
BEFORE THE OIL CONSERVATION DIVISION 
ENERGY AND MINERALS DEPARTMENT 

STATE OF NEW MEXICO 

APPLICATION FOR APPROVAL OF 
THE WEST FORK UNIT AGREEMENT ^ 
CHAVES COUNTY, NEW MEXICO <p J £ 

C 6 ^ 
New Mexico O i l Conservation Division 
Santa Fe, New Mexico 87501 

Comes the undersigned McKay Oi l Corporation, with o f f i c e s at Roswell, New Mexico, 
and f i l e s herewith one (1) copy of the proposed Unit Agreement for the development 
and operation of the West Fork Unit Area, Chaves County, New Mexico, and hereby makes 
application for the approval of said Unit Agreement as provided by law, and i n support 
thereof states: 

1. That the proposed Unit Area covered by said Agreement embraces 20,775.02 
acres of land, more or less, more p a r t i c u l a r l y described as follows: 

T-4-S, R-21-E, NMPM 
Sec. 12: SE^ 
Sees. 13, 24, 25, 36: A l l 

T-4-S, R-22-E, NMPM 
Sec. 4: A l l 
Sec. 5: E£, SW£ 
Sees. 7, 8, 9, 16, 17, 18, 

19, 20, 21, 28, 29, 
30, 31, 32, 33: A l l 

T-5-S, R-21-E, NMPM T-5-S, R-22-E, NMPM 
Sec. 11: E£ Sec. 4: NW£ 
Sec. 14: Ei Sec. 5: Nj 
Sec. 23: Sec. 6, 7, 18 ,19: A l l 
Sees • 1, 12, 13, 24: A l l Sec. 30 : Wi, SEi 
Sec. 25: Ni 

Containing 20,775.02 Acres, more or less. 
Chaves County, New Mexico 

2. The center of the Unit Area i s located 3g miles West of the intersection 
of U.S. Highway No. 285 and State Highway No. 20; such intersection being 34 miles 
North of the town of Roswell, New Mexico. 

3. That of the lands embraced within the proposed Unit, 15,497.31 acres are 
lands of the United States, being 74.60% of the Area; 1,920.00 acres are State of 
New Mexico lands being 9.24% of the Area, and 3,357-71 acres are Fee lands, being 
16.16% of the Area. 

4. That applicant i s informed and believes, and upon such information and 
b e l i e f states, that the proposed u n i t area covers a l l or substantially a l l of the 
geological feature involved, and that i n the event of a discovery of o i l and gas 
thereon, that said Unit Agreement w i l l permit the producing area to be developed 
or operated i n the i n t e r e s t of conservation and the prevention of waste of the 
unitized substances. 

5. That McKay O i l Corporation i s designated as the Unit Operator i n said Unit 
Agreement, and as such, i s given authority under the terms thereof to carry on a l l 
operations necessary for the development and operation of the Unit Area for o i l 
and gas subject to a l l applicable laws and regulations. That said Unit Agreement 
provides for the d r i l l i n g of an I n i t i a l Test Well to a depth s u f f i c i e n t to penetrate 
the Precambrian basement, but applicant i s not obligated to d r i l l said well i n any 
event to a depth i n excess of 4,500 feet. 

6. That the Applicant believes that i n the event o i l or gas i s discovered 
i n paying quantities on lands within the Unit Area, that the f i e l d or area can be 
developed more economically and e f f i c i e n t l y under the terms of said Unit Agreement, 
to the end that maximum recovery w i l l be obtained of unitized substances and that 
said Unit Agreement i s i n the int e r e s t of conservation and prevention of waste as 
contemplated by the New Mexico O i l Conservation Division rules and regulations. 

7. That Application for Approval of said Unit Agreement has been f i l e d with 
the Commissioner of Public Lands. 



8. That upon an order being entered by the New Mexico Oil Conservation 
Division approving said Unit Agreement, and after approval by the United States 
Department of Interior, an executed and approved copy w i l l be f i l e d with the New 
Mexico Oil Conservation Division. 

WHEREFORE, the undersigned applicant respectfully requests that a hearing 
be held before an examiner on the matter of said Unit Agreement, and that upon 
said hearing, said Unit Agreement be approved by the New Mexico Oil Conservation 
Division as being i n the interest of conservation and the prevention of waste. 
Applicant respectfully requests that this matter be heard at the May 25th, 1988, 
hearing. 

DATED this j2-<^ day of April, 1988. 

McKay Oil Corporation 

"Randolph f l . Richardson, I I I 
Attorney at Law 
P.O. Box 2423 
Roswell, New Mexico 88201 
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BEFORE THE OIL CONSERVATION DIVISION 
ENERGY AND MINERALS DEPARTMENT 

STATE OF NEW MEXICO 

APPLICATION FOR APPROVAL OF 
THE WEST FORK UNIT AGREEMENT 
CHAVES COUNTY, NEW MEXICO 

New Mexico O i l Conservation Division 
Santa Fe, New Mexico 87501 

Comes the undersigned McKay Oi l Corporation, with of f i c e s at Roswell, New Mexico, 
and f i l e s herewith one (1) copy of the proposed Unit Agreement for the development 
and operation of the West Fork Unit Area, Chaves County, New Mexico, and hereby makes 
application for the approval of said Unit Agreement as provided by law, and i n support 
thereof states: 

1. That the proposed Unit Area covered by said Agreement embraces 20,775-02 
acres of land, more or less, more p a r t i c u l a r l y described as follows: 

T-4-S, R-21-E, NMPM 
Sec. 12: ~SE^ 
Sees. 13, 24, 25, 36: A l l 

T-4-S, R-22-E, NMPM 
Sec. 4: A l l 
Sec. 5: E£, SW4 
Sees. 7, 8, 9, 16, 17, 18, 

19, 20, 21, 28, 29, 
30, 31, 32, 33: A l l 

T-S-S, R-21-E, NMPM T-5-S, R-22-E NMPM 
Sec. 11: Ef Sec. 4: NWT± 
Sec. 14: E5 Sec. 5: 
Sec. 23: Sec. 6, 7, 18 19: A l l 
Sees. 1, 12, 13, 24: All Sec. 30: W£, SE£ 
Sec. 25: Ni 

Containing 20,775.02 Acres, more or less. 
Chaves County, New Mexico 

2. The center of the Unit Area i s located 2\ miles West of the intersection 
of U.S. Highway No. 285 and State Highway No. 20; such intersection being 34 miles 
North of the town of Roswell, New Mexico. 

3. That of the lands embraced within the proposed Unit, 15,497.31 acres are 
lands of the United States, being 74.60% of the Area; 1,920.00 acres are State of 
New Mexico lands being 9.24% of the Area, and 3,357.71 acres are Fee lands, being 
16.16% of the Area. 

4. That applicant i s informed and believes, and upon such information and 
b e l i e f states, that the proposed u n i t area covers a l l or substantially a l l of the 
geological feature involved, and that i n the event of a discovery of o i l and gas 
thereon, that said Unit Agreement w i l l permit the producing area to be developed 
or operated i n the i n t e r e s t of conservation and the prevention of waste of the 
unitized substances. 

5. That McKay O i l Corporation i s designated as the Unit Operator i n said Unit 
Agreement, and as such, i s given authority under the terms thereof to carry on a l l 
operations necessary for the development and operation of the Unit Area for o i l 
and gas subject to a l l applicable laws and regulations. That said Unit Agreement 
provides for the d r i l l i n g of an I n i t i a l Test Well to a depth s u f f i c i e n t to penetrate 
the Precambrian basement, but applicant i s not obligated to d r i l l said well i n any 
event to a depth i n excess of 4,500 feet. 

6. That the Applicant believes that i n the event o i l or gas i s discovered 
i n paying quantities on lands withi n the Unit Area, that the f i e l d or area can be 
developed more economically and e f f i c i e n t l y under the terms of said Unit Agreement, 
to the end that maximum recovery w i l l be obtained of unitized substances and that 
said Unit Agreement i s i n the i n t e r e s t of conservation and prevention of waste as 
contemplated by the New Mexico O i l Conservation Division rules and regulations. 

7. That Application for Approval of said Unit Agreement has been f i l e d with 
the Commissioner of Public Lands. 



8. That upon an order being entered by the New Mexico O i l Conservation 
Division approving said Unit Agreement, and a f t e r approval by the United States 
Department of I n t e r i o r , an executed and approved copy w i l l be f i l e d with the New 
Mexico O i l Conservation Division. 

WHEREFORE, the undersigned applicant respectfully requests that a hearing 
be held before an examiner on the matter of said Unit Agreement, and that upon 
said hearing, said Unit Agreement be approved by the New Mexico O i l Conservation 
Division as being i n the i n t e r e s t of conservation and the prevention of waste. 
Applicant respectfully requests that t h i s matter be heard at the May 25th, 1988, 
hearing. 

DATED 

McKay Oi l Corporation 

RandolpiV>l. Richardson, I I I 
Attorney at Law 
P.O. Box 2423 
Roswell, New Mexico 88201 
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BEFORE THE OIL CONSERVATION DIVISION 
ENERGY AND MINERALS DEPARTMENT 

STATE OF NEW MEXICO 

APPLICATION FOR APPROVAL OF 
THE WEST FORK UNIT AGREEMENT 
CHAVES COUNTY, NEW MEXICO 

New Mexico O i l Conservation Division 
Santa Fe, New Mexico 87501 

Comes the undersigned McKay O i l Corporation, with o f f i c e s at Roswell, New Mexico, 
and f i l e s herewith one (1) copy of the proposed Unit Agreement for the development 
and operation of the West Fork Unit Area, Chaves County, New Mexico, and hereby makes 
application for the approval of said Unit Agreement as provided by law, and i n support 
thereof states: 

1. That the proposed Unit Area covered by said Agreement embraces 20,775-02 
acres of land, more or less, more p a r t i c u l a r l y described as follows: 

T-4-S, R-21-E, NMPM T-4-S, R-22-E, NMPM 
Sec. 12: SÊ  Sec. 4: A l l 
Sees. 13, 24, 25, 36: A l l Sec. 5: E±, SW± 

Sees. 7, 8, 9, 16, 17, 18, 
19, 20, 21, 28, 29, 
30, 31, 32, 33: A l l 

T-5-S, R -21-E, NMPM T-5-S, R-22-E NMPM 
Sec. 11: Sec. 4: NW4 
Sec. 14: Sec. 5: 
Sec. 23: E l Sec. 6, 7, 18 , 19: A l l 
Sees. 1, 12, 13, 24: A l l Sec. 30: Wj, SE£ 
Sec. 25: NJ 

Containing 20,775.02 Acres, more or less. 
Chaves County, New Mexico 

2. The center of the Unit Area i s located 3 i miles West of the intersection 
of U.S. Highway No. 285 and State Highway No. 20; such intersection being 34 miles 
North of the town of Roswell, New Mexico. 

3. That of the lands embraced within the proposed Unit, 15,497.31 acres are 
lands of the United States, being 74.60% of the Area; 1,920.00 acres are State of 
New Mexico lands being 9.24% of the Area, and 3,357.71 acres are Fee lands, being 
16.16% of the Area. 

4. That applicant i s informed and believes, and upon such information and 
b e l i e f states, that the proposed u n i t area covers a l l or substantially a l l of the 
geological feature involved, and that i n the event of a discovery of o i l and gas 
thereon, that said Unit Agreement w i l l permit the producing area to be developed 
or operated i n the i n t e r e s t of conservation and the prevention of waste of the 
unitized substances. 

5. That McKay Oi l Corporation i s designated as the Unit Operator i n said Unit 
Agreement, and as such, i s given authority under the terms thereof to carry on a l l 
operations necessary for the development and operation of the Unit Area for o i l 
and gas subject to a l l applicable laws and regulations. That said Unit Agreement 
provides for the d r i l l i n g of an I n i t i a l Test Well to a depth s u f f i c i e n t to penetrate 
the Precambrian basement, but applicant i s not obligated to d r i l l said well i n any 
event to a depth i n excess of 4,500 feet. 

6. That the Applicant believes that i n the event o i l or gas i s discovered 
i n paying quantities on lands within the Unit Area, that the f i e l d or area can be 
developed more economically and e f f i c i e n t l y under the terms of said Unit Agreement, 
to the end that maximum recovery w i l l be obtained of unitized substances and that 
said Unit Agreement i s i n the i n t e r e s t of conservation and prevention of waste as 
contemplated by the New Mexico O i l Conservation Division rules and regulations. 

7. That Application for Approval of said Unit Agreement has been f i l e d with 
the Commissioner of Public Lands. 



8. That upon an order being entered by the New Mexico O i l Conservation 
Division approving said Unit Agreement, and a f t e r approval by the United States 
Department of I n t e r i o r , an executed and approved copy w i l l be f i l e d with the New 
Mexico O i l Conservation Division. 

WHEREFORE, the undersigned applicant respectfully requests that a hearing 
be held before an examiner on the matter of said Unit Agreement, and that upon 
said hearing, said Unit Agreement be approved by the New Mexico O i l Conservation 
Division as being i n the i n t e r e s t of conservation and the prevention of waste. 
Applicant respectfully requests that t h i s matter be heard at the May 25th, 1988, 
hearing. 

McKay Oi l Corporation 

Randolph^.' Richardson, I I I 
Attorney at Law 
P.O. Box 2423 
Roswell, New Mexico 88201 



UNIT AGREEMENT 

FOR THE DEVELOPiMENT AND OPERATION 

OF THE 

WEST FORK UNIT AREA 

COUNTY OF CHAVES 

STATE OF NEW MEXICO 

NO, 

THIS AGREEMENT, entered i n t o as of the 1st day of May , 19 88, by 
and between the parties subscribing, r a t i f y i n g , or consenting hereto, and herein 
referred t o as the "parties hereto", 

WITNESSETH: 

WHEREAS, the parties hereto are the owners of working, r o y a l t y , or other o i l 
and gas interests i n the Unit Area subject to t h i s agreement; and 

WHEREAS, the Mineral Leasing Act of February 25, 1920, 41 Stat. 437, as amended 
30 U.S.C. Sec. 181 e t seq., authorizes Federal lessees and t h e i r representatives t o 
unite w i t h each other, or j o i n t l y or separately w i t h others, i n c o l l e c t i v e l y adopting 
and operating under a u n i t plan of development or operation of any o i l and gas pool, 
f i e l d , or l i k e area, or any part thereof f o r the purpose of more properly conserving 
the natursl resources thereof whenever determined and c e r t i f i e d by the Secretary of 
the I n t e r i o r t o be necessary or advisable i n the public i n t e r e s t ; and 

WHEREAS, the Commissioner of Public Lands of the State of New Mexico i s author­
ized by an Act of the Legislature (Sec. 19-10-45, 46, 47 N.M. Statutes 1978 Annotated) 
to consent to or approve t h i s agreement on behalf of the State of New Mexico, insofar 
as i t covers and includes lands and mineral i n t e r e s t of the State of New Mexico; and 

WHEREAS, the O i l Conservation Division of the New Mexico Energy and Minerals 
Department, hereinafter referred t o as "Division", i s authorized by an act of the 
Legislature (Chapter 70 and 71, New Mexico Statutes 1978 Annotated) to approve t h i s 
agreement and the conservation provisions hereof; and 

WhTSREAS, the parties hereto hold s u f f i c i e n t i n t e r e s t s i n the West Fork 
Unit Area covering the land hereinafter described to give 

reasonably e f f e c t i v e control of operations therein; and 

WHEREAS, i t i s the purpose of the parties hereto t o conserve natural resources, 
prevent waste, and secure other benefits obtainable through development and operation 
of the area subject t o t h i s agreement under the terms, conditions, and l i m i t a t i o n s 
herein set f o r t h ; 
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NCW, THEREFORE, i n consideration of the premises and the promises herein 
contained, the parties hereto commit to this agreement their respective interests i n 
the below-defined Unit Area, and agree severally among themselves as follows: 

1. ENABLING ACT AND REGULATIONS. The Mineral Leasing Act of February 25, 1920, 
as amended, supra, and a l l valid pertinent regulations including operating and unit 
plan regulations, heretofore issued thereunder or valid, pertinent and reasonable 
regulations hereafter issued thereunder are accepted and made a part of this agreement 
as to Federal lands, provided such regulations are not inconsistent with the terms 
of this agreement; and as to non-Federal lands, the o i l and gas operating regulations 
i n effect as of the effective date hereof governing d r i l l i n g and producing operations, 
not inconsistent with the terms hereof or the laws of the State i n which the non-
Federal land is located, are hereby accepted and made a part of this agreement. 

