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ARTICLE HL

: INTERESTS OF PARTIES

3

4+ A, Oil and Gas Interests:

5

6 If any party owns an unleased oil and' gas interest in the Contract Areca. that interest shall be
v treated for the purpoesc of this agreement and during the term hercof as if it were a leascd interest
8 under the form of oil and gas lease attached-as Exhibit “B”. As to such intcrest. the owner shall re-
9 ceive royalty on ‘production as prescribed in the form of oil and gas lcase attached hereto as Exhibit
10 “B". Such party shaill. however, be subject to all of the provisions of this agreement relating to lessees,
11 to the extent that it owns the lessee interest.

12

13 B. Imterest of Parties in Costs and Production:

14 -

15 Exhibit A" lists all of the parties and their respective percentage or fractional interests under this
16 agreement. Unless changed by other provisions, all costs and liabilities incurred in operations under
17  this agreement shall be borne and paid. and all equipment and material acquired in operations on the
18 Contract Area shall be owned by the parties as their interests are shown in Exhibit “A”. All produc-
19 tion of oil and gas from the Contract Area, subject to the payment of 1cSSOr's royaltics stsi@immiiipmetsge
20 4 bimddremdaiivi=essoawite shall also be owned by the parties in the same manner during the term
21  hereof; pmvxded however, this shall not be deemed an assignment or cross-assignment of interests cov-
22 ered hereby.

23

24 ARTICLE IV.

25 TITLES

26

27 A. Title Examination:

28 .

29 Title examination shall. be made on the drillsite of any proposed well prior to commencement of
30 drilling operations or. if the Drilling Parties so request, title examination shall be made on the leases
31 andror oil and gas interests included. or planned to be included. in the drilling unit around such well.
32 The opinion will include the ownership of the working interest, minerals. royalty, overriding royalty
33 and production payments under the applicable leases. At the time a well is proposed. each party con-
34 tributing leases and.’'or oil and gas interests to the drillsite, or to be inciuded in such drilling unit, shall
35 furnish to Operator all abstracts (including Federal Lease Status Reports). title opiniohs. title papers
36 and curative material in its possession free of charge. All such information not in the possession of or
37 made available to Operator by the parties. but necessary for the examination »of title. shall be obtained
38 by Operator. Operator shall cause title to be examined by attorneys on its staff or by outside attorneys.
39 Copies of all title opinions shall be furnished to each paxty hereto. The cost incurred by Operator in
40 this title program shall be borne as follows:

41

Xl : n_:\‘:ﬂx‘ AT ol 3T S TCP- R T L7-0> B :- n-‘\n\"\‘An a3 :\.-An..gi.-“;,l‘:b-—u.z_- LY R ECAP) RN TT e LR I RO A0 \'...‘:.._:,
43 preliminary, supplemental, shut-in gas royalty opinions and _disiéter=crtCTl™ llle opinions) shall be a
41 part of the administrative axveerengasprovided in Exhibit “C,” and shall not be a direct charge, whether
_:-ﬂ._—‘-:: " s r\‘ SRS PV 1 SR Y Ve D4 - 1:. PR TP P A LAIIRLE,

46 ’

47 X Option No. 2: Costs incurred by Operator in procuring abstracts and fces paid outside attorneys
48 for title examination (including preliminary, supplemental, shut-in gas royalty opinions and division
49 order title opinions) shall be borne by the Drilling Parties in the proportion that the interest of each
50 Driiling Party bears to the total interest of all Drilling Parties as such interests appear in Exhibit “A".
51 Operator shall make no charge for services rendered by its staff attorneys or other personnel in the
52 performance of the above functions.

53

54 Each party shall be responsible for securmg curative matter and pooling amendments or agreements
55 required in connection with leases or oil and gas interests contributed by such party. The Operator shall be
56 responsible for the preparation and recording of Pooling Designations or Declarations as well as the
57 conduct of hearings before Governmental Agencies for the securing of spacing or pooling orders This
58 shall not prevent any party from appearing on its own behalf at any such hearing,
59
60 No well shall be drilled on the Contract Arca until after (1) the title to the drillsite or drilling unit
61  has bcen examined as above provided, and (2) the title has been approved by the examining attor ney or
62 title has been accepted by all of the partics who are to participate in the drilling of the well.

