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 2 g3 50

(ﬁZchQ. ‘

New Mexicc 0il Conservation Division

Santa Fe, New Mexico 87501

Comes the undersigned McKay 0il Corporation, with offices at Roswell, New Mexico,
and files 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 in supporct
thereof states:

1. That the proposed Unit Area covered by said Agreement embraces 20,775.02
acres of land, more or less, more particularly described as follows:

T-4-S, R-21-E, NMPM T-4-3, R-22-E, NMPM
Sec. 12: SEi Sec. 4: All
Secs. 13, 24, 25, 36: All Sec. 5: EZ, SwWi

Secs. 7, 8, 9, 16, 17, 18,
19, 20, 21, 28, 29,
30, 31, 32, 33: All

T-5-S, R=21-E, NMPM T-5-S, R-22-E, NMPM
Sec. 11: E3 Sec. 4: NWg

Sec. 14: E3 Sec. 5: N2

Sec. 23: E3 Sec. 6, 7, 18, 19: All
Secs. 1, 12, 13, 24: All Sec. 30: Wz, SEZ

Sec. 25: N3

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

2. The center of the Unit Area is located 31 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 is informed and believes, and upon such information and
belief states, that the proposed unit area covers all or substantially all of the
geological feature involved, and that in the event of a discovery of oil and gas
thereon, that said Unit Agreement will permit the producing area to be developed
or operated in the interest of conservation and the prevention of waste of the
unitized substances.

5. That McKay 0il Corporation is designated as the Unit Operator in said Unit
Agreement, and as such, is given authority under the terms thereof to carry on all
operations necessary for the development and operation of the Unit Area for oil
and gas subject to all applicable laws and regulations. That said Unit Agreement
provides for the drilling of an Initial Test Well to a depth sufficient to penetrate
the Precambrian basement, but applicant is not obligated to drill said well in any
event to a depth in excess of 4,500 feet.

6. That the Applicant believes that in the event 0il or gas is discovered
in paying quantities on lands within the Unit Area, that the field or area can be
developed more economically and efficiently under the terms of said Unit Agreement,
to the end that maximum recovery will be obtained of unitized substances and that
said Unit Agreement is in the interest of conservation and prevention of waste as
contemplated by the New Mexico 0il Conservation Division rules and regulations.

7. That Application for Approval of said Unit Agreement has been filed with
the Commissioner of Public Lands.



8. That upon an order being entered by the New Mexico 0il Conservation
Division approving said Unit Agreement, and after approval by the United States
Department of Interior, an executed and approved copy will be filed with the New
Mexico 0il 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 0il Ceonservation
Division as being in 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 2 & ~“day of April, 1988.

McKay 0il Corporation

2 -
By/M/f/M G T
Randolph #. Richardson, III
Attorney at Law
P.0. Box 2423

Roswell, New Mexico 88201

-o-
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EXHIBIT "A”

WEST FORK UNIT AREA
CHAVES COUNTY, NEW MEXICO

UNIT QUTUINE
TRACT NUMBER

FEDERAL LANDS
15,497.31 ACRES, 74.60% OF UNIT AREA

STATE OF NEW MEXICO LANDS
1,920.00 ACRES, 9.24% OF UNIT AREA

FEE (Patented) LANDS
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

PRECAMBRIAN TESTS
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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

735
CHAVES COUNTY, NEW MEXICO (fi;L/lil

New Mexico 0il Conservation Division
Santa Fe, New Mexico 87501

Comes the undersigned McKay 0il Corporation, with offices at Roswell, New Mexico,
and files 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 in support
thereof states: :

1. That the proposed Unit Area covered by said Agreement embraces 20,775.02
acres of land, more or less, more particularly described as follows:

T-4-S, R-21-E, NMPM T-4-S, R-22-E, NMPM
Sec, 12: SEi Sec. 4: All
Secs. 13, 24, 25, 36: All Sec. 5: EZ, SWi

Secs. 7, 8, 9, 16, 17, 18,
19; 20’ 21! 285 29;
30, 31, 32, 33: All

T-5-S, R-21-E, NMPM T-5-S, R-22-E, NMPM
Sec, 11: EZ Sec. 4: NWi

Sec. 14: E3} Sec. 5: NI

Sec., 23: E3 Sec. 6, 7, 18, 19: All
Secs. 1, 12, 13, 24: All Sec. 30: 1, SEi

Sec. 25: NI

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

2. The center of the Unit Area is located 3% 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 is informed and believes, and upon such information and
belief states, that the proposed unit area covers all or substantially all of the
geological feature involved, and that in the event of a discovery of oil and gas
thereon, that said Unit Agreement will permit the producing area to be developed
or operated in the interest of conservation and the prevention of waste of the
unitized substances.

5. That McKay 0il Corporation is designated as the Unit Operator in said Unit
Agreement, and as such, is given authority under the terms thereof to carry on all
operations necessary for the development and operation of the Unit Area for oil
and gas subject to all applicable laws and regulations. That said Unit Agreement
provides for the drilling of an Initial Test Well to a depth sufficient to penetrate
the Precambrian basement, but applicant is not obligated to drill said well in any
event to a depth in excess of 4,500 feet.

6. That the Applicant believes that in the event o0il or gas is discovered
in paying quantities on lands within the Unit Area, that the field or area can be
developed more economically and efficiently under the terms of said Unit Agreement,
to the end that maximum recovery will be obtained of unitized substances and that
said Unit Agreement is in the interest of conservation and prevention of waste as
contemplated by the New Mexico 0il Conservation Division rules and regulations.

7. That Application for Approval of said Unit Agreement has been filed with
the Commissioner of Public Lands.



8. That upon an order being entered by the New Mexico 0il Conservation
Division approving said Unit Agreement, and after approval by the United States
Department of Interior, an executed and approved copy will be filed with the New
Mexico 0il Conservation Division.

WHEREFCRE, 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 0il Conservation
Division as being in the interest of conservation and the prevention of waste.
Applicant respectfully requests that this matter be heard at the May 25th, 1988,
hearing.,

A
DATED this AP ~ day of April, 1988.

McKay 0il Corporation

By W%@/ a/{wzzz_

Randolp¥’M. Richardson, III
Attorney at Law

P.O. Box 2423

Roswell, New Mexico 88201




BEFORE THE OIL CONSERVATION DIVISION
ENERGY AND MINERALS DEPARTMENT
STAT: OF NEW MEXICO

APPLICATION FOR APPROVAL OF O
THE WEST FORK UNIT AGREEMENT 97:;2?

CHAVES COUNTY, NEW MEXICO (f?k/a)L'

New Mexico 0il Conservation Division
Santa Fe, New Mexico 87501

Comes the undersigned McKay 0il Corporation, with offices at Roswell, New Mexico,
and files 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 cof said Unit Agreement as provided by law, and in support
thereof states: :

1. That the proposed Unit Area covered by said Agreement embraces 20,775.02
acres of land, more or less, more particularly described as follows:

T-4-S, R-21-E, NMPM T-4-S, R-22-E, NMPM
Sec. 12: SEi Sec. 4: All
Secs. 13, 24, 25, 36: All Sec. 5: E3, SWi

Secs. 7, 8, 9, 16, 17, 18,
19, 20, 21, 28, 29,
30, 3%, 32, 33: All

T-5-3, R-21-E, NMPM T-5-5, R-22-E, NMPM
Sec. 11: EZ Sec., 4: NWi

Sec., 14: E3} Sec. 5: N3

Sec. 23: E3X Sec. 6, 7, 18, 19: All
Secs. 1, 12, 13, 24: All Sec. 30: W3, SEi

Sec. 25: Ni

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

2. The center of the Unit Area is located 3% 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 is informed and believes, and upon such information and
belief states, that the proposed unit area covers all or substantially all of the
geological feature involved, and that in the event of a discovery of o0il and gas
thereon, that said Unit Agreement will permit the producing area to be developed
or operated in the interest of conservation and the prevention of waste of the
unitized substances,

5. That McKay 0il Corporation is designated as the Unit Operator in said Unit
Agreement, and as such, 1s given authority under the terms thereof to carry on all
operations necessary for the development and operation of the Unit Area for oil
and gas subject to all applicable laws and regulations. That said Unit Agreement
provides for the drilling of an Initial Test Well to a depth sufficient to penetrate
the Precambrian basement, but applicant is not obligated to drill said well in any
event to a depth in excess of 4,500 feet,.

€. That the Applicant believes that in the event o0il or gas is discovered
in paying quantities on lands within the Unit Area, that the field or area can be
developed more economically and efficiently under the terms of said Unit Agreement,
to the end that maximum recovery will be obtained of unitized substances and that
said Unit Agreement is in the interest of conservation and prevention of waste as
contemplated by the New Mexico 0Oil Conservation Division rules and regulations.

7. That Application for Approval of said Unit Agreement has been filed with
the Commissioner of Public Lands.



8. That upon an order being entered by the New Mexico 0il Conservation
Division approving said Unit Agreement, and after approval by the United States
Department of Interior, an executed and approved copy will be filed with the New
Mexico 0il Conservation Division.

WHEREFORE, the undersigned applicant respectfully requests that a hearing
be held before an examiner on the matter cof sald Unit Agreement, and that upon
said hearing, said Unit Agreement be approved by the New Mexico 0il Conservation
Division as being in the interest of conservation and the prevention of waste.
Applicant respectfully requests that this matter be heard at the May 25th, 1988,

hearing.
A5
DATED this, 2f ~ day of April, 1988.

McKay 0il Corporation

By://%’;% '
Randolphé.” Richardson, III
Attorney at Law
P.0. Box 2423
Roswell, New Mexico 88201




UNIT AGREEMENT

FOR THE DEVELOPMENT AND OPERATICN

OF THE

WEST FORK UNIT AREA

COUNTY OF CHAVES

STATE OF NEW MEXICO

NC.

THIS AGREEMENT, entered into as of the 1st day of May , 19 88, by
and between the parties subscribing, ratifying, or consenting hereto, and herein
referred to as the "parties hereto",

WITNESSETH:

WHEREAS, the parties hereto are the owners of working, royalty, or other oil
and gas interests in the Unit Area subject to this agreement; and

WHERFAS, the Mineral Leasing Act of February 25, 1920, 41 Stat. 437, as amended
30 U.S.C. Sec. 181 et seqg., authorizes Federal lessees and their representatives to
unite with each other, or jointly or separately with others, in collectively adopting
and operating under a unit plan of development or operation of any oil and gas pool,
field, or liike area, or any part thereof for the purpose of more properly conserving
the natursl resources thereof whenever determined and certified by the Secretary of
the Interior to be necessary or advisable in 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 it covers and includes lands and mineral interest of the State of New Mexico; and

WHEREAS, the 0Oil Conservation Division of the 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 in the West Fork
Unit Area covering the land hereinafter described to give
reasonably effective control of operations therein; and

WHEREAS, it is the purpose of the parties hereto to conserve natural resources,
prevent waste, and secure other benefits obtainable through development and operation
of the area subject to this agreement under the terms, conditions, and limitations
herein set forth;

-1~



NOW, THEREFORE, in consideration of the premises and the promises herein
contained, the parties hereto commit to this agreccoment their respective interests in
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 all valid pertinent regqulations 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 regqulations are not inconsistent with the ternms
of this agreement; and as to non~-IFederal lands, the o0il and gas operating regulations
in effect as of the effective date hereof governing drilling and producing operations,
not inconsistent with the terms hereof or the laws of the State in which the non-
Federal land is located, are hereby accepted and made a part of this agreement.

2. UNIT AREA. The following described land is 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: SE% Sec. 4: All
Secs. 13, 24, 25, 36: All Sec. 5: EY%, SwWi

Secs. 7, 8, 9, 16, 17, 18, 19,
20, 21, 28, 29, 30, 31,

32, 33: All
T-5-S, R-21-E, NMPM T-5-S, R=-22-E, NMPM
Sec. 1l: EY Sec. 4: NwWj
Sec. 14: E4 Sec. 5: N}
Sec. 23: E% Secs. 6, 7, 18, 19: All
Secs. 1, 12, 13, 24: All Sec. 30: Wk, SEY

Sec. 25: Nj

Containing 20,775.02 Acres, more or less.

Exhibit "A" shows, in addition to the boundary of the Unit Area, the boundaries
and identity of tracts and leases in said area to the extent known to the Unit Operator.
Exhibit "B" attached hereto is a schedule showing to the extent known to the Unit
Operator, the acreage, percentage, and kind of ownership of o0il and gas interests in
all lands in the Unit Area. However, nothing herein or in Exhibits "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 in the Exhibits "A" and
"B" as owned by such party. Exhibits "A" and "B" shall be revised by the Unit Opera-
tor whenever changes in the Unit Area or in the ownership interests in the individual
tracts render such revision necessary, or when requested by the Authorized Officer,
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 shall be filed with the proper Bureau
of Land Management office and one (1) copy thereof shall be filed with 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 reterred 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 in the
following manner:

(a) Unit Operator, on its own motion (after preliminary concurrence by the AO),
or on demand of the AQ, or the Land Commissioner (after preliminary concurrence by the
A0 and the Land Commissioner) shall prepare a notice of proposed expansion or contrac-—
tion describing the contamplated changes in the boundaries of the Unit Area, the
reasons therefore, any plans for additional drilling, and the proposed effective date
of the expansion or contraction, preferably the first 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 will be allowed for submission to the Unit Operator of
any objections.

(c) Upon expiration of the 30~day period provided in the preceding item (b)
hereof, Unit Operator shall file 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 filed with Unit Operator, together with an application
in triplicate, for approval of such expansion or contraction and with appropriate
joinders.

(d) After due consideration of all pertinent information, the expansion or
contraction shall, upon approval by the A0, the Land Commissioner and the Division,
become effective as of the date prescribed in the notice thereof or such other
appropriate date,.

{e) DNotwithstanding any prior elimination under the "Drilling to Discovery"
section, all legal subdivisions of lands (i.e., 40 acres by Government survey or its
nearest lot or tract equivalent; in instances of irregular surveys, unusually large
lots or tracts shall be considered in multiples of 40 acres or the nearest aliquot
equivalent thereof), no parts of which are in or entitled to be in a participating
area on or before the fifth anniversary of the effective date of the first initial
participating area established under this unit agreement, shall be eliminated auto-
matically from this agreement, effective as of said fith 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 drilling operations are in progress on unitized lands not
entitled to participation on said fifth anniversary, in which event all such lands
shall remain subject hereto for so long as such drilling operations are continued
diligently, with not more than 90 days time elapsing between the completion of one
such well and the commencement of the next such well. All legal subdivisions of lands
not entitled to be in a participating area within 10 years after the effective date
of the first initial participating area approved under this agreement shall be auto-
matically eliminated from this agreement as of said tenth amniversary. 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 Commissicner
and promptly notify all parties in interest. All lands reasonably proved productive
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of unitized substances in paying quantities by diligent drilling operations after the
aforesaid five-year period shall become participating in the same manner as during
said first five-~year period. However, when such diligent drilling operations cease,
all non-participating lands not then entitled to be in a participating area shall be
autcmatically 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 recommitment of such lands. If conditions warrant extension of
the 10-year period specified in 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
in 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) in
non-participating unitized lands with approval of the A0 and the Land Commissioner
provided such extension application is submitted not later than 60 days prior to the
expiration of said l0-year pericd.

3. UNITIZED LAND AND UNITIZED SUBSTANCES. All land now or hereafter committed
to this agreement shall constitute land referred to herein as "unitized land" or "land
subject to this agreement". All oil and gas in any and all formations of the unitized
land are unitized under the te’~—\5f‘fﬁf§‘agreement and herein are called "unltlzed
substances's e o

4. UNIT OPERATOR. McKay Oil Corporation is 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 is made
herein to the Unit Operator, such reference means the Unit Operator acting in that
capacity and not as an owner of interest in unitized substances, and the term "working
interest owner" when used herein shall include or refer to Unit Operator as the owner
of a working interest only when such an interest is owned by it.

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 all working interest owners and the A0 and the Land
Commissioner and the Division, and until all wells then drilled hereunder are placed in
a satisfactory condition for suspension or abandonment, whichever is required by the
A0 as to Federal lands and the Division as to State and Pee 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 in like manner and subject to like
limitations as above provided at any time after a participating area established
hereunder is in existence, but in all instances of resignation or removal, until a
successor Unit Operator is selected and approved as hereinafter provided, the working
interest owners shall be jointly 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 comon agent to represent them in any action to be taken hereunder.