2. UNIT AREA. The following described land i s hereby designated and recognized 
as constituting the Unit Area: 

T-4-S, R-21-E, NMPM T-4-S, R--22-E, NMPM 
Sec. 12: SÊ  Sec. 4: A l l 
Sees. 13, 24, 25, 36: A l l Sec. 5: Ek, SWk 

Sees. 7, 8, 9, 16, 17, 18, 19, 
20, 21, 28, 29, 30, 31, 
32, 33: A l l 

T-5-S, R-21-E, NMPM T-5-S, R--22-E, NMPM 
Sec. 11: Ek Sec. 4: NW% 
Sec. 14: Ek Sec. 5: N̂  
Sec. 23: Ek Sees. 6, 7, 18, 19: A l l 
Sees. 1, 12, 13, 24: A l l Sec. 30: Wij, SEij 
Sec. 25: N̂  

Containing 20,775.02 Acres, more or less. 

Exhibit "A" shows, i n addition to the boundary of the Unit Area, the boundaries 
and identity of tracts and leases i n said area to the extent known to the Unit Operator. 
Exhibit "B" attached hereto i s a schedule showing to the extent known to the Unit 
Operator, the acreage, percentage, and kind of ownership of o i l and gas interests i n 
a l l lands i n the Unit Area. However, nothing herein or i n E>rhibits "A" and "B" shall 
be construed as a representation by any party hereto as to the ownership of any 
interest other than such interest or interests as are shown i n the Exhibits "A" and 
"B" as owned by such party. Exhibits "A" and "B" shall be revised by the Unit Opera­
tor whenever changes i n the Unit Area or i n the ownership interests i n the individual 
tracts render such revision necessary, or when requested by the Authorized Officer, 
hereinafter referred to as "AO", or when requested by the Coitimissioner of Public Lands 
of the State of New Mexico, hereinafter referred to as "Land Commissioner", and not 
less than four copies of the revised Exhibits shall be f i l e d with the proper Bureau 
of Land Management office and one (1) copy thereof shall be f i l e d with the Land 
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Comnussioner, and one (1) copy with the Ncw Mexico Oil Conservation Division of 
the Energy and Minerals Department, hereinafter referred to as "Division". 

The above-described Unit Area shall when practicable be expanded to include 
therein any additional lands or shall be contracted to exclude lands whenever such 
expansion or contraction is deemed to be necessary or advisable to conform with the 
purposes of this agreement. Such expansion or contraction shall be effected i n the 
following manner: 

(a) Unit Operator, on i t s own motion (after preliminary concurrence by the AO), 
or on demand of the AO, or the Land Commissioner (after preliiriinary concurrence by the 
AO and the Land Commissioner) shall prepare a notice of proposed expansion or contrac­
tion describing the contemplated changes i n the boundaries of the Unit Area, the 
reasons therefore, any plans for additional d r i l l i n g , and the proposed effective date 
of the expansion or contraction, preferably the f i r s t day of a month subsequent to the 
date of notice. 

(b) Said notice shall be delivered to the proper Bureau of Land Management 
office, the Land Commissioner and the Division, and copies thereof mailed to the last 
known address of each working interest owner, lessee and lessor whose interests are 
affected, advising that 30 days w i l l be allowed for submission to the Unit Operator of 
any objections. 

(c) Upon expiration of the 30-day period provided i n the preceding item (b) 
hereof, Unit Operator shall f i l e with the AO, the Land Commissioner and the Division, 
evidence of mailing of the notice of expansion or contraction and a copy of any objec­
tions thereto which have been f i l e d with Unit Operator, together with an application 
in t r i p l i c a t e , for approval of such expansion or contraction and with appropriate 
joinders. 

(d) After due consideration of a l l pertinent information, the expansion or 
contraction shall, upon approval by the AO, the Land Commissioner and the Division, 
become effective as of the date prescribed i n the notice thereof or such other 
appropriate date. 

(e) Notwithstanding any prior elimination under the " D r i l l i n g to Discovery" 
section, a l l legal subdivisions of lands (i . e . , 40 acres by Government survey or i t s 
nearest l o t or tract equivalent; i n instances of irregular surveys, unusually large 
lots or tracts shall be considered i n multiples of 40 acres or the nearest aliquot 
equivalent thereof), no parts of which are i n or entitled to be i n a participating 
area on or before the f i f t h anniversary of the effective date of the f i r s t i n i t i a l 
participating area established under this unit agreement, shall be eliirdnated auto­
matically from this agreement, effective as of said f i t h anniversary, and such lands 
shall no longer be a part of the Unit Area and shall no longer be subject to this 
agreement, unless diligent d r i l l i n g operations are i n progress on unitized lands not 
entitled to participation on said f i f t h anniversary, i n which event a l l such lands 
shall remain subject hereto for so long as such d r i l l i n g operations are continued 
dilig e n t l y , with not more than 90 days time elapsing between the completion of one 
such well and the commencement of the next such well. A l l legal subdivisions of lands 
not entitled to be i n a participating area within 10 years after the effective date 
of the f i r s t i n i t i a l participating area approved under this agreement shall be auto­
matically eliminated from this agreement as of said tenth anniversary. The Unit Oper­
ator shall, within 90 days after the effective date of any eliinination hereunder, 
describe the area so eliminated to the satisfaction of the AO and Land Commissioner 
and promptly notify a l l parties i n interest. A l l lands reasonably proved productive 
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of unitized substances in paying quantities by diligent d r i l l i n g operations after the 
aforesaid five-year period shall become participating i n the same manner as during 
said f i r s t five-year period. However, when such diligent d r i l l i n g operations cease, 
a l l non-participating lands not then entitled to be i n a participating area shall be 
automatically eliminated effective as of the 91st day thereafter. 

Any expansion of the Unit Area pursuant to this section which embraces lands 
theretofore eliininated pursuant to this subsection 2(e) shall not be considered auto­
matic ccffiimitment or recoimdtment of such lands. I f conditions warrant extension of 
the 10-year period specified i n this subsection, a single extension of not to exceed 
two years may be accomplished by consent of the owners of 90% of the working interests 
i n the current non-participating unitized lands and the owners of 60% of the basic 
royalty interests (exclusive of the basic royalty interests of the United States) i n 
non-participating unitized lands with approval of the AO and the Land Commissioner 
provided such extension application i s submitted not later than 60 days prior to the 
expiration of said 10-year period. 

3. UNITIZED LAND AND UNITIZED SUBSTANCES. A l l land now or hereafter cramdtted 
to this agreement shall constitute land referred to herein as "unitized land" or "land 
subject to this agreement". A l l ojLland gas i n any and,_al1 formations of the unitized 
land are unitized under the terms of thTs"agreemejrt and herein jare called "unitized 
substanees-13^ — ~ 

4. UNIT OPERATOR. McKay Oil Corporation i s hereby desig­
nated as Unit Operator and by signature hereto as Unit Operator agrees and consents to 
accept the duties and obligations of Unit Operator for the discovery, development, and 
production of unitized substances as herein provided. Whenever references i s made 
herein to the Unit Operator, such reference means the Unit Operator acting i n that 
capacity and not as an owner of interest i n unitized substances, and the term "working 
interest owner" when used herein shall include or refer to Unit Operator as the owner 
of a working interest only when such an interest is owned by i t . 

5. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Operator shall have the right 
to resign at any time prior to the establishment of a participating area or areas 
hereunder, but such resignation shall not become effective so as to release Unit 
Operator from the duties and obligations of Unit Operator and terminate Unit Operator's 
rights as such for a period of six months after notice of intention to resign has 
been served by Unit Operator on a l l working interest owners and the AO and the Land 
Commissioner and the Division, and u n t i l a l l wells then d r i l l e d hereunder are placed i n 
a satisfactory condition for suspension or abandonment, whichever i s required by the 
AO as to Federal lands and the Division as to State and Fee lands, unless a new Unit 
Operator shall have been selected and approved and shall have taken over and assumed 
the duties and obligations of Unit Operator prior to the expiration of said period. 

Unit Operator shall have the right to resign i n li k e manner and subject to like 
limitations as above provided at any time after a participating area established 
hereunder is i n existence, but i n a l l instances of resignation or removal, u n t i l a 
successor Unit Operator is selected and approved as hereinafter provided, the working 
interest owners shall be j o i n t l y responsible for performance of the duties of Unit 
Operator, and shall not later than 30 days before such resignation or removal becomes 
effective appoint a common agent to represent them in any action to be taken hereunder. 

The resignation of Unit Operator shall not release Unit Operator from any l i a b i l ­
i t y for any default by i t hereunder occurring prior to the effective date of i t s 
resignation. 
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The Unit Operator may, upon default or f a i l u r e i n the performance of i t s duties 
or obligations hereunder, be subject to removal by the same percentage vote of the 
owners of working interests as herein provided f o r the selection of a new Unit Operator. 
Such removal sh a l l be e f f e c t i v e upon notice thereof to the AO and the Land Canmissioner. 

The resignation or removal of Unit Operator under t h i s agreement sh a l l not term­
inate i t s r i g h t , t i t l e , or i n t e r e s t as the owner of a working i n t e r e s t or other i n t e r e s t 
i n u n itized substances, but upon the resignation or removal of Unit Operator becoming 
e f f e c t i v e , such Unit Operator sh a l l deliver possession of a l l wells, equipment, mater­
i a l s , and appurtenances used i n conducting the u n i t operations to the new duly q u a l i f i e d 
successor Unit Operator or t o the common agent, i f no such new Unit Operator i s selected 
to be used f o r the purpose of conducting u n i t operations hereunder. Nothing herein 
sh a l l be construed as authorizing removal of any material, equipment, or appurtenances 
needed f o r the preservation of any wells. 

6. SUCCESSOR UNIT OPERATOR. Whenever the Unit Operator s h a l l tender his or i t s 
resignation as Unit Operator or s h a l l be removed as hereinabove provided, or a change 
of Unit Operator i s negotiated by the working i n t e r e s t owners, the owners of the work­
ing interests according to t h e i r respective acreage interests i n a l l u n i t i z e d land 
s h a l l , pursuant to the Approval of the Parties requirements of the u n i t operating 
agreement, select a successor Unit Operator. Such selection s h a l l not become e f f e c t i v e 
u n t i l : 

(a) A Unit Operator so selected s h a l l accept i n w r i t i n g the duties and respon­
s i b i l i t i e s of Unit Operator, and 

(b) the selection s h a l l have been approved by the AO and approved by the Land 
Commi s s ioner. 

I f no successor Unit Operator i s selected and q u a l i f i e d as herein provided, the 
AO and the Land Commissioner, at t h e i r election may declare t h i s u n i t agreement term­
inated . 

7. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT. I f the Unit Operator i s 
not the sole owner of working i n t e r e s t s , costs and expenses incurred by Unit Operator 
i n conducting u n i t operations hereunder sh a l l be paid and apportioned among and borne 
by the owners of working i n t e r e s t s , a l l i n accordance w i t h the agreement or agreements 
entered i n t o by and between the Unit Operator and the owners of working i n t e r e s t s , 
whether one or more, separately or c o l l e c t i v e l y . Any agreement or agreements entered 
i n t o between the working i n t e r e s t owners and the Unit Operator as provided i n t h i s 
section, whether one or more, are herein referred to as the " u n i t operating agreement". 
Such u n i t operating agreement sh a l l also provide the manner i n which the working 
i n t e r e s t owners s h a l l be e n t i t l e d to receive t h e i r respective proportionate and a l l o ­
cated share of the benefits accruing hereto i n conformity w i t h t h e i r underlying opera­
t i n g agreements, leases, or other independent contracts, and such other r i g h t s and 
obligations as between Unit Operator and the working i n t e r e s t owners as may be agreed 
upon by Unit Operator and the working i n t e r e s t owners; however, no such u n i t operating 
agreement s h a l l be deemed ei t h e r to modify any of the terms and conditions of t h i s 
u n i t agreement or to relieve the Unit Operator of any r i g h t or o b l i g a t i o n established 
under t h i s u n i t agreement, and i n case of any inconsistency or c o n f l i c t between t h i s 
agreement and the u n i t operating agreement, t h i s agreement s h a l l govern. Two copies 
of any u n i t operating agreement executed pursuant to t h i s section s h a l l be f i l e d i n 
the proper Bureau of Land Managment o f f i c e and one true copy w i t h the Land Commissioner 
and one true copy w i t h the Division p r i o r to approval of the u n i t agreement. 
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8. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR. Except as otherwise specifically 
provided herein, the exclusive right, privilege, and duty of exercising any and a l l ' 
rights of the parties hereto which are necessary or convenient for prospecting for, 
producing, storing, allocating, and distributing the unitized substances are hereby 
delegated to and shall be exercised by the Unit Operator as herein provided. Accept­
able evidence of t i t l e to said rights shall be deposited with Unit Operator and, 
together with this agreement, shall constitute and define the rights, privileges, and 
obligations of Unit Operator. Nothing herein, however, shall be construed to transfer 
t i t l e to any land or to any lease or operating agreement, i t being understood that 
under this agreement the Unit Operator, i n i t s capacity as Unit Operator, shall exercise 
the rights of possession and use vested i n the parties hereto only for the purposes 
herein specified. 

9. DRILLING TO DISCOVERY. Within six months after the effective date hereof, 
the Unit Operator shall commence to d r i l l an adequate test well at a location approved 
by the AO, i f on Federal land, or by the Land Commissioner, i f on State land, and by 
the Division i f on Fee land, unless on such effective date a well i s being dili g e n t l y 
u n t i l the Precambrian basement has been penetrated and a l l beds of younger age 
have been tested or u n t i l at a lesser depth unitized substances shall be discovered 
which can be produced i n paying quantities (to-wit: quantities sufficient to repay the 
costs of d r i l l i n g , completing, and producing operations, with a reasonable profit) or 
the Unit Operator shall at any time establish to the satisfaction of the AO i f on 
Federal land, or the Land Commissioner i f on State land, or the Division i f located on 
Fee land, that further d r i l l i n g of said well would be unwarranted or _rpracticable, 
provided, however, that Unit Operator shall not i n any event be required to d r i l l said 
well to a depth i n excess of 4,500 feet. Until the discovery of unitized 
substances capable of being produced i n paying quantities, the Unit Operator shall 
continue d r i l l i n g one well at a time, allowing not more than six months between the 
completion of one well and the commencement of d r i l l i n g operations for the next well, 
u n t i l a well capable of producing unitized substances i n paying quantities is completed 
to the satisfaction of the AO i f i t be on Federal land, or of the Land Commissioner i f 
on State land, or the Division i f on Fee land, or u n t i l i t i s reasonably proved that 
the unitized land i s incapable of producing unitized substances i n paying quantities, 
i n the formations d r i l l e d hereunder. Nothing i n this section shall be deemed to l i m i t 
the right to the Unit Operator to resign as provided i n Section 5 hereof, or as requi­
ring Unit Operator to commence or continue any d r i l l i n g during the period pending such 
resignation becoming effective i n order to comply with the requirements of this section. 