63 .

6+ B. Loss of Tille:

65

66 1. Failure of Title: Should any oil and gas interest or lease, or interest therein, bc lo:t through
67 failure of title, which Joss results in a reduction of interest from that shown on Exhibit = ', this agree-
63  mant. nevertheless. shall continue in force as to all remaining o1l and uas leases and interests, and

69

(a) The party whose oil and #as lease or interest is affected by the title failure shall bear alone
the: entire loss and it shall not be entitled to recover from Operator or the other partics any development

L]
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O operating cests which it may have therctofore paid. but there shall be no monetaty liabihiy

. casor ¢
Part 10 the other parties hereto for dnlling, development, aoseatine or sther wintlar costs by 1€as0
such ttle failure: and

‘ :  revenues 1eeeived from the
(b) There shall be no retroactive AdJustment of exXpenses INCUrTed or revenes 1eeel

operation of the interest which has been lost, but the interests ot the parties shall Lie pevised on an acre-
age basis, as of the time it is determined finally that title farure has accurred, o that the interest of
the party whose lease or interest 1s atfected by the title fatture wall thereatter be reduced i the Contract
Area by the amount of the interest lost: and A _

{c) If the proportionate interest of the olh;.-r parties hereto in any producing well theretofore drilled
on the Contract Area is increased by reason of the title failure. the party whose title has failed shall
receive the procceds attributable to the increase in such intcrests (less cosis and burdens attributable
thereto) until it has been reimbursed far unrccovered costs paid by it in connecetion with such well:
and

(d) Should any person not a party to this azrcement. who is determined to be the owner of any in-
terest in the title which has failed. pay in any manner any part of the cost of operation, development,
or equipment, such amount shall be paid to the party or parties who bore the costs which are so refung-
ed; and

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

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

2. Loss bv Non-Pavment or Erroneous Pavment of Amount Due: If, throusgh mstake or oversight,
any rental, shut-in well payment, minimum royaliy or royalty payment. is not paid or is erroneously
paid, and as a result a lease or interest therein terminates. there shall be no monectary liability against
the party who faiied to 'make such payment. Unless the party who tailed to make the required payment
secures a new lease covering the same interest within ninety (90) days from the discovery of the fail-
ure to make proper payment, which acquisition will not be subject to Article VIILB., the interests of
the parties shall be revised on an acreage basis. eifective as of the date of termination of the lease in-
volved, and the party who failed to make proper payment will no longer be credited with an interest in
the Contract Area on account of ownership of the lease or interest which has terminated. In the event
the party who failed to make the required payment shall not have been fully reimbursed. at the time of
the loss. from the proceeds of the sale of oil and gas attributable to the lost interest, calculated on an
acreage basis. for the development and operating costs theretofore paid on account of such interest. it
shall be reimbursed for unrecovered actual costs therctofore paid by it (but not for its share of the
cost of any dry hole previously drilled or wells previously abandoned) from so much of the foilowing
as is necessary to eifect reimbursement: )

(a) Proceeds of oil and gas, less operating expenses. theretofore accrued to the credit of the lost

interest, on an acreage basis, up to the amount of unrccovered costs:
.~ (b) Proceeds, less operating expenses, thereafter accrued attributable to thc lost interest on an
acceage basis, of that portion of oil and gas thereaiter produced and marketed (excluding production
from any wells thereafter drilled) which. in the absence of such lease termination, would be attributable
to the lost interest on an acreage basis, up to the amount of unreccovered costs, the procceds of said
portion of the oil and gas to be contributed by the other parties in proportion to their respective in-
terests; and .

(¢) Any monies, up to the amount ‘of unrecovered costs, that may be paid by any party who is. or
becomes, the owner of the interest lost, for the privilege of participating in the Contract Area or be-
coming a party to this agreement.