The resignation of Unit Operator shall not release Unit Operator from any liabil-
ity for any default by it hereunder occurring prior to the effective date of its
resignation.
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The Unit Operator may, upon default or failurc in the performance of its duties
or obligations hereunder, be subject to removal by the same percentage vote of the
owners of working interests as herein provided for the selection of a new Unit Operator.
Such removal shall be effective upon notice thercof to the AO and the Land Cammissioner.

The resignation or removal of Unit Operator under this agreement shall not term-
inate its right, title, or interest as the owner of a working interest or other interest
in unitized substances, but upon the resignation or removal of Unit Operator becoming
effective, such Unit Operator shall deliver possession of all wells, equipment, mater—
ials, and appurtenances used in conducting the unit operations to the new duly qualified
successor Unit Operator or to the common agent, if 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. SUCCESSCOR UNIT OPERATOR. Whenever the Unit Operator shall tender his or its
resignation as Unit Operator or shall be removed as hereinabove provided, or a change
of Unit Operator is negotiated by the working interest owners, the owners of the work-
ing interests according to their respective acreage interests in all 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
until:

{(a) A Unit Operator so selected shall accept in writing the duties and respon-—
sibilities of Unit Operator, and

{b) the selection shall have been approved by the A0 and apprcved by the Land
Commissioner.

If no successor Unit Operator is selected and qualified as herein provided, the
A0 and the Land Commissioner, at their election may declare this unit agreement term-—
inated.

7. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT. If 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 borne
by the owners of working interests, all in accordance with the agreement or agreements
entered into by and between the Unit Operator and the owners of working interests,
whether cne or more, separately or collectively. Any agreement or agreements entered
into between the working interest owners and the Unit Operator as provided in this
section, whether one or more, are herein referred to as the "unit operating agreement”.
Such unit operating agreement shall also provide the manner in which the working
interest owners shall be entitled to receive their respective proportionate and allo-
cated share of the benefits accruing hereto in conformity with their underlying opera-
ting agreements, leases, or other independent contracts, and such other rights and
obligations as between Unit Operator and the working interest owners asmay 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 temms and conditions of this
unit agreement or to relieve the Unit Operator of any right or obligation established
under this unit agreement, and in case of any inconsistency or conflict between this
agreement and the unit operating agreement, this agreement shall govern. Two copies
of any unit operating agreement executed pursuant to this section shall be filed in
the proper Bureau of Land Managment office and one true copy with the Land Commissioner
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. ILxcept as otherwise specifically
provided herein, the exclusive right, privilege, and duty of exercising any and all ¢
rights of the parties hereto which are necessary or convenient for 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 title 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
title to any land or to any lease or operating agreement, it being understood that
under this agreement the Unit Operator, in its capacity as Unit Operator, shall exercise
the rights of possession and use vested in the parties hereto only for the purposes
herein specified.

9. DRILLING TO DISCOVERY. Within six months after the effective date hereof,
the Unit Operator shall commence to drill an adequate test well at a location approved
by the AQ, if on Federal land, or by the Land Commissioner, i1f on State land, and by
the Division if on Fee land, unless on such effective date a well is being diligently
until the Precambrian basement has been penetrated and all beds of younger age
have been tested or until at a lesser depth unitized substances shall be discovered
which can be produced in paying quantities (to-wit: quantities sufficient to repay the
costs of drilling, completing, and producing operations, with a reascnable profit) or
the Unit Operator shall at any time establish to the satisfaction of the AO if on
Federal land, or the Land Commissioner if on State land, or the Division if located on
Fee land, that further drilling of said well would be unwarranted or impracticable,
provided, however, that Unit Operator shall not in any event be required to drill said
well to a depth in excess of 4,500 feet. Until the discovery of unitized
substances capable of being produced in paying quantities, the Unit Operator shall
continue drilling one well at a time, allowing not more than six months between the
completion of one well and the commencement of drilling operations for the next well,
until a well capable of producing unitized substances in paying quantities is completed
to the satisfaction of the A0 if it be on Federal land, or of the Land Commissioner if
on State land, or the Division if on Fee land, or until it is reasonably proved that
the unitized land is incapable of producing unitized substances in paying quantities:
in the formations drilled hereunder. Nothing in this section shall be deemed to limit
the right to the Unit Operator to resign as provided in Section 5 hereof, or as requi-
ring Unit Operator to commence or continue any drilling during the period pending such
resignation becoming effective in order to comply with the requirements of this section.

The A0 and Land Commissioner may modify any of the drilling requirements of this
section by granting reasonable extensions of time when, in their opinion, such action
is warranted.

Notwithstanding anything in this unit agreement to the contrary, except Section
25, UNAVOIDABLE DELAY, two wells shall be drilled with not more than 6 months time
elapsing between the completion of the first well and commencement of drilling opera-
tions for the second well, regardless of whether a discovery has been made in any
well drilled under this provision.

Both the initial well and the second well must be drilled in compliance with the
above specified formation or depth requirements in order to meet the dictates of this
section; and the second well must be located a minimum of four miles from the initial
well in order to be accepted by the AC as the second unit test well, within the mean-
ing of this section.

Nevertheless, in the event of the discovery of unitized substances in 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 first day of the month following the default, to eliminate by sub-
divisions (as defined in Section 2 (e) hereof) all lands not then entitled to be in
a participating area.

Upon failure to commence any well as provided for in this section within the
time allowed, prior to the establishment of a participating area, including any
extension of time granted by the A0 and the Land Commissioner, this Agreement will
automatically terminate. Upon failure to continue drilling diligently any well
commenced hereunder the A0 and the Land Commissioner may, after 15 days notice to the
Unit Operator, declare this unit agreement terminated. The parties tc this agreement
may not initiate a request to voluntarily terminate this agreement during the first
six months of its term unless at least one obligation well has been drilled in
accordance with the provisions of this section.

Determination 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 in paying quantities shall be deferred until an initial participating are
is established as a result of the completion of a well for production in paying
quantities in accordance with Section 9 hereof.

10. PLAN OF FURTHER DEVELOPMENT AND OPERATION. Within six months after comple-
tion of a well capable of producing unitized substances in 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 A0, the Land Cammissioner and Division, shall constitute the
further drilling and development obligations of the Unit Operator under this agreement
for the period specified therein. Thereafter, fram time to time before the expiration
of any existing plan, the Unit Operator shall submit for the approval of the A0, the
Land Cammissioner and Division a plan for an additional specified period for the dev-
elopment and operation of the unitized land. Subsequent plans should normally be filed
on a calendar year basis not later than March 1 each year. Any proposed modification
or addition to the existing plan should be filed 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 drilling necessary for deter-
mination of the area or areas capable of producing unitized substances in paying
quantities in each and everyoroductive 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 oil and gas resources
of the unitized area and shall:

(a) specify the number and locations of any wells to be drilled and the
proposed order and time for such drilling; 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 all parties to this agreement. Reason-
able diligence shall be exercised in cemplying~with the obligations of the
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quantities by any well, this unit agreemcnt shall not terminate for failure to com—
plete the two well program, but the unit area shall be contracted automatically,
effective the first day of the month following the default, to eliminate by
subdivisions (as defined in Section 2(e) hereof) all lands not then entitled to be
in a participating area.

Upcon failure to commence any well as provided for in this section within
the time allowed, prior to the establishment of a participating area, including
any extension of time granted by the A0 and the Land Commissioner, this Agreement
will automatically terminate. Upon failure to continue drilling diligently
any well commenced hereunder the A0 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 initiate a request to voluntarily terminate
this agreement during the first six months of its term unless at least one
obligation well has been drilled in accordance with the provisions of this
section.

10. PLAN OF FURTHER DEVELOPMENT AND OPERATION. Within six months after
campletion of a well capable of producing unitized substances in paying quantities,
the Unit Operator shall submit for the approval of the A0, the Land Conmissioner
and Division, an acceptable plan of development and operation for the unitized
land which, when approved by the A0, the Land Commissioner and Division, shall
constitute the further drilling 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 20, the Land Commissioner and Division a plan for an additional
specified period for the development and operation of the unitized land. Subsequent
plans should nommally be filed on a clandar year basis not later than March 1
each year. Any proposed modification or addition to the existing plan should be
filed 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 drilling necessary for
determination of the area or areas capable of producing unitized substances in
paying quantities in each and every productive formation. This plan shall be
as complete and adecquate as the AO, the Land Commissioner and Division may
determine to be necessary for timely development and proper conservation of the
oil and gas resources of the unitized area and shall:

(a) specify the number and locations of any wells to be drilled and the
proposed order and time for such drilling; 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 all parties to this agreement.
Resonable diligence shall be exercised in complying with the obligations of the
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approved plan of develomment and operation. The A0 anxd the land Camissioner
are authorized to grant a reasonable extension of the six month period herein
prescribed for submission of an initial plan of develepment and operation where
such action is Jjustified because of umisual conditions or circumstances.

After campletion of a well capable of producing unitized substances in
paying quantities, no further wells, except such as may be necessary to afford
protection against operations not under this agreement and such as may be
specifically approved by the A0, the Iand Comissiocner and Division, shall be
drilled except in accordance with an approved plan of development and operation.

11. PARTICIPATION AFTER DISCOVERY. Upon corpletion of a well capable of
producing unitized substances in paying quantities, or as scon thereafter as
required by the A0, the Iand Cammissioner or the Division, the Unit Operator
shall summit for approval by the A0, the land Commissioner armd Division, a
schedule, based on subdivisions of the pblic-land survey or aliquot parts
thereof, of all lard then regarded as reasonably proved to be productive of
unitized substances in 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 agreement, whichever 1s later. The acreages of both Federal ard
non-Federal lands shall be based upcn appropriate computations from the courses
and distances shown on the last approved public-land survey as of the effective
date of each initial participating area. The schedule shall also set forth the
percentage of unitized substances to be allocated, as provided in Section 12 to
each camitted tract in the participating area so established, and shall govern
the allccation of production commencing with the effective date of the partici-
pating area. A different participating area shall be established for each
separate pool or deposit of unitized substances or for any group thereof which
is produced as a sirngle pool or zone, and any two or more participating areas so
established may be combined into one, on approval of the A0, the Ilard
Ccmmissioner, and the Division. When production fram two or more participating
areas is subsequently fourd to be from a comeon pool or deposit, the
participating*areas shall be cambined into one, effective as of such appropriate
date as may be approved or prescribed by the A0, the Iand Camissioner ard
Division. The participating area or areas so %tablished shall be revised from
time to time, subject to the approval of the A0, the Iand Comnissicner amd
Division to include additicnal lands then regarded as reasonably proved to be
productive of unitized substances in paying quantities or which are necessary
for unit cperations, or to exclude lards then regarded as reasonably proved not
to be productive of unitized substances in paying quantities, ard the schedule
of allccation percentages shall be revised accordingly. The effective date of
any revision shall be the first of the month in which the knowledge or
information is cbtained on which such revision is predicated; provided, however,
that a more appropriate effective date may be used if justified by the Unit
COperator and approved by the AO, the Iand Commissioner and Division. No lard
shall be excluded fram a participating area on account of depletion of its
unitized substances, except that any participating area established under the
provisions of this unit agreement shall terminate automatically whenever all

campletions in the formation on which the participating area is based are
abandoned.

It is the intent of this section that a participating area shall represent
the area productive of unitized substances known or reasonably proved to be
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precuctive of unitized substances in paving quantities cor which are necessary
fcr unit creraticrs; kut, rogardless of any rovision oI the participating area,
rothing herein contained sh2ll be cernstrucd as rocuiring any ratrcactive adjust-
ment for croduction cbtained prior to the erffzctive date of the revisicn of the
participating area.

In the arksence of agreerent at any time ketween the Unit Cperatcor ard the
20, the land Commissicrner and Divisicon, as to tha proper definiticn or redefini-
ticn of a participating area, cor until a participating area has, or areas have,
been established, the porticn of all payments affected thereby shall, except
royalty due the United States, re irpourded in a manner mutually acceptable to
+he owners of cammitted working interests ard the A0 ard the lLand Camissicner.
Rovalties cue the United States ard the State of New Mexico shall be determined
by the A0 for Federal lands and the Iand Cammissicrner for the State Iands and
the amount therecof shall ke depcosited, as directed by the A0 and the Iard
Ccmissicner until a participating area is finally approved and then adjusted in
accordance with a determination of the sum cue as Federal royalty on the basis
of such approved rarticirating area.

Whenever it is determined, subject to the apcroval of the 20, the Lard
Ccrmissioner and Divisien, that a well drilled urder this agreement is not
capable of production of unitized substances in paying quantities and inclusion
in a participating area cf the lard cn which it is situated in a perticipating
area 1is wwarranted, production fram such well shall, for the purposes of
settlement amcng all parties other than working interest cwners, ke allccated to
the larnd cn which the well is located, unless such lard is already within the
participating area established for the poocl or deposit from which such produc-
tion 1is cbtained. Settlement for working interest kenefits fran such a
ncn-paying unit well shall ke made as provided in the unit cperating agreement.

12. ATICCATICN CF PRODUCTICN. All unitized substances produced from each
participating area established urder this agreement, except any part thereof
used in conformity with good cperating practices within the unitized area for
drilling, cperatirng, ad other production or development puarpcses, for
repressuring or recycling in accordance with a plan of develcpment and opera-
ticns which has been aprproved ky the 20, Iand Coamissiocrer ard Division, or
unavoldably 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 producticn. For the purpose of determining any benefits accruing under
this agreement, each such tract of unitized land shall have allocated to it such
percentage of said procducticn as the number of acres of such tract included in
said participating area bears to the *tctal acres of unitized lard in said
participating area, except that allocaticn of production hereunder for purposes
other than for settlement of the royalty, overriding royalty, or payment cut of
procduction cbligations of the respective working interest owners, shall ke on
the kasis prescribed in the unit cperating agreement whether in conformity with
the basis of allocation herein set forth or otherwise. It is hereby agreed that
prccuction of unitized substarces from a participating area shall be allocated
as previded herein regardless of whether any wells are drilled cn any particular
part or tract of the participating area. If any cas produced ficm cre partici-
pating area is used for repressuring or recycling purpcses in ancther partici-
pating area, the first gas withdrawn frcm the latter participating area for sale
during the life of this agreement, shall be considered to be the gas so
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transferred, until an amount cgaal to that transrerred shall be so produced for
sale and such gas shall be allocated to the porticipating area from which
initially produced as such arcea was defined at the time that such trarsferred
gas was firally produced and sold.

13, DCEVEIDORENT CR OFZRATICN OF NCN-FARTICIFPATING IAND CR rCRMATICNS. Any
party hereto owning or ccn*“ollmg the working interest in any unitized land
having thereon a regular well leocation may with the approval of the a0, ard the
Iand Commissicner, and the Divisicn at such party's sole risk, cost, ard ex-
pense, drill a well to test any formaticn provided the well is cutside any
participating area established for that formation, unless within 90 days of
receipt of rotice frcm said party of his intention to drill the well, the Unit
Operatcr elects and cammences to drill the well in a like manner as cther wells
are drilled by the Unit Cperator under this agrecment.

If any well drilled urder this secticn by a working interest cuner results
in producticn of unitized substances in peying quantities such that the lard
upon which it is situated may preperly ke included in a participating area, such
particiratirng area shall be established or enlarged as provided in this agree-
ment and the well shall thereafter be orerated by the Unit Cperator in accor-
dance with the terms of this agreement ard the unit cperating agreement.

If any well drilled urder this section by a working interest cwner that
abtains producticon in cuantities insufficient to justify the inclusicn of the
lard upen which such well is situated in a participating area, such well may ke
cperated and produced by the party drilling the same, subject to the conserva-
tion requirements of this agreement. The rocyalties in amount or value of
producticn from any such well shall ke paid as specified in the underlying lease
arnd agreements affected.

14. ROYALTY SETTLEMENT. The United States and any State and any royalty
owner who is entitled to take in kird a share of the substances now unitized
hereurcer shall hereafter ke entitled to the right to take in kind its share of
the unitized substances, and Unit Operator, or the working interest owner in
case of the operation of a well by a working interest cwrer as herein provided
fcr in special cases, shall make deliveries of such royalty share taken in kind
in coenformity with the applicable contracts, laws, and regulations. Settlement
for rcyalty interest not taken in kind shall be made by working interest owners
respcnsible therefor under existing comtracts, laws and regulaticns, or by the
Unit Cperator on or refore the last day of each month for unitized substances

procduced during the preceding calerdar menth; provided, hcowever, that nothing in .

this secticn shall operate to relieve the lessees of any land fram their respec-
tive lease abligations for the payment of any royalties due under their leases.