The AO and Land Commissioner may modify any of the d r i l l i n g requirements of this 
section by granting reasonable extensions of time when, i n their opinion, such action 
is warranted. 

Notwithstanding anything i n this unit agreement to the contrary, except Section 
25, UNAVOIDABLE DELAY, two wells shall be d r i l l e d with not more than 6 months time 
elapsing between the completion of the f i r s t well and commencement of d r i l l i n g opera­
tions for the second well, regardless of whether a discovery has been made i n any 
well d r i l l e d under this provision. 

Both the i n i t i a l well and the second well must be d r i l l e d i n compliance with the 
above specified forrriation or depth requirements i n order to meet the dictates of this 
section; and the second well must be located a rninimum of four miles from the i n i t i a l 
well i n order to be accepted by the AO as the second unit test well, within the mean­
ing of this section. 

Nevertheless, i n the event of the discovery of unitized substances i n paying 
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quantities by any well, this unit agreement shall not terminate for failure to com­
plete the two well program, but the unit area shall be contracted automatically, 
effective the f i r s t day of the month following the default, to eliminate by sub­
divisions (as defined i n Section 2 (e) hereof) a l l lands not then entitled to be i n 
a participating area. 

Upon failure to commence any well as provided for i n this section within the 
time allowed, prior to the establishment of a participating area, including any 
extension of time granted by the AO and the Land Commissioner, this Agreement w i l l 
automatically terminate. Upon failure to continue d r i l l i n g d iligently any well 
commenced hereunder the AO and the Land Commissioner may, after 15 days notice to the 
Unit Operator, declare this unit agreement terminated. The parties to this agreement 
may not i n i t i a t e a request to voluntarily terminate this agreement during the f i r s t 
six months of i t s term unless at least one obligation well has been d r i l l e d i n 
accordance with the provisions of this section. 

Detemination as to whether a well completed within the West Fork Unit Area 
prior to the effective date of this Agreement is capable of producing unitized 
substances i n paying quantities shall be deferred u n t i l an i n i t i a l participating are. 
is established as a result of the completion of a well for production i n paying 
quantities i n accordance with Section 9 hereof. " 

10. PLAN OF FURTHER DEVFiOPMENT AND OPERATION. Within six months after comple­
tion of a well capable of producing unitized substances i n paying quantities, the 
Unit Operator shall submit for the approval of the AO, the Land Commissioner and 
Division, an acceptable plan of development and operation for tlie unitized land which, 
when approved by the AO, the Land Commissioner and Division, shall constitute the 
further d r i l l i n g and development obligations of the Unit Operator under this agreement 
for the period specified therein. Thereafter, from time to time before the expiration 
of any existing plan, the Unit Operator shall submit for the approval of the AO, the 
Land Comiissioner and Division a plan for an additional specified period for the dev­
elopment and operation of the unitized land. Subsequent plans should normally be f i l e d 
on a calendar year basis not later than March 1 each year. Any proposed modification 
or addition to the existing plan should be f i l e d as a supplement to the plan. 

Any plan submitted pursuant to this section shall provide for the timely 
exploration of the unitized area, and for the diligent d r i l l i n g necessary for deter­
mination of the area or areas capable of producing unitized substances i n paying 
quantities i n each and every oroductive formation. This plan shall be as complete 
and adequate as the AO, the Land Commissioner and Division may determine to be 
necessary for timely development and proper conservation of the o i l and gas resources 
of the unitized area and shall: 

(a) specify the number and locations of any wells to be d r i l l e d and the 
proposed order and time for such d r i l l i n g ; and 

(b) Provide a summary of operations and production for the previous year. 

Plans shall be modified or supplemented when necessary to meet changed condi­
tions or to protect the interests of a l l parties to this agreement. Reason­
able diligence shall be exercised i n j2eiffp_yihl3^ith the obligations of the 



quantities by any well, this unit agreement shall not terminate for failure to com­
plete the two well program, but the unit area shall be contracted automatically, 
effective the f i r s t day of the month following the default, to eliminate by 
subdivisions (as defined i n Section 2(e) hereof) a l l lands not then entitled to be 
in a participating area. 

Upon failure to commence any well as provided for i n this section within 
the time allowed, prior to the establishment of a participating area, including 
any extension of time granted by the AO and the Land Commissioner, this Agreement 
w i l l automatically terminate. Upon failure to continue d r i l l i n g d i l i g e n t l y 
any well commenced hereunder the AO and the Land Commissioner may, after 15 days 
notice to the Unit Operator, declare this unit agreement terminated. The 
parties to this agreement may not i n i t i a t e a request to voluntarily terminate 
this agreement during the f i r s t six months of i t s term unless at least one 
obligation well has been d r i l l e d i n accordance with the provisions of this 
section. 

10. PLAN OF FURTHER DEVELOPMENT AND OPERATION. Within six months after 
completion of a well capable of producing unitized substances i n paying quantities, 
the Unit Operator shall submit for the approval of the AO, the Land Commissioner 
and Division, an acceptable plan of development and operation for the unitized 
land which, when approved by the AO, the Land Commissioner and Division, shall 
constitute the further d r i l l i n g and development obligations of the Unit Operator 
under this agreement for the period specified therein. Thereafter, from time to. 
time before the expiration of any existing plan, the Unit Operator shall submit for 
the approval of the AO, the Land Commissioner and Division a plan for an additional 
specified period for the development and operation of the unitized land. Subsequent 
plans should normally be f i l e d on a clandar year basis not later than March 1 
each year. Any proposed modification or addition to the existing plan should be 
f i l e d as a supplement to the plan. 

Any plan submitted pursuant to this section shall provide for the timely 
exploration of the unitized area, and for the diligent d r i l l i n g necessary for 
determination of the area or areas capable of producing unitized substances i n 
paying quantities i n each and every productive formation. This plan shall be 
as complete and adequate as the AO, the Land Commissioner and Division may 
determine to be necessary for timely development and proper conservation of the 
o i l and gas resources of the unitized area and shall: 

(a) specify the number and locations of any wells to be d r i l l e d and the 
proposed order and time for such d r i l l i n g ; and 

(b) Provide a summary of operations and production for the previous 
year. 

Plans shall be modified or supplemented when necessary to meet changed 
conditions or to protect the interests of a l l parties to this agreement. 
Resonable diligence shall be exercised i n complying with the obligations of the 
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approved plan of development and operation. The AO and the land Commissioner 
are authorized to grant a reasonable extension of the six month period herein 
prescribed for submission of an i n i t i a l plan of development and operation where 
such action i s j u s t i f i e d because of unusual conditions or ciroomstances. 

After completion of a well capable of producing unitized si±stances in 
paying quantities, no farther wells, except such as may be necessary to afford 
protection against operations not under this agi^ament and such as may be 
specifically approved by the AO, the Land Commissioner and Division, shall be 
d r i l l e d except i n acxxjrdance with an approved plan of development and operation. 

11. PAFOTC07PATION AFTER DISCOVERY. Upon completion of a well capable of 
procJacing unitized substances i n p>aying quantities, or as scon thereafter as 
required by the AO, the Land Commissioner or the Division, the Unit Operator 
shall submit for approval by the AO, the Land Carrndssioner and Division, a 
schedule, based on subdivisions of the public-land survey or aliquot parts 
thereof, of a l l land then regarded as reasonably proved to be productive of 
unitized substances i n paying quantities. These lands shall constitute a 
participating area on approval of the AO, the Land Commissioner and Division, 
effective as of the date of completion of such well or the effective date of 
thi s unit acjreement, whichever i s later. The acreages of both Federal and 
non-Federal lands shall be based upon appropriate oomputations from the courses 
and distances shown on the last approved public-land survey as of the effective 
date of each i n i t i a l participating area. The schexiule shall also set forth the 
percentage of unitized s^istances to be allocated, as provided i n Section 12 to 
each aamdtted t r a c t i n the participating area so established, and shall govern 
the allocation of production experiencing with the effective date of the p a r t i c i ­
pating area. A different participating area shall be established for each 
separate pool or deposit of unitized substances or for any group thereof which 
i s produced as a single pool or zone, and any two or more participating areas so 
established may be combined into one, on approval of the AO, the Land 
Ccimmissioner, and the Division. When production from two or more participating 
areas i s subsequently found to be from a common pool or deposit, the 
participating*'areas shall be c_cmbined into one, effective as of such appropriate 
date as may be approved or prescribed by the AO, the Land Comraissioner and 
Division. The participating area or areas so established shall be revised from 
time to time, subject to the approval of the AO, the Land Commissioner and 
Division to include additional lands then regarded as reasonably proved to be 
productive of unitized substances i n paying quantities or which are rvecessary 
for unit operations, or to exclude lands then regarded as reasonably proved not 
to be productive of unitized substances i n paying quantities, and the schedule 
of allocation percentages shall be revised acxordingly. The effective date of 
any revision shall be the f i r s t of the month i n which the knowledge or 
inforrration i s obtained on which such revision i s predicated; provided, however, 
that a more appropriate effective date may be used i f j u s t i f i e d by the Unit 
Operator and approved by the AO, the Land Commissioner and Division. No land 
shall be excluded from a participating area on account of depletion of i t s 
unitized substances, except that any participating area established under the 
provisions of t h i s u n i t agreement shall terminate automatically whenever a l l 
cxsrpletions i n the formation on which the participating area i s based are 
abandoned. 

I t i s the intent of th i s section that a participating area shall represent 
the area productive of unitized substances known or reasonably proved to be 
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prcductive of unitized substances i n paying quantities cr which are necessary 
fcr unit operations; but, regardless of any revision of the participating area, 
nothing herein contained shall be ccr_trucd as rxruiring any retroactive adjust­
ment for prcducticn cbtair.ed prior to the effective date of the revision of the 
participating area. 

In the absence of agreement at any t i r e between the Unit Operator and the 
AO, the Land Cccnroissicner and Division, as to the prcper d e f i n i t i o n or redefini­
t i o n of a participating area, cr u n t i l a participating area has, or areas have, 
been established, the portion of a l l payments affexxed thereby shall, except 
rcvalty due the United States, be inpeunded i n a manner inutually acceptable to 
the owners of committed working interests and the AO and the Land Commissioner. 
Rcyalties, due the United States and the State of New Mexico shall be determined 
by the AD for Federal lands and tha land C&xmissioner f c r the State Lands and 
the amount thereof shall be deposited, as directed by the AO and the Land 
Ccmmissicner u n t i l a participating area i s f i n a l l y approved and then adjusted i n 
accordance with a determination of the sum due as Federal royalty cn the basis 
of such approved participating area. 

Whenever i t i s determined, subject to the approval of the AO, the Land 
Commissioner and Division, that a well d r i l l e d under t h i s agreement is not 
capable of production of unitized substances i n paying quantities and inclusion 
i n a participating area cf the land cn which i t i s situated i n a participating 
area is unwarranted, production from such well shall, for the purposes of 
settlement among a l l parties ether than working interest owners, be allocated to 
the land cn which the well i s located, unless such land i s already within the 
participating area established f c r the pool or deposit from which such produc­
t i o n i s obtained. Settlement for working interest benefits from such a 
ncn-paying unit well shall be made as provided i n the unit operating agreement. 

12. AIJXCATICN OF H_TXJCT:CN. A l l unitized substances produced from each 
participating area established under t h i s agreement, except any part thereof 
used i n conformity with good operating practices within the unitized area for 
d r i l l i n g , operating, and other production or development purposes, for 
repressuring or recycling i n accordance with a plan of development and opera­
tions which has been approved by the AO, Land Commissioner and Division, or 
unavoidably lost, shall be deemed to be produced equally on an acreage basis 
frcm the several tracts of unitized land of the p>articipating area established 
f c r such production. For the purpose of determining any benefits accruing under 
th i s agreement, each such t r a c t of unitized land shall have allocated to i t such 
percentage of said production as the number of acres of such t r a c t included i n 
said p>articipat±ng area bears to the t o t a l acres of unitized land i n said 
participating area, except that allocation of production hereunder f c r purposes 
other than f c r settlement of the royalty, overriding royalty, or payment out of 
production obligations of the respective working interest owners, shall be on 
the basis prescribed i n the unit operating agreement whether i n conformity with 
the basis of allocation herein set forth or otherwise. I t i s hereby agreed that 
prcdaction of unitized substances frcm a participating area shall be allocated 
as provided herein regardless of whether any wells are d r i l l e d cn any particular 
part or t r a c t of the participating area. I f any gas produced from one p a r t i c i ­
pating area i s used for repressuring or recycling purposes i n another p a r t i c i ­
pating area, the f i r s t gas withdrawn from the l a t t e r participating area for sale 
during the l i f e of t h i s agreement, shall be considered to be the gas so 
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t_cUj_ferred, u n t i l an artci-it equal to that transt'errnd shall be so produced for 
sale and such gas shall be allocated to the participating area frcm which 
i n i t i a l l y produced as such area was defined at the time that such transferred 
gas was f i n a l l y produced and sold. 

13. DJ/TELOH'EiT CR OFZ?J_TCN OF NCN-?AI^CIPATTNG LAND OR FOK̂ ATIONS. Any 
party hereto a.vning or controlling the working interest i n any unitized land 
having thereon a regular well location may with the approval of the AO, and the 
Land Commissioner, and the Division at such party's sole r i s k , cost, and ex­
pense, d r i l l a well to test any formation provided the well i s outside any 
participating area established fcr that formation, unless within 90 days of 
receipt of notice frcm said party of his intention to d r i l l the well, the Unit 
Operator elects and ccmmences to d r i l l the well Ln a l i k e manner as other wells 
are d r i l l e d by the Unit Operator under t h i s agreement. 

I f any well d r i l l e d under t h i s section by a working interest owner results 
in production of unitized substances i n paying quantities such that the land 
upon which i t i s situated may properly be included i n a participating area, such 
participating area shall be established or enlarged as provided i n thi s agree­
ment and the well shall thereafter be operated by the Unit Operator i n accor­
dance with the terms of th i s agreement and the unit operating agreement. 

I f any well d r i l l e d under t h i s section by a working interest owner that 
obtains production i n quantities insufficient to j u s t i f y the inclusion of the 
land upon which such well i s situated i n a participating area, such well may be 
operated and produced by the party d r i l l i n g the same, subject to the conserva­
t i o n requirements of t h i s agreement. The royalties i n amount or value of 
production from any such well shall be paid as specified i n the underlying lease 
and agreements affected. 

14. r̂ YATJTY SETTLE! _NT. The United States and any State and any royalty 
owner who i s en t i t l e d to take i n Icind a share of the substances now unitized 
hereunder shall hereafter be entitled to the r i g h t to take i n kind i t s share of 
the unitized substances, and Unit Operator, or the working interest owner i n 
case of the operation of a well by a worlcing interest owner as herein provided 
fcr i n special cases, shall make deliveries of such royalty share taken i n kind 
in conformity with tha applicable contracts, laws, and regulations. Settlement 
for royalty interest not taken i n kind shall be made by working interest owners 
responsible therefor under existing contracts, laws and regulations, or by the 
Unit Operator on or before the last day of each rrxjnth for unitized substances 
produced during the preceding calendar month; provided, however, that nothing i n 
t h i s secticn shall operate to relieve the lessees of any land from t h e i r respec­
t i v e lease obligations for the payment of any royalties due under th e i r leases. 