3. Other Losses: All losses incurred, other than those set forth in Articles IV.B.l. and IV.B.2.
above, shall not be considered failure of title but shall be joint losses and shall be borne by all parties
in proportion to their interests. There shall be no readqu_tmen.t of interests in the remaining portion of
the Contract Area. ’ ’

ARTICLE V.
OPERATOR

A. DESIGNATION AND RESPONSIBILITIES OF OPERATOR:

YATES PETROLEUM CORPORATIOM, 105 South 4th Street, Artesia, MM 88210

" —__shall be the
Cperator uf the Contract Area. and shall conduct and direct and have full control of all operations on

the Contract Arca as permitted and required by, and within the himits of, this agreement. It shall-con-
duct all such operations in a good and workmanlike manner, but 1t shall have no liability as Operator

1y the other parties for losses sustained or labilities incurred. except such as may result from sross
neglisence or wallful misconduct.
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'
B. Resignation or Removal of Operator and Selection ol Successor:
1. Resignation or Removal of Operator: Operator may resign at any time by ravi - o Cotice

thercof to Non-Operators., If Opc!"ator terminates its legal existence, no longer owns an interest in the
Contract Area. or is no longer capable of serving as Operator, it shall cease to be Operator without any
action by Non-Operator, except the sclection of a successor. Operator may be removed if it fails or
refuses o carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in recervership,
by the affirmative vote of two (2) or more Non-Operators owning a majority interest based on owner-
ship as shown on Exhibit “A”. and not on the riumber of parties remaining after excluding the voting
interest of Operator. Such resignation or removal shall not become cffective until 7:00 o'clock AM.
on the first day of the calendar month following the expiration of ninety (90) days after the giving of
notice of resignation by Operator or action by the Non-Operators to remove Operator, unless a successor
Operator has been selected and assumes the duties of Operator at an earlier date. Operator, alter cifect-
ive date of resignation or removal, shall be bound by the terms hercof as a Non-Operator. A change of
a corporate name or structure of Operator or transier of Operator's interest to any single subsidiary,
parent or successor corporation shall not be the basis for removal of Operator.

2 Selection of Successor Operator: Upon the resignation or removal of Operator. a successor Op-
erator shall be selected by the Parties. The successor Operator shall be selected from the parties owning
an interest in the Contract Area at the time such successor Operator is selected. If the Operator that
is removed fails to vote or votes only to succeed itself, the successor Operator shall be selected by the
affirmative vote of two (2) or more parties owning a majority interest bascd on ownership as shown

on Exhibit “A”, and not on the number of parties remaining after excluding the voting interest of the
Operator that was removed.

C. Employees:

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

D. Drilling Contracts:

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

customary and usual in the area in contracts of independent contractors who are doing work of a sim-
ilar nature.

ARTICLE VI,
DRILLING AND DEVELOPMENT

A. Initial Well:

On or before the_28th  day of February . 1991, Operator shall commence the drill-
ing of a well for oil and gas at the following location:
Township 5 South, Range 20 East, N.M.P.M.
Sec. 4: 1980"' FSL and 1980' FEL
Chaves County, New Mexico

and shall thereafter continue the drilling of the well with due diligence to adequately test
tne Pre-Cambrian formation

unless yranite or other practically impenetrable substance or condition in the hole, which renders
fu-ther drilling impractical, is encountered at a lesser depth, or unless all parties agree to combplete or
abandon the well at a lesser depth.

Operator shall make reasonable tests of all formations encountered during drilling which zive in-
i stion of containing oil and gas in yuantilics sulficient to test, unless this asrcement shall be limited
in its application to a specific formation or formations, in which cvent Operator shall be required to
lest only the formation or formations to which this agreement may apply.

If. in Operator’s judgment, the well will not produce oil or sas in paying quantities, and it wishes

to plug and abandon the well as a dry hole, it shatl first sccure the consent of all parties and shall
plug and abandon same as provided in Article VLE]. hereor.

