pofire wrx! undivided fee simple sstate (whether lessor's inigrest la harein opecifind or not) en
the royalties, shutin reyelty, and other payments, K any, sccoruing from any part as 1o which this leasa covers lees than
such hd) Intarent, shvall be pald only In the propartion which the interest therein, if eny. aovered by this lesse, baars 10 tho
whole end undivided foe simple estato therein. Should any one or more of the periies named above as lagsors fai to
execyts thix lezsa, it chail naverthplese be binding upan tha party or parties exsauting the same,

C 1% Lasseq, fIs or hik suCCasRan, halns Rnd assigns, shall have the fight &t any time to sumender this lesve,
in wholo or i pert, % leesor or his heirs succeseors and assigns by dslivering or mailing 2 relases thereo! fo the lessor, or
by piaging a ralaann tharaof of racond in the dounty in which seid lend i altusted; theretipon eesas shall be relisved from
ol obligations, exaresasd or implied, of this sgreemunt ae to soresg w0 Gurenderad, and haregftar the srut-in royalty
:wbhhmwsmwmmmpmﬂimmmmwmnﬂn«n@yfzmﬂbywﬁw“
eates,

12, Notwithetanding mnything te the contrary contained herein, after the end of the primary term of tis lease,
shoukd & portion or portions of the tande herein leased be pocled or unifizad so os to form @ pooled INR ar unfts,
_opomﬁomonu'pmduaﬁon&mgydwnanrmhwmmulnlahmlslegsemfacem\yaslomolmlndudodhwdwnh
or units, IF lessee Naa commenced openstions for driling or reworking theron, fhis lsse shak remain in foroe g lang es
operetions arp prosscuted with no oessalioh nf more than 180 consecutive daye, whether suth operations be on the
sama weall or an 3 diffarant or addiilonat well or welis, and f they reauk in the prosiuction of ol or gas, #a tang thoreafler as
oll or gaa v produced from sald Jand. At such tme as Lessas fais to dligently pursus the development of the leased
premizes by falling to comply with tha ona hundred oighty (180} day continuous drilling obiigation 8 mentioned above,
maurianswdemhmmmmenmmmm&nmmmhm.SAVEANDExcsPTM
w alioeated 1o @ praduping drilt alle speoing unitwell unaer ha spasing reguiations of fe sppropriate Federal or

13.  inorder to minimize conflicls of Mtarest, and as a0 adationa) coneideration for the yrawt of this laass, ond
as consideration for the use of lessar's owned surfape fands to otlain ingress to and egroes fram ofher lands within the
confines of the Laass hereby grantnd to GRANTEE, subject 1o the terms hered!, GRANTEE, for fisaff, fts suooeasors and
ANy Rasigee or agsignees of this issse, o any part tharsaf, a3 covenants running with the Land, does hereby agrea with
respoct to all tands contained within the confines of the | rame In Quay Cosinty, New Mexdco, as now or hereafier
opnalitisted, srespective of who may have titie thereta, or any part thernof:

(8) To pay GRANTOR for all achval damages to improvements including the cost of restoration. repair of
rupiacamant st QRANTOR'S pption, situsted o the Lend and all personal propenty siustad thereon that may be causod
by opeTatons congucted by of for GRANTEE, ekiting damages to graae and iveatook. Additional damages will ba dus
QORANTOR for any ond ol disturrenoes to GRANTORS' property &nd renohing eperations, ceused by GRANTEES'
oparations, which accur outslde of the well alts or any pipeline right-ofway easement.

6) It additionsl ropds are required, GRANTEE shal obtaln writen approval from GRANTOR before any
addiional roadwey construction is steried. GRANTEE sgreas fo have and to use as faw means of ingrass ang sgrase to
any particular work slie 29 i nocessary for the proper conduct of CRANTEE's businsss, and to meainkein esdeting roads
vsed Dy GRANTEE on 6 LENG. Construction and makwenance of new reads on Land used by GRANTEE, shal at ail
tirmes be build to BLM specificetions, Thege private rosds will be crawnad, oli-weether ronds which, without prior written
consent of GRANTOR zhall at no time and at no point exree a width of sixtean (16} feat plus lumouts no closer than 1/4
mile spart and not to exoead twantyfour (24) feet in widhh, in the event that GRANTOR agrees in witing io the
oonatuotion of & new ropd, then G prior to any constrigion, shail be required % pry GRANTOR for an
eagement for euoh new read.- The sonsiderstion to be pald for such sasament shall be calculeted at $16.50 per rod.
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GRANTEE shak onfiche such qouds or portians thereof, 35 neceasitaled by the use theredf for GRANTEE's operstions.
Al roads used by GRANTEE shell be maintaines 2nd repairod for any wear snd teer or erosion. GRANTOR shall have
m%ﬂmmwmmmmm

9) GRANTEE m!!ﬁm.’“ﬂWWlwm‘mbumhthombmond
vmm &: hydrocarbams.  Prior & enlty o the Lend, and ae & prevequisits to ontry, GRANTEE shall nothy
GRANTOR of BRANTEES' intention 24 heurs prior to such entry. Notifiostion shall be made t0 GRANTEE at by
talephoning 9.0:-40.1'-'1::9" BRANTER angll siso fumish GRANTOR prior t0 entry on the ranch, a line Hist for
ponetruction, and 8 vahidies & ba alowed on the ranoh, said ket o Indlude » deapripfion and lipanea number for
oach vahicle, This liat i to ba fremd o 505-481.1839 i posaible.