I f gas obtained frcm lands not subject to t h i s agreement i s introduced into 
any participating area hereunder, for use i n repressuring, stimulation of 
production, or irxireasing ultimate recovery, i n conformity with a plan of 
development and operation approved by the AO and the Land Commissioner and the 
Division, a l i k e amount of gas, after settlement as herein provided for any gas 
transferred frcm any other participating area and with appropriate (deduction for 
loss from any cause, may be withdrawn from the formation into which the gas i s 
introduced, royalty free as to dry gas, but not as to any products which may be 
extracted therefrom; provided that such withdrawal shall be at such time as may 
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be presided i n tho approved plan of ccveic-.-or.t wd cporaticn or as irav other­
wise be consented to by tlie AO and the land e.~:;mis3icr.or and the Division as 
cxnfcrrong to good petroleum engineering practice; and provided further, that 
such rig h t of withdrawal shall terminate cn the terminaticn cf t h i s unit agree­
ment. 

Royalty due tha United States shall be computed as presided i n 30 CFR 
Fart 221 and paid i n value cr delivered i n kind as to a l l unitized substances on 
the basis cf the amounts thereof allocated tc unitized Federal land as provided 
in Section 12 at the rates specified i n the respective Federal leases, or at 
such other lower rate or rates as may be authorized by law or regulation and 
approved by the AO; provided, that for leases cn which the royalty rate depends 
on the daily average production per well, said average production shall be 
determined i n accordance with tha operating regulations as though each p a r t i c i ­
pating area were a single consolidated lease. 

Royalty due cn account of State lands shall be computed and paid on the 
basis of a l l unitized substances allocated to such lands. 

15. RHTTAL SETITZMENT. Rental cr minimum royalties due cn leases commit­
ted hereto shall be paid by appropriate working interest owners under existing 
contracts, laws, and regulations, provided that nothing herein contained shall 
operate to relieve the lessees of any land frcm t h e i r respective lease obliga­
tions for the payment of any rental or minimum royalty due under th e i r leases. 
Rental or irnuTimum royalty for lands of the United States subject to t h i s agree­
ment shall be paid at the rate specified i n the respective leases from the 
United States unless such rental or mininrom royalty i s waived, suspended, or 
reduced by law or by approval of the Secretary or his duly authorized represen­
tative. 

Rentals on State of New Mexico lands subject to t h i s agreement shall be 
paid at the rate specified i n the respective leases. 

With respect to any lease on ncn-Federal land containing provisions which 
would terminate such lease unless d r i l l i n g operations are commenced upon the 
land covered thereby within the time therein specified or rentals are paid for 
the privilege of deferring such d r i l l i n g operations, the rentals required 
thereby shall, notwithstanding any other prevision of t h i s agreement, be deemed 
to accrue and become payable during the term thereof as extended by t h i s agree­
ment and u n t i l the required d r i l l i n g operations are commenced upon the land 
covered thereby, cr u n t i l some portion of such land i s included within a partic­
ipating area. 

16. CCNSFJWATION. Operaticns hereunder and production of unitized sub­
stances shall be conducted to provide for the most economical and e f f i c i e n t 
recovery of said substances without waste, as defined by or pursuant to State or 
Federal law cr regulation. 

17. DRAIl̂ AGE. The Unit Cperatcr shall take such measures as the AO and 
Land Commissioner deems appropriate and adequate to prevent drainage of unitized 
substances frcm unitized land by wells on land not subject to th i s agreement, 
which shall include the d r i l l i n g of protective wells and which may include the 
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payment cf a f a i r and reasonable compensatory royalty, as determined by the AO, 
as to Federal leases and the Land Commissioner, as to State leases. 

IS. IZASES AND CCrrrRACTS CCNTCRT-ED AND EvTZZsDED. The terms, conditions, 
and provisions of a l l leases, subleases, and other contracts relating to explo­
ration, d r i l l i n g , development, cr operation f c r o i i or gas on lands committed to 
this agreement are hereby expressly modified and amended to the extent necessary 
to make the same conform to the provisions hereof, but otherwise to remain i n 
f u l l force and effect; and the parties hereto hereby consent that the Secretary, 
as to Federal leases and the Land Commissioner, as to State leases, shall and 
each by his approval hereof, or by the approval hereof by his duly authorized 
representative, does hereby establish, alter, change, or revoke the d r i l l i n g , 
producing,. rental, miiumum royalty, and royalty requirements of Federal leases 
cxmmitted hereto and the regulations i n re^spect thereto to conform said require­
ments to the provisions of t h i s agreement, and, without l i m i t i n g the generality 
of the foregoing, a l l leases, subleases, and contracts are particularly iraxlified 
i n accordance with the following: 

(a) The development and operation of lands subject to t h i s agreement under 
the terms hereof shall be deemed f u l l performance of a l l obligations for devel­
opment and operation with respect to each and every separately owned tr a c t 
subject to t h i s agreement, regardless of whether there i s any development of any 
particular t r a c t of t h i s Unit Area. 

(b) D r i l l i n g and producing operations performed hereunder upon any trac t 
of unitized lands w i l l be accepted and deemed to be performed upon and for the 
benefit of each and every t r a c t of unitized land, and no lease shall be deemed 
to expire by reason of fa i l u r e to d r i l l or produce wells situated on the land 
therein embraced. 

(c) Suspension of d r i l l i n g or producing operations on a l l unitized lands 
pursuant to di Taction or consent of the AO and the Land Commissioner, or his 
duly authorized representative, shall be deemed t o constitute such suspension 
pursuant to such direction cr consent as to each and every t r a c t of unitized 
land. A suspension of d r i l l i n g or producing operations limited to specified 
lands shall be applicable only to such lands. 

(d) Each lease, sublease or contract relating to the exploration, d r i l l ­
ing, development, or operation for o i l or gas of lands other than those of the 
United States and State of New Mexico cxmirdtted to t h i s agreement which, by i t s 
terms might e>q?ire prior to the terrainaticn of thi s agreement, i s hereby extend­
ed beyond any such terms so provided therein so that i t shall be continued i n 
f u l l force and effect for and during the term of t h i s agreement. 

(e) Any Federal lease committed hereto shall continue i n force beyond the 
term so provided therein or by law as to the land ccmrrutted so long as such 
lease remains subject hereto, provided that production of unitized substances i n 
paying quantities i s established under t h i s u n i t agreement pri o r to the expira­
t i o n date of the term of such lease, or i n the event actual d r i l l i n g operations 
are ccmmenced on unitized land, i n accordance with provisions of t h i s agreement, 
prior to the end of the primary term of such lease and are being d i l i g e n t l y 
prosecuted at that time, such lease shall be extended for two years, and so long 



thereafter as o i l cr gas is produced i n raying quantities i n accordance with the 
provisions of the Mineral Leasing Act, as am-niod. 

(f) Each sublease cr contract relating to the cperaticn and development of 
unitized substances frcm lands of the United States committed to t h i s agreement, 
which by i t s tsrrrs would expire prior to the time at which the underlying lease, 
as extended by the Lmmediataly preceding paragraph, w i l l expire, i s hereby 
extended beyond any such term so provided therein so that i t shall be continued 
i n f u l l force and effect f c r and during the tern of the underlying lease as such 
term i s herein extended. 

(g) The segregation of any Federal lease committed to thi s agreement is 
governed.by the following provision Ln the fourth paragraph cf Sec. 17 (j) of the 
Mineral Leasing act, as amended by the Act of September 2, 1960 (74 Stat. 
731-784) (30 U.S.C. 225 ( j ) ) : "Any (Federal) lease heretofore or hereafter 
committed to any such (unit) plan embracing lands that are i n part within and i n 
part outside of the area covered by any such plan shall be segregated into 
separate leases as to the lands committed and the lands not committed as of the 
effective date of unitization: Provided, however, that any such lease as to the 
non-unitized portion shall continue i n force and effect for the term thereof but 
for not less than two years from the date of such segregation and so long 
thereafter as o i l or gas i s produced i n paying quantities." 

(h) I n the event the I n i t i a l Test Well i s commenced prior to the expira­
ti o n date of the shortest term State Lease within the Unit Area, any lease 
embracing lands of the State of New Mexico which i s made subject to t h i s agree­
ment, shall continue i n force beyond the term provided therein as to the lands 
committed hereto u n t i l the termination hereof. 

(i) Any lease embracing lands of the State of New Mexico having only a 
portion of i t s lands ccrnnutted hereto, shall be segregated as to the portion 
committed and the portion net committed, and the terms of such lease shall apply 
separately to such segregated portions commencing as the effective date hereof; 
exsntrary any lease embracing lands of the State of New Mexico having only a 
portion of i t s lands committed hereto shall continue i n f u l l force and effect 
beyond the term provided therein as to a l l lands embraced i n such lease, i f o i l 
or gas i s discovered and i s capable of being produced i n paying quantities from 
same part of the lands embraced i n such lease at the expiration of the secondary 
term of such lease; or i f , at the expiration of the secondary term, the lessee 
or the Unit Operator i s than engaged Ln bona fide d r i l l i n g or reworking opera­
tions on soma part of the lands embraced i n such lease, the same as to a l l lands 
embraced therein, shall remain i n f u l l force and effect so long as such opera­
tions are being d i l i g e n t l y prosecuted, and i f they result i n the production of 
o i l or gas; said lease shall corrtinue i n f u l l force and effect as to a l l the 
lands embraced therein, so long thereafter as o i l cr gas i n paying quantities i s 
being produced from any portion of said lands. 

19. CXATFĴ ANTS RUN WITH LAND. The covenants herein shall be construed to 
be covenants running with the land with respect to the interests of the parties 
hereto and t h e i r successors i n interest u n t i l t h i s agreement terminates, and any 
grant, transfer or conveyance of interest i n land or leases subject hereto shall 
be and hereby i s conditioned upon the assumption of a l l privileges and obliga­
tions hereunder by the grantee, transferee, or other successor i n Lnterest. No 
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ass ignorant cr transfer of any working interest, royalty, cr other interest 
subject hereto shall be binding upon Unit Operator u n t i l the f i r s t day cf the 
calendar month after Unit Opera tor i s furnished, with the original, photostatic, 
or c e r t i f i e d copy of the instrument cf transfer. 

20. EFFECTTA'S DATE AND TERM. This agreement shall become effective upon 
approval by the AO and the Land Commissioner or their duly authorized represen­
tative and shall automatically terminate five (5) years frcm said effective date 
unless: 

(a) Upon application by the Unit Operator such date of expiration i s 
extended by the AO and the Land Commissioner, cr 

(b) i t i s reasonably determined prior to the expiration of the fixed term 
or any extension thereof that the unitized land i s incapable of production of 
unitized substance i n paying quantities i n the formations tested hereunder, and 
after notice of intention to terminate th i s agreement cn such ground i s given by 
the Unit Operator to a l l parties i n interest at th e i r last known addresses, t h i s 
agreement i s terminated with approval of the AO and the Land Commissioner, or 

(c) a valuable discovery of unitized substances i n paying quantities has 
been made or accepted cn unitized land during said i n i t i a l term or any extension 
thereof, i n which event t h i s agreement shall remain i n effect f c r such term and 
so long thereafter as unitized substances can be produced as to Federal lands 
and are being produced as to State lands i n quantities sufficient to pay for the 
cost of prociicing same from wells on unitized land within any participating area 
established hereunder. Should production cease and diligent d r i l l i n g or rework­
ing operations to restore production or new production are not i n progress 
within 60 days and production i s not restored or should new production not be 
obtained i n paying quantities on committed lands within t h i s Unit Area, thi s 
agreement w i l l automatically terminate effective the last day of the month i n 
which the last unitized production occurred, cr 

(d) i t i s voluntarily terminated as provided i n t h i s agreement. Except as 
noted herein t h i s agreement may be terminated at any time prior to the discovery 
of unitized substances which can be produced i n paying quantities by not less 
than 75 per centum., on an acreage basis, of the working interest owners signato­
ry hereto, with the approval of the AO and the Land Commissioner. The Unit 
Operator shall give notice of any such approval to a l l parties hereto. Volun­
tary termination may net occur during the f i r s t six (6) months of th i s agreement 
unless at least one obligation well shall have been d r i l l e d i n conformance with 
Section 9. 

21. RATE OF FKCSFECJTuCNG, DEVEIJOR _NT, AND PPDDUCTTCN. The AO i s hereby 
vested with authority to al t e r or modify frcm time to time, i n his discretion, 
the quantity and rate of production under t h i s agreement when such quantity and 
rata are not fixed pursuant to Federal or State law, or do not conform to any 
State-wide voluntary conservation or allocation program which i s established, 
recognized, and generally adhered to by the majority of operators i n such State. 
The above authority i s hereby limited to alteration or modification which are i n 
the public interest. Tne public interest t o be served and the purpose thereof, 
must be stated i n the order of alteration or modification. Without regard to 
the foregoing, the AO i s also hereby vested with authority to a l t e r or modify 
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from time to time, in his discretion, the rate of prccpecting and development 
and the quantity and rate of production under t h i s agreement when such altera­
tion or irodification is in the interest of attaining the conservation objectives 
stated i n th i s agreement and is not i n violation of any applicable Federal or 
State law; provided, further, that no such alteration or mcdification shall be 
effective as to any land of the State of New Mexico, as to the rate of prospect­
ing and developing i n the absence of the specific written approval thereof by 
the Commissioner and also to any lands of the State of New Mexico or privately 
owned lands subject to th i s agreement as to the quantity and rate of production 
in the absence of specific written approval thereof by the Division. 

Powers i n th i s section vested i n the AO shall only be exercised after 
notice to.Unit Operator and opportunity for hearing to be held not less than 15 
days from notice. 

22. APPEARANCES. Unit Operator shall, after notice to other parties 
affected, have the right to appear for and on behalf of any and a l l interests 
affected hereby before the Department of the I n t e r i o r and the Commissioner of 
Public Lands and Division, and to appeal from orders issued under the regula­
tions of said Department or Land Cxmtiissioner and Division or to apply for 
r e l i e f from any of said regulations, or i n any proceedings relative to opera­
tions before the Department or the Land (Commissioner and the Division or any 
other legally constituted authority; provided, however, that any other interest­
ed party shall also have the right at i t s own expense to be heard i n any such 
proceeding. 

23. NOTICES. A l l notices, demands, or statements reguired hereunder to be 
given or rendered to the parties hereto shall be i n writing and shall be person­
a l l y delivered to the party or parties, or sent by postpaid registered or 
cer t i f i e d mail, to the last known address of the party or parties. 

24. NO WATVER OF CEPcTAIN RIGHTS. Nothing contained i n th i s agreement 
shall be construed as a waiver by any party hereto of the right to assert any 
legal or constitutional right or defense as to the v a l i d i t y or i n v a l i d i t y of any 
law of the State where the unitized lands are located, or of the United States, 
or regulations issued thereunder i n any way affecting such party, or as a waiver 
by any such party of any ri g h t beyond his or i t s authority to waive. 

25. UNAVOIDABLE DELAY. A l l obligations under t h i s agreement requiring the 
Unit Cperator to commence or continue d r i l l i n g , or to operate on, or produce 
unitized substances frcm any of the lands covered by th i s agreement, shall be 
suspended while the Unit Operator, despite the exercise of due care and d i l i ­
gence, i s prevented from complying with such obligations, i n whole or i n part, 
by strikes, acts of God, Federal, State, or municipal law or agencies, unavoid­
able accidents, urx^ntrollable delays i n transportation, i n a b i l i t y t o obtain 
necessary materials or equipment in the open market, or other matters beyond the 
reasonable control of the Unit Operator whether similar to matters herein 
enumerated or not. 