If gas cbtained from lands not subject to this agreement is introduced into

participating area hereunder, for use in repressuring, stimdation of
production, or increasing ultimate recovery, in conformity with a plan of
develcrment and operation approved by the A0 and the Iand Camissicner and the
Divisicn, a like amount of gas, after settlement as herein provided for any gas
transferred from any other participating area and with appropriate deduction for
loss fram any cause, may be withdrawn from the formation into which the gas is
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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re rrevided in the agproved plan of develornort il cparatizn or as

: 217 iy cther-
wise ke ccnsented to by the A0 ard the Iand Courmicsicner and the Division as
coenferming to goed petroleum ergireering vractice; ard provided further, that
such right of withdrawal shall terminate ca ths torming

aTLCh ©f this unit agree-
Tent.

Reyalty due the United States shall ke comzuted as provided in 30 CFR
Part 221 arnd paid in value or delivered in king as to all unitized substances on
tre basis of the amcunts thereof allcocated to unitized Federal land as provided
in Secticn 12 at the rates speciiied in the resvective rederal leases, or at
such other lower rate or rates as ray ke authcrized ky law or regulation ard
arproved ky the RO; prcvicded, that for leases cn which the rcoyalty rate deperds
on the daily average producticn per well, said average procducticn shall ke
determined in accordance with the crerating regulaticns as though each partici-
pating area were a single consolidated lease.

Rovalty due cn acccunt of State lards shall be camutsd and paid on the
basis of all unitized sukstances allocated to such lards. :

15, RENTAL SETTIZMENT. Rental cr minimm royalties cue on leases commit-
ted hereto shall ke paid by appropriate working interest owners urder existing
centracts, laws, and regulations, provided that nothing herein contained shall
crerate to relieve the lessees of any land f£rom their raspective lease obliga-
ticns for the zayment of any rental or minimm rovalty due under their leases.
Rental or minimm royalty for lands cf the United States subject to this agree-
ment shall ke paid at the rate specified in the respective leases from the
United States unless such rental or minimm royalty is waived, suspended, or
reduced by law or by approval cf the Secretary or his duly authorized represen—
tative.

Rentals on State of New Mexico lards subject to this agreement shall be
raid at the rate specified in the respective leases.

With respect to any lease on nen-Federal land containing provisicns which
would terminate such lease unless drilling creraticns are commenced uvpen the
larnd covered thereby within the time therein specified or rentals are paid for
the privilege of deferring such drilling creraticns, the rentals required
thereby shall, notwithstanding any other provision of this agreement, ke deemed
to accrue and kecarme payable during the term thereof as exterded by this agree-
ment and until the required drilling operaticns are commenced upon the land
covered thereby, or until scme porticn of such lard is included within a partic-
ipating area.

16. CCNSERVATICN. Operaticns hereunder and production of unitized sub-
stances shall ke conducted to provide for the most ecencnical ard efficient
reccvery of sald substances without waste, as defined by or pursuant to State or
Federal law cr regulation.

17. [RATNAGE. The Unit Operatcr shall take such measures as the A0 ard
Iand Camissionexr deems apprcpriate arnd adequate to prevent drainage of unitized
substances from unitized land by wells on larnd not subject to this agreement,
which shall include the drilling of protective wells ard which may include the
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payment of a faixr and reasonable compensatery rocyalty, as determinred by the A0,
as to Fecderal leases and the lLard Commissicner, as to Stote leases,

18, IZRSES AND CONTRACTS CONFCRMED AND EXIZINDED. The terms, conditiens,
ard rrovisions of all leases, sucleases, and other contracts relating to explo-
raticn, cérilling, develcomwent, cr cperaticn for oll or gas on lands commitied to
this agreement are hereky expressly modified and amended to the extent necessary
to make the same conform to the provisicns herseof, kut otherwise to remain in
full force ard effect; ard the parties hereto hersby consent that the Secretary,
a2s to Federal leases and the ILarnd Commissicner, as to State leases, shall and
each by his arproval hereof, or by the arproval hereof by his culy authorized
representative, dces hereby establish, alter, change, or revoke the drilling,
producing, . rental, minimm royalty, and rcyalty requirements of Federal leases
camitied hereto and the regulations in respect thersto to conform said require-
ments to the provisions of this agresment, ard, without limiting the generality
of the foregoing, all leases, subleases, ard contracts are particularly modified
in accerdance with the following:

(a) The develcrment and operaticn of lards subject to this agresment under
the terms hereof shall be deemed full performance of all cbligaticns for devel-
cpment and cperaticn with respect to each and every separately owned tract
subject to this agreement, regardiess of whether there is any develcment of any
particular tract of this Unit Area.

(k) Drilling ard producing cperaticns performed hereuncder upcon any tract
of unitized lands will be accepted and deemed to ke performed upon and for the
benefit of each ard every tract of unitized lard, and no lease shall be deemed

to expire by reascn of failure to drill or produce wells situated on the land
therein embraced.

(c) Suspensicn of drilling or producing cperations on all unitized lands
pursuant to direction or ccnsent of the A0 and the Iand Cammissioner, or his
duly authorized representative, shall ke deemed to ccnstitute such suspensicon
puarsuant to such direction cr consent as to each and every tract of unitized
land. A suspensicn of drilling or producing cperations limited to specified
larcds shall ke applicable only to such lards.

(d) Each lease, sublease or ccntract relating to the exploraticn, drill-
ing, development, or cperation for oil or ges cof lands cther than thcse of the
United States and State of New Mexico ccamitted to this agreement which, by its
terms might expire prior to the termination of this agreement, is hereby exterd-
ed beyond any such terms so provided therein so that it shall be contirued in
full force ard effect for ard during the term of this agreement.

(e) Any Federal lease cammitted hereto shall centirmue in force beyornd the
term so provided therein or by law as to the land camitted so lang as such
lease remains subject hereto, provided that production of unitized substances in
paying quantities is established under this unit agreement prior to the expira-
ticn date of the term of such lease, or in the event actual drilling cperations
are camenced on unitized larnd, in accordance with provisicns of this agreement,
pricr to the erd of the primary term of such lease and are being diligently
prosecuted at that time, such lease shall be extended for two years, and so lorg



thereafter as oil or gas is procucad in pa
provisicns of tha Mirerzal Ieasing Act,

(£) Each sublease cr ccntract relating
unitized substances from lards of the Und
wnich oy 1ts terms weculd expire prior to the
as externded by the immsdiately precodiing raragroph, will expire, 1is hereby
exterded beyord any such term so provided therzin so that it shall ke continved
in full force ard effect for and during the term of the urderlying lease as such
term is herein extanded.

5

.)(r

(g) The segregaticn of any Federal lease committed to this agreement is
geverned by the following provisicn in the fourth paragrarh cf Sec. 17(j) of the
Mineral Ieasing act, as amenced by the Rct of September 2, 1960 (74 Stat.
781-784) (20 U.S.C. 225 (J)): 'Yany (Federal) lease heretofore or hereafter
camittad to any such (unit) plan embracing lards that are in part within and in
part outside of the area covered by any such plan shall ke segregated into
separate leases as to the lards camitted and the lands not cocmmitted as of the
effective date of unitizaticn: Provided, however, that any such leass as to the
non-unitized portion shall continue in 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 oil or gas is produced in paying quantities.®

(n) In the event the Initial Test Well is ccmmenced prior to the expira~
ticn date of the shortest term State Lease within the Unit Area, any lease
embracirg lands of the State of New Mexico which is made subject to this agree-
ment, shall contimue in force beyond the term provided therein as to the lards
carmitted hereto until the terminaticn hereof.

(1) Ay lease embracing lands of the State of New Mexico having cnly a
portion of its lands comnitted hereto, shall be segregated as to the portion
camitted and the portion not cammitted, ard the terms of such lease shall apply
separately to such segregated porticns commencing as the effective date hereof;
contrary any lease embracing lards of the State of New Mexico having only a
porticn of its lands cammitted hereto shall centimie in full force ard effect
peyerd the term provided therein as to all lards exbraced in such lease, if oil
cr gas is discovered ard is capable of keing produced in paying quantities from
same part of the lands embraced in such lease at the expiraticn of the secordary
term of such lease; or 1f, at the expiraticn of the secorndary term, the lessee
or the Unit Operator is then ergaged in bcna fide drilling or reworking cpera-
tions on scme part of the lands embraced in such lease, the same as to all lards
embraced therein, shall remain in full force and effect so long as such opera-
ticns are being diligently prosecuted, and if they result in the production of
oil or gas; said lease shall contime in full force and effect as to all the
lards embraced therein, so long thereafter as oil or gas in paying quantities is
being procduced from any portion of said lards.

19, COOVENANTS RUN WITH IAND. The covenants herein shall be construed to
be coverants running with the land with respect to the interests of the parties
hereto arnd their successors in interest until this agreement terminates, and any
grant, transfer or ccrveyance of interest in land or leases subject hereto shall
be arnd hereby is conditioned upcn the assumpticn of all privileges arnd cbliga-
tions hereurder by the gramtee, transferee, or cther successor in interest. No
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assigrment or transfer of any working interest, royalty, cr cother interest
til the first day of the

o =
subject hereto shall ke binding upcn Unit Crerater w

calendar wmonth aftar Unit Crerator is urnished with the original, protosmtic,
or certified copy of the instmoent cf transter.

20. IFFECTIVE DATE AND TTM. This agreemsnt shall kecore effective upen

ar,,rf‘\,a_ Ly the AQ ard the lLard Carmissicner or their culy eauthorized represen-

tive and shall autcmatically terminate five (3) years from sald effective date
unless:

(a) Upon applicaticn by the U-a'.t Creratcr such date of expiraticn is
externcded by the A0 and the Lard Commissicner, cor

(v) it is reasonably determined pricr to the expiration of the fixed term
or any ext tensicn thereof that the unitized lard is incapable of precduction of
unitized substance in paying qusm*""t*' in the formaticns tested hereunder, and
after notice of intenticn to terminate this agreement cn such grourd is given by
the Unit Crperator to all parties in | interest at their last known addresses, this
agreement is terminated with arproval of the 20 ard the Iand Camissioner, or

(c) a valuable disccvery of unitized substances in paying quantities has
been made or accepted on unitized lard during said initial term or any extensicn
thereof, in which event this agreement shall remain in effect for such term and
so0 long thereafter as unitized substances can be produced as to Federal lards
and are being procuced as to State lands in quantities sufficient to pay for the
cest of producing same from wells on unitized land within any participating area
established hereurder. Shculd production cease and diligent drilling or rework-
ing operations to restore production or new production are not in progress
within 60 days and producticn is not restored or should rew producticon not be
cbtaired in paying quantities on comitted lands within this Unit Area, this
acgreement will autcmatically terminate eﬂectlve the last day of the month in
which the last unitized production occurred, cor

(d) it is voluntarily terminated as provided in this agreement. Ixcept as
roted herein this agreement may ke terminated at any time prior to the discovery
of unitized substances which can ke produced in paying quantities by not less
than 75 per centum, on an ac:reage basis, of the workirg interest cwners signato-
ry hereto, with tbe approval of the A0 anxd the Iand Comissicrer. The Unit
Cperator shall give notice of any such arprcval to all parties hereto. Volun-
tary terminaticn may nct cccur during the first six (6) months of this agreement
unless at least one cbligation well shall have keen drilled in ccnformance with
Section 9.

21. RATE OF PRCSFECTING, DEVELOPMENT, AND FRCDUCTICN. The AQ is hereby
vested with authority to alter or modify from time to time, in his discretion,
the quantity and rete of producticn under this agreement when such quantity and
rate are not fixed pursuant to Federal or State law, or do not conform to any
State—wide voluntary ccnservaticn or allocaticn program which is established,
recognized, and generally adhered to by the majority of cperators in such State.
The above authority is hereby limited to alteration or medificatien which are in
the public interest. The public interest to be served ard the purpose thereof,
mist be stated in the order of alteration or modificaticon. Without regard to
the foregoing, the A0 is also hereby vestad with authority to alter or medify
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from time to time, in his discretion, the rate of prospecting amd development
and the quantity and rate of production under this agreerent when such altera-
tion or modification is in the interest of attaining the cornservation chijectives
stated in this agreement and is not in violaticn 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 Camissioner ard also to any lands of the State of New Mexico or privately
owned lands subject to this agreement as to the quantity and rate of production
in the absence of specific written approval thereof by the Division.

Powers in this section vested in the A0 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 all interests
affected hereby hefore the Department of the Interior amd the Comissicner of
Public lards and Division, ard to appeal from orders issued under the requla-
tions of said Department or ILand Commissioner and Division or to apply for
relief from any of said requlations, or in any proceedings relative to opera-
tions before the Department or the Iand Commissioner and the Division or any
other legally constituted authority; provided, however, that any other interest-
ed party shall also have the right at its own expense to be heard in any such
proceeding.

23. NOTICES. All notices, demands, or statements required hereunder to be
given or rerndered to the parties hereto shall be in writing and shall be person-
ally delivered to the party or parties, or sent by postpaid registered or
certified mail, to the last known address of the party or parties.

24. NO WAIVER OF CERTAIN RIGHTS. Nothing contained in this agreement
shall be construed as a walver by any party hereto of the right to assert any
legal or constitutional right or defense as to the validity or invalidity of any
law of the State where the unitized lands are located, or of the United States,
or requlations issued thereunder in any way affecting such party, or as a waiver
by any such party of any right beyond his or its authority to waive.

25. UNAVOIDABLE DEIAY. All cbligations under this agreement requiring the
Unit Operator to camence or contimue drilling, or to operate on, or produce
unitized substances from any of the lands covered by this agreement, shall be
suspended while the Unit Operator, despite the exercise of due care and dili-
gence, is prevented from camplying with such cbligations, in whole or in part,
by strikes, acts of God, Federal, State, or municipal law or agencies, unavoid-
able accidents, uncontrollable delays in transportation, inability 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
emmmerated or not.

26. NONDISCRIMINATION. In connection with the performance of work under
this agreement, the Unit Operator agrees to camply with all 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 in this agreement.

_15...



27. ICSS OF TITIE. In the event title ized lard shall
fail and the triue cwner cannot rfe induced to Soi in in t?la ‘“wt agrezement, such
tract shall be avtcmatically rzgarded as ncot committod hereto, and there shall
ke such readjustment o futurs costs ard barelits as may ke roquired on account
of the lcss of such title. In the event cf a ¢ te as to title o any royal-
ty, working interest, cr cthar interesis cugew wereto, payment or delivery on
account thereof may ke withheld withcut liability for interest until the dispute
is finally settled; provided, that, as to Federal ard Stats larnds or leases, no
payrents of furds due the United States or ‘t::e State of New Mexico should be
withheld, but such furds snall ke depcsited as directed by the 20 ard such furds
cf the State of New Maxico shall ke ue"Caltg 1 as directed by the larnd Ccomis-
sicner, to ke held as urnearned mcney rording final settlement of the title
dispute, and then arslied as earned or retwrred in accordance with such final
settlemant.
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Unit Operator as such 1s relieved from any respensibility for any cefect or
failure of any title hereurder.

28. NCN-JOINLCER AND SUBSEQUENT JOINDER. If the owner of any substantial
terest in a tract within the Unit Area fails or refuses to sukscribe or
consent to this agreement, the owner of the working interest in that tract may
withdraw the tract frcm tlus agreement by written notice delivered to the proper
Bureau of Iard Man,gemant office, the lLand Comuissioner, the Division ard the
Unit Operator pricr to the approval of this agreement by the AC ard Comission-
er. Amny oil or gas in ‘terests in lands within the Unit Area not ccmmitted hereto
prior to final apprcval may thereafter be ccmmitied hereto by the owner or
cwners thereof subscribing or censenting to this agreement, and, if the interest
is a working interest, ky the owner of such interest also subscribing to the
unit cperating agreement. After operaticns are commenced hereurder, the right
of subsequent joinder, as provided in this secticn, by a working interest cwner
is subject to such requirements cor arproval(s), if any, pertaining to such
joinder, as may be prcvided for in the unit crerating agreement. After firal
apprcval herecf, joinder by a ron-working interest cwner must be consented to in
writing by the working interest cwner comuitted hereto and responsible for the
payment of any benefits that may accrue herewrder in behalf of such non-working
interest. A non—working interest may nct ke committed to this unit agreement
unless the corresponding working interest is comitted hereto. Joinder to the
unit agreement by a working interest cwrer, at any time, must be accampanied by
apprecpriate joinder to the unit operating agreement, in order for the interest
to be regarded as comitted to this unit agreement. Except as may otherwise
herein be provided, subsequent jeoinders to this agreement shall be erffective as
of the date of the filing with the A0, the land Ccmmissicner arnd the Division of
duly executed counterrarts of all or any parers necessary to establish effective
camitment of any interest and/or tract to this agreement.