(d) n qerrying on eny operefions on e Land, © prevent sbaslutely the comamingtion of any and all welers in
m-mbu‘wmumanyandmmmdwmuwmbmmsmammew.

(a) Bofore ponstructing any new roada or imying wiy pipeiinas, t consult with Grentors end munsally agroe to
damrmim the moat feasitie routes thereuf, Luking ik #ccount tho purposes end chjsotives of both GRANTEE and

{") To Inatall culverts or bridges at sl craek ana guily croceings travernad by ORANTEE.

(gﬁommwmammﬁmqm.MMmenommmdbyGRANTOR. m 4l fence crossinga,
and in 60Mg 30, 'n sat @ catfla guRrd box eet in onarete, if 80 fequerlpd by GRANTOR, having & depth of at ieast three
(3) foal bansath e surfacs, and o CONSTUSt Adequets HATAMeS on asoch side of the propassd cattie guard sia belors
mammwlmulmcmqm:ﬂmnmn«uwkmmmtﬂamm::laanouomndwmeodums
ORANTEES' gpanetions (9 prevent passage of ivasiock there ovet; 19 pinon, where roosssary, gagee to the side of sald
ﬁwmm&mmdmlptnwwmm:.mmdwlmndequmﬂ-nmnummmdmc
RIEposad gate bafors autiing the fence (2 inatall the gate, in e avent that 3 fonce ameaing is. made, the fence shall be
nwmmmmmmmyneammmmﬁm. action. In the eyent fhis is not pasaibie or practicable, GRANTEE
shal past a 24 hour guerd within $00 feel of said fence crossing, or 1 GRANTORS eafisfaction 50 2s to prevent the foss
o sty of fvestock and the entry of uneuthoriead person onfo the Land. If requestad by Landownes in writing, aquip
cantieguards and roads with gates that can be locked.

(1) In &l werk, ssnsiesction s mainenance sofiviiien on the Land, conduated by or for GRANTEE, fo prevent
”“W”wn;“?ﬂ“‘mlﬂdwmﬂvmwmumwoouammmmwmunmm ®

(7} To petmit no frearms on ha Land; fo permit no discherging of firsarms; and o parmit no hunting thareon by
GRANTEE or any of ie offionts, disciors, managérs, mambere, emplayees, agenis, reprecentafives, contractors or
aubcontiractors ar their amployess. . .

() Daby pick-op and remaval of ail taeh Infroduced anto the Land by GRANTEE and to mamtain mals! trash
ocontsiners at all work siles whils such work is iy progress,

(k) Witin 30 deyo of the conchusion of gperations, GRANTEE to restore fo tha maximum extent practioo! to
MNMMMMWw.aMMMmmmmmmgmmtobssomdmdmnin
sowing seasan as designated by GRANTORS. GRANTEE o provide care and weed Contro! unth such timo 83 the ww
stand of greas ia approved by GRANTOR. As 300n as feasbie; remeve all plestic pit liners; fill and jevel aff ariliing mud
and waler piis used in ddfing oparations; deubls diich ai buried pipelines 30 as {o replaca the original top safl at {he
wurface; raplons 14 (he Maximum axtant practicable to original conditinn afl drill xiies end pipeling righte-of-way, and re-
aeed the sama with native type grasses, 1o be selected and sown in sowing sesson.

() AB natural iand contours must be maknteined, induding the repefr and restaration of any ainkholes thet may
devnion during tha tarm of this Grant.

{m) Ta paemit in consumption of sicohniie heverages or drugs en (and by GRANTEE is employass, cpntragtors

Yo To pennit of Np open or unattended fires, No CAMPE oF dogs on Lend.
0) To forthwith close snd aacure all gates opened by QRANTEE or Rs iwitaos.
{p) To pannit of no dumping of vach of flulde of any kind,
(q) To mantn » epesd mit of aH vehidies on the Land for vehicies of GRANTEE ngt to sxpped twanty five (25)
mies par hour, or kuch lesdar 2pood as necessaty to pravent the relsing of exeass dust.
:r))gwmmmmmmmuzllmmv;htbwnduernmmmupemnnocsggmgofutrm.
L 1 nat, gither o indirecty, com with Leasor b ire grazing 100888 within, the
5 o ‘ lrecily ty patn act 9
) In the avent that ORANTEE fais to camply with eny fimikstion of gtendard of aperstions described In tis
Paragraph, then, i addition 10 any damages resulting from auoh conduct, GRANTEE shakl puy GRANTOR the gmount of

ara




-FROM :INTER-AMERICAN CORPORATION  ~ FAX NO. :2146966957 Oct. 21 2004 1@:12AM P77

83/11/199% ©8:83 5085-888-2621 BEN DONEGAN . PACGE B
q' lp T.ease Agrooment execoted August 27, 2003
Page 6 of 6
$1000.00 for each suych qvent. For of defining en evenl, each day thak that such conditions exisls shal

constifute a sapereta event requiring paymant to GRANTOR,

. (1) GRANTEE's use of any watar o dcoesa 19 any water SoUree on Land in eonnestion with Laasee’s opermtione
Without the QRANTOR's axprass parmisaion ia striclly prohibked. (R the event that a0y damege to any of GRANTER'
water fines or faclitios, euch damaga shall be immediately repalrad by GRANTEE in » manner accepleble to and
ooproved by GRANTOR,

Exacuted the day and year above written.