26. NC^ISCPJlul^ATICN. In connection with the performance of work under 
this agreement, the Unit Operator agrees to comply with a l l the provisions of 
Section 202 (1) to (7) inclusive of Executive Order 11246 (30 F. R. 12319), as 
amended, which are hereby incorporated by reference i n t h i s agreement. 
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27. LOSS OF TTTLE. Ln tha event t i t l e to any tra c t of unitized lard shall 
f a i l and the true owner cannot be induced to j o i n i n t h i s unit agreement, such 
tract shall be automatically regarded as net ccamittad hereto, and there shall 
be such readjustment of future costs and bone; i t s as ray be required cn account 
of the less of such t i t l e . In tha event cf a dispute as to t i t l e to any royal­
ty, working interest, cr ether interests subject thereto, payment or delivery cn 
account thereof may be withheld without l i a b i l i t y for interest u n t i l the dispute 
is f i n a l l y settled; provided, that, as to Federal and State lands or leases, no 
payments of funds due the United States cr the State of New Mexico should be 
withheld, but such funds shall be deposited as directed by the AO and such funds 
cf the State of New Mexico shall be deposited as directed by the Land Commis­
sioner, to be held as unearned money pending f i n a l settlement of the t i t l e 
dispute, and then applied as earned cr returned i n aexordance with such f i n a l 
settlement. 

Unit Operator as such i s relieved frcm any responsibility for any defect or 
failure of any t i t l e hereunder. 

28. NON-JOINDER AND SL^EQUENT JOHTDER. I f the owner of any substantial 
interest i n a t r a c t within the Unit Area f a i l s or refuses to subscribe or 
consent to t h i s agreement, the owner of the working interest i n that t r a c t may 
witlidraw the t r a c t frcm t h i s agreement by written notice delivered to the proper 
Bureau of Land Management off i c e , the Land Commissioner, the Division and the 
Unit Operator pr i o r to the approval of t h i s agreement by the AO and Commission­
er. Any o i l or gas interests i n lands within the Unit Area not committed hereto 
prior to f i n a l approval may thereafter be committed hereto by the owner or 
owners thereof subscribing or consenting to t h i s agreement, and, i f the interest 
i s a wor}dng Lnterest, by the owner of such interest also subscribing to the 
unit operating agreement. After operations are commenced hereunder, tha rig h t 
of subsequent joinder, as provided i n t h i s section, by a working interest owner 
is subject to such requirements cr approval (s), i f any, pertaining to such 
joinder, as may be provided f c r i n the unit operating agreement. After f i n a l 
approval hereof, joinder by a ron-wcrking interest owner must be consented to i n 
writing by the working interest owner committed hereto and responsible for the 
payment of any benefits that may accrue hereunder i n behalf of such non-working 
interest. A non-working interest may net be committed to t h i s unit agreement 
unless the corresponding working interest i s committed hereto. Joinder to the 
unit agreement by a working interest owner, at any time, must be accompanied by 
appropriate joinder to the un i t operating agreement, i n order for the interest 
to be regarded as committed to th i s unit agreement. Except as may otherwise 
herein be provided, subsequent joinders to t h i s agreement shall be effective as 
of the date of the f i l i n g with the AO, the Land Commissioner and the Division of 
duly executed counterparts of a l l or any papers necessary to establish effective 
cemmitment of any interest and/cr tra c t to t h i s agreement. 

29. CCLTOEI<PARrs. This agreement may be executed i n any number of coun­
terparts, no one of which needs to be executed by a l l parties, or may be r a t i ­
f i ed or consented to by separate instrument i n writing specifically referring 
hereto and shall be binding upon a l l those parties who have executed such a 
counterpart, r a t i f i c a t i o n , or consent hereto with the same force and effect as 
i f a l l such parties had signed the same dooament and regardless of whether or 
not i t i s executed by a l l other parties awning or claiming an interest i n the 
lands within the above-descrribed Unit Area. 

-16-



30. SLT3__IDER. Mothir,;; in this arjrconv nt ehnll prchibit tha exercise by 
any working interest owner cf the right to surrender any interest vested i n such 
party by any lease, sublease, cr operating acre ardent as to a i l cr any part of 
the lands covered thereby, provided that each party who w i l l or might acquire 
such working interest by such surrender cr by forfeiture as hereafter set forth, 
is bound by the terms cf t h i s agreement. 

I f as a result of any such surrender, the working interest rights as to 
such lands become vested i n any party other than the fee owner cf the unitized 
substances, said party may f o r f e i t such rights, and rurther benefits frcm opera­
t i o n hereunder as to said lard to the party next i n the chain of t i t l e who shall 
be and become the owner of such working interest. 

I f as the result of any such surrender or forfeiture, working interest 
rights become vested i n the fee cwner of the 'unitized substances, such owner 
may: 

(a) Accept those working interest rights subject to t h i s agreement and the 
unit operating agreement; cr 

(b) Lease the portion of such land as i s included i n a participating area 
established hereunder subject to t h i s agreement and the un i t operating agree­
ment; cr 

(c) Provide for the independent operation of any party of such land that 
i s not then included within a participating area established hereunder. 

I f the fee owner of the unitized substances does not accept the working 
interest rights subject to t h i s agreement and the unit operating agreement or 
lease such lands as above provided within six months after the surrendered or 
forfeited working interest rights become vested i n the fee owner, the benefits 
and obligations of operations accruing to such lands under t h i s agreement and 
the unit operating agreement shall be shared by the remaining owners of unitized 
working interests i n accordance with t h e i r respective working interest owner­
ships, and such owners of working interests shall compensate the fee owner of 
unitized substances i n such lands by paying sums equal to the rentals, minimum 
royalties, and royalties applicable to such lands under the lease i n effect when 
the lands were unitized. 

An appropriate accounting and settlement shall be made for a l l benefits 
accruing to or payments and expenditures made or incurred on behalf of such 
surrendered or forf e i t e d working interest subsequent to the date of surrender or 
forfeiture, and payment of any moneys found to be owing by such an acxxuinting 
shall be made as between the parties within t h i r t y (30) days. 

The exercise of any ri g h t vested i n a working interest owner to reassign 
such working interest to the p^rty from whan obtained shall be subject to the 
same conditions as set forth i n t h i s section i n regard to the exercise of a 
right to surrender. 

31. TAXES. The working interest owners shall render and pay for t h e i r 
account and the account of the royalty owners a l l v a l i d taxes on or measured by 
the unitized substances i n and under cr that may be produced, gathered and sold 
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from the land covered hy this agreement after i t s effective date, cr upon the 
proceeds derived herefrom. The working interest c.vncrs of each tra c t shall and 
ray charge the proper proportion cf said taxes to royalty owners having inte r ­
ests i n said t r a c t , and may currently retain and deduct a sufficient amount cf 
the unitized substances or derivative products, cr net proceeds thereof, frcm 
tha allocated shara of each royalty owner to secure reimbursement for the taxes 
so paid. No such taxes shall be charged to the United States or tha State of 
New Mexico or to any lesser who has a contract with his lessee which requires 
the lessee to pay such taxes. 

32. NO ?AKrNEP_HXP. I t i s expressly agreed that the relation of the 
parties hereto i s that of independent contractors and nothing contained i n thi s 
agreement, expressed cr implied, nor any operations conducted hereunder, shall 
create cr be deemed to have created a partnership cr association between the 
parties hereto or any of them. 

33. SURFACE AND FlTVi_̂ NMENTAL FmTECTTCN STIPULATIONS. Nothing i n t h i s 
agreement shall modify cr change either the special Federal lease stipulations 
relating to surface management or such special Federal lease stipulations 
relating to surface and environmental protection, attached to and made a part 
of, O i l and Gas Leases covering lands within the Unit Area. 

UNIT OPERATOR AND 
WORKING INTEREST OWNER 

McKAY OIL CORPORATION 
P.O. Box 2014 

DATE OF EXECUTION: Roswell, New Mexico 88202-2014 

By: 

STATE OF NEW MEXICO ) 
: ss. 

COUNTY OF CHAVES ) 

The foregoing instrument was acknowledged before me this day of 
/ 1988, by , 

of McKay Oil Corporation, on behalf of said 
corporation. 

Notary Public 

My Commission Expires: 
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V / / / / A F E E ( P a t e n , e d ) L A N B S 

t y t W l 3,357.71 ACRES, 16.16% OF UNIT AREA 

TOTAL; 20775.02 ACRES, 100% OF UNIT AREA 

EXISTING ABO GAS WELLS COMPLETED AT DEPTHS ABOVE 

THAT PRESCRIBED FOR THE 2 INITIAL TEXT WELLS 
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UNIT AGREEMENT 

FOR THE DEVELOPMENT AND OPERATION 

OF THE 

WEST FORK UNIT AREA 

COUNTY OF CHAVES 

STATE OF NEW MEXICO 

NO. 

THIS AGREEMENT, entered into as of the 1st day of May , 19 88, by 
and between the parties subscribing, r a t i f y i n g , or consenting hereto, and herein 
referred to as the "parties hereto", 

WITNESSETH: 

WHEREAS, the parties hereto are the owners of working, royalty, or other o i l 
and gas interests i n the Unit Area subject to this agreement; and 

WHEREAS, the Mineral Leasing Act of February 25, 1920, 41 Stat. 437, as amended 
30 U.S.C. Sec. 181 et seq., authorizes Federal lessees and their representatives to 
unite with each other, or j o i n t l y or separately with others, i n collectively adopting 
and operating under a unit plan of development or operation of any o i l and gas pool, 
f i e l d , or like area, or any part thereof for the purpose of more properly conserving 
the natursl resources thereof whenever determined and ce r t i f i e d by the Secretary of 
the Interior to be necessary or advisable i n the public interest; and 

WHEREAS, the Commissioner of Public Lands of the State of New Mexico is author­
ized by an Act of the Legislature (Sec. 19-10-45, 46, 47 N.M. Statutes 1978 Annotated) 
to consent to or approve this agreement on behalf of the State of New Mexico, insofar 
as i t covers and includes lands and mineral interest of the State of New Mexico; and 

WHEREAS, the Oil Conservation Division of tlie New Mexico Energy and Minerals 
Department, hereinafter referred to as "Division", is authorized by an act of the 
Legislature (Chapter 70 and 71, New Mexico Statutes 1978 Annotated) to approve this 
agreement and the conservation provisions hereof; and 

WHEREAS, the parties hereto hold sufficient interests i n the West Fork 
Unit Area covering the land hereinafter described to give 

reasonably effective control of operations therein; and 

WHEREAS, i t i s the purpose of the parties hereto to conserve natural resources, 
prevent waste, and secure other benefits obtainable through development and operation 
of the area subject to this agreement under the terms, conditions, and limitations 
herein set forth; 
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NOW, THEREFORE, i n consideration of the premises and the promises herein 
contained, the parties hereto commit to t h i s agreement t h e i r respective interests i n 
the below-defined Unit Area, and agree severally among themselves as follows: 

1. ENABLING ACT AND REGULATIONS. The Mineral Leasing Act of February 25, 1920, 
as amended, supra, and a l l v a l i d pertinent regulations including operating and u n i t 
plan regulations, heretofore issued thereunder or v a l i d , pertinent and reasonable 
regulations hereafter issued thereunder are accepted and made a part of t h i s agreement 
as to Federal lands, provided such regulations are not inconsistent w i t h the terms 
of t h i s agreement; and as to non-Federal lands, the o i l and gas operating regulations 
i n e f f e c t as of the e f f e c t i v e date hereof governing d r i l l i n g and producing operations, 
not inconsistent w i t h the terms hereof or the laws of the State i n which the non-
Federal land i s located, are hereby accepted and made a part of t h i s agreement. 

2. UNIT AREA. The following described land i s hereby designated and recognized 
as c o n s t i t u t i n g the Unit Area: 

T-4-S, R-21-E, NMPM 
Sec. 12: SE^ 
Sees. 13, 24, 25, 36: A l l 

T-4-S, R-22-E, NMPM 
Sec. 4: A l l 
Sec. 5: Ek, SWij 
Sees. 7, 8, 9, 16, 17, 18, 19, 

20, 21, 28, 29, 30, 31, 
32, 33: A l l 

T-5-S, R-21-E, NMPM T-5-S, R-22-E, NMPM 
Sec. 11: Ek Sec. 4: 
Sec. 14: Ek Sec. 5: N̂  
Sec. 23: Ek Sees . 6, 7, 18, 19: 
Sees • 1, 12, 13, 24: A l l Sec. 30: Vlk, SEk 
Sec. 25: Nk 

A l l 

Containing 20,775.02 Acres, more or less. 

Exhibit "A" shows, i n addition to the boundary of the Unit Area, the boundaries 
and i d e n t i t y of t r a c t s and leases i n said area to the extent known to the Unit Operator. 
Exhibit "B" attached hereto i s a schedule showing to the extent known to the Unit 
Operator, the acreage, percentage, and kind of ownership of o i l and gas interests i n 
a l l lands i n the Unit Area. However, nothing herein or i n Exhibits "A" and "B" sh a l l 
be construed as a representation by any party hereto as t o the ownership of any 
in t e r e s t other than such i n t e r e s t or inter e s t s as are shown i n the Exhibits "A" and 
"B" as owned by such party. Exhibits "A" and "B" sha l l be revised by the Unit Opera­
t o r whenever changes i n the Unit Area or i n the ownership interests i n the i n d i v i d u a l 
t r a c t s render such revision necessary, or when requested by the Authorized O f f i c e r , 
hereinafter referred to as "AO", or when requested by the Commissioner of Public Lands 
of the State of New Mexico, hereinafter referred to as "Land Commissioner", and not 
less than four copies of the revised Exhibits s h a l l be f i l e d w i t h the proper Bureau 
of Land Management o f f i c e and one (1) copy thereof s h a l l be f i l e d w i t h the Land 
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Commissioner, and one (1) copy with the New Mexico Oil Conservation Division of 
the Energy and Minerals Department, hereinafter referred to as "Division". 

The above-described Unit Area shall when practicable be expanded to include 
therein any additional lands or shall be contracted to exclude lands whenever such 
expansion or contraction is deemed to be necessary or advisable to conform with the 
purposes of this agreement. Such expansion or contraction shall be effected i n tlie 
following manner: 

(a) Unit Operator, on i t s own motion (after preliminary concurrence by the AO), 
or on demand of the AO, or the Land Commissioner (after preliminary concurrence by the 
AO and the Land Commissioner) shall prepare a notice of proposed expansion or contrac­
tion describing the contemplated changes in the boundaries of the Unit Area, the 
reasons therefore, any plans for additional d r i l l i n g , and the proposed effective date 
of the expansion or contraction, preferably the f i r s t day of a month subsequent to the 
date of notice. 

(b) Said notice shall be delivered to the proper Bureau of Land Management 
office, the Land Commissioner and the Division, and copies thereof mailed to the last 
known address of each working interest owner, lessee and lessor whose interests are 
affected, advising that 30 days w i l l be allowed for submission to the Unit Operator of 
any objections. 

(c) Upon expiration of the 30-day period provided i n the preceding item (b) 
hereof, Unit Operator shall f i l e with the AO, the Land Commissioner and the Division, 
evidence of mailing of the notice of expansion or contraction and a copy of any objec­
tions thereto which have been f i l e d with Unit Operator, together with an application 
i n t r i p l i c a t e , for approval of such expansion or contraction and with appropriate 
joinders. 

(d) After due consideration of a l l pertinent information, the expansion or 
contraction shall, upon approval by the AO, the Land Commissioner and the Division, 
become effective as of the date prescribed i n the notice thereof or such other 
appropriate date. 