29. CCUNTERFARTS. This agreement may be executed in any mucber of coun-
terparts, no cre of which needs to ke executed ky all parties, or may be rati-
fied or consented to by separate instrument in writing specifically referring
hereto and shall be binding upon all those parties who have executed such a
counterpart, ratification, or consent hereto with the same force and effect as
if all such parties had signed the same document and regardless of whether or
not it is executed by all other parties owning or claiming an interest in the
lards within the above-described Unit Area.



30. SUFRENDER. HNothing in this agroeonynt ohiall prchibit tha excrcise by
any working interest cwner cf the right tf‘ swrronder any intorest vestjj m such
varty by anv lease, sublease, cr cgerating agreoment as to all or any part of
the larcs c*ve.ad thereby, provided that eacn parcy wno will or might acguire
such weridrg interest by sech surrender or Ly rfcriziture as nereartter set ferth,
is bound by the terms of this agreement.

If as a result cof anv such swrrerder, the woriking intsrest richts as to

such lards keccme vested in any party oﬂ‘& than t. .2 fee cwnar cf the unitized
Supstancg,s, said party may forieit such rights ard f\.:r‘“ev rerefits frcm opera-
ticn hereunder as to saild land to the pa__ ty next in the chain of title who shall
he ard beccme the owner of such working interest.

If as the result of any such swrender or fcrfeiture, working interest

rights beccme vasted in the fze cwner of the unitized substances, such owner
Tay':

(2) Accept those working interest rignts subject to this agreement ard the
unit cperating agresment; or

(b) Iease the portion of such lard as is included in a participating area
establisned hereurder subject to this agreement ard the unit coperating agree-
ment; cor

(c) Provide for the irdeperdent cperaticn of any party of such land that
is rot then included within a perticipating area established hereunder.

If the fee owner of the unitized substances dees nct accept the working
interest rights subject to this agreement ard the unit cperating agreement or
lease such larncds as above provided within six months after the surrerdered or
forfeited working interest rights became vested in the fee owner, the kenefits
and cbligaticns of operations acccuing to such lands under this agresement and

the unit operatmg agme:m.nt shall be shared by the remaining cwners of uzutlzezi
working interests in accerdance with their respective workirng interest owner
ships, ard such owners of working interests shall campensate the fee cwner of
unitized supstances in such lands by paying surs equal to the rentals, minimm
royalties, ard royalties applicable to such lands under the lease in effect when
the lands were unitized.

2n appropriate accocunting and settlement shall ke made for all kenefits
accuing to or payments and experditures made or incurred on behalf of such
surrendered or forfeited workirg interest subsacuent tc the date of surrerder or
forfeiture, and payment of any moneys found to be owing by such an accounting
shall ke made as between the parties within thirty (30) days.

The exercise of any right vested in a working interest owner to reassign
such working interest to the party from whem aptained shall ke subjec*' to the
same corditions as set ferth in this secticn in regard to the exercise of a
right to surrender.

31. TAXES. The working interest owners shall render and pay for their
account ard the account of the royalty cwners all valid taxes on or measured by
the unitized substances in and under or that may be produced, gathered ard sold

s
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proceeds derived therefram. The worklng intorest cwners of each tract shall and
ray charge the proper proeorticn cf said tawes to royalty cwners having inter-
ests in said tract, and way corrently retain erd deduct a sufficient amcunt of
the unitized surstances or derivative rroductis, cr nret proceeds ther=of, from
+the allocated shave of each rovalty cwner to securs reimburserent for the taxes
so raid. No such taxes shall be charged to the Unitad States or the State of
New Mexico or to any lesscr wno has a contract with his lessee which requires
the lessee to pay such taxes.

from the land covered ry this agresment after its effective date, or ugen the

32. NO PARINERSHIP. It is pressly acgreed that the relation of the
parties hereto is that of indeperdent ccntractors ard nothirng centained in this
agresment, expressed cr irplied, ncr any cperaticns conduocted hereunder, shall
create or be deermed to have created a paritnership or associaticn ketwesn the
parties hersto or any of them.

33. SURFACE AND ENVIRCNMENTAL PRCOTECTICN STITULATICNS. Nothing in this
agrzement shall medify cor change either the special Federzl lease stipulations
relating to swurface management or such srecial Federal lease stipulaticns
relating to surface and envircrmental protecticn, attached to and made a part
of, 0il ard Gas leases coverirg lards 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

14
of McKay 0Oil Corporation, on behalf of said

corporation.

Notary Public

My Commission Expires:
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EXHIBIT "B" Page 1
Schedule of Lands and Leases 1ying within the proposed West Fork Unit Area, Chaves County, New Mexico
Township 4 & 5 South, Range 21 & 22 East, N.M.P.M.
TRACT LAND DESCRIPTION NO. OF | SERIAL NO. & BASIC ROYALTY LESSEE OF RECORD ORI WI OWNER &
NO. ACRES EXPIRATION & OWNERSHIP & PERCENTAGE PERCENTAGE PERCENTAGE
FEDERAL LANDS
1. T5S-R21E
Section 24: S/2 1,118.91 NM-32311 USA - 12.5% Inexco 011 Company 100% Inexco 011 Company - 10% McKay 011 Corporation 75%
Section 25: N/2 2-28-89 (HBP) McKay Children's Trust 25%
T55-R22E
Section 19: Lots 1(39.72), 2(39.75),
3(39.79), 4(39.82), E/2W/2
Section 30: Lots 3(39.90), 4(39.93),
E/2SW/4
2. T55-R22E
Section 30: Lots 1(39.85), 159.73 NM-32311 USA - 12.5% Inexco 011 Company 100% Inexco 011 Company-10%, McKay 011 Corporation 20.833%
2(39.88), E/2NW/4 2-28-89 (HBP) McKay Children's Tr.-.625%, Tentrack USA Limited 29.167%
McKay 011 Corp.-.625%, Ventana Limited Partnership  50.0%
3. T5S-R21E
Section 12: Al 2,236.08 NM-32312 USA - 12.5% Inexco 011 Company 100% Inexco 011 Company - 10% McKay 0i1 Corporation 75%
T5S-R22E 1-28-89 McKay Children's Trust 25%
Section 5: Lots 1(39.79), 2(39.77),
3(39.75), 4(39.73),
SI2N/2  (N/2)
Section 6: Lots 1(39.76), 2(39.82),
3(39.90), 4(39.57),
5(39.64), 6(39.66),
7(39.69), SW/4NW/4,
S/2NE/4, E/2SW/4, SE/4 (all)
Section 7: Lots 1(39.71), 2(39.74),

3(39.76), 4(39.79),
E/2W/2, E/2 (Al1)



EXHIBIT "B" Page 2
TRACT LAND DESCRIPTION NO. OF | SERIAL NO. & BASIC ROYALTY LESSEE OF RECORD ORI WI OWNER &
NO. ACRES EXPIRATION & OWNERSHIP & PERCENTAGE PERCENTAGE PERCENTAGE
4. TAS-R21E
Section 25: Al 640.00 NM-32315 USA - 12.5% Inexco 011 Company 100% Inexco 0i1 Co. - 10% McKay 011 Corporation 75%
2-28-89 McKay Chitdren's Trust 25%
5. T5S-R22E
Section 4: Lots 3(39.90), 159.73 NM-32320 USA - 12.5% McKay 011 Corporation 83.125% C. Richard Overly-.16605%, McKay 011 Corporation 51.875%
4(39.83), S/2NW/4 10-31-88 McKay Children's Trust 16.875% Witliam C. Longuist, Jr. McKay Children's Trust 41.875%
-.16605%, LOG Partners 6.25%
Millis H. Oakes-.02187%,
Gayle A. Dalton-.00729%,
MiTlton R. Fry-.04374%,
Melvin Wolf-9%,
Gary Mitchell-.66667%,
Ernest Otto-.33333%,
McKay 011 Corp.-2.095%,
Royale Energy Co.-.75%
6. TA4S-R21E
Section 12: SE/4 160.00 NM-32328 USA - 12.5% McKay 011 Corporation 87.292% C. Richard Overly-.508297%, McKay 011 Corporation 51.875%
8-31-89 McKay Children's Trust 12.708% William C. Lonquist, Jr. McKay Children's Trust 41.875%
-.508297%, LOG Partners 6.25%

Millis H. Oakes-.066946%,
Gayle A. Dalton-.022302%,
Milton R. Fry-.133893%,
Marvin Wolf-3%,

Lawrence H. Wolf-5%,
Ernest Otto-.33333%,
McKay 011 Corp.-2.260265%,
Royale Energy Co.-.75%



EXHIBIT "B" Page 3
TRACT LAND DESCRIPTION NO. OF | SERIAL NO. & BASIC ROYALTY LESSEE OF RECORD ORI Wl OWNER &
NO. ACRES EXPIRATION & OWNERSHIP & PERCENTAGE PERCENTAGE PERCENTAGE
7.
Section 13: N/2, SE/4 480.00 NM-32329 USA - 12.5% McKay 011 Corporation 87.292% C. Richard Overly-.508297%, McKay 0i1 Corporation 51.875%
6-30-89 McKay Children's Trust 12.708% William C. Longuist, Jr. McKay Children's Trust 41.875%
~-508297%, LOG Partners 6.25%
Mil1is H. Oakes-.066946%,
Gayle A. Dalton-.022302%,
Milton R. Fry-.133893%,
Marvin Wolf-3%,
Lawrence H. Wolf-5%,
Gary Mitchell-.66667%,
Ernest Otto-.33333%,
McKay 011 Corp.-2.260265%,
Royale Energy Co.-.75%
8.
Section 24: W/2, SE/4 480.00 NM-32330 USA - 12.5% McKay 011 Corporation 87.292% C. Richard Overly-.508297%, McKay 011 Corporation 51.875%
5-31-89 (HBP) McKay Children's Trust 12.708% William C. Lonquist, Jr. McKay Chitldren's Trust 41.875%
-.508297%, LOG Partners 6.25%

Millis H. Oakes-.066946%,
Gayle A. Dalton-.022302%,
Milton R. Fry-.133893%,
Marvin Wolf-3%,

Lawrence H. Wolf-5%,
Ernest Otto-.33333%,
Mckay 011 Corp.-2.260265%,
Royale Energy Co.-.75%



EXHIBIT “B" Page 4
TRACT LAND DESCRIPTION NO. OF | SERIAL NO. & BASIC ROYALTY LESSEE OF RECORD ORI WI OWNER &
NO. ACRES EXPIRATION & OWNERSHIP & PERCENTAGE PERCENTAGE PERCENTAGE
9. T4S-R21E
Section 24: NE/4 160.00 NM-32330 USA - 12.5% McKay 011 Corporation 87.292% C. Richard Overly-.508297%, McKay 011 Corporation 87.086%
5-31-89 (HBP) McKay Children's Trust 12.708% William C. Lonquist, Jr. McKay Children's Trust 12.914%
-.508297%,
Millis H. Oakes-.066946%,
Gayle A. Dalton-.022302%,
Milton R. Fry-.133893%,
Marvin Wolf-3%,
Lawrence H. Wolf-5%,
Gary Mitchell-.66667%,
Ernest Otto-.33333%,
McKay 011 Corp.-.9375%
10. T4S-R22E
Section 7: Lots 1(38.37), 2(38.44), 633.88 NM-32332 USA - 12.5% McKay 0i1 Corporation 87.292% C. Richard Overly-.508297% McKay 011 Corporation 51.875%
3(38.50), 4(38.57), 7-31-88 McKay Children's Trust 12.708%  William C. Lonquist, Jr. McKay Children's Trust 41.875%
E/24/2, E/2 (all) -.508297%, LOG Partners 6.25%

Millis H. Oakes-.066946%,
Gayle A. Dalton-.022302%,
Milton R. Fry-.133893%,
Marvin Wolf-3%,

Lawrence H. Wolf-5%,

Gary Mitchell-.66667%,
Ernest Otto-.33333%,
McKay 011 Corp.-2.260265%,
Royale Energy Co.-.75%



EXHIBIT "B" Page 5
TRACT LAND DESCRIPTION NO. OF | SERIAL NO. & BASIC ROYALTY LESSEE OF RECORD ORI WI OWNER &
NO. ACRES EXPIRATION & OWNERSHIP & PERCENTAGE PERCENTAGE PERCENTAGE
11. T4S-R22E
Section 4: Lots 1(40.22), 2(40.17), 1,120.79 NM-32332-A USA - 12.5% McKay 011 Corporation 83.125% C. Richard Overly-.16605%, McKay 011 Corporation 51.875%
3(40.13), 4(40.08), 7-31-88 McKay Children's Trust 16.875% William C. Lonquist, Jr. McKay Children's Trust 41.875%
S/2N/2, S/2 (all) -.16605%, LOG Partners 6.25%
Section 5: Lots 1(40.08), 2(40.11), Mil1is M. Oakes. -.02187%,
S/2NE/4, S/2 Gayle A. Dalton-.00729%,
Milton R. Fry-.04374%,
Marvin Wolf-4%,
Lawrence H. Wolf-5%,
Gary Mitchell-.66667%,
Ernest Otto-.33333%,
McKay 011 Corp.-2.095%,
Royale Energy Co.-.75%
12. TAS-R22E ‘
Section 18: Lots 1(38.64), 953.73 NM-32333 USA - 12.5% McKay 0i1 Corporation 87.292% C: Richard Overly-.508297%, McKay 011 Corporation 51.875%
2(38.73), E/2NW/A4, NE/4 7-31-88 McKay Children's Trust 12.708% William C. Lonquist, Jr. McKay Children's Trust 41.875%
Section 19: Lots 1(38.98), 2(39.05), -.508297%, LOG Partners 6.25%

3(39.13), 4(39.20), E/2,
E/2W/2 (all)

Millis H. Oakes-.066946%,
Gayle A. Dalton-.022302%,
Milton R. Fry-.133893%,
Marvin Wolf-3%,

Lawrence H. Wolf-5%,
Gary Mitchell-.66667%,
Ernest Otto-.33333%,

McKay 0i1 Corp.-2.260265%,

Royale Energy Co.-.75%



EXHIBIT "B" vm@m 6
TRACT LAND DESCRIPTION NO. OF | SERIAL NO. & BASIC ROYALTY LESSEE OF RECORD ORI WI OWNER &

NO. ACRES EXPIRATION & OWNERSHIP & PERCENTAGE PERCENTAGE PERCENTAGE

13. T4S-R22E
Section 7: Lots 1(38.37), 2(38.44), 633.88 NM-32332 USA - 12.5% McKay 011 Corporation 87.292% C. Richard Overly-.508297% McKay 011 Corporation 51.875%

3(38.50), 4(38.57), 7-31-88 McKay Children's Trust  12.708%  William C. Lonquist, Jr. McKay Children's Trust 41.875%
E/2W/2, E/2 (all) -.508297%, LOG Partners 6.25%

Mil11is H. Oakes-.066946%,

Gayle A. Dalton-.022302%,

Milton R. Fry-.133893%,

Marvin Wolf-3%,

Lawrence H. Wolf-5%,

Gary Mitchel1-.66667%,

Ernest Otto-.33333%,

McKay 011 Corp.-2.260265%,

Royale Energy Co.-.75%

14. T4S-R22E , ,
Section 20: SW/4SE/4, E/2SE/4 480.00 NM-32334 USA - 12.5% McKay 011 Corporation 83.125% C. Richard Overly-.16605%, McKay 011 Corporation 51.875%
Section 21: S/2NE/4, SW/4SW/4, 7-31-88 McKay Children's Trust 16.875% William C. Lonquist, Jr. McKay Children's Trust 41.875%

E/2SW/4, SE/4 -.16605%, LOG Partners 6.25%

Mil1is H. Oakes-.02187%,
Gayle A. Dalton-.00729%,
Milton R. Fry-.04374%,
Marvin Wolf-4%,
Lawrence H. Wolf-5%,
Gary Mitchell-.66667%,
Ernest Otto-.33333%,
McKay 0i1 Corp.-2.095%,
Royale Energy Co.-.75%