Date

Testummniary Yhuz'. dasignated the W. T. and Lule Belle Owen
Femily Truat undor the LWT of Lula Ballo Owan Coghran

Tax D or 8&#: ,ﬂi*&bfﬂZ

ACKNOWLEDGEMENT

GTATE OF NEW MEXICO g
 COUNTY OF QUAY §

Before me, the undersigned authority, on this day personally eppeared Billie Owen Walker, who acknowiadged lo
] msmatmateneﬁmemnﬁu!mmdawboulnmullmdgukaseubowandmmcnomcumdmmas
Trustee of the sloromentianed Trust snd as her free act and deed on behalf of egkd Trust..

Given under my hand and seal of offioe, this 27* day of August 2003,
My Commingiorrapjran: 03003
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OIL & CAY LEASE

THIS AGREEMENT made this 31" day of July, 2002 vetwsen James T. Randais and Dorothy R. Randals,
Trustees for the James T. Randals and Dorothy R. Randails Revocable Family Trust dated December
12, 2000 | whose address is for the purpose of this lease, 5427-A Quay Rd. BK Tucumari, NM 88401 , Richard -
Randals a single man, whose address is for the purpose of thia lease, HC 30, Box 612 Tucumcari, NM 88401, Jina
D’Aun Randals Vick a married woman dealing herein with her sole and separate property, whose
address is for the purpose of this lease, 1221 South Second Street Tucumcari, NM 88401 _and T-4 Cattle Company,
LLC, whose address is for the purpose of this lease, P. O. Box 865 Tucumcari, NM 88401-0865, herein cafled lessor
(whether one or more) andjinter-American Corporation, a Nevada Corporation, whose address 4925 Greenville
AVC., Suite 717 Dall S, TX 75206.ﬂ's heirs successors or assigns hereinafter referred to as Lessees:

1. Lessor, in consideration of TEN AND OTHER DOLLARS in hand paid, receipt of which is here acknowiedged, and
of the royatties herein provided and of the agreements of the lessee herein contained, hereby granis, leases and lets exclusively unto
lessee for the purposes of investigaling, exploring, prospecting, drilling, and operating for and producing ofl and gas, along with all
hydrocarbon and non-hydrocarbon substances produced in association therewith (the term gas as used herein includes, but is not limited
to, helium, carbon dioxide and other commercial gases as well as hydrocarbon gases including, but not limited to inghead gas, ibod
methane gas, coalbed gas, methane gas, bog gas, occluded natural gas and any other formation of other naturally occurring gases
cc ined in or jated with any coal seam and all zones in icati th vith and all associated natural gas and other
hydrocarbons contained therein and all gas originating or produced from coal seam to coal seam and all gas which is released by horizontal
ventilation holes and/or verticle ventilation holes In preparation for and/or during the course of a coal | ‘s mining op: in the
leased premises under a coal leass), injecting gas, waters, other fluids, and air into subsurface strata, laying pipelines, storing oil, buiiding
tanks, roadways, telephone lines, and other structures and things thereon to produce, save, taks care of, ireat, process, store and transport
said minerals, the following described land, and all interests therein now owned or hereafter acquired by lessor, in Quay County, New

Mexico, to wit:

T-10-N, R-27-E, N.NM.P. M. .
Section 16: W2SE; Section 17: A 72 acre triangular shaped tract of land lying South of el b
the Railroad located in the S2 of said section; Section 19: E2, SW, SENW, Section 20: All;
Section 21: All; Section 28: All; Section 29: All;, Section 30: N2, SE, S2SW, NESW,; Section
31: All;, Section 32: All, Section 33: All
T-9-N, R-27-E, N.ML.P,M.

Section 4: Lots 1 (39.63), 2 (39.67),. 3 (39.73), 4 (39.77), S2N2, S2; Section 5: Lots 1
(39.82), 2 (39.88), 3 (39.92), 4 (39.98, S2N2, S2; Section 6: Lots 1 (37.08), 2 (37.20),. 3
(37.32), 4 (37.44), S2N2, SE; Section 7: N2, NESW. NWSE; Section R: N2, SE,E2SW,
Section 9;: N2N2, S2NW, NWSW, NENE, W2E2, SESE; Section 10: N2SW; Section 17:

NW, NWSE, NESW

Said land is estimated o comprise 8,299 44 acres, whether it actually comprises more or less.