(e) Notwithstanding any prior elimination under the " D r i l l i n g to Discovery" 
section, a l l legal subdivisions of lands (i . e . , 40 acres by Government survey or :.ts 
nearest l o t or tract equivalent; i n instances of irregular surveys, unusually large 
lots or tracts shall be considered i n multiples of 40 acres or the nearest aliquot, 
equivalent thereof), no parts of which are i n or entitled to be i n a participating 
area on or before the f i f t h anniversary of the effective date of the f i r s t i n i t i a l 
participating area established under this unit agreement, shall be eliminated auto­
matically from this agreement, effective as of said f i t h anniversary, and such lands 
shall no longer be a part of the Unit Area and shall no longer be subject to this 
agreement, unless diligent d r i l l i n g operations are i n progress on unitized lands not 
entitled to participation on said f i f t h anniversary, i n which event a l l such lands 
shall remain subject hereto for so long as such d r i l l i n g operations are continued 
dil i g e n t l y , with not more than 90 days time elapsing between the completion of one 
such well and the commencement of the next such well. A l l legal subdivisions of lands 
not entitled to be i n a participating area within 10 years after the effective date 
of the f i r s t i n i t i a l participating area approved under this agreement shall be auto­
matically eliminated from this agreement as of said tenth anniversary. The Unit Oper­
ator shall, within 90 days after the effective date of any elimination hereunder, 
describe the area so eliminated to the satisfaction of the AO and Land Commissioner 
and promptly notify a l l parties i n interest. A l l lands reasonably proved productive 
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of unitized substances in paying quantities by diligent d r i l l i n g operations after the 
aforesaid five-year period shall become participating i n the same manner as during 
said f i r s t five-year period. However, when such diligent d r i l l i n g operations cease, 
a l l non-participating lands not then entitled to be in a participating area shall be 
automatically eliminated effective as of the 91st day thereafter. 

Any expansion of the Unit Area pursuant to this section which embraces lands 
theretofore eliminated pursuant to this subsection 2(e) shall not be considered auto­
matic commitment or reconnatment of such lands. I f conditions warrant extension of 
the 10-year period specified i n this subsection, a single extension of not to exceed 
two years may be accomplished by consent of the owners of 90% of the working intei'ests 
i n the current non-participating unitized lands and the owners of 60% of the basic 
royalty interests (exclusive of the basic royalty interests of the United States) i n 
non-participating unitized lands with approval of the AO and the Land Commissioner 
provided such extension application i s submitted not later than 60 days prior to the 
expiration of said 10-year period. 

3. UNITIZED LAND AND UNITIZED SUBSTANCES. A l l land now or hereafter committed 
to this agreement shall constitute land referred to herein as "unitized land" or "land 
subject to this agreement". A l l o i l and gas i n any and a l l formations of the unitized 
land are unitized under the terms of this agreement and herein are called "unitized 
substances". 

4. UNIT OPERATOR. McKay Oil Corporation i s hereby desig­
nated as Unit Operator and by signature hereto as Unit Operator agrees and consents to 
accept the duties and obligations of Unit Operator for the discovery, development, and 
production of unitized substances as herein provided. Whenever references i s made 
herein to the Unit Operator, such reference means the Unit Operator acting i n that 
capacity and not as an owner of interest i n unitized substances, and the term "working 
interest owner" when used herein shall include or refer to Unit Operator as the owner 
of a working interest only when such an interest is owned by i t . 

5. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Operator shall have the right 
to resign at any time prior to the establishment of a participating area or areas 
hereunder, but such resignation shall not become effective so as to release Unit 
Operator from the duties and obligations of Unit Operator and terniinate Unit Operator's 
rights as such for a period of six months after notice of intention to resign has 
been served by Unit Operator on a l l working interest owners and the AO and the Land 
Commissioner and the Division, and u n t i l a l l wells then d r i l l e d hereunder are placed i n 
a satisfactory condition for suspension or abandonment, whichever i s required by the 
AO as to Federal lands and the Division as to State and Fee lands, unless a new Unit 
Operator shall have been selected and approved and shall have taken over and assumed 
the duties and obligations of Unit Operator prior to the expiration of said period. 

Unit Operator shall have the right to resign i n l i k e manner and subject to l i t e 
limitations as above provided at any time after a participating area established 
hereunder is i n existence, but i n a l l instances of resignation or removal, u n t i l a 
successor Unit Operator i s selected and approved as hereinafter provided, the working 
interest owners shall be j o i n t l y responsible for performance of the duties of Unit 
Operator, and shall not later than 30 days before such resignation or removal becomes 
effective appoint a common agent to represent them in any action to be taken hereunder. 

The resignation of Unit Operator shall not release Unit Operator from any l i a b i l ­
i t y for any default by i t hereunder occurring prior to the effective date of i t s 
resignation. 
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The Unit Operator may, upon default or failure in the performance of i t s duties 
or obligations hereunder, be subject to removal by the same percentage vote of tlie 
owners of working interests as herein provided for the selection of a new Unit Operator. 
Such removal shall be effective upon notice thereof to the AO and the Land Commissioner. 

The resignation or removal of Unit Operator under this agreement shall not term­
inate i t s right, t i t l e , or interest as the owner of a working interest or other interest 
in unitized substances, but upon the resignation or removal of Unit Operator becor.iing 
effective, such Unit Operator shall deliver possession of a l l wells, equipment, mater­
i a l s , and appurtenances used in conducting the unit operations to the new duly qualified 
successor Unit Operator or to the common agent, i f no such new Unit Operator is selected 
to be used for the purpose of conducting unit operations hereunder. Nothing herein 
shall be construed as authorizing removal of any material, equipment, or appurtenances 
needed for the preservation of any wells. 

6. SUCCESSOR UNIT OPERATOR. Whenever the Unit Operator shall tender his or i t s 
resignation as Unit Operator or shall be removed as hereinabove provided, or a change 
of Unit Operator i s negotiated by the working interest owners, the owners of the work­
ing interests according to their respective acreage interests i n a l l unitized land 
shall, pursuant to the Approval of the Parties requirements of the unit operating 
agreement, select a successor Unit Operator. Such selection shall not become effective 
u n t i l : 

(a) A Unit Operator so selected shall accept i n writing the duties and respon­
s i b i l i t i e s of Unit Operator, and 

(b) the selection shall have been approved by the AO and approved by the Land 
Commissioner. 

I f no successor Unit Operator i s selected and qualified as herein provided, the 
AO and the Land Commissioner, at their election may declare this unit agreement term­
inated . 

7. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT. I f the Unit Operator is 
not the sole owner of working interests, costs and expenses incurred by Unit Operator 
in conducting unit operations hereunder shall be paid and apportioned among and torne 
by the owners of working interests, a l l i n accordance with the agreement or agreements 
entered into by and between the Unit Operator and the owners of working interests, 
whether one or more, separately or collectively. Any agreement or agreements entered 
into between the working interest owners and the Unit Operator as provided i n this 
section, whether one or more, are herein referred to as the "unit operating agreement". 
Such unit operating agreement shall also provide the manner i n which the working 
interest owners shall be entitled to receive their respective proportionate and .allo­
cated share of the benefits accruing hereto i n conformity with their underlying qpera-
ting agreements, leases, or other independent contracts, and such other rights and 
obligations as between Unit Operator and the working interest owners as may be agreed 
upon by Unit Operator and the working interest owners; however, no such unit operating 
agreement shall be deemed either to modify any of the terms and conditions of this 
unit agreement or to relieve the Unit Operator of any right or obligation established 
under this unit agreement, and i n case of any inconsistency or conflict between tnis 
agreement and the unit operating agreement, this agreement shall govern. Two copies 
of any unit operating agreement executed pursuant to this section shall be f i l e d in 
the proper Bureau of Land Managment office and one true copy with the Land Conmissioner 
and one true copy with the Division prior to approval of the unit agreement. 
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8. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR. Except as otherwise s p e c i f i c a l l y 
provided herein, the exclusive r i g h t , p r i v i l e g e , and duty of exercising any and a l l ' 
rights of the parties hereto which are necessary or convenient f o r prospecting f o r , 
producing, stori n g , a l l o c a t i n g , and d i s t r i b u t i n g the u n i t i z e d substances are hereby 
delegated to and s h a l l be exercised by the Unit Operator as herein provided. Accept­
able evidence of t i t l e t o said r i g h t s s h a l l be deposited w i t h Unit Operator and, 
together with t h i s agreement, sh a l l constitute and define the r i g h t s , p r i v i l e g e s , and 
obligations of Unit Operator. Nothing herein, however, s h a l l be construed to transfer 
t i t l e t o any land or to any lease or operating agreement, i t being understood that: 
under t h i s agreement the Unit Operator, i n i t s capacity as Unit Operator, s h a l l exercise 
the r i g h t s of possession and use vested i n the parties hereto only f o r the purposes 
herein specified. 

9. DRILLING TO DISCOVERY. Within s i x months a f t e r the e f f e c t i v e date hereof, 
the Unit Operator sh a l l commence t o d r i l l an adequate t e s t well a t a location approved 
by the AO, i f on Federal land, or by the Land Commissioner, i f on State land, and by 
the Division i f on Fee land, unless on such e f f e c t i v e date a w e l l i s being d i l i g e n t l y 
u n t i l the Precambrian basement has been penetrated and a l l beds of younger age 
have.been tested or u n t i l at a lesser depth u n i t i z e d substances sh a l l be discovered 
which can be produced i n paying quantities (t o - w i t : quantities s u f f i c i e n t to repay the 
costs of d r i l l i n g , completing, and producing operations, w i t h a reasonable p r o f i t ) or 
the Unit Operator sh a l l a t any time establish to the s a t i s f a c t i o n of the AO i f on 
Federal land, or the Land Commissioner i f on State land, or the Division i f located on 
Fee land, that f u r t h e r d r i l l i n g of said well would be unwarranted or impracticable, 
provided, however, t h a t Unit Operator sh a l l not i n any event be required to d r i l l said 
w e l l to a depth i n excess of 4,500 feet. U n t i l the discovery of u n i t i z e d 
substances capable of being produced i n paying q u a n t i t i e s , the Unit Operator s h a l l 
continue d r i l l i n g one w e l l a t a time, allowing not more than s i x months between tlie 
completion of one well and the commencement of d r i l l i n g operations f o r the next w e l l , 
u n t i l a w e l l capable of producing u n i t i z e d substances i n paying quantities i s completed 
to the s a t i s f a c t i o n of the AO i f i t be on Federal land, or of the Land Commissioner i f 
on State land, or the Division i f on Fee land, or u n t i l i t i s reasonably proved that 
the u n i t i z e d land i s incapable of producing u n i t i z e d substances i n paying quantities, 
i n the formations d r i l l e d hereunder. Nothing i n t h i s section s h a l l be deemed t o l i m i t 
the r i g h t to the Unit Operator to resign as provided i n Section 5 hereof, or as requi­
r i n g Unit Operator to commence or continue any d r i l l i n g during the period pending such 
resignation becoming e f f e c t i v e i n order to comply with the requirements of t h i s section. 

The AO and Land Commissioner may modify any of the d r i l l i n g requirements of 1±as 
section by granting reasonable extensions of time when, i n t h e i r opinion, such action 
i s warranted. 

Notwithstanding anything i n t h i s u n i t agreement t o the contrary, except Section 
25, UNAVOIDABLE DELAY, two wells s h a l l be d r i l l e d w i t h not more than 6 months time 
elapsing between the completion of the f i r s t w ell and commencement of d r i l l i n g opera­
tions f o r the second w e l l , regardless of whether a discovery has been made i n any 
well d r i l l e d under t h i s provision. 

Both the i n i t i a l w e l l and the second well must be d r i l l e d i n compliance w i t h the 
above specified formation or depth requirements i n order to meet the dictates of lihis 
section; and the second w e l l must be located a minimum of four miles from the i n i t i a l 
w e ll i n order to be accepted by the AO as the second u n i t t e s t w e l l , w i t h i n the mean­
ing of t h i s section. 

Nevertheless, i n the event of the discovery of u n i t i z e d substances i n paying 
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quantities by any well, this unit agreement shall not terminate for failure to com­
plete the two well program, but the unit area shall be contracted automatically, 
effective the f i r s t day of the month following the default, to eliminate by 
subdivisions (as defined i n Section 2(e) hereof) a l l lands not then entitled to be; 
in a participating area. 

Upon failure to commence any well as provided for i n this section within 
the time allowed, prior to the establishment of a participating area, including 
any extension of time granted by the AO and the Land Commissioner, this Agreement 
w i l l automatically terminate. Upon failure to continue d r i l l i n g d i l i g e n t l y 
any well commenced hereunder the AO and the Land Commissioner may, after 15 days 
notice to the Unit Operator, declare this unit agreement terminated. The 
parties to this agreement may not i n i t i a t e a request to voluntarily terminate 
this agreement during the f i r s t six months of i t s term unless at least one 
obligation well has been d r i l l e d i n accordance with the provisions of this 
section. 

10. PLAN OF FURTHER DEVELOPMENT AND OPERATION. Within six months after 
completion of a well capable of producing unitized substances i n paying quantities, 
the Unit Operator shall submit for the approval of the AO, the Land Commissioner 
and Division, an acceptable plan of development and operation for the unitized 
land which, when approved by the AO, the Land Commissioner and Division, shall 
constitute the further d r i l l i n g and development obligations of the Unit Operator 
under this agreement for the period specified therein. Thereafter, from time to. 
time before the expiration of any existing plan, the Unit Operator shall submit for 
the approval of the AO, the Land Commissioner and Division a plan for an additional 
specified period for the development and operation of the unitized land. Subsequent 
plans should normally be f i l e d on a clandar year basis not later than March 1 
each year. Any proposed modification or addition to the existing plan should be 
f i l e d as a supplement to the plan. 

Any plan submitted pursuant to this section shall provide for the timely 
exploration of the unitized area, and for the diligent d r i l l i n g necessary for 
determination of the area or areas capable of producing unitized substances i n 
paying quantities i n each and every productive formation. This plan shall be 
as complete and adequate as the AO, the Land Commissioner and Division may 
determine to be necessary for timely development and proper conservation of the 
o i l and gas resources of the unitized area and shall: 

(a) specify the number and locations of any wells to be d r i l l e d and the 
proposed order and time for such d r i l l i n g ; and 

(b) Provide a summary of operations and production for the previous 
year. 

Plans shall be modified or supplemented when necessary to meet changed 
conditions or to protect the interests of a l l parties to this agreement. 
Resonable diligence shall be exercised i n complying with the obligations of the 
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approved plan of development and operation. The AO and the Land Commissioner 
are authorized to grant a reasomble extension of the six month period herein 
prescribed for submission of an i n i t i a l plan of development and operation where 
such action i s j u s t i f i e d because of unusual conditions or circumstances. 

After cornpletion of a well capable of prcducirg unitized substances in 
paying quantities, no rurther wells, except such as may te necessary to afford 
protection against operations not under this agreement and such as may be 
specifically approved by the AO, the Land Commissioner and Division, shall be 
d r i l l e d except i n accordance with an approved plan of development and operation. 