EXHIBIT "B" Page 7
TRACT LAND DESCRIPTION NO. OF | SERIAL NO. & BASIC ROYALTY LESSEE OF RECORD OR1 WI OWNER &
NO. ACRES EXPIRATION & OWNERSHIP & PERCENTAGE PERCENTAGE PERCENTAGE
15. T4S-R22E
Section 30: Lots 1(39.27), 1,115.69 NM-32335 USA - 12.5% McKay 011 Corporation 87.292% C. Richard Overly-.508297%, McKay 011 Corporation 51.875%
2(39.34), 3(39.40), 2-28-89 (HBP) McKay Children's Trust 12.708%  Willlam C. Lonquist, Jr. McKay Children's Trust 41.875%
4(39.48), SE/4, E/2W/2 -.508297%, LOG Partners 6.25%
Section 31: Lots 1(39.51), 2(39.54), Mi11is H. Oakes-.066946%,
3(39.56), 4(39.59), E/2, Gayle A. Dalton-.022302%,
E/2W/2 (all) Milton R. Fry-.133893%,
Marvin Wolf-3%,
Lawrence H. Wolf-5%,
Gary Mitchell-.66667%,
Ernest Otto-.33333%,
McKay 011 Corp.-2.260265%,
Royale Energy Co.-.75%
16. T4S-R22E :
Section 30: NE/4 160.00 NM-32335 USA - 12.5% McKay 0i1 Corporation 87.292% C. Richard Overly-.508297%, McKay 0i1 Corporation 82.398%
2-28-89 (HBP) McKay Children's Trust 12.708% Witliam C. Lonquist, Jr. McKay Children's Trust 17.602%

-.508297%,

Millis H. Oakes-.066946%,
Gayle A. Dalton-.022302%,
Milton R. Fry-.133893%,
Marvin Wolf-3%,

Lawrence H. Wolf-5%,
Gary Mitchell-.66667%,
Ernest Otto-.33333%



EXHIBIT "B" Page 8

TRACT LAND DESCRIPTION NO. OF | SERIAL NO. & BASIC ROYALTY LESSEE OF RECORD ORI WI OWNER &
NO. ACRES | EXPIRATION & OWNERSHIP & PERCENTAGE PERCENTAGE PERCENTAGE
17. T4S-R22E
Section 29: NE/4 160.00 NM-32335-A USA - 12.5% McKay 011 Corporation 83.125% C. Richard Overly-.16605%, McKay 011 Corporation 51.875%
2-28-89 (HBP) McKay Children's Trust 16.875% William C. Lonquist, Jr. McKay Children's Trust 41.875%
-.16605%, LOG Partners 6.25%

Millis H. Oakes-.02187%,
Gayle A. Dalton-.00729%,
Milton R. Fry-.04374%,
Marvin Wolf-4%,

Lawrence H. Wolf-5%,
Gary Mitchell-.66667%,
Ernest Otto-.33333%,
McKay 0i1 Corp.-2.095%,
Royale Energy Co.-.75%,

. T4S-R22E :
e Section 29: NW/4 160.00 NM-32335-A USA - 12.5% McKay 011 Corporation 83.125% C. Richard Qverly-.16605%, McKay 011 Corporation 78.03125%
2-28-89 (HBP) McKay Children's Trust 16.875% William C. Lonquist, Jr. McKay Children's Trust 4.21875%
-.16605%, Concise 01 & Gas Part. 7.5%
Mi11is H. Oakes-.02187%, Cumo Resources Ltd. 5.0%
Gayle A. Dalton-.00729%, Oi1Search Corporation .25%
Milton R. Fry-.04374%, Fuller Petroieum, Inc. 5.0%

Marvin Wolf-4%,

Lawrence H. Wolf-5%,
Gary Mitchel1-.66667%,
Ernest Otto-.33333%,
McKay 0i1 Corp.-12.095%,
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NO. ACRES EXPIRATION & OWNERSHIP & PERCENTAGE PERCENTAGE PERCENTAGE
19.
Section 29: SE/4 160.00 NM-32335-A USA - 12.5% McKay 011 Corporation 78.125% C. Richard Overly-.16605%, McKay 011 Corporation 73.03125%
2-28-89 (HBP) McKay Children's Trust 16.875%  Wiliiam C. Longquist, Jr. McKay Children's Trust 4.21875%
Roberts/Johnson Energy 4.625% -.16605%, Concise 011 & Gas Partnership 7.5%
George Kelley .375% Millis H. Oakes-.02187%, Cumo Resources Ltd. 5.0%
Gayle A. Dalton-.00729%, 011Search Corporation .25%
Milton R. Fry-.04374%, Fuller Petroleum, Inc. 5.0%
Marvin Wolf-4%, Roberts/Johnson Energy Part. 4,625%
Lawrence H. Wolf-5%, George H. Kelley .375%
Gary Mitchel1-.66667%,
Ernest Otto-.33333%,
McKay 011 Corp.-12.095%,
20.
Section 29: SW/4 160.00 NM-32335-A USA - 12.5% McKay 011 Corporation 83.125% C. Richard Overly-.16605%, McKay 011 Corporation 78.03125%
2-28-89 (HBP) McKay Children's Trust 16.875% Wijliam C. Lonquist, Jr. McKay Children's Trust 4.21875%

-.16605%,

Millis H. Oakes-.02187%,
Gayle A. Dalton-.00729%,
Milton R. Fry-.04374%,
Marvin Wolf-4%,

Lawrence H. Wolf-5%,
Gary Mitchell-.66667%,
Ernest Otto-.33333%,
McKay 011 Corp.-12.095%,

Concise 011 & Gas Partnership 7.5%

Cumo Resources Ltd. 5.0%
0i1Search Corporation .25%
Talent Energy Corporation 5.0%



EXHIBIT "B" Page 10
TRACT LAND DESCRIPTION NO. OF | SERIAL NO. & BASIC ROYALTY LESSEE OF RECORD ORI WI OWNER &
NO. ACRES EXPIRATION & OWNERSHIP & PERCENTAGE PERCENTAGE PERCENTAGE
21. T4S-R22E
Section 28: W/2 960.00 NM-32336 USA - 12.5% McKay 0i1 Corporation 83.125%  C. Richard Overly-.16605%, McKay 011 Corporation 51.875%
Section 33: All 7-31-88 McKay Children's Trust  16.875%  William C. Lonquist, Jr. McKay Children's Trust 41.875%
-.16605%, LOG Partners 6.25%
Millis H. Oakes-.02187%,
Gayle A. Dalton-.00729%,
Milton R. Fry-.04374%,
Marvin Wolf-4%,
Lawrence H. Wolf-5%,
Gary Mitchell-.66667%,
Ernest Otto-.33333%,
McKay 011 Corp.-2.095%,
Royale Energy Co.-.75%
22. TA4S-R22E .
Section 21: N/2N/2 160.00 NM-33216 USA - 12.5% McKay 011 Corporation 83.125% C. Richard Overly-.16605%, McKay 0i1 Corporation 51.875%
12-31-88 McKay Children's Trust 16.875%  William C. Lonquist, Jr. McKay Children's Trust 41.875%
-.16605%, LOG Partners 6.25%

Mi11is H. Oakes-.02187%,
Gayle A. Dalton-.00729%,
Milton R. Fry-.04374%,
Melvin Wolf-9%,

Gary Mitchell-.66667%,
Ernest Otto-.33333%,
McKay 011 Corp.-2.095%,
Royale Energy Co.-.75%
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NO. ACRES EXPIRATION & OWNERSHIP & PERCENTAGE PERCENTAGE PERCENTAGE
23. TS5S-R21E
Section 1: Lots 1(39.98), 639.77 NM-36185 USA - 12.5% McKay 011 Corporation 87.292% C. Richard Overly-.508297%, McKay 0i1 Corporation 51.875%
2(39.95), 3(39.93), 4-30-91 McKay Children's Trust 12.708% William C. Lonquist, Jr McKay Children's Trust 41.875%
4(39.91), S/2N/2, S/2 -.508297%, LOG Partners 6.25%
(all) Millis H. Oakes-.066946%,
Gayle A. Dalton-.022302%,
Milton R. Fry-.133893%,
Wendy Wolf Kaufman-9%,
McKay 0il Corp.-2.260265%,
Royale Energy Co.-.75%
24. T5S-R21E
Section 11: E/2 960.00 NM-36187 USA - 12.5% McKay 011 Corporation 87.292% C. Richard Overly-.508297%, McKay 0i1 Corporation 51.875%
Section 13: N/2 4-30-91 McKay Children's Trust 12.708% William C. Lonquist, Jr. McKay Children's Trust 41.875%
Section 14: E/2 -.508297%, LOG Partners 6.25%

Mi111s H. Oakes-.066946%,
Gayle A. Dalton-.022302%,
Milton R. Fry-.133893%,
Wendy Wolf Kaufman-9%,
McKay 011 Corp.-2.260265%,
Royale Energy Co.-.75%
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TRACT LAND DESCRIPTION NO. OF [SERIAL NO. & BASIC ROYALTY LESSEE OF RECORD ORI WI OWNER &
NO. ACRES EXPIRATION & OWNERSHIP & PERCENTAGE PERCENTAGE PERCENTAGE
25. T55-R21E
Section 23: E/2 320.00 NM-36188 USA - 12.5% McKay 011 Corporation 87.292% C. Richard Overly-.508297%, McKay 0i1 Corporation 51.875%
4-30-91 McKay Children's Trust 12.708% William C. Lonquist, Jr. McKay Children's Trust 41,875%
-.508297%, LOG Partners 6.25%
Millis H. Oakes-.066946%,
Gayle A. Dalton-.022302%,
Milton R. Fry-.133893%,
Wendy Wolf Kaufman-9%,
McKay 011 Corp.-2.260265%,
Royale Energy Co.-.75%
26. T5S-R22E
Section 18: Lots 1(39.79), 159.00 NM-36700 USA - 12.5% Yates Petroleum Corp. 100% none Yates Petroleum Corp. 100%

2(39.76), 3(39.74),
4(39.71)

2-28-91

TOTAL FEDERAL LANDS, 26 TRACTS, 15,497.31 ACRES
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TRACT LAND DESCRIPTION NO. OF | SERIAL NO. & BASIC ROYALTY LESSEE OF RECORD ORI W] OWNER &
NO. ACRES EXPIRATION & OWNERSHIP & PERCENTAGE PERCENTAGE PERCENTAGE
STATE OF NEW MEXICO LANDS
27.
Section 36: A1l 640.00 LG-5553 State of N.M.-12.5% McKay 011 Corporation 100% C. Richard Overly-.508297%, McKay 011 Corporation 51.875%
6-30-88 William C. Lonquist, Jr. McKay Children's Trust 41.875%
-.508297%, LOG Partners 6.25%
Mi11is H. Oakes-.066946%,
Gayle A. Dalton-.022302%,
Miiton R. Fry-.133893%,
Melvin & Marvin Wolf-8%,
Gary Mitchell-.66667%,
Ernest Otto-.33333%,
McKay 0il Corp.-2.260265%,
Royale Energy Co.-.75%
28. .
Section 16: All 640.00 LG-5554 State of N.M.-12.5% McKay 011 Corporation 100% C. Richard Overly-.16607%, McKay 011 Corporation 51.875%
6-30-88 William C. Lonquist, Jr. McKay Children's Trust 41.875%
-.16607%, LOG Partners 6.25%

Millis H. Oakes-.02187%,
Gayle A. Dalton-.00729%,
Milton R. Fry-.04374%,
Melvin & Marvin Wolf-9%,
Gary Mitchel1-.66667%,
Ernest Otto-.33333%,
McKay 011 Corp.-2.095%,
Royale Energy Co.-.75%



EXHIBIT "B" Page 14

TRACT LAND DESCRIPTION NO. OF | SERIAL NO. & BASIC ROYALTY LESSEE OF RECORD ORI WI OWNER &
NO. ACRES EXPIRATION & OWNERSHIP & PERCENTAGE PERCENTAGE PERCENTAGE
29. T4S-R22E
Section 32: All 640.00 LG-5555 State of N.M.-12.5% McKay 011 Corporation 100% C. Richard Overiy-.16605%, McKay 011 Corporation 51.875%
6-30-88 Wiltiam C. Lonquist, Jr. McKay Children's Trust 41.875%
-.16605%, LOG Partners 6.25%

Millis H. Oakes-.02187%,
Gayle A. Dalton-.00729%,
Milton R. Fry-.04374%,
Melvin & Marvin Wolf-8%,
Gary Mitchell-.66667%,
Ernest Otto-.33333%,
McKay 011 Corp.-2.095%,
Royale Energy Co.-.75%

TOTAL STATE OF NEW MEXICO LANDS, 3 TRACTS, 1,920.00 ACRES
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TRACT LAND DESCRIPTION NO. OF | SERIAL NO. & BASIC ROYALTY LESSEE OF RECORD ORI WI OWNER &
NO. ACRES EXPIRATION & OWNERSHIP & PERCENTAGE PERCENTAGE PERCENTAGE
FEE (PATENTED) LANDS
30. T4S-R22E
Section 8: N/2 320.00
(80.00) open * Lois Merle Parsons Unleased 25%
(160.00) 50% 12-19-89 Gene 0'Dell & wf. Yates Petroleum Corporation 70% none Yates Petroleum Corp. 17.5%
Coreene - 12.5% Yates Drilling Company 10% Yates Drilling Company 2.5%
ABO Petroleum Corporation 10% ABO Petroleum Corporation 2.5%
Estate of Martin Yates III 10% Estate of Martin Yates 111 2.5%
50% 4-29-89 Gene 0'Dell & wf. McKay 011 Corporation 75% none McKay 0i1 Corporation 37.5%
Coreene - 25% McKay Children's Trust 25% McKay Children's Trust 12.5%
(80.00) 4-29-89 Alex Cooke Estate  McKay 011 Corporation 75% none 100%
- 259 McKay Children's Trust 25% :
31. T4S-R22E
Section 9: NW/4 160.00 6-08-89 The S. Martin Ranch, Yates Petroleum Corporation 40% none Yates Petroleum Corp. 40%
Inc., - 12.5% Yates Drilling Company 20% Yates Dritling Company 20%
ABO Petroleum Corporation 20% ABO Petroleum Corporation 20%
Myco Industries, Inc. 20% Myco Industries, Inc. _20%
100%

* open refers to unleased mineral interests
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TRACT LAND DESCRIPTION NO. OF | SERIAL NO. & BASIC ROYALTY LESSEE OF RECORD ORI WI OWNER &
NO. ACRES | EXPIRATION & OWNERSHIP & PERCENTAGE PERCENTAGE PERCENTAGE
32. T4S-R22E
Section 9: NE/4 160.00 Unleased 100%
(80.00) open John G. Boydstun
(20.00) open Paul Boydstun
{20.00) open Steven Boydstun
(20.00) open Benjamin Boydstun
(10.00) open Carl A. Schellinger
(10.00) open David J. Sorenson
33. T4S-R21E : .
Section 13: SW/4 160.00
(80.00) open J Y Ranch, Inc. Unleased 50%
(80.00) 1-9-90 Heirs of S. J. Yates Petroleum Corporation 70% none Yates Petroleum Corp. 35%
Blythe - 12.5% Yates Drilling Company 10% Yates Drilling Company 5%
ABO Petroleum Corporation 10% ABO Petroleum Corporation 5%
Estate of Martin Yates III  10% Estate of Martin Yates III 5%

100%
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TRACT LAND DESCRIPTION NO. OF [ SERIAL NO. & BASIC ROYALTY LESSEE OF RECORD ORI WI OWNER &
NO. ACRES EXPIRATION & OWNERSHIP & PERCENTAGE PERCENTAGE PERCENTAGE
34, T4S-R22E
Section 18: Lots 3(38.81), 157.71
4(38.90), E/25W/4

(78.855) 1-09-90 Heirs of S. J. Yates Petroleum Corporation 70% none Yates Petroleum Corp. 35%
& Tennie E. Blythe, Yates Drilling Company 10% Yates Drilling Company 5%
h&w, both dec. ABO Petroleum Corporation 10% ABO Petroleum Corporation 5%
- 12.5% Estate of Martin Yates III 10% Estate of Martin Yates III 5%

{78.855)open J Y Ranch, Inc. Unleased 50%

100%
35. T4S-R22E
Section 18: SE/4 160.00 Unleased 95.83%
(100.00) open Heirs of H.R. Field