2. Subject to the other provisions herein contained, this lease shall remain in force for a term of _three (3) years ~
from this date (called "primary term™) and as long thereafter as oil or gas is produced from said land or from land with which sald land is

pooled.
3. The royalties to be paid by lessee are: (a) on oil, and other liquid hydrocarbons saved at the well, __1/6th  of

that produced and saved from said land, same to be delivered at the wells or to the credit of lessor in the pipeline to which the welis may be
connected; (b) on gas, including casinghead gas or other gaseous substance produced from said land and used off the premises or used
in the manufacture of gasoline or other products, the market value at the well of llﬁm of the gas used, provided that on gas sold on
or off the premises, the royaities shall be l[6§!! of the amount realized from such saie; (c) and at any time when this lease 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 or
condensate is not being so sold or used and such well is shut in, either before or afler production therefrom, then on or before 90 days after
said well is shul in, and thereafter at annual intervals, lessee may pay or tender an advance shut-in royalty equal to $1.00 per net acre of
lessor's gas acreage then held under this lease by the party making such payment or tender, and so long as said shut-in royaI-I; ls paldor'-'
tendered, this léasa shall not terminate and it shall be considered under all clauses hereof that gas Is being produced from the | d

premises in paying quantities. Each such payment shall be pald or tendered to the party or parties who at the time of such payment would
The payment or tender of

be entitled 10 receive the royalties which would be paid under this lease if the well were In fact producing.
royalties and shut-in royalties may be made by check or drafl. Any timely payment or tander of shut-in royalty which is made in a bona fide
attempt to make proper payment, but which is erroneous in whole or in partl aa to parties or amounts, shall nevertheless be sufficient to
prevent tarmination of this loase in the same manner cs though a proper payment had been made if lessee shall corect such error within
ived written notice thereof by certified mail from the party or parties entitied fo r ive pay t together with
ble | to make proper payment. The amount realized

30 days after ) has r
such written instruments (or certified copies thereof) as are y to
from the sale of gas on or off the premises shail be the price established by the gg‘s_s‘a‘!t_s?_ggn‘l{gq‘ontered into in good faith by lessee and - ;
1 y in the industry. “Price” shall mean the net amouni received by - . 4
licable price ad, specified in such contract

gas purchaser for such term and under such conditions as are
lessee after giving effect to applicable regulatory orders and after appl ion of any app
or regulatory orders. In the event lessee compresses, treats, purifies, or dehydrates such gas (whether on or off the leased premises) or S e .
sting royalty hereunder may deduct from such price a reasonable charge for each of S

transports gas off the | d pi i I in cc

such functions performed.
4. This ks a paid-up lease and lessee shall not be obligated during the primary term hereof to commence or continue

any operations of whatsoever character or to make eny payments hereunder in order to maintain this lease in force during the pritnary term; _ ‘> ( .
| £ { ;

howsver, this provision is not intended to relieve lessee of the obligation to pay royalties on actual production pursuant to the provisions of

-~

Paragraph 3 hereof.



S. Lessee is heraby grﬁnled the right and power, from time fo time, to pool orf combine this lease, the land covered by
it or any pan or horizon thereof with any other land, | i ] or parts thereof for the production of oil or gas. Units pooled
unit fixed by law or by the New Mexico Oil Conservation Division or by any other lawful

hereunder shall not d the dard prc
authority for the pool or area in which said land is si d, plus a tok of ten p t. shall file written unit designations in the L el Sy
county in which the premises are located and such units may be designated from time to time and either before or after the completion of - Ly «}

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 of the total production of pooled minerals from the wells in the unit, after deducting any used
in the lease or unit operalions, which the net oil or gas acreage in the land covered by this lease included in the unit bears to the total

i ted shall be idered for all purposes, including the payment or delivary of
d h by and included in said unit in the same

number of surface acres in the unit. The production so
royalty, to be the entire production of pooled minerals from the portion of said land co
manner as though produced from said land under the terms of this lease. Any pooled unit desi ted by as provided herein, may
be dissolved by lessee by recarding an appropriate instrument in the County where the land is situated at any time after the completion of a

dry hole or the cessation of production on said unit.
6. if at the expiration of the primary term there is no well upon said land capable of producing oil or gas, but lessee has (C

commenced aperations for drilling or rewarking thereon, this lease shall remain in force so long as operati are p ted with no
tive days, whether such operations be on the same well or on a different or additional well or wells, and Lot L

cessation of more than 60
if they resuit in the production of oil or gas, so long thereafier as oll or gas I8 produced from said land. If, after the expiration of the primary
tarm, all wells upon said land should become incapable of producing for eny cause, this lease shall not terminate if &
operations for additional drilling or for reworking within 60 days thereafler. If any drifling, additionaf drilling, or reworking operations
hereunder result in production, then this lease shall remain in full force so long thereafter as oil or gas is produced hereunder.

7. Lesseo shall have free use of oil, gas and water from said land, except water from lessor's welle and tanks, for all
operations hereunder, and the royalty shail be computed afler deducting any 80 used. Lessee shall have the right at any time during or v
after the expiration of this lease to remove all property and fixtures placed by lessee on said land, including the right to draw and remove b 7[7)
wil! bury all pipe lines on cultivated lands below ordinary piow depth, and no well shall be drilled

all ing. When required by W b e -
within two hundred feet (200 f1.) of any residence or bam now on said land without lessor's consent.