11. PARTICIPATION AFTER DISCOVERY. Upon completion of a well capable of 
producing unitized substances i n paying quantities, or as soon t h i e r ^ f t e r as 
required by the AO, the Land Carwissioner or the Division, the Unit Operator 
shall submit for approval by the AO, the Land Oomraissioner and Division, a 
schedule, based on subdivisions of the public-land survey or aliquot parts 
thereof, of a l l land then regarded as reasonably proved to be productive of 
unitized substances i n paying quantities. These lands shall constitute a 
participating area on approval of the AO, the land Commissioner and Division, 
effective as of the date of completion of such well or the effective date of 
this unit agreenient, whichever i s later. The acreages of both Federal and 
non-Federal lands shall be based upon appropriate computations from the courses 
and distances shown on the last approved public-land survey as of the effective 
date of each i n i t i a l participating area. The schedule shall also set forth the 
percentage of unitized substances to be allocated, as provided i n Section 12 to 
each ccmrtdtted t r a c t i n the participating area so established, and shall govern 
the allocation of production (asmmereing with the effective date of the p a r t i c i ­
pating area. A different participating area shall be established for each 
separate pool or deposit of unitized substances or for any group thereof which 
i s produced as a single pool or zone, and any two or more participating areas so 
established may be combined into one, on approval of the AO, the Lard 
commissioner, and the Division. When production from two or more participating 
areas i s subsequently found to be from a common pool or deposit, the 
participating*areas shall be exsrtoined into one, effective as of such appropriate 
date as may be approved or prescribed by the AO, the Land COjnrnissioner and 
Division. The participating area or areas so established shall be revised from 
time to time, subject to the approval of the AO, the Land COirtmissioner aiid 
Division to include additional lands then regarded as reasonably proved to be 
productive of unitized substances in paying quantities or which are riecessajry 
for unit operations, or to exclude lands then regarded as reasonably proved not 
to be productive of unitized substances i n paying quantities, and the schedule 
of allocation percentages shall be revised acx»rtiingly. The effective date of 
any revision shall be the f i r s t of the month i n which the }0Towledge or 
information i s obtained on which such revision i s predicated; provided, however, 
that a more appropriate effective date may be used i f j u s t i f i e d by the Unit 
Operator and approved by the AO, the Land Commissioner and Division. No lard 
shall be excluded from a participating area on account of depletion of i t s 
unitized substar>ces, except that any participating area established under the 
provisions of t h i s unit agreement shall terminate automatically whenever a l l 
completions i n the formation on which the participating area i s based are 
abandoned. 

I t i s the intent of th i s section that a participating area shall represent 
the area productive of unitized substances known or reasonably proved to be 
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productive of unitized substances i n paying quantities cr which are necessary 
fcr unit operations; but, regardless of any revision of the participating area, 
nothing herein contained shall be construed as requiring any retroactive adjust­
ment f c r production obtained prior to the effective date of the revision of the 
participating area. 

In the absence of agreement at any time between the Unit Operator and the 
AO, the Land Commissioner and Division, as to the proper de f i n i t i o n or redefini­
t i o n cf a participating area, cr u n t i l a participating area has, or areas have, 
been established, the portion of a l l payments affected thereby shall, except 
royalty due the United States, be impounded i n a manner mutually acceptable to 
the owners of committed working interests and the AO and the Land Ccmmissioner. 
Royalties.cue the United States and the State cf New Mexico shall be determined 
by the AO for Federal lands and the Land Commissioner f c r the State Lands and 
the amount thereof shall be deposited, as directed by the AO and the Land 
Ccxnniissioner u n t i l a participating area i s f i n a l l y approved and then adjusted i n 
accordance with a determination of the sum due as Federal royalty on the basis 
of such approved participating area. 

Whenever i t i s deterrained, subject to the approval of the AO, the Land 
Ccmmissioner and Division, that a well d r i l l e d under t h i s agreement i s not 
capable of production of unitized substances i n paying quantities and inclusion 
i n a participating area of the land cn which i t i s situated i n a participating 
area i s Lirwarranted, production from such well shall, for the purposes of 
settlement among a l l parties other than working interest owners, be allocated to 
the land cn which the well i s located, unless such land i s already within the 
participating area established f c r the pool or deposit frcm which such produc­
t i o n i s obtained. Settlement for wcrid-ng interest benefits from such a 
non-paying unit well shall be made as provided i n the unit qperating agreement. 

12. AIIJXAJTCN CF PBDLXJCTICN. A l l unitized substances produced from each 
participating area established under t h i s agreement, except any part thereof 
used i n confonrity with good operating practices within the unitized area for 
d r i l l i n g , operating, and other production or development purposes, for 
repressuring or recycling i n accordance with a plan of development and opera­
tions which has been approved by the AO, Land Commissioner and Division, or 
unavoidably lost, shall be deemed to be produced equally on an acreage basis 
frcm the several tracts of unitized land of the participating area established 
for such production. For the purpose of deterirdning any benefits acocruing under 
t h i s agreement, each such t r a c t of unitized land shall have allocated to i t such 
percentage of said production as the number of acres of such t r a c t included i n 
said participating area bears to the t o t a l acres of unitized land i n said 
participating area, except that allocation of production hereunder f c r rArrposes 
other than for settlement of the royalty, overriding royalty, or payment out of 
production obligations of the respective working interest owners, shall be cn 
the basis prescribed i n the unit operating agreement whether i n conformity with 
the basis of allocation herein set forth or otherwise. I t i s hereby agreed that 
production of unitized substances frcm a participating area shall be allocated 
as provided herein regardless of whether any wells are d r i l l e d on any particular 
part or t r a c t of the participating area. I f any gas produced frcm one p a r t i c i ­
pating area i s used for repressuring or recycling purposes i n arxther p a r t i c i ­
pating area, the f i r s t gas withdrawn frcm the l a t t e r participating area for sale 
daring the l i f e of t h i s agreement, shall be considered to be the gas so 
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transferred, u n t i l an amount equal to that transferred shall be so produced for 
sale and such gas shall be allocated to ths participating area frcm which 
i n i t i a l l y produced as such area was defined at the time that, such transferred 
gas was f i n a l l y produced and sold. 

13. I^VZLOH-E n? CR OPERATION OF HCN-PA^CTPATING IAND CR FCRT4ATI0NS. Any 
party hereto CT.ming or controlling the working interest i n any unitized land 
having thereon a regular well location may with the approval of the AO, and the 
Land Commissioner, and the Division at such party's sole risk, cost, and ex­
pense, d r i l l a well to test any formation provided the well i s outside any 
participating area established for that formation, unless within 90 days of 
receipt of notice frcm said party of his intention to d r i l l the well, the Unit 
Operatcr elects and commences to d r i l l the well i n a l i k e manner as other wells 
are d r i l l e d by the Unit Operator under t h i s agreement. 

I f any well d r i l l e d under t h i s section by a working interest owner results 
in production of unitized substances i n paying quantities such that the land 
upon which i t i s situated may properly be included i n a participating area, such 
participating area shall be established or enlarged as provided i n thi s agree­
ment and the well shall thereafter be operated by the Unit Operator i n accor­
dance with the terms of thi s agreement and the unit operating agreement. 

I f any well d r i l l e d under t h i s section by a working interest owner that 
obtains production i n quantities insufficient to j u s t i f y the inclusion of the 
land upon which such well i s situated i n a participating area, such well may be 
operated and produced by the party d r i l l i n g the same, subject to the conserva­
t i o n requirements of th i s agreement. The royalties i n amount or value of 
production from any such well shall be paid as specified i n the underlying leasa 
and agreements affected. 

14. ROYALTY SFTTm-JENT. The United States and any State and any royalty 
owner who i s ent i t l e d to take i n kind a share of the substances now unitized 
hereunder shall hereafter be entitled to the r i g h t to take i n kind i t s share of 
the unitized substances, and Unit Operator, or the working interest owner i n 
case of the operation of a well by a working interest owner as herein provided 
fcr i n special cases, shall make deliveries of such royalty share taken i n kind 
i n conformity with tha applicable contracts, laws, and regulations. Settlement 
for royalty interest not taken i n )cind shall be made by working interest owners 
responsible therefor under existing contracts, laws and regulations, or by tha 
Unit Cperator on or before the last day of each month for unitized substances 
produced during the preceding calendar month; provided, however, that nothing i n 
thi s section shall operate to relieve the lessees of any land from t h e i r respec­
t i v e lease c&ligations for the payment of any royalties due under th e i r leases. 

I f gas obtained frcm lands not subject to t h i s agreement i s introduced into 
any participating area hereunder, for use i n repressuring, stimulation of 
production, or increasing ultimate recovery, i n conformity with a plan of 
development and operation approved by the AO and the Land Commissioner and tha 
Division, a l i k e amount of gas, after settlement as herein provided for any gas 
transferred frcm any other participating area and with appropriate dleduction for 
loss frcm any cause, may be withdrawn frcm the formation into which the gas i s 
introciiced, royalty free as to dry gas, but not as to any products which may be 
extracted therefrom; provided that such withdrawal shall be at such time as may 
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be provided i n the approved plan of development and operation or as mav other­
wise te consented to by the AO and the Land Commissioner and tha Division as 
ccra^crming to good petroleum engineering practice; and provided further, that 
such r i g h t of withdrawal shall terminate cn the termination of t h i s u n i t agree­
ment-

Royalt/ due the United States shall be computed as provided i n 30 CFR 
Part 221 and paid i n value cr delivered i n kind as to a l l unitized substances on 
the basis cf the amounts thereof allocated to unitized Federal land as provided 
i n Section 12 at the rates specified i n the respective Federal leases, or at 
such other lover rate or rates as ray te authorized by law or regulation and 
approved by the AO; provided, that for leases cn which the royalty rate depends 
on the daily average production per well, said average production shall be 
determined i n accordance with tha operating regulations as though each p a r t i c i ­
pating area were a single consolidated lease. 

Royalty due cn account of State lands shall be computed and paid on the 
basis of a l l unitized substances allocated to such lands. 

15. FJI2TTAL SETTLE'ENT. Rental or minimum royalties due on leases commit­
ted hereto shall be paid by appropriate working interest owners under existing 
contracts, laws, and regulations, provided that nothing herein contained shall 
operate to relieve the lessees of any land frcm t h e i r respective lease obliga­
tions for the payment of any rental or ndnimum royalty due under th e i r leases;. 
Rental or minimum royalty for lands of the United States subject to t h i s agree­
ment shall be paid at the rate specified i n the respective leases from tlie 
United States unless such rental or mirdmum royalty i s waived, suspended, or 
reduced by law or by approval of the Secretary or his duly authorized represen­
tative. 

Rentals on State of New Mexico lands subject to t h i s agreement shall k>a 
paid at the rate specified i n the respective leases. 

With respect to any lease on non-Federal land conteining provisions which 
would terminate such lease unless d r i l l i n g operations are commenced upon the 
land covered thereby wit±iin the time therein specified or rentals are paid for 
the privilege of deferring such d r i l l i n g operations, the rentals required 
thereby shall, notwithstanding any other provision of t h i s agreement, be deemed 
to accrue and become payable during the term thereof as extended by t h i s agree-
ment and u n t i l the required d r i l l i n g operations are commenced upon the lard 
covered thereby, or u n t i l some portion of such land i s included within a partic­
ipating area. 

16. CCNSHCVATICN. Operations hereunder and production of unitized sub­
stances shall be conducted to provide for the most economical and e f f i c i e n t 
recovery of said substances without waste, as defined by cr pursuant to State or 
Federal law or regulation. 

17. DPAINAGE. The Unit Operator shall take such irssasures as the AO arid 
Land Commissioner deems appropriate and adequate to prevent drainage of unitized 
substances frcm unitized land by wells on land not subject to t h i s agreement, 
which shall include the d r i l l i n g of protective wells and which may include the 
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payment cf a f a i r and raasonable compensatory roynlty, as determined by the AO, 
as to Federal leases and the Land Ccmrnissicnor, a:j to State leases. 

IS. LEASES AND CCJTI2<ACrS CONFORMED AND EATZSEED. The terms, cenditiens, 
and previsions of a l l leases, subleases, and other contracts relating to explo­
ration, d r i l l i n g , development, cr operation for o i l or gas on lands committed to 
this agreement: are hereby expressly modified and amended to the extant necessary 
to make the same conform to the provisions hereof, but otherwise to remain i n 
f u l l force and effect; and the parties hereto hereby consent that tha Secretary, 
as to Federal leases and the Land Commissioner, as to State leases, shall and 
each by his approval hereof, or by the approval hereof by his duly authorized 
representative, does hereby establish, alter, change, or revoke the drillincr, 
producing,. rental, rdrdmum royalty, and royalty requirements of Federal leases 
committed hereto and the regulations i n respect thereto to conform said recuire-
ments to the provisions of th i s agreement, and, without l i m i t i n g the generality 
of the foregoing, a l l leases, subleases, and contracts are particularly i i r d i f i e d 
i n accordance with the following: 

(a) The development and operation of lands subject to t h i s agreement undeir 
the terms hereof shall be deemed f u l l performance of a l l obligations f c r devel­
opment and operation with respect to each and every separately owned trac t 
subject to t h i s agreement, regardless of whether there i s any development of any 
particular t r a c t of t h i s Unit Area. 

(b) D r i l l i n g and producing operations performed hereunder upon any trac t 
of unitized lands w i l l be accepted and deemed to be performed upon and for tlie 
benefit of each and every t r a c t of unitized land, and no lease shall be deemed 
to expire by reason of fa i l u r e to d r i l l or produce wells situated on the lard 
therein embraced. 

(c) Suspension of d r i l l i n g or producing operations on a l l unitized lands 
pursuant to direction or consent of the AO and the Land Ccsrmissionar, or his 
duly authorized representative, shall be deemed to constitute such suspension 
pursuant to such direction cr consent as to each and every t r a c t of unitized 
land. A suspension of d r i l l i n g or producing operations limited to specified 
lands shall be applicable only to such lands. 

(d) Each lease, sublease or contract relating to the exploration, d r i l l ­
ing, development, cr operation for o i l or gas of lands ether than these of trie 
United States and State of New Mexico committed to t h i s agreement which, by i t e 
terms might expire prior to the termination cf thi s agreement, i s hereby extencl-
ed beyond any such terms so provided therein so that i t shall be continued i n 
f u l l force and effect for and during the term of t h i s agreement. 

(e) Any Federal lease committed hereto shall continue i n force beyond trie 
term so provided therein or by law as to the land committed so long as such, 
lease remains subject hereto, provided that production of unitized substances i n 
paying quantities i s established under t h i s unit agreement prior to the expira­
t i o n date of the term of such lease, or i n the event actual d x i l l i n g operations 
are commenced on unitized land, i n accordance with provisions of t h i s agreement, 
prior to the end of the primary term of such lease and are i>eing d i l i g e n t l y 
prosecuted at that time, such lease shall be extended for two years, and so long 
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thereafter as o i l cr gas i s produced in raying quantities in accordance with the 
provisions of the Mineral Ijcasing Ace, as arnonded. 

(f) Each sublease or contract relating to the operation and development of 
unitized substances from lands of the United States committed to t h i s agreement, 
which by i t s terms wculd expire prior to the time at which tha underlying lease, 
as extended by the ir^sdiately precx<iing r>aragraph, w i l l expire, i s hereby 
extended beyond any such term so provided there in so that i t shall be continued 
i n f u l l force and effect f c r and during the term of the underlying lease as such 
term i s herein extended. 

(g) The segregation of any Federal lease committed to th i s agreement i s 
governed.by the following provision i n the fcurth paragraph cf Sec. 17(j) of the 
Mineral Leasing act, as amended by the Act of September 2, 1960 (74 Stat. 
731-784) (30 U.S.C. 225 ( j ) ) : "Any (Federal) lease heretofore or hereafter 
committed to any such (unit) plan embracing lands that are i n part within and. i n 
part outside of the area covered by any such plan shall be segregated into 
separate leases as to the lands committed and the lands not committed as of the 
effective date of unitization: Provided, however, that any such lease as to the 
non-unitized portion shall continue i n force and effect for the term thereof but 
for not less than two years from the date cf such segregation and so long 
thereafter as o i l or gas i s produced i n paying quantities." 