& Mable Field, héw, )
deceased

(6.67) 3-26-91 Owassa Field, widow Apache Corporation 100% none Apache Corporation 4,17%
- 12.5% LLA

100%
(6.67) open Virginia Pearl Irwin
(6.66) open Gaylyn S. Field
(20.00) open Estate of Tyson M. Field
(20.00) open 07 Ranch Mineral Limited Partnership
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TRACT LAND DESCRIPTION NO. OF | SERIAL NO. & BASIC ROYALTY LESSEE OF RECORD ORI WI OWNER &
NO. ACRES EXPIRATION & OWNERSHIP & PERCENTAGE PERCENTAGE PERCENTAGE
36. T4S-R22E
Section 20: SE/4NW/4, S/2NE/4, 200.00 open James Desmond Files - 25% Unleased 100%
NE/4SW/4, NW/4SE/4 Patrick Henry Files - 25%
Wiley W. Files, Jr. - 25%
Bertha Files, widow - 25%
37. T4S-R22E
Section 21: S/2NW/4, NW/4SW/4 120.00 open James Desmond Files - 25% Unleased 100%
Patrick Henry Files - 25%
Wiley W. Files, Jr. - 25%
Bertha Files, widow - 25%
38. T4S-R22E
Section 28: E/2 320.00 6-15-89 Jerry Don Martin & Rio Petrol, Inc. 54% Sam D. Rio Petrol, Inc. 54%
wife Waneta and Stevens 011 Company 30% Gardiner-1% Stevens 011 Company 30%
Ronald Charles Stevens Resources 10% Stevens Resources 10%
Martin & wife Betty John D. Cadigan 6% John D. Cadigan 6%
S. - 12.5%
100%
39. T5S-R21E
Section 13: S/2 320.00 Unleased 100%

(160.00) open

(160.00) open

Dosha Huddieston

J Y Ranch, Inc.
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NO. ACRES EXPIRATION & OWNERSHIP & PERCENTAGE PERCENTAGE PERCENTAGE
40. T5S-R22E
Section 18: NE/4, E/2NW/4 240.00 6-8-89 The S. Martin Ranch, Yates Petroleum Corp, 40% none Yates Petroteum Corp. 40%
Inc. - 12.5% Yates Drilling Company 20% Yates Drilling Company 20%
ABO Petroleum Corporation 20% ABO Petroleum Corp. 20%
Myco Industries, Inc. 20% Myco Industries, Inc. 20%
100%
41. T5S-R22E
Section 18: NE/4SW/4, N/2SE/4 120.00
(60.00) 6-08-91 Jean Davis Owen, McKay 011 Corporation 75% none McKay 011 Corporation 37.5%
Jane Davis Bowers, McKay Children's Trust 25% McKay Children's Trust 12.5%
James W. Davis and
John A. Davis-12.5%
(60.00) open Dosha Huddleston Unleased 50%
100%
42. T55-R22E
Section 18: SE/4SW/4, S/2SE/4 120.00 11-13-90 Price M. Hannan & McKay 011 Corporation 75% none McKay 0i1 Corporation 75%
Helen J. Pace - McKay Children's Trust 25% McKay Children's Trust 25%

12.5%

100%
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43. T5S-R21E
Section 24: N/2 320.00
(280.00) 9-09-91 Eddie Allen Dunn McKay 011 Corporation 75% none McKay 011 Corporation 65.63%
-41%, James H. McKay Children's Trust 25% McKay Children's Trust 21.87%
Walker 111-16.4%,
Dorothea A.
Walker-16.4%, Ruth
C. Dunn, Trustee for
Terry Lee Cullender
13.7% of 12.5%
(40.00) open Nellie M. Cullender Unleased 12.5%
100%
44. T5S-R22E ,
Section 19: E/2 320.00 11-07-90 John B. Davis, Jr., McKay 011 Corporation 75% none McKay 031 Corporation 75%
Roger Davis and McKay Children's Trust 25% McKay Children's Trust 25%

Norman N. Davis -
12.5%

100%
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NO. ACRES EXPIRATION & OWNERSHIP & PERCENTAGE PERCENTAGE PERCENTAGE
45, T5S-R22E
Section 30: SE/4 160.00 11-2-87 1I.L. Morse - 12.5% Mesa Operating Ltd. 77.5% Mesa Operating McKay 011 Corporation 56.25%
(HBP) Partnership Ltd. Partnership-4%, McKay Children's Trust 18.75%
Sequoia Associates, Ltd. 10.0% Sequoia Associates Ltd.-4%, Natural Gas Drilling 25.0%
Texaco, Inc. 12.5% Texaco, Inc. 4%, Investors 1987-1
Los Siete Exploration, Inc.-2%, 100%

Newkirk Royalty Trust-4.25%,
Armstrong Equities, et al-3.375%

TOTAL FEE (PATENTED) LANDS, 16 TRACTS, 3,357.71 ACRES

RECAPITULATION
FEDERAL LANDS 15,497.31 ACRES 74.6% OF UNIT AREA
STATE LANDS 1,920.00 ACRES 9.2% OF UNIT AREA
FEE LANDS 3,357.71 ACRES 16.2% OF UNIT AREA

TOTAL UNIT ACREAGE 20,775.02 ACRES 100% OF UNIT AREA



SCHEDULE OF OWNERSHIP, ACREAGE AND PERCENTAGE OF UNIT IN THE WEST FORK DIVIDED TYPE FEDERAL UNIT

OWNERS

ABO Petroleum Corporation
Apache Corporation

John D. Cadigan

Concise 0i1 & Gas Partnership
Cumo Resources Limited
Fuller Petroleum, Inc.

George H. Kelley

LOG Partners

McKay Children's Trust

McKay 011 Corporation

Myco Industries, Inc.

Natural Gas Drilling Investors 1987-1
011Search Corporation

Rio Petrol, Inc.
Roberts/Johnson Energy Partnership
Stevens 011 Company

Stevens Resources

Talent Energy Corporation
Tentrack USA Limited

Ventana Limited Partnership
Yates Drilling Company

Yates Petroleum Corporation
Estate of Martin Yates III
Unleased Mineral Interests

TOTALS

ACREAGE

103.886
6.67
19.20
36.00
24.00
16.00
.60
768.98
6,484.95
10,844.73
80.00
40.00
1.20
172.80
7.40
96.00
32.00
8.00
46.59
79.86
103.886
486.198
23.885
1,292.185

20,775.02

PERCENTAGE OF UNIT

.5001%
.0321%
.0924%
.1733%
.1155%
.0770%
.0029%
3.7015%
31.2151%
52.2008%
.3851%
.1925%
.0058%
.8318%
.0356%
.4621%
.1540%
.0385%
.2242%
.3844%
.5001%
2.3403%
.1150%
6.2199%

100.0000%



UNIT AGREEMENT

FOR THE DEVELOPMENT AND OPERATTION

OF THE

WEST FORK UNIT AREA

COUNTY OF CHAVES

STATE OF NEW MEXTICO

NO.

THIS AGREEMENT, entered into as of the 1st day of May , 19 88, by
and between the parties subscribing, ratifying, or consenting hereto, and herein
referred to as the "parties hereto"”,

WITNESSETH:

WHEREAS, the parties hereto are the owners of working, royalty, or other oil
and gas interests in 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 jointly or separately with others, in collectively adopting
and operating under a unit plan of development or operation of any oil and gas pool,
field, or like area, or any part thereof for the purpose of more properly conserving
the natursl resources thereof whenever determined and certified by the Secretary of
the Interior to be necessary or advisable in 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 it covers and includes lands and mineral interest of the State of New Mexico; and

WHEREAS, the 0il Conservation Division of the 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 in the West Fork
Unit Area covering the land hereinafter described to give
reasonably effective control of operations therein; and

WHEREAS, it is the purpose of the parties hereto to conserve natural resources,
prevent waste, and secure other benefits obtainable through development and operation
of the area subject to this agreement under the temrms, conditions, and limitations
herein set forth;
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NOW, THEREFORE, in consideration of the premises and the promises herein
contained, the parties hereto conmit to this agreement their respective interests in
the below—~defined Unit Area, and agree severally among themselves as follows:

1. INABLING ACT AND REGULATICNS. The Mineral Leasing Act of February 25, 1920,
as amended, supra, and all valid pertinent regulations including operating and unit
plan regulations, heretofore issued thereunder or valid, pertinent and reasonable
requlations 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 o0il and gas operating regulations
in effect as of the effective date hereof governing drilling and producing operations,
not inconsistent with the terms hereof or the laws of the State in which the non-
Federal land is located, are hereby accepted and made a part of this agreement.

2. UNIT ARFA. The following described land is hereby designated and recognized
as constituting the Unit Area:

T-4-5, R-2]1-E, NMPM T-4-S, R-22-E, NMPM
Sec. 12: SE% Sec. 4: All
Secs. 13, 24, 25, 36: All Sec. 5: E%, Swk

Secs. 7, 8, 9, 16, 17, 18, 19,
20, 21, 28, 29, 30, 31,

32, 33: All
T-5-S, R-21-E, NMPM T-5-S, R=22-E, NMPM
Sec. 11: EX Sec. 4: Nwk
Sec. 14: E% Sec. 5: Nk
Sec. 23: E% Secs. 6, 7, 18, 19: All
Secs. 1, 12, 13, 24: All Sec. 30: Wk, SEY

Sec. 25: Nk

Containing 20,775.02 Acres, more or less.

Exhibit "A" shows, in addition to the boundary of the Unit Area, the boundaries
and identity of tracts and leases in said area to the extent known to the Unit Operator.
Exhibit "B" attached hereto is a schedule showing to the extent known to the Unit
Operator, the acreage, percentage, and kind of ownership of o0il and gas interests in
all lands in the Unit Area. However, nothing herein or in Exhibits "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 in the Exhibits "A" and
"B" as owned by such party. Exhibits "A" and "B" shall be revised by the Unit Opera-
tor whenever changes in the Unit Area or in the ownership interests in the individual
tracts render such revision necessary, or when requested by the Authorized Officer,
hereinafter referred to as "RAO", 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 shall be filed with the proper Bureau
of Land Management office and one (1) copy thereof shall be filed with the Land

-2



Commissioner, and one (1) copy with the New Mexico 0Oil 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 in the
following manner:

(a) Unit Operator, on its own motion (after preliminary concurrence by the AO),
or on demand of the A0, or the Land Commissioner (after preliminary concurrence by the
A0 and the Land Commissioner) shall prepare a notice of proposed expansion or con:zrac-
tion describing the contemplated changes in the boundaries of the Unit Area, the
reasons therefore, any plans for additional drilling, and the proposed effective date
of the expansion or contraction, preferably the first 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 will be allowed for submission to the Unit Operator of
any cbjections.

{c) Upon expiration of the 30-day period provided in the preceding item (b)
hereof, Unit Operator shall file with the A0, 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 filed with Unit Operator, together with an applicat:.on
in triplicate, for approval of such expansion or contraction and with appropriate
joinders.

(d) After due consideration of all pertinent information, the expansion or
contraction shall, upon approval by the A0, the Land Commissioner and the Division,
become effective as of the date prescribed in the notice thereof or such other
appropriate date.

(e) Notwithstanding any prior elimination under the "Drilling to Discovery"
section, all legal subdivisions of lands (i.e., 40 acres by Government survey or ..ts
nearest lot or tract equivalent; in instances of irregular surveys, unusually large
lots or tracts shall be considered in multiples of 40 acres or the nearest aliquot
equivalent thereof), no parts of which are in or entitled to be in a participating
area on or before the fifth anniversary of the effective date of the first initial
participating area established under this unit agreement, shall be eliminated auto-
matically from this agreement, effective as of said fith 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 drilling operations are in progress on unitized lands not
entitled to participation on said fifth anniversary, in which event all such lands
shall remain subject hereto for so long as such drilling operations are continued
diligently, with not more than 90 days time elapsing between the completion of one
such well and the commencement of the next such well. All legal subdivisions of lands
not entitled to be in a participating area within 10 years after the effective date
of the first initial participating area approved under this agreement shall be auto-
matically eliminated from this agreement as of said tenth amnniversary. 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 A0 and Land Commissioner
and promptly notify all parties in interest. All lands reasonably proved productive
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of unitized substances in paying quantities by diligent drilling operations after the
aforesaid five-year period shall become participating in the same manner as during
said first five-year period. However, when such diligent drilling operations cease,
all 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 recommitment of such lands. If conditions warrant extension of
the 10-year period specified in 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
in 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) in
non~participating unitized lands with approval of the A0 and the Land Commissioner
provided such extension application is submitted not later than 60 days prior to the
expiration of said 10-year period.

3. UNITIZED LAND AND UNITIZED SUBSTANCES. All land now or hereafter committed
to this agreement shall constitute land referred to herein as "unitized land" or "land
subject to this agreement". All oil and gas in any and all 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 is 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 is made
herein to the Unit Operator, such reference means the Unit Operator acting in that
capacity and not as an owner of interest in unitized substances, and the term "working
interest owner" when used herein shall include or refer to Unit Operator as the owner
of a working interest only when such an interest is owned by it.

5. RESIGIATION 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 all working interest owners and the A0 and the Land
Commissioner and the Division, and until all wells then drilled hereunder are placed in
a satisfactory condition for suspension or abandonment, whichever is required by the
A0 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 assumad
the duties and obligations of Unit Operator prior to the expiration of said period.

Unit Operator shall have the right to resign in like manner and subject to like
limitations as above provided at any time after a participating area established
hereunder is in existence, but in all instances of resignation or removal, until a
successor Unit Operator is selected and approved as hereinafter provided, the working
interest owners shall be jointly 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 liabil-
ity for any default by it hereunder occurring prior to the effective date of its
resignation.
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The Unit Operator may, upon default or failurce in the performance of its duties
or obligations hereunder, be subject to removal by the same percentage vote of the
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 Cammissioner.

The resignation or removal of Unit Operator under this agreement shall not term-
inate its right, title, or interest as the owner of a working interest or other interest
in unitized substances, but upon the resignation or removal of Unit Operator becoriing
effective, such Unit Operator shall deliver possession of all wells, equipment, mater-—
ials, and appurtenances used in conducting the unit cperations to the new duly qualified
successor Unit Operator or to the common agent, if no such new Unit Operator is selected
to be used for the purpose of conducting unit operations hereunder. Nothing here:in
shall be construed as authorizing removal of any material, equipment, or appurtenances
needed for the preservation of any wells.

6. SUCCESSCR UNIT OPERATOR. Whenever the Unit Operator shall tender his or its
resignation as Unit Operator or shall be removed as hereinabove provided, or a change
of Unit Operator is negotiated by the working interest owners, the owners of the work-
ing interests according to their respective acreage interests in all 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
until:

(a) A Unit Operator so selected shall accept in writing the duties and respon-
sibilities of Unit Operator, and

(b) the selection shall have been approved by the A0 and approved by the Land
Commissioner.

If no successor Unit Operator is selected and qualified as herein provided, the
AO and the Land Commissiocner, at their election may declare this unit agreement term-
inated.

7. ACCOUNTING PROVISICONS AND UNIT OPERATING AGREEMENT. If 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 borne
by the owners of working interests, all in 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 in thiss
section, whether one or more, are herein referred to as the "unit operating agreement".
Such unit operating agreement shall also provide the manner in which the working
interest owners shall be entitled to receive their respective proportionate and allo-
cated share of the benefits accruing hereto in conformity with their underlying opera-
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 in case of any inconsistency or conflict between tais
agreement and the unit operating agreement, this agreement shall govern. Two copies
of any unit operating agreement executed pursuant to this section shall be filed in
the proper Bureau of Land Managment office and one true copy with the Land Commissioner
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 specifically
provided herein, the exclusive right, privilege, and duty of exercising any and all ¢
rights of the parties hereto which are necessary or convenient for 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 title 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 trarsfer
title to any land or to any lease or operating agreement, it being understood that
under this agreement the Unit Operator, in its capacity as Unit Operator, shall exercise
the rights of possession and use vested in the parties hereto only for the purposes
herein specified.