8. The rights of either party hereunder may be assigned in whole or in part and the provisions hereof shall extend to
their heirs, executors, ini; ors, and but no ch in the ip of the land or in the ownership of, or righis

to receive, royalties or shut-in royualties, however accomplished shall operate to enlarge the obligations or diminish the rights of lessee; and
no such change or division shail be binding upon lessee for any purpose until 30 days afler lessee has been furnished by cerlified mail at
table instruments or certified copies thereof constituting the chain of title from the original _ 5 s 1, =y,

lesseo’s principal place of busi with p
lessor. If any such change in ownership occurs through the death of the owner, lessee may, at its option, pay or tender any royalties or [ . ST
shut-in royalties in the name of the deceased or to his estale or fo his heirs, stor or ini tor until such time as lessee has been

oot

furnished with evid: >y to k as to the persons entitled to such sums. An assignment of this lease in whole or in part
shall, to the t of such igl t, reli and discharge | of any obligati h der and, if | or i of part or parts
hereof shall fail or make default in the payment of the proportionate part of royaity or shut-in royany due from such lessee or assignee or fail
to comply with any of the provisions of this lease, such default shall not affect this lease insofar as it covers a part of said lands upon which
1 or any b thereof shall properly comply or make such payments.

9, Should lessee be prevented from complying with any exp or implied co t of this lease, or from conducting
drilling or reworking operations hereunder, or from producing oil or gas hereunder by reason ol scarcity or inability o obtain or use
equipment or material, or by operation of force majeure, or by any Federal or state law or any order, rule or regulation of governmental
authority, then while so prevented, lessee’s duty shall be suspended, and lessoe shall not be liable for faillure to comply therewith; and this
lease shall be extended while and so long as lessee is prevented by any such from ducting drilling or reworking openations or
from producing oil or gas hereunder; and the time while lessee is so prevented shall not be counted against lessee, anything in this lease 1o

the contrary notwithstanding.
10. Lessor hereby warmmants and agrees to defend the title to said land and ag that & at its option may discharge any
tax, mortgage, or other lien upon said land, and in event lessee does so it shall be subrogated to such lien with the right to enforce same
and lo apply royatities and shut-in royallies payable hereunder toward satisfying same. Without impairment of lessee’s rights under the LT g, / <
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 undivided fee simple estate -
(whether lessor's interest s herein specified or not) then the royalties, shut-in royalty, and other payments, if any, accruing from any part as
1o which this lease 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 the whole and undivided fee simple estate therein. Should any one or more of the parties named above as lessors fail to
execute this lease, it shall nevertheless be binding upon the party or parties executing the same.

11. Lessee, its or his successors, heirs and assigns, shall have the right at any time to surrender this lease, in whole or in
ing & rel thereof of

d or implled, of this

part, to lessor or his heirs successors and assigns by delivering or mailing a release thereof to the | . or by pl
record in the county in which said land is situated; thereupon lesses shall be reli d from all obligations, exp
agreement as to acreage so surrendered, and thereafter the shut-in royaily payable hereunder shali be reduced in the proportion that the
acreage covered hereby is red d by said rel or red

12. Lessee herein agrees to drill or cause to be drilied, a well or wells on a porﬂon or portions of the lands herein leased /‘f, o f ( A
within the first 12 month period of the primary term of this lease or agrees to pay unto Lessor herein the sum of one dollars per acre as -
delayed tals for that 12 month period. The same will apply to the second and third 12 month pericds of this lease; however, e
Is shall be due and this lease will

«o 1)
should Lessee drili a well at any time during the primary term of this lease no ingent delay r
ramain in ful force and effect for the remainder of the three year primary term.
13. This leass shall not be maintained solely by the payment of shut-in royalties for any single period of time longer }han 4 — L( M\
consecutive years without the written consent of Lessor. oetert o oT
14. Notwithstanding anything to the contrary contained herein, afier the end of the primary term of this lease, shouid a < -

in ) d be Pe jed of unitized so as to form a pooled unit or units, operations on or production from

portion or portions of the lands h
such unit or units will manitain this lease in force only as to the land included in such unit or units. If lessee has commenced operations for

drilling or reworking thereon, this lease shall remain in force so long as operations are progecuted with no cessation of more than 180
consecutive days, whether such operalions be on the same well or on a different or additional well or wells, and if they result in the
production of oil or gas, so long thereafter as oil or gas is produced from said land. At such time aa Lessee falis 1o diligently pursue the
development of the leased premises by failing fo comply with the one hundred eighty (180) day continuous drilling obligation as mentioned



above, then all rights and depths in and to the leased premises described herein shall revert to Lessor, SAVEAND EXCEPT that acreage
il d to a producing driisite spacing unit/well under the spacing reguiations of the appropriate Federal or State hority.
15, The parties desire 1o achieve accommodation or the mutuai and conflicting interests of the parties in the use of the

surface rights to Lessor's premises for rights-of-way for ingress and egress, surface easements fur pipe lines, power lines, telophone tines,
tation of oil and gas. In consideration of

equipment systems, drill site locations and tank battaries to be used in the production and tr P

the mutual promises and o d in this Agr t, it Is agreed <

by and between the parties:
A. Subject 1o the terms and conditions set forth below in paragraph 6, and in consideration of the mutual covenants set forth below,

Lessor grants to Lessee the righl and privilege to use existing roads and to uct, as 1 Y. new roads on the Lessor's lands
to aliow Lessee, for itself. its successors and assigns, and its agents, servants and employees. to obtain ingress to and egress from
lands described in the Lease, together with the right to iay, operate, repair and remove pipe lines to transport oil and gas produced w . -

saved under and pursuant to the terms of the Lease.