-4
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1 B, Subsequent Operations:

o

3 L. Proposed_Operations: Shopld any party hereto desire to il anv well on e Contract Area
1 ather than the well provided for m Article VLAL or to rework, deepen or plug back a dry hole dritled

3 at the joint expense of all parties or a well jointly owned by all the partics and not then produemnes

§ .3 oPmaring quantities. the party desiving to drill. rework. decpen or plug back such a well shall wave the

7 other parties written notice of the proposed operation, specifying the work to he performed. the loca-

8 tion. propesed depth. objective formation and. the estimated cost of the operation. The parties receiv-

9 ing such a notice shall have thirty (30) days after rcccipt of the notice within which to notify the
10 partics wishing to do the work whether they clect to participate in the cost of the proposed operation.
11 If a drillina rig is on location. notice of proposal to rework. plug back or drill deeper may be given
12 by telephone and the response period shall be limited to forty-cight (48) hours, exclusive of Saturday,
13 Sunday or legal holidays. Failure of a party receiving such notice to reply within the period above fixed
14 shall constitute an election by that party not to participate in the cost of the proposed operation. Any
15 notice or response given by telephone shall be promptly confirmed in writing.
16
17 2. Operations by Less than All Parties: If any party receiving such notice as provided in Article
18 VILB.L or VLE.L elects not to participate in the proposed operation. then. in order to be cntitled to
19  the bLenefits of this article, the party or parties giving the notice and such other parties as shall clect
20 to participate in the operation shall, within sixty (60) days after the expiration of the notice period of
21  thirty (30) days (or as promptly as possible after the expiration of the foriv-eight (43) hour period
22 where the drilling rig is on location, as the case may be) actually commence work on the proposed
9

3 operation and complete it with due diligence. Operator shail perform all work for the account of the
24 Consenting Parties: provided. however, if no drilling rig or other cquipment is on location. and if Op-
25 erator is a Non-Consenting Party, the Consenting Parties shail either: (a) request Operator to perform
26 the work required by such proposed operation for the account of the Consenung Parties. or (b) desig-
37 nate one (1) of the Consenting Parties as Operator to perform such work. Consenting Partics. when
28 conducting operations on the Contract Area pursuant to this Article VL.B.2., shall comply with all terms
29 and conditions of this agreement.

31 If less than all parties approve anyv proposed operation. the proposing party, immediately after the
32 expiration of the applicable notice period. shall advise the Consenting Parties of (a) the total interest
33 of the parties approving such operation, and (b) its recommendation as to whether the Consenting Par-
34 ties should proceed with the operation as proposed. Each Consenting Party. within forty-eicht (48)

35 hours (exclusive of Saturday, Sunday or lesal holidavs) after receipt of such notice. shall advise the
36 proposing party of its desire to (a) limit participation to such party’s interest as shown on Exhibit “A™,
37 or (b) carry its proportionate part of Non-Consenting Parties’ interest. The proposing party, at its
28 election. mav withdraw such proposal if there is insuificient participation. and shall promptly notiiy
39 all parties of such decision.

40

41 The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in
42  the proportions they have elected to bear same under the terms of the preceding parasraph. Consenting
43 Parzies shall keep the leasehold estates involved in such operations frce and clear of all liens and
44  encambrances of every kind created by or arising from the operations of the Consenting Parties. If such
45 an operation results in a dry hole. the Consenting Parties shall plu¢ and abandon the well at their sole
46 cost, risk and expense. If any well drilled. reworked, deepened or plugged back under the provisions
47 of this Article results in a producer of oil and’/or gas in paying quantities, the Consenting Parties shall
48 complete and equip the well to produce at their sole cost and risk, and the well shall then be turned

49 over to Operator and shall be operated by it at the expense and for the account of the Consenting Partics.
50 Upen commencement of operations for the drilling, reworking, deepening or plugging back of any such
51 well by Consenting Parties in accordance with the provisions of this Article, cach Non-Consenting Party
52 shall be deemed to have relinquished to Consenting Parties, and the Consenting Parties shall own and
53  be entitled to receive, in proportion to their respective interests, all of such Non-Consenting Party’s
54 interest in the well and share of production therefrom until the proceeds of the sale of such share,

55 caleulated at the well, or market value thercof if such share is not sold (after deduecting production
56 taxes, crude - 0il excise taxes, royalty, overriding royalty and other interests