9. DRILLING TO DISCOVERY. Within six months after the effective date hereof,
the Unit Operator shall commence to drill an adequate test well at a location approved
by the AO, if on Federal land, or by the Land Commissioner, if on State land, and by
the Division if on Fee land, unless on such effective date a well is being diligently
until the Precambrian basement has been penetrated and all beds of younger age
have been tested or until at a lesser depth unitized substances shall be discovered
which can be produced in paying quantities (to-wit: quantities sufficient to repay the
costs of drilling, completing, and producing operations, with a reasonable profit) or
the Unit Operator shall at any time establish to the satisfaction of the AO if on
Federal land, or the Land Commissioner if on State land, or the Division if located on
Fee land, that further drilling of said well would be unwarranted or impracticable,
provided, however, that Unit Operator shall not in any event be required to drill said
well to a depth in excess of 4,500 feet. Until the discovery of unitized
substances capable of being produced in paying quantities, the Unit Operator shall
continue drilling one well at a time, allowing not more than six months between the
completion of one well and the commencement of drilling operations for the next well,
until a well capable of producing unitized substances in paying quantities is completed
to the satisfaction of the A0 if it be on Federal land, or of the Land Commissiocner if
on State land, or the Division if on Fee land, or until it is reasonably proved that
the unitized land is incapable of producing unitized substances in paying quantities:
in the formations drilled hereunder. Nothing in this section shall be deemed to limit
the right to the Unit Operator to resign as provided in Section 5 hereof, or as requi-
ring Unit Operator to commence or continue any drilling during the period pending such
resignation becoming effective in order to comply with the requirements of this section.

The 20 and Land Commissioner may modify any of the drilling requirements of this
section by granting reasonable extensions of time when, in their opinion, such action
is warranted.

Notwithstanding anything in this unit agreement to the contrary, except Sect:on
25, UNAVOIDABLE DELAY, two wells shall be drilled with not more than 6 months time
elapsing between the completion of the first well and commencement of drilling opera-
tions for the second well, regardless of whether a discovery has been made in any
well drilled under this provision.

Both the initial well and the second well must be drilled in compliance with the
above specified formation or depth requirements in order to meet the dictates of this
section; and the second well must be located a minimum of four miles from the init:ial
well in order to be accepted by the AO as the second unit test well, within the mean-
ing of this section.

Nevertheless, in the event of the discovery of unitized substances in 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 first day of the month following the default, to eliminate by
subdivisions (as defined in Section 2(e) hereof) all lands not then entitled to be
in a participating area.

Upon failure to commence any well as provided for in 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
will automatically terminate. Upon failure to continue drilling diligently
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 initiate a request to voluntarily terminate
this agreement during the first six months of its term unless at least one
obligation well has been drilled in 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 in 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 A0, the Land Commissioner and Division, shall
constitute the further drilling 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 A0, 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 filed on a clandar year basis not later than March 1
each year. Any proposed modification or addition to the existing plan should be
filed 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 drilling necessary for
determination of the area or areas capable of producing unitized substances in
payving quantities in 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
oil and gas resources of the unitized area and shall:

(a) specify the number and locations of any wells to be drilled and the
proposed order and time for such drilling; and
(b) Provide a summary of operaticons and production for the previous

year.

Plans shall be modified or supplemented when necessary to meet changed
conditions or to protect the interests of all parties to this agreement.
Resonable diligence shall be exercised in complying with the obligations of the
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approved plan of development and operation. The A0 and the Land Commissioner
are authorized to grant a reasonable extension of the six month period herein
prescribed for submission of an initial plan of dovelopment and operation where
such action is justified kecause of umsual conditions or circumstances.

After completion of a well capable of producing unitized substances in
paying quantities, no further wells, except such as may ke necessary to afford
protection against operations not under this agreement ard such as may be
specifically appmved by the a0, the Iand Caomuissioner and Division, shall be
drilled except in accordance with an approved plan of development and operaticn.

11. PARTICIPATION AFTER DISCOVERY. Upon completion of a well capable of
producing unitized substances in paying quantities, or as scon thereafter as
required by the A0, the Iland Commissioner or the Division, the Unit Operator
shall sutmit for approval by the A0, the Iand Comissioner and Division, a
schedule, based on subdivisions of the public-land survey or aliquot parts
therecf, of all land then regarded as reasonably proved to be productive of
unitized substances in paying quantities. These lards shall constitute a
participating area on apprcval of the A0, the Tand Comissioner and Divisiocn,
effective as of the date of completion of such well or the effective date of
this unit agreement, whichever is later. The acreages of both Federal ard
non-Federal lands shall be based upcon appropriate computations from the courses
ard distances shown on the last approved public-land survey as of the effective
date of each initial participating area. The schedule shall also set forth the
percentage of unitized substances to be allocated, as provided in Section 12 to
each comitted tract in the participating area so established, and shall govern
the allocation of production commencing with the effective date of the partici-
pating area. A different participating area shall ke established for each
separate pool or deposit of unitized substances or for any group thereof which
is 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 A0, the Iaxd
Camiissicner, and the Division. When production from two or more participating
areas 1is subsequently foord to be fram a comen pool or deposit, the
participating*areas shall be combined into one, effective as of such appropriaze
date as may be approved or prescribed by the AO, the Iand Comissicner amgd
Division. The participating area or areas so established shall be revised from
time to time, subject to the approval of the A0, the Iand Cammissioner ad
Division to include additional lards then regarded as reasonably proved to be
productive of unitized substances in paying quantities or which are necessary
for unit operations, or to exclude lands then regarded as reasonably proved not
to be productive of unitized substances in paying quantities, and the schedule
of allccation percentages shall be revised accordingly. The effective date of
any revision shall be the first of the month in which the }nowledge or
information is cbtained on which such revision is predicated; provided, however,
that a more appropriate effective date may be used if justified by the Unit
Operator ard approved by the AO, the Iand Comissioner and Division. No lard
shall ke excluded from a participating area on account of depletion of its
unitized substances, except that any participating area established under the
provisions of this unit agreement shall terminate autcomatically whenever all

campletions in the formation on which the participating area is based are
abandoned.

It is the intent of this section that a participating area shall represent
the area productive of unitized substances known or reasonably proved to ke
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procuctive of unitized substances in paying quantities cr which are necessary
fcr unit creraticrs: kut, regardless of any rovision of the participating area,
rnothing herein contained shzll be cerstrued as racquiring any retreactive adjust-
ment for production chtained prior to the erfective date of the revisicn of the
rarticipating area.

In the absencz of acreerment at any time retween the Unit Crerator ard the
20, the Iand Coumissicrer ard Division, as to the preper definiticn or redefiri-
ticn of a participating area, or until a participating area has, or areas have,
been establiched, the porticn of 1 rayments affected thereby shall, except
royalty cdue the United States, ke impounded in a manner mutually acceptable to
the cwners of committed working interests ard the A0 and the larnd Comissicner.
Rovalties .due the United States ard the State cof New Mexico shall be determired
by the A0 for Federal lards and the Iand Cammissioner for the State Iands and
the amount thereof shall ke derosited, as directed ky the AC ard the Iard
Ccmmissicner until a participating area is finelly arproved ard then adjusted in
accordance with a determination of the sum due as Federal royalty on the basis
of such arproved participating area. :

Whenever it is determined, subject to the approval of the 20, the lard
Ccrmissioner and Divisicn, that a well drilled urder this agreement is not
capable of producticn of unitized sukstances in paying quantities and inclusion
in a participating area of the lard con which it is situated in a participating
area 1is wwarranted, production from such well shall, for the purposes of
settlement amcng all parties other than working interest cwners, ke allccated to
the land cn which the well is located, unless such lard is already within the
participating area established for the pecl or deposit frem which such produc—
tion is cbtained. Settlement for working interest kenefits from such a

nen-paying unit well shall ke made as provided in the unit cperating agreement.
12. ATIICCATICN CF PRCIUCTICN. All unitized substances produced from each

participating area established under this agreement, except any part thereof
used in conformity with good cperating practices within the unitized area for
drilling, cperating, ard other producticn or develcpment parcses, for
repressuring or recycling in acceordance with a plan of development and copera-
tions which has been approved by the 20, land Camuissioner and Division, or
unavoidably lost, shall be deemed to be produced equally on an acreage basis
frcm the several tracts of unitized lamd of the participating area established
for such producticn. For the purpose of determining any benefits accruing under
this agreement, each such tract of unitized lard shall have allccated to it such
percentage of said production as the mumber of acres of such tract included in
said participating area bears to the toctal acres of unitized land in said
participating area, except that allccation of producticn herewrder for purposes
other than for settlement of the royalty, overriding royalty, or payment cut of
procduction cbligations of the respective working interest owners, shall ke con
the basis prescribed in the unit cpersting agreement whether in conformity with
the basis of allocation herein set forth or otherwise. It is hereby agreed that
precuction of unitized substances from a participating area shall be allocated
as prcvided herein regardless of whether any wells are drilled on any particular
part or tract of the participating area. If any cas produced frcm cne partici-
pating area is used for repressuring or recycling purpcses in ancther partici-
pating area, the first gas withdrawn from the latter participating area for sale
during the life of this agreement, shall be considered to be the gas so
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transferred, until an amcunt equal to that transteorred shall be so produced for
sale and such cas chall be allocated to the verticipating area from which
initially procduced as such area was defined at
gas was firally precduced and sold.

)

el

rt

~2 tinme that such trarsferred

13, CZVIOETENT CR CFZRATICH OF HCON-FARTICIFATING IAND CR rCRMATIONS. Any
party hereto owning or ceontrolling the workirg interest in any unitized land
having thereon a reqular well location may with the approval of the A0, ard the
Iand Camuissicner, and the Division at such party's sole risk, cost, ard ex-~
pense, drill a well to test any fcrmaticn provided the well is cutside any
participating area estaklished for that formation, unless within 90 days of
receipt of rotice frcm said party of his intenticn to drill the well, the Unit
Operatcr elects and cammences to crill the well in a like manner as cother wells
are drilled by the Unit Cperator urder this agreement.

If any well drilled urder this secticn by a working interest cwmer results
in producticn of unitized sukstances in paying quantities such that the land
upen which it is situated may prcperly ke included in a participating area, such
participating area shall be established or enlarged as provided in this agree-
ment and the well shall thereafter be cperated by the Unit Cperator in accor-~
dance with the terms of this agreement and the unit cperating agreement.

If any well drilled under this section by a working interest cwner that
cbtains production in cuantities insufficient to justify the inclusion of thes
land upen which such well is situated in a participating area, such well may ba
cperated and produced by the party drilling the same, subject to the conserva-
tion requirements of this agreement. The rocyalties in amcunt or value of
production from any such well shall ke paid as specified in the underlying leasa
and agreements affected.

14. ROVAITY SETTLEMENT. The United States arnd any State ard any royalty
owner who is entitled to take in kind a share of the substances now unitized
hereurnder shall hereafter ke entitled to the right to take in kind its share of
the unitized sukstances, ard Unit Operator, or the working interest owner in
case of the operation of a well by a working interest cwrner as herein provided
fcr in special cases, shall make deliveries of such rcoyalty share taken in kind
in cenformity with the applicable contracts, laws, and regulaticns. Settlement
for royalty interest not taken in kird shall be made by working interest owners
respcnsible therefor under existing contracts, laws ard regulations, or by the
Unit Cperator on or before the last day of each month for unitized substances
produced during the preceding calendar month; prcvided, hcowever, that nothing in
this secticn shall cperate to relieve the lessees of any land from their respec-~
tive lease cbligations for the payment of any royalties due under their leases.

If gas cbtained from lends not subject to this agreement is introduced into
any rarticipating area hereunder, for use in repressuring, stimlation of
producticon, or increasing ultimate reccovery, in conformity with a plan of
develcprment arnd cperation approved by the 20 ard the land Comissicrer and the
Division, a like amount of gas, after settlement as herein provided feor any gas
transferred from any cother participating area and with appreopriate deduction for
loss from any cause, may be withdrawn from the formation into which the gas is
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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pe rrovided in the agproved plan of develcoment ard cperaticn or as rav other-
wise ke ccnsented to by the AC ard the Iard Commissicner and the Division as

nforming to gead petroleum ercureo**r*g vroctice; ard rprovided further, that
sach richt of withdrawal shall terminate cn the terminaticn of this unit agree-
ment.

Reyalty due the United States shall ke computed as provided in 30 CEFR
Part 221 ard paid in valve cr delivered in kind as to all unitized substances on
the basis cf the amcunts thereorf allocatad tec unitized Federal land as provided
in Secticn 12 at the rates specified in the respective receral leases, or at
such cother lower rate or rates as ray be authcrized by law or regulation ard
arproved by the 20; prcvided, that for leases cn which the royalty rate dereards
on the daily average vrocuction per well, said averagz procduction shall be
Getermined in accordance with the crerating regulaticns as though each partici-
pating area were a single consolidated lease.

Royalty due cn acccunt of State lands shall be cx:mur;,d and paid on the
tasis of all unitized substances allocated to such lards.

15. RENTAL SETTIEMENT. Rental or minimmm royalties cdue on lezses commit-
ted hereto chall be paid by apprepriate working interest owners under existing
contracts, laws, and regulations, provided that nothing herein contained shall
crerate to relieve the lessees of any land frcm their respective lease obliga~
ticns for the vayment of any rental or minimm royalty due undar their leases.
Rental or minimm royalty for lands of the United States subject to this agree-
ment shall ke paid at the rate specified in the respective leases from the
United States unless such rental or minimm royalty is waived, suspernded, or

reduced by law or by approval cf the Secretary or his duly authorized represen-—
tative.

Rentals on State of New Mexico lands subject to this agreement shall be
raid at the rate specified in the respective leases.

With respect to any lease on ncn-~Federal land containing provisicns which
would terminate such lease unless drilling cpe‘*atlcns are camenrnced upen the
lard covered thereby within the time therein specified or rentals are paid for
the privilege of deferring such drilling creraticns, the rentals required
thereby shall, notwithstanding any cother provisicn of this agreement, ke deemed
to accrue and becare payable during the term thereof as extended by this agree-
ment and until the required drilling cperaticns are comenced wpen the lard
covered thereby, or until scme porticn of such lard is included within a partic-
ipating area.

16. CCONSERVATICN. Operaticns hereunder and production of unitized sub-
stances shall ke conducted to provide for the most eccnamical ard efficient
recovery of said substances without waste, as defined by cr pursuant to State or
Federal law or regulation.

17. [RAINAGE. The Unit Operator shall take such measures as the 20 ard
Iand Ccammissioner deems apprepriate ard adequate to prevent drainage of unitized
substances from unitized lard by wells on land not subject to this agreement,
which shall include the drilling of protective wells and which may include thre
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payrent ¢ a falr and reascnable compensatory royalts an detorm mrwi by the a0,

14
as to Federal leases and the Lornd Comissicner, o o Stoto leasos

18. IERSES AND QONTIRACIS CONFCHMED AND INTIDTED.,  Tha terms, conditicns
ard provisions of all leases, sukleases, ard othor controcts relating to ex:nlc-
raticn, crilling, develcgrent, cr cg.\eratl n for ¢il or gas on lands coomitted to
this agreement are hereky expressly modified and arended o the extent necessary
to make the sawe conform to the provisicns hereof, rut ctherwise to remain in
full fcrce and effect; ard the parties hereto herchy consent that the Secretary,
as to Federal leases and the lard Commissicner, as to State leases, shall ard
each by his approval hereof, or by the arproval hereof by his culy authorized
representative, dces hereby establish, alter, change, or revoke the drilling,

procducing, . rental, minimm royalty, and rcyalty requirements of Federal leases
cammitted hereto the regulations in respect thersto to conform said require~

ments to the l::cv*isw'cns of this agreement, ard, withcut limix_irg the generality
of the ;_oregomg, all leases, subleases, and contracts are parti cula&ly modified
in accordance with the following:

(a) The develcrment and cperaticn of lards subject to this agreement undexr
the terms hereof shall be deemed full performance of all cbligaticns feor devel-
opment and cperaticn with respect to each and every separately owned tract
subject to this agreement, regardless of whether there is any develcpment of any
particular tract of this Unit Area.

(b) Drilling ard producing cperaticns performed hereunder upon any tract
cof unitized lands will ke accepted arnd deemed to ke performed upcn ard for the
benefit of each and every tract of unitized lard, ard no lease shall be deemed

to expire by reason of failure to drill or produce wells situated on the lard
therein embraced.

(c) Suspensiocn of drilling cor producing cperations on all unitized lands
pursuant to directicon or censent of the A0 and the Iard Carmissioner, or his
culy authorized representative, shall ke deemed to censtitute such suspension
pursuant to such directicn cor consent as to each and every tract of unitized
land. A suspensicn of drilling or producing cperaticns limited to specified
lards shall ke applicable cnly to such lards.