B. Lessor grants to Lessee the right to establish and utilize facilities for surface or subsurface disposal of salt water, dig canals, build

tanks, power stations, telephone lines and other atructures on the land. y or eful in L ‘s Op: b in exploring,
drifling for, producing, treating, sloring and porting the mi is prod d from the land or any other land adjacent thersto. For
purposes of this Agreement "minerals” shall mean oil and gas, including inghead gas, inghead g ! ck te, coal gas,
CO2, helium, sulphur and all hydrocarbons refated to oil and gas and including an other products produced therewith.

rials from g pits

Q. Lessor grants to Lessee the light and privilege to remove sand, gravel. caliche and other road b 7]
or other pits which Lessor may, in writing, authorize Lessee to open on the Lessor's lands for use by Lessee in comp8ance with Its

obligations under this Agreement and the Lease.

D. Lessor will use its good faith efforts to contract with Lessee for the sale by Lessor to Lessee of water situated on or under the
Lessor's lands from welis, ponds and tanks which may be situated thereon, to the extent that such, will not materially interfere with the

Lessors requirements for the use of water from such sources: in the conduct of their ranching and domestic operations. it is
tract for the purch of water from Lessor, and further Lessee has the
from whatever other

understood, however .that Lessee has no igati to cx
unrestricted right to contract or otherwise arrange for obtaining water for Inter-American Corporation purp

source Lesses may choose.

E. Unless Lessor otherwise hereafler agrees in writing, Lessee, with respect fo all operations within the confines of the Lessor's

fands, shall:
(1) Fence the area of each drill site with a single. strand temporary fence prior to commencing drilling operations.

The purpose of this fence is lo help minimize the size of the surface area disturbed in connection with each drill site.. The fence
is to define a boundary within which Lessee equipment and personnel are to be located and in which the same may be moved

about or maintained a particular location as needs may di in furth of L operations as to the dill site so fenced.
Accordingly, the size and cc ion of any f d area shall be in accord with Lessee reasonable use of the surface. being

mindful of the needs of circumstances applicable to op lons for the drilling of any particular well. Lessee will remove the
temporary fence required under the terms of this subparagraph within a reasonable time after drilling activities for the applicable

well are completed.

(2) When requested in advance by Lessor, in writing, bury pipe lines below plow depth.

(3) Conduct no operations within five hundred (500) feet of a house or bam In existence on the date of this
Agreement.

(4) Within one hundred eighty (180) days after the Lease has terminated, either in whole or in part, remove all
machinery, equipment and fixtures placed on the land as to which the Lease has terminated, and within one hundred eighty (
180) days after a pipe line or a flow line placed on the Lessor’s lands shall cease to be used in operations, remove such as
have not been buried below ordinary plow depth, if requested by Lessor.

(5) Pay Lessor a reasonable compensation for all actual damages to improvements situated on Lessor's lands and
personal propersty situated on Lessor’s lands that are d by op ions cond d by or for Lessee.

(6) Utilize lands having a width of no more than thirty (30) feet at any time or point for pipe lines across Lessor's

lands; and for ingresa therelo or egress therefrom to use only existing roads and the pipe line rights-of-way.
the ination of any and all waters in surface tanks

(7) In carrying on any operations on Lessor's lands, ps
or storage tanks and any and all surface and subsurface water bearing strata situated on the leased premises; prevent
contamination of then surface of the I d p J: from suby used by L and fence out all drilling. slush or other
(O be on such lands so that the fluids therein or damaging substances, including pil

pits which L may or
tiners, will at all times be unavailable 1o livestock on the Lessor's lands. After each well is completed, the wetl site will be fenced
by Inter-American Corporation with fencing adeq to tum i '

(8) Keep ail creek and gully crossi d by L both gi and p at of p g

(9) Place catlle guards, set in concrete, or a width sufficient to allow entry of ail equipment, at ali fence crossings,
and In doing so, set a catile guard box set on concrete having a depth of at least three (3) feet beneath the surface, and
construct adequate H-frames on each side of the proposed cattle guard sile before cutting the fence to install the cattle guard;
and thereafier keep such cattle guards cleaned out at all times 1o prevent passage of livestock thereover. With respect to all
cattle guards used by Lessee, Lessee shall install a swinging anm approximately three (3) feet above the surface which can be
locked or otherwise secured.

(10) In all work, construction and

washing and erosion and promptly repalr such as may occur.
(11) Permit no harging of (i and permit no hunting thereon by Lessee or any or its invitees.