57 existing on the effective date hereof, payable out of or measured by the produc-
sa tion from such well accruing with respect to such interest until it reverts) shall
59 ‘equal the total of the following:

60 (a) 100% of cach such Non-Consenting Party’s share of the cost of any newly acquired surface
61

equipment beyond the wellhead connections (including, but not limited to. stock tanks. separators,
62 treaters, pumping equipment and piping), plus 100% of cach such Non-Consenting Party's share of the
63 cost of operation of the well commencing with first production and continuing until each sueh Nf)n-
G4 Consenting Party’s relinguished interest shall revert to it under other provisions of this Article, it bemg
G5 agreed that cach Non-Consenting Party’s share of such costs and cquipment will be that interest which
66 wculd have been chargeable to cach Non-Consenting Party had it participated in the well from the be-
G7  zuirning of the operation: and

H3

69 {0} _200 c; or that portion of the costs and expenses o1 detlling :oworking, -eenening, or plusging
0 back, tesung and completing, after deducting any cush contrioutions recenved unesr Aruele VIILC,, and

-5-
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1 300° of that portion of the cost of newly acquired equipment in the well (1o and inchuding tie well-
2 head cannections), which would have been chargeable to such Non-Consenting Party af it had partic.-
3  pated therein. ’

1 L

3 Gas mroduction attributable to any Non - Consenting Party's relinquished interest upon such Party’s
6 clection, shall be sold to its purchaser, if available. under the terms of its oxiating gas siles con-
7 tract. Such Non - Consenting Party shall direct its purchaser to remut the procceds recetvable trom
8 such sale direct to the Consenting Parties until the amounts provided for in this Article are recov-
9 ered ‘rom the Non - Consenting Party’s relinquished interest. If such Non - Consenting Party has not
10 contracted for sale of its gas at the time such gas is available for delivery, or has not made the clec-
11  tion cs provided above, the Consenting Parties shall own and be entitled to recetve and sell such Non-
l;.! Consenting Party’s share of gas as hereinabove provided durin: =~ recousment period,

1

14 Curing the period of time Consenting Parties are entitled to receive Non-Consenting Party's share
15 of production, or the proceeds therefrom. Consenting Parties shall be responsible tor the payment of
ig all production, crude 0il excise taxes, severance, gatherina and other taxes, and all

royaity, overriding royalty and other burdens applicable to Mon-Consenting Party's
18 share of production.

19 In the case of any reworking, plugging back or deeper drilling operation. the Consenting Parties shall
20 be permitted to use, free of cost, all casing, tubing and other equipment in the well. but the ownership of
21  all such equipment shall remain unchanged; and upon abandonment of a well aiter such reworking,
22  plugging back or deeper drilling, the Consenting Parties shall account for all such cquipment to the
23

owners thereof, with each party receiving its proportionate part in kind or in value, less cost of
24 salvage.

Within sixty (60) days after the completion of any operation under this Article. the party con-
ducting the operations for the Consenting Parties shall furnish each Non-Consenting Party with an in-
28 ventory of the equipment in and connected to the well, and an itemized statement of the cost of drilling,
deepening, plugging back. testing, completing, and equipping the well for production: or, at its option,
30 the operating party, in lieu of an itemized statement of such costs of operation. may submit a detailed
31 statement of monthly billings. Each month thereafter, during the time the Consenting Parties are being
32 reimbursed as provided above, the Party conducting the operations ior the Consenting Parties shall furn-
33 ish the Non-Consenting Parties with an itemized statement of all costs and liabilities incurred in the
34 operation of the weil. together with a statement of the quantity of oil and as produced from it and the
35 amoaunt of proceeds realized from the sale of the well’'s working interest production during the preceding
36 month. In determining the quantity of oil and gas produced during anv month., Consenting Parties
37 shal. use industry accepted methods such as, but not limited to, meterinz or periodic well tests. Anyv
38 amount realized from the sale or other disposition of equipment newly acquired in connection with any
39 such operation which would have been owned by a Non-Consenting Party nad it particinated therein
40 shal. be credited against the total unreturned costs of the work d4one and of the equupment purchased.
41  in cetermining when the interest of such Non-Consenting Party shall revert to it as above provided:
42  and if there is a credit balance, it shall be paid to such Non-Consenting party.