(h) I n the event the I n i t i a l Test Well i s commenced prior to the expira­
tion data of the shortest term State Lease within the Unit Area, any lease 
embracing lands of the State of New Mexico which i s made subject to t h i s agree­
ment, shall continue i n force beyond the term provided therein as to the lands 
committed hereto u n t i l the termination hereof. 

(i) Any lease embracing lands of the State of New Mexico having only a 
portion of i t s lands committed hereto, shall be segregated as to the portion 
committed and the portion net committed, and the terms of such lease shall apply 
separately to such segregated portions commencing as the effective date hereof; 
contrary any lease embracing lands of the State of New Mexico having only a 
portion of i t s lands committed hereto shall continue i n f u l l force and effect 
beyond the term provided therein as to a l l lands embraced i n such lease, i f o i l 
or gas i s discovered and i s capable of being produced i n paying quantities from 
same part of the lands embraced i n such lease at the expiration of the secondary 
terra of such lease; or i f , at the expiration of the secondary term, the lessee 
or the Unit Operator i s then engaged i n bona fide d r i l l i n g or reworking opera­
tions on seme part of the lands embraced i n such lease, the same as to a l l lands 
embraced therein, shall remain i n f u l l force and effect so long as such opera­
tions are being ciiligently prosecuted, and i f they result i n the production of 
o i l or gas; said lease shall continue i n f u l l force and effect as to a l l the 
lands embraced therein, so long thereafter as o i l or gas i n paying quantities i s 
being produced frcm any portion of said lands. 

19. COVENANTS RUN WITH LAND. The covenants herein shall be construed to 
be covenants runaaing with the land with respect to the interests of the parties 
hereto and t h e i r successors i n interest u n t i l t h i s agreement terminates, and any 
grant, transfer or conveyance of interest i n land or leases subject hereto shall 
be and hereby i s conditioned upon the assumption of a l l privileges and obliga­
tions hereunder by the grantee, transferee, or other successor i n interest. No 
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assignment or transfer of any working interest, royalty, or other interest 
subject hereto shall be birxiing upon Unit Operator u n t i l the f i r s t day of the 
calendar irjonth after Unit Operator i s furnished with the original, photostatic, 
or c e r t i f i e d copy of the instrument cf transfer. 

20. EFFECTIVE DATE AIT) TEEM. This agreement shall become effective upon 
approval by the AO and the Land Commissioner or th e i r duly authorized represen­
tative and shall automatically terminate five (5) years frcm said effective date 
unless: 

(a) Upon application by the Unit Cperatcr such date of expiration i s 
extended by the AO and the Land Commissioner, cr 

(b) i t i s reasonably determined prior to the expiration of the fixed term 
cr any extension thereof that the unitized lard i s incapable of production of 
unitized substance i n paying quantities i n the formations tested hereunder, and 
after notice of intention to terminate t h i s agreement cn such ground i s given by 
the Unit Operator to a l l parties i n interest at t h e i r last known addresses, t h i s 
agreement i s terminated with approval of the AO and the Land Ccmroissioner, or 

(c) a valuable discovery of unitized substances i n paying quantities has 
been made or accepted cn unitized land during said i n i t i a l term or any extension 
thereof, i n which event t h i s agreement shall remain i n effect f c r such term and 
so long th.ereafter as unitized substances can be produced as to Federal lards 
and are being produced as to State lands i n quantities su f f i c i e n t to pay for the 
cost of producing same frcm wells cn unitized land within any participating area 
established hereunder. Should production cease and di l i g e n t d r i l l i n g or rework­
ing operations to restore production or new production are not i n progress 
witJain 60 days and production i s not restored or should new production not be 
obtained i n paying quantities cn committed lards within t h i s Unit Area, t h i s 
agreement w i l l automatically terninate effective the last day of the month i n 
which the last unitized production oexxirred, or 

(d) i t i s voluntarily terminated as provided i n t h i s agreement. Except as 
noted herein t h i s agreement may be terminated at any time prior to the discovery 
of unitized substances which can be produced i n paying quantities by not less 
than 75 per centum, on an acreage basis, of the working interest owners signato­
ry hereto, with the approval of the AO and the Land Commissioner. The Unit 
Operator shall give notice of any such approval to a l l parties hereto. Volun­
tary termination may not occur during the f i r s t six (6) months of t h i s agreement 
unless at least one obligation well shall have been d r i l l e d i n conformance with 
Section 9. 

21. RATE OF PERFECTING, DEVELOPMENT, AND PROriJCTION. The AO i s hereby 
vested with authority t o a l t e r or modify frcm time to time, i n his discretion, 
the quantity and rate of production under t h i s agreement when such quantity and 
rate are not fixed pursuant to Federal or State law, or do not conform to any 
State-wide voluntary conservation or allocation program which i s established, 
recognized, and generally adhered to by the majority of operators i n such State. 
The above authority i s hereby limited to alteration or modification which are i n 
the public interest. The public interest to be served and the purpose thereof, 
must be stated i n the order of alteration or mcdification. Without regard to 
the foregoing, the AO i s also hereby vested with authority to a l t e r or modify 
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frcm time to time, in his discretion, the rate of prenpocting and development 
and the quantity and rate of production under thi s agrccmont 'when such altera­
tion or rrcdification is in the interest of attaining the conservation objectives 
stated in this agreement and i s not i n violation of any applicable Federal or 
State law; provided, further, that no such alteration or modification shall be 
effective as to any land of the State of New Mexico, as to the rate of prospect­
ing and developing in the absence of the specific written approval thereof by 
the Commissioner and also to any lands of the State of New Mexico or privately 
owned lands subject to th i s agreement as to the quantity and rate of production 
in the absence of specific written approval thereof by the Division. 

Powers i n t h i s section vested i n the AO shall only be exercised after 
notice to.Unit Operator and opportunity for hearing to be held not less than 15 
days from notice. 

22. APPEARANCES. Unit Operator shall, after notice to other parties 
affected, have the right to appear for and on behalf of any and a l l interests 
affected hereby before the Department of the I n t e r i o r and the Commissioner of 
Public Lands and Division, and to appeal from orders issued under the regula­
tions of said Apartment or Land Commissioner and Division or to apply for 
r e l i e f from any of said regulations, or i n any proceedings relative to opera­
tions before the tepartment or the Land Commissioner and the Division or any 
other legally constituted authority; provided, however, that any other interest­
ed party shall also have the right at i t s own expense to be heard i n any suc;h 
proceeding. 

23. NOTICES. A l l notices, demands, or statements recjuired hereunder to be 
given or rendered to the parties hereto shall be i n writing and shall be person­
a l l y delivered to the party or parties, or sent by postpaid registered or 
ce r t i f i e d mail, to the last known address of the party or parties. 

24. NO WAIVER OF CERTAIN RIGHTS. Nothing contained i n t h i s agreement 
shall be construed as a waiver by any party hereto of the right to assert any 
legal or constitutional right or defense as to the v a l i d i t y or i n v a l i d i t y of any 
law of the State where the unitized lands are located, or of the United States, 
or regulations issued thereunder i n any way affecting such party, or as a waiver 
by any such party of any right beyond his or i t s authority to waive. 

25. UNAVOIDABLE DELAY. A l l obligations under t h i s agreement requiring the 
Unit Operator to commence or continue d r i l l i n g , or to operate on, or produce 
unitized substances from any of the lands covered by t h i s agreement, shall be 
suspended while the Unit Cperator, despite the exercise of due care and d i l i ­
gence, i s prevented from complying with such obligations, i n whole or i n parr, 
by strikes, acts of God, Federal, State, or municipal law or agencies, unavoid­
able accidents, uncontrollable delays i n transportation, i n a b i l i t y to obtain 
necessary materials or equipment in the open market, or other matters beyond the 
reasonable control of the Unit Operator whether similar to matters herein 
enumerated or not. 

26. lOCiISOmCTNATION. In connection with the performance of work under 
this agreement, the Unit Operator agrees to comply with a l l the provisions of 
Section 202 (1) to (7) inclusive of Executive Order 11246 (30 F. R. 12319), as 
amended, which are hereby iincorporated by reference i n t h i s agreement. 
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27. LOSS OF TTTLE. In the event t i t l e to any tract of unitized lard shall 
f a i l and the true cwner cannot be induced to j o i n in thi s unit agreement, such 
tract shall be automatically regarded as net committed hereto, and there shall 
be such readjustment of future costs and benefits as ray be raqjired cn account 
of the less of such t i t l e . I n the event of a dispute as to t i t l e to any royal­
ty, working interest, cr ether interests subject thereto, payment cr delivery on 
account thereof may be withheld without l i a b i l i t y for interest u n t i l the dispute 
is f i n a l l y settled; provided, that, as to Federal and State lands or leases, no 
payments of funds due the United States or the State of New Mexico should be 
withheld, but such funds shall be deposited as directed by the AO and such funds 
of the State of New Mexico shall be deposited as directed by the Land Commis­
sioner, to be held as unearned money pending f i n a l settlement of the t i t l e 
dispute, and then applied as earned or retorr.ed i n accordance with such f i n a l 
settlement. 

Unit Operator as such i s relieved frcm any responsibility for any defect or 
failure of any t i t l e hereunder. 

28. NON-JOINDER AND SUBSEC£ENT JOINDER. I f the owner of any substantial 
interest i n a t r a c t within the Unit Area f a i l s or refuses t o subscribe or 
consent to t h i s agreement, the owner of the working interest i n that t r a c t may 
withdraw the t r a c t frcm t h i s agreement by written notice delivered to the proper 
Bureau of Land Management office, the Land Commissioner, the Division and the 
Unit Operator pr i o r to the approval of t h i s agreement by the AO and Commission­
er. Any o i l or gas interests i n lands within the Unit Area not committed hereto 
prior to f i n a l approval may thereafter be committed hereto by the owner or 
owners thereof subscribing or consenting to t h i s agreement, and, i f the interest 
i s a working interest, by the cwner of such interest also subscribing t o the 
unit operating agreement. After operations are commenced hereunder, the right 
of subsequent joinder, as provided i n t h i s section, by a working interest owner 
is subject to such requirements cr approval(s), i f any, pertaining to such 
joinder, as may be provided for i n the unit cperating agreement. After f i n a l 
approval hereof, joinder by a ron-wcrlting interest cwner must be consented to i n 
writing by the working interest cwner committed hereto and responsible for the 
payment of any benefits that ray accrue hereunder i n behalf of such non-working 
interest. A non-working interest may net be committed to t h i s u n i t agreement 
unless the corresrx^rding working interest i s ccmritted hereto. Joinder to the 
unit agreement by a working interest cwner, at any time, must be aexxmpanied by 
appropriate joinder to the unit operating agreement, i n order for the interest 
to be regarded as committed to this unit agreement. Except as may otherwise 
herein be provided, subsequent joinders to t h i s agreement shall be effective as 
of the date of the f i l i n g with the AO, the Land Commissioner and the Division of 
duly executed ccnont^arparts of a l l or any papers necessary to establish effective 
commitment of any interest and/or t r a c t to thi s agreement. 

29. CXXJNTE<TAKrS. This agreement may be executed i n any number of coun­
terparts, no one of which needs to be executed by a l l parties, or may be r a t i ­
f i ed or cxansented to by separate ipjstrument i n writing specifically referring 
hereto and shall be birding upon a l l those parties who have executed such a 
counterpart, r a t i f i c a t i o n , or consent hereto with the same force and effect as 
i f a l l such parties had signed the same document and regardless of whether or 
not i t i s executed by a l l other parties owning or claiming an interest i n the 
lands within the abejve-described Unit Area. 
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30. SURRENDER. Nothing i n this agreement ahall prohibit tha exercise by 
any working interest owner of the right to surrender any interest vestsd i n such 
party by any lease, sublease, cr operating agreement as to a l l cr any part cf 
the lands covered thereby, provided that each party who w i l l cr might acquire 
such working interest by such surrender cr by forfeiture as hereafter set forth, 
is bound by the terms cf this agreement. 

I f as a result of any such surrender, the working interest rights as to 
such lands become vested i n any party other than tha fee cwner cf the unitized 
substances, said party may f o r f e i t such rights and further benefits frcm opera­
ti o n hereunder as to said lard to the party next i n tha chain of t i t l e who shall 
be and become the cwner of such working interest. 

I f as the result cf any such surrender or fc r f a i t u r e , working interest 
rights become vested i n the fee cwner of the unitized substances, such owner 
may: 

(a) Accept those working interest rights subject to t h i s agreement and the 
unit cperating agreement; cr 

(b) Lease the portion of such land as i s included i n a participating area 
established hereunder subject to this agreement and the unit cperating agree­
ment; or 

(c) Provide for the independent operation of any party of such land that 
i s not then included within a participating area established hereunder. 

I f the fee owner of the unitized substances does not accept the working 
interest rights subject to th i s agreement and the unit operating agreement or 
lease such lands as above provided within six months after the surrendered or 
forfeited working interest rights become vested i n the fee cwner, the benefits 
and obligations of operations aexsnuing to such lands under t h i s agreement and 
the uni t cperating agreement shall be shared by the remaining owners of unitized 
working interests i n accordance with t h e i r respective working interest owner­
ships, and such owners of working interests shall compensate the fee cwner of 
unitized substances i n such lands by paying sums equal to the rentals, minimum 
royalties, and royalties applicable to such lands under the lease i n effect when 
the lands were unitized. 

An appropriate accounting and settlement shall be made for a l l benefits 
accruing to or payments and expenditures made or incurred on behalf of such 
surrendered or forfeited working interest subsequent to the date of surrender or 
forfeiture, and payment of any moneys found to be owing by such an accounting 
shall be made as between the parties within t h i r t y (30) days. 

The exercise of any righ t vested i n a working interest owner to reassign 
such working interest to the party from whem obtained shall be subject to the 
same conditions as set forth i n th i s section i n regard to the exercise of a 
right to surrender. 

31. TAXES. The working interest owners shall render and pay for t h e i r 
account and the account of the royalty owners a l l v a l i d taxes on or measured by 
the unitized substances i n and under or that ray be produced, gathered and sold 

-17-



frcm the land covered by this agreement after i t s effective data, cr upon the 
prcceeds derived therefrom. 'The t r i c i n g interest owners of e^ch tr a c t shall and 
may charge the proper proportion cf said taxes to royalty owners having inter­
ests i n said t r a c t , and ray currently retain and deduct a sufficient amount of 
the unitized substances or derivative products, cr net proceeds thereof, frcm 
the allocated share of each royalty cwner to secure reimbursement for the taxes 
so paid. No such taxes shall be charged to the United States or tha State of 
New Mexico or to any lessor who has a contract with his lessee which recruires 
the lessee to pay such taxes. 

32. NO PARTNERSHIP. I t i s expressly agreed that the relation of the 
parties hereto i s that of independent contractors and nothing contained i n t h i s 
agreement, expressed cr implied, nor any operations conducted hereunder, shall 
create cir be deemed to have created a partnership or association between the 
parties hereto or any of them. 

33. SURFACE AND ENVIRONMENTAL PROTECTION STIFUIATIONS. Ncthing i n this 
agreement shall modify cr change either the special Federal lease stipulations 
relating to surface management or such special Federal lease stipulations 
relating to surface and environmental protection, attached to and made a part 
of, Oil and Gas Leases covering lands within the Unit Area. 

UNIT OPERATOR AND 
WORKING INTEREST OWNER 

McKAY OIL CORPORATION 
P.O. Box 2014 

DATE OF EXECUTION: Roswell, New Mexico 88202-2014 

By: 

STATE OF NEW MEXICO ) 
: ss. 

COUNTY OF CHAVES } 

The foregoing instrument was acknowledged before me this day of 
, 1988, by __, 

of McKay Oil Corporation, on behalf of said 
corporation. 

Notary Public 

My Commission Expires: 
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