{12) Promptly pick up and remove all trash infroduced onto the Lessor's lands by Lessee or its invitees. -

(13) .As soon as Is feasible, remove all plastic pit liners; fill and leve! all drilling mud and water pits used in drilling
operations, double ditch all buried pipe lines so as lo replace the original top soil at the surface; restore to the maximum extent _- ' U
practicable to original condition all drill sites and pipe line rights-of-way, and reseed the same with native type grasses, to be -

activities conducted by Lessee on Lessors lands, prevent soil

selected and sown in sowing season as designated by Lessor.



(14) In laying pipe lines, make no cuts in the grass turf on the Lessor’s lands pt as y to ble pipe

line laying machinery to operate; and with respect to such pipe lines, promptly fill and restore all sinkholes as may develap.
(15) Parmit no consumption of aicoholic beverages on the L.essor’s lands by Lessee or ite invitees.

(16) Penmit no untended fires on Lessor's lands.

(17) Forthwith close and secure all gates op d by L or its Invit
(18) Maintain metal trash containers at and work sites while such work is In progress.
(19) Permit na dumping of trash or fluids of any sort pt al such disp | sites, if any, as may have been

designated by Lessor as such.
and enforce a speed limit for all vehicles on Lessors lands for vehicles or

(20) L wilt pt to
L and its invi of not to d thirty (30) miles per hour, or such I peoed as y to p t the ralising of
ded, so as to p the raising of dust.

excess dust. Lessee will also water the portion of the road used as
(21) Provide portable toilets at all drilling sites while drilling and completion operations are being conducted, and

otherwise use or dig no lalrines at a depth sufficient to penefrale waler bearing formations no deeper than fifieen (15) feet
beneath the surface.

(22) If requested by Lessor, equip cattle guards at public roads with gates that can be locked.

(23) Leave cased and in gaod condition for use by Lessar such water wells ag Lessee may be authorized to drill on

Lessor's lands.

(24) Use no part of Lessor's lands to store machinery, equipment, pipe or other property while it ls not belng used;
and use no part of Lessor's lands to house emplayees or other p 1} pt P ily at well sites while wells are being
drilled or completed on such well sites.

ofs d chemical substances on roads, dril) sites and rights-of-way.

(25) Use no chemicals or apply no

F. For the righis and privileges herein granted, including rights of ingress and egress o Lessor's lands, Lessee agrees to pay Lessor
the following sums:

(1) For each well hereafier driled by Lessee within the confines of Lessor's landse an amount equal to One STL st /

Thousand Five Hundred Dollars ($ 1,500.00) per well location, and an amount equal to Six Hundred Dollars ($600,00) for sach fof ‘

mile of road required to be constructed by Lessee fo obtain ingress and egress from such well. The rate specified hereln as for

payment to become owing to Leasor for roads shall apply both to new roads constructed by Leésoe and existing roads which

are now inadequate for oil field operations and which Lessee must rebuild in order to convert the same o oil fleid use. The

amount payable for each well location shafl include ail charges in o« ction with such iocation inciuding tank batlery and

production equipment usage charges provided that tank battery and other production equipment Is located on the pad for the
well site. If a tank battery or other production equipment is placed at a location separate from the pad for the well site, such
separate location shall itself be deemed a well to location for purposes of this Paragraph and an additional amount of Five
Hundred Dollars ($500.00) shall be paid for same. The foregoing sums shall be payable at or before the time when the drilling
of each such well cc ces, pt that pay t for a separate tank battery or production equipment location shail not be
due until ir I s pb on the separate jocations. ’

(2) For each pipe line to be laid or replaced on lands within the confines of Lessor’s lands, the sum of Fifteen Dollare

SR AN P

($15.00) per linear rod of pipe line, 1o be paid before, work commences.
(3) The sum of One and 25/00 Dollar ($1.25) per cubic yard of sand, gravel, caliche or other road building __

substances removed from existing pits or pits hereafter opened, as provided herein, by Lessee or Hs invitees, to be calcutated
and paid within ten ( 10) days after the close of the calendar month in which such materials are used.

(4) Lessee shall have the right o stora on Lessor’s lands equipment used in tion with op i on Lessor's
lands. As payment for the right to store such equipment, Lessee agrees o pay Lessor a ble and customary rental rate,
said rate to be negotiated by Lessor and Lessee. The fixed dollar schedule of pay ts hereinabove set forth shall be adjusted

as of the first day of July of each year following the date hereof. The adjust t shall be P d by muitiplying the rate
currently in use by the percentage increase or decrease jn average weekly eamings 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 woekly eamings
of Crude Petroleum and Gas Fields Production Workers as published by the United States Department of Labor, Bureau of
Labor Statistics, The adjusted rate shall be rates currently in use, plus or mi the comp d adj t

G. Roadways, Pine Lines- Power and Telephone Lines: Lessor, through the Lease and this Agreement, hereby grants to Lessee the
following easemenis. rights-of-way and other rights with respect to Lessor's lands within the confines of Lessor's ranches, to which
bly y for the d lop 1t and operation of the leased premises for the purposes of the Lease:
 {1) Roadways: The right {o construct and maintain roadways, provided however Lessee will utilize existing roadways
over and across Lessors lands before construcling. additional new roadways, wherever practicable; will construct new and
maintain existing roads on Lessor's lands used by Lessee at all times as private, crowned.. dll weather roads which shall at no

time and at no point exceed a width of twenty (20) feet, unless approval from Lessor is obtained.