(d) Each lease, sublease or ccntract relating to the exploraticn, drill-
ing, develorment, or operation for oil or ges of lands cther than these of the
United States amd State of New Mexico camitted to this agreement which, by its
terms might expire prior to the terminaticn of this agreement, is hereby extend-
ed beyord any such terms so provided therein so that it shall be contirued in
full force ard effect for and during the term of this agreement.

(e) Any Federal lease cammitted hereto shall conmtimie in force beyord the
term so provided therein or by law as to the land camitted so long as swh
lease remains subject hereto, provided that producticn of unitized substances in
paying cquantities is established under this unit agreement prior to the expira-
tion date of the term of such lease, or in the event actual drilling cperations
are ccmmenced con unitized land, in accordance with provisicns of this agreement:,
pricr to the end of the primary term of such lease and are being diligently
prosecuted at that time, such lease shall be extended for two years, amd so lorg
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thereafter as oil cr gas is producad in paying quintities in accordance with the
previsicns of the Mirerel I1oosing ACL, as amonddod.

(£) Fach sublease cr ccntzact relating to the creraticn and develcpment of
unitized substances from lards of the United States camitted to this agreement,
wnich oy its terms weuld exxcire crior to the tims at which the underlying lease,
as extended ky the imrsdiately precading paragrapgh, will ewpire, 1is hereby
extended beyord any such term so provided ther=in so that it shall ke continued
in full force arnd effect for ard during the term of the urderlying lease as such
term is herein exterded.

(g) The segregaticn of any Federal lease committed to this agreement is
ceverned by the follewing provisicn in the fcurth paragrarh cf Sec. 17(3) of the
Mireral leasing acht, as amended by the Act of Septemier 2, 1960 (74 Stat.
781-784) (30 U.S.C. 225 (j)): "Any (Federal) lease heretofore or herearfter
camittad to any such (unit) plan embrecing lands that are in part within and in
part cutside of the area covered by any such plan shall ke seqregated into
separate leases as to the lands cammitted and the larnds not committed as of the
effective date of unitizaticn: Provided, however, that any such lease as to the
non-unitized portion shall contimie in 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 oil or gas is produced in paying quantities.®

(h) In the event the Initial Test Well is ccommenced prior to the expira-
ticn date of the shortest term State Iease within the Unit Area, any lease
empbracing lands of the State of New Mexico which is made subject to this agree-
ment, shall contimue in force beyond the term provided therein as teo the lands
camuitted hereto until the terminaticn hereof.

(1) any lease embracing lards of the State of New Mexico having cnly a
portion of its lamds committed hereto, shall be segregated as to the portion
camitted and the portion not committed, ard the terms of such lease shall apply
separately to such segregated porticns commencing as the effective date hereof;
contrary any lease embracing larnds of the State of New Mexico having only a
porticn of its lands cammitted hereto shall contimie in full force and effect
beycrnd the term provided therein as to all larnds embraced in such lease, if oil
or gas 1is discovered amd is capable of being produced in paying quantities from
sare part of the lards embraced in such lease at the expiration of the secondary
tern of such lease; or if, at the expiraticn of the secordary term, the lessee
cr the Unit Operator is then engaged in bcna fide drilling or reworking cpera-
ticns on scme part of the lands embraced in such lease, the same as to all lards
embraced therein, shall remain in full force ard effect so long as such opera-
ticns are being diligently prosecuted, and if they result in the production of
0il or gas; said lease shall contimue in full force and effect as to all the
lards embraced therein, so lorng thereafter as c¢il or gas in paying quantities is
being produced from any portion of said lands.

19. COVENANTS RN WITH IaND. The covenants herein shall ke construed to
be ccvenants ruming with the land with respect to the interests of the parties
hereto and their successors in interest until this agreement terminates, and any
grant, transfer or conveyance of interest in lard or leases subject hereto shall
ke and hereby is corditioned upcen the assumption of all privileges ard cbliga-
tions hereunder by the gramtee, transferee, or other successor in interest. HNo
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assigrmment or transfer of any working intervst, royalty, or other interest
subject hereto shall ke birding upen Unit Crerater until the £irst day of the
calendar month afisr Unit Crerator is furnished with the criginal, photostatic,

or certified copy of the instrument of transfer.

[
-~

20. IFFECTIVE DATE AND TERM. This agrsoment shall kbeccme effective wpon
approval by the A0 ard the land Coamdssicner or their culy autheorized represen-
tative and shall autcmatically terminate five (5) years from said effective date
unless:

(&) Upon applicaticn by the Unit Cperater such date of expiraticn is
externded by the A0 ard the ILand Camissicner, cr

(k) it is reascrably determined pricr to the expiration of the fixed tem
or any extension thereof that the unitized lard is incapable of production of
unitized substance in paying quantities in the formations tested hereunder, and
after notice of intenticn to terminate this agreement cn soch grourd is given by
the Unit Cperator to all parties in interest at their last known addresses, this
agreement is terminated with arrvroval of the A0 ard the ILard Camissioner, or

(c) a valuable disccovery of unitized substances in paying quantities has
reen made or accepted cn unitized larnd during said initial term or any extension
thereof, in which event this agreement shall remain in effect for such term and
so long thereafter as unitized substances can ke produced as to Federal lards
and are being procuced as to State lands in quantities sufficient to pay for the
ccst of producing same from wells on unitized lard within any participating area
established herewrder. Should production cease and diligent drilling or rework-
ing cperations to restore production or new producticn are not in progress
within 60 days and producticn is not restored or should new producticon not be
chtairned in paying quantities on comitted lands within this Unit Area, this
agreement will autcmatically terminate effective the last day of the month in
which the last unitized production occurred, or

(d) it is voluntaxrily terminated as provided in this agreement. Except as
ncted herein this agreement may be terminated at any tire prior to the discovery
of unitized substances which can ke produced in paying quantities by not less
than 75 per centum, on an acreage basis, of the working interest cwners signato-
ry hereto, with the approval of the A0 and the Iand Coammissicner. The Urit
Operator shall give notice of any such approval to all parties hereto. Volun-
tary termination may rnot occur during the first six (6) months of this agreement
unless at least one cbligaticn well shall have been drilled in conformance with
Secticn 9.

21. RATE OF PROSPECTING, DEVEIORMENT, AND FRODUCTICN. The A0 is hereby
vested with authority to alter or modify frcm time to time, in his discreticn,
the quantity and rate of procduction under this agreement when such quantity and
rate are not fixed pursuant to Federal or State law, or do not conform to any
State-wide voluntary conservaticn or allocaticn program which is established,
recognized, and generally adhered to by the majority of operators in such State.
The above authority is hereby limited to alteration or modificaticn which are in
the public interest. The public interest to be served ard the purpose therecft,
mist ke stated in the order of alteration or modification. Without regard to
the foregoing, the A0 is also hereby vestad with authority to alter or medify
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from time to time, in his discretion, the ratn of prespoecting and davelopment
and the quantity and rate of production under this agroament when such alteroa-
tion or medification is in the interest of attaining the concorvation cbijectives
stated in this agreement and is not in violaticn of any applicable Federal or
State law; provided, further, that no such alteration or modification shall be
effective as to any lard 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 Cammissicner ard also to any lands of the State of New Mexico or privately
owned lands subject to this agreement as to the quantity and rate of production
in the absence of specific written approval thereof by the Division.

Powers in this section vested in the A0 shall only be exercised after

notice to Unit Operator and opportunity for hearing to be held not less than 15
days fram notice.

22. APPEARANCES. Unit Operator shall, after notice to other parties
affected, have the right to appear for and on behalf of any and all interests
affected hereby before the Department of the Interior and the Camissicner of
Public ILands and Division, and to appeal from orders issued under the regula-
tions of said Department or Land Commissicner and Division or to apply for
relief from any of said regulations, or in any proceedings relative to opera-
tions before the Department or the Iand Commissioner ard the Division or any
other legally constituted authority; provided, however, that any other interest-
ed party shall also have the right at its own expense to be heard in any such
proceeding.

23. NOTICES. All notices, demands, or statements required hereunder to be
given or rendered to the parties hereto shall be in writing and shall be person-
ally delivered to the party or parties, or sent by postpaid registered or
certified mail, to the last known address of the party or parties.

24. NO WAIVER OF CERTAIN RIGHTS. Nothing contained in this agreement
shall be construed as a walver by any party hereto of the right to assert any
legal or constitutional right or defense as to the validity or invalidity of any
law of the State where the unitized lands are located, or of the United States,
or requlations issued thereunder in any way affecting such party, or as a waiver
by any such party of any right beyond his or its authority to waive.

25. UNAVOIDABIE DEIAY. All abligations urnder this agreement requiring the
Unit Operator to camence or contimue drilling, or to operate on, or produce
unitized substances from any of the lands covered by this agreement, shall be
suspended while the Unit Operator, despite the exercise of due care and dili-
gence, is prevented from carplying with such obligations, in whole or in parsz,
by strikes, acts of God, Federal, State, or municipal law or agencies, unavoid-
able accidents, uncontrollable delays in transportation, inability to cobtain
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. NONDISCRIMINATION. In connection with the performance of work urder
this agreement, the Unit Operator agrees to ccnply with all the provisions of
Secticn 202 (1) to (7) inclusive of Executive Order 11246 (30 F. R. 12319), as
amended, which are hereby incorporated by reference in this agreement.

~15~



27. ILCSS OF TITIE. In the event title to any tract of unitized lard shall
fail and the true cwner cannot re induced to Sein in this unit agrecoment, such
wract shall be auvtcratically rzgarded as rct committod hereto, and there shall
e such readjustment of futures costs ard bererliis as ray re ”cquired cn account

of the lcss of such title. In the event of a discute as to title to any royal-

ty, working interest, or cther interests subject thercto, payment or delivery on
account thereof may ke withheld withcut liability for in terest until the dispute
is finally settled; provided, that, as to Feceral ard State lards or leases, no
payrents of funds cdue the United States or tba S tate of New Mexico should be
withheld, but such furnds shall ke cderosited as octed by the 20 ard such furds
cf the State of New Maxico shall ke depcsi"'ﬁ as chocted by the Iand Comis-
sicner, to ke held as unearred money rerding final settlsment of the title
dispute, ard then arplied as eaxrmed or retirmed in accordance with such firal
settlemant.

Unit Operator as such is relieved from any responsibility for any cefect or
failure of any title hereurder.

28. NCN-JOINDER AND SURSECUENT JOINDER. If the owner of any substantial
interest in a tract within the Unit Area fails or refuses to subscribe or
consent to this agreement, the cwner of the working interest in that tract may
withdraw the tract from this agreement by written notice delivered to the proper
Bureau of Iand Management office, the land Comissicner, the Division and the
Unit Operator pricr to the arproval of this agreement by the A0 and Commissicn-
er. Any oil or gas interests in lands within the Unit Area not cammitted hereto
prior to final approcval may thereafter be ccrmitted hereto by the owner or
cwners thereof sukscribing or ccnsenting to this agreement, and, if the interest
is a working interest, by the cwner of such interest also sukscribing to the
unit cperating agreement. After operaticns are cammenced hereunder, the right
of subsequent joinder, as provided in this secticn, by a working interest owner
is subject to such requirements cr anproval( ), 1f any, pertaining to such
joinder, as may be prcvided for in the unit crerating agreement. After final
approval herecf, joirder by a rnon—working interest cwner mist ke consented to in
writing by the wor}u_rg interest cwner ccmmitted hereto and responsible for the
payment of any benefits that may accrue hereurder in behalf of such non-working
interest. A non-working interest may nct ke comitted to this unit agreement
unless the correspording working interest is camitted hereto. Joinder to the
unit agreement by a working interest cwner, at any time, must be accampanied by
apprepriate joinder to the unit operating agreement, in order for the interest
to be regarded as camitted to this unit agrsement. Except as may otherwise
herein ke provided, subksequent joinders to this agreement shall be effective as.
of the date of the filing with the A0, the land Camnissicner ard the Divisicn of
duly executad counterparts of all or any papers necessary to establish effective
camitment of any interest and/or tract to this agreement.

29. CCUNTERPARTS. This agreement may be executed in any mmber of ccun-
terparts, no one of which needs to ke executed by all parties, or may be rati-
fied or consented to by separate instrument in writing specifically referring
hereto and shall be binding upon all those parties who have executed such a
ccunterpart, ratification, or consent hereto with the same force and effect as
if all such parties had signed the same document and regardless of whether or
not it is executed by all other parties owning or claiming an interest in the
lands within the above-described Unit Area.
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30. SURRINDER. lYNothiny in this agrcoment chall prcohibibt the exsrcice by
any working interest cwner of the right to swrronder any interest vestzd in such

sarty by any lease, sublease, cor cperating agrcoxent as to all cor any part of
‘he lands coversd thereby, provided that each party wno will or might accuire
such werking interest by such swrrender cr by Ioriziture as nereaiter set forth,
is pawrd by the terms of this agreement.

If as a result of anv such surrender, the working intarest rights as to
cme vestad in any party other than the fee cwner cof the unitized
substances, said party may ferZzait such rights ard further cenefits from opera-
er as to said larnd o the party rext in tha chain of title who shall

cwrner of such working interest.

If a2s the result orf any such surrender or iferfziture, working interest
rights become vasted in the fze cwner of the wunitized substances, such owrner
heve)

(a) Accert those working interest rights subliect to this agreement and the
unit cperating agresment; or

(k) Ie=se the porticn of such lard as is included in a particirating area
establisned hereurder subject to this agreement ard the unit cperating agree-
ment; cor

(c) Provide for the irdeperdent cperaticn cof any party of such land that
is not then included within a perticipating area established hereunder.

If the fee owner of the unitized substances does not accept the working
interest rights subject to this agreement and the unit operating agreement or
lease such lands as above provided within six months after the surrerdered or
forfeited working interest rights become vested in the fee ocwner, the benefits
and cbligaticns of operations accruing to such lands under this agreement and
the unit cperating agreement shall ke shared by the remaining cwners of unitized
working interests in acceordance with their respective working interest owner-
ships, and such owners of working interests shall campensate the fee cwner of
unitized substances in such lards by paying sums equal to the rentals, mininam
royalties, ard royalties applicable to such lands under the lease in erffect wren
the lands were unitized.

An appropriate acccunting and settlement shall ke made for all kenefits
accruing to or payments and expenditures made or ircurred on kehalf of such
surrerdered or forfeited working interest subsequent tc the date of suwrrender or
forfeiture, and pavment of any moneys found to be owing by such an accounting
shall be made as between the parties within thirty (30) days.

The exercise of any right vested in a working interest owner to reassign
such working interest to the party from whem cbtained shall ke subject to the
same corditions as set ferth in this section in regard to the exercise of a
right to surrerder. ’

31. TAXES. The working interest ‘owners shall render and ray for their
acccuntt and the account of the royalty cwners all valid taxes on or measured by
the unitized substances in and under or that may be produced, gathered and scld

s
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frcm the land coversed ky this agreement arter its effective date, cr ugen the
procesds derived therefrcm. The woriking inteorest cwners of each tract shall ard
ray charge the proper procorticn cf said taves to royalty cwners having inter- |
ests in said tract, and may cuarantly retain axd decuct a sufficient amount cf
the unitized sukstarnces or derivative products, cr net proceeds thersof, frem
+he allocated share of each rovelty owner to securs reirbursement for the taxes
so raid. No such taxes shall be charged to the Unitad States or tha State of
New Mexico or to any lesscr who has a contract with his lessee which requires
the lessee to pay such taxes.

32. NO PARINERSHIP. It is expressly acreed that the relation of the
parties hereto is that of irceperdent ccntractors and nothirg centained in this
agresment, expressed cor implied, nor any creraticns cenducted hereunder, shall
create cr be deered to have created a partnership or associaticn ketween the
parties hersto or any of them.

33. SURTACE AND INVIRCNMENTAL PROTECTICN STIFUIATICNS. Nothing in this
agrzement shall medify cor charge either the special Federal lease stipulaticns
relating to surface management or such special Federal lease stipulations
relating to surface and envircrmental protecticn, attached to and made a part
of, 0il ard Gas leases coverirg lands within the Unit Area.

UNIT QOPERATOR AND
WORKING INTEREST OWNER
McKAY OIL CORPCORATION
P.0O. 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

r
of McKay Oil Corporation, on behalf of said

corporation.

Notary Public

My Commission Expires:
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