(2) Pipe Lines: The right to construct and maintain pipe lines. .

(3) Power Line: The right to construct and maintaln power lines over and across Lessors lands to well locations in
addition to those which now exist; provided however, in the event thal power line in addition to those now existing are deemed
necessary by Lessee, the same shall be either buried or } dp Mtoa iwal ag bety L and Lessor.

(4) Telephone Lines: The right to uct and 1 telephone lines provided such are telephone lines are

such rights are

buried beneath the surface of the earth.
(5) Consultation between Lessor and Lessee: With regard to the Hems set forth in subparagraphs (a) through (d)

hereinabove. as well as those matiers provided for in Paragraph 5 above, it is understood between the parties that Lessor has
an interest in the ) ion and of these items which will be located on Lessors lands. To this end, the parties
hereto agree that they will consult with one another in an effort to arrive at an orderly plan for locating these items in @ manner
which is practicable for purposes of the operation of the Lessor's ranch and which is practicable for the purposes of Lessee

under the L ease.

H. Lessee shall not. either directly or indirectly, compete with Lessor to acquire grazing leases within, the confines of Lessor's ranch.



under this Agreement are appurienant to the lease granted to Lessee under lhi: th'loni\ .'/

|. The rights, i and duties of L

and shall be binding upon and shalil inure to the benefit of L and iis s and to its assignees of the lease or parts

thereto: An assignment of the lease by Lessee, either in whole or in part, shall, to the of the ig t of the lease, relieve

and discharge L of its igath under this Agreement with respect to the lands assigned, but by acceptance of such
g nt the Assig shall be desmed to have assumed all of the duties and obligati of L with resp to the property

assigned. This Agreement shall be binding upon and shall inure to the benefit of Lessor, its and ig!

J. .Signing of Dup Origi This Agr t may be signed” on any number of counterparts with the same effect as H signatures

hereto and thereto were on the same instrument. Such executed counterparts considered together shall constituie the Agreement.

IN WITNESS WHEREOF, this Agreement has been executed as of the date first above written.

Executed the day and year above written.

Ce oo/

Richard Randals

%ﬁw D' Aeet fGsals V/CL
e sl

e o Phoran T Asgpa,

James T. Randals, Co Trustee of the James T.
Randals and Dorothy R. Randals Revocable Family
Trust dated December 12, 2000

(A4 Cattle Company, LLC
By: Yetta Hoover Bidegain, General
Partner

s B
M

Inter-American Corporation
By: Wheeler M. Sears, President

, Co Trustee of the James T.
Randals and Dorothy R. Randals Revocable Family
Trust dated December 12, 2000

-1 |

STATE OF NEWMEXICO:
COUNTY OF QUAY:

INDIVIDUAL ACKNOWLEDGMENT

The foregoing instrument was acknowledged before me by Richard Randals.
Given under my hand and seal of office this 31st day of July, 2002.

My Commission ExpireS' .

Notary Pu ]V

) My Commission Expires:
e

STATE OF NEWMEXICO: INDIVIDUAL ACKNOWLEDGMENT

COUNTY OF QUAY:

The foregoing instrument was acknowledged before me thié by Jina D’Ann Randals

Vick.
Given under my hand and seal of office this 31st day of July, 2002.

\

My Commission Expires:

Notary lic




STATE OF NEW MEXICO:
COUNTY OF QUAY:

Before me, the undersigned authority, on this day personally appeared James T. Randals
and Dorothy R. Randals, known to me to be the Trustees of the James T. Randals and
Dorothy R. Randals Revocable Family Trust dated December 12, 2000, and
acknowledged to me that this instrument was executed on behalf of the James T. Randals
and Dorothy R. Randals Revocable Family Trust dated December 12, 2000.

Given under my hand and seal of office this 31st day of July, 2002.

My Commission Expires:

Feb. L ooz
OFFICIAL SEAL
Nancy Eschenbrenner
NOTARY PUBLIC
STATE OF NEW MEXICO
STATE OF NEW MEXICO: My Commission Expires: =

COUNTY OF QUAY:

Before me, the undersigned authority, on this day personally appeared Yetta Hoover
Bidegain, known to me as the Managing Partner of the T-4 Cattle Company LLC., and
acknowledged to me that this instrument was executed on behalf of the T-4 Cattle

Company LLC.

Given under my hand and seal of office this 31st day of July, 2002.

My Commission Expires:

teb. b, 2oz " "KStary Public :

OFFICIAL SEAL
Nancy Eschenbrenner

NOTARY PUBLIC
STATE OF TEXAS: j STATE OF NEW MEXICO
COUNTY OF DALLAS: My Commission Expircs: . _

Before me, the undersigned authority, on this day personally appeared Wheeler M. Sears,
known to me as the President of Inter-American Corporation, and acknowledged to me
that this instrument was executed on behalf of Inter-American Corporation,

Given under my hand and seal of office this 31st day of July, 2002.

My Commission Expires:

koo P SFoa ’;/ Notary Public

SHARON BOHANNON
MY COMMISSION EXPIRES
November 8, 2004
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