14 If and when the Consenting Parties recover from a Non-Consenting Party’s relinquished interest
45 the amounts provided for above, the relinquished interests of such Non-Consenting Party shall auto-
46  matically revert to it, and, from and after such reversion, such Non-Consenting Party shall own the same
47 . interest in such well. the material and equipment in or pertaining thereto, and the production there-
48 from as such Non-Consenting Party would have been entitled to had it participated in the drilling,
49 reworking, deepening or plugging back of said well. Thereafter, such Non-Consenting Party shall be
50 charged with and shall pay its proportionate part of the further costs of the operation of said well in
51 accordance with the terms of this agreement and the Accounting Procedure, attached hereto.

53 Notwithstanding the provisions of this Article VL.B.2, it is agreed that without the mutual consent
54 of all parties, no wells shall be completed in or produced from a source of supply from which a well
35 locsted elsewhere on the Contract Area is producing, unless such well conforms to the then-existing
56  well spacing pattern for such source of supply.

58 The provisions of this Article shall have no application whatsoever to the drilling of the initial
59 well described in Article VLA. except (a) when Option 2, Article VILD.1, has been sclected. or (b)
60 to the reworking, decpening and plugging back of such initial well, if such well is or thereafter shall
61 prove to be a dry hole or non-commercial well, after having been drilled to the depth specified in Article
62 VLA

63 .
64 C. Right to Take Production in Kind:
65 fach party electirG to take in kind or separately dispose of its proportionate share of

the production from the Centract Ar
66 =na )| keep accuraze reccrcs of the volute, selling price, royalty and taxes relative to its share ot production. Nor\-s:aenro:sN

-~ e Sorei ! e * i
se3-1, uoon reguest, ‘ornish Operator with true and complete copies of the records required 3 be kept rareuncer wherever, under
67 The terms Gf 115 29reeTent Or any agreerunt excculad 1 COMRRCTICA Nerewith, 1T s recessiry for Cierator o 031ain setd inforsa.
. LiTh, Sag anferzaticna fornisned to Coerator rereunder snall te used By Cperator only to the extent foCessary o carry <ut its
63 Cut &S ac {oeretor ¢nd sn3il oirerwise te kept ccaticentral,

69 - i CL
0 Tz terty snell Mi.2 lne rigal 3 like in kird or ceparately Ciscas: of its preniriic-ats srnere of all 20l ard cas
, reotee

PTISLIRS

sirzct sree, éaciusive Of 2rocuction wnich ray 12 used VA CivelopTant and Lrecucing cpersiicns ard In prensrifg ara
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1 E.':-:;;f".:(2;\\;0:":;'&:hn:;':urposes and production unavordably Jost., Any cxtrs expenditure Incurrcd in the t.nlun;) in i::d :rr;t::""
e B Y parly of its propo . ty. iny party Laking 1 sre
o 3r00UCtIEn Tn kind shall & portionate share of the production shall te borre by such party. iay p

5e8 € requircd to pay for only ity proportionate share of such part of Operator’s surtice facilities mnicn it

4 Each party shall execute such division orders and contracts as may be necessary for the sale ou 143
3 interes: i production from the Contract Arca. and. except as provided in Arvticle VILE., shall be entitled
4 lo reccive payment direet from the purchaser thercot for s shave of all production.

[}

8 In the event any party shall fail to make the arrangements necessary to take in kind or separately
9 dispose of its proportionate share of the oil and.zas produced from the Contract Arca, Qperator shall have
10 the right, suuject to the revocauon at “wisl uy the party owning it, but hot the obligation, to purchase such
11 oil and gas or sell it to others ial any time and from time to time, for the account of the non-taking
12 party at the best price obtainable in the area for such production. Any such purchase or sale by Op-
13 erator shall be subject always to the right of the owner of the production to cxercise at any time its
14 right o take in kind. or separately dispose of, its share of all oil and gas not previously delivered to a
15  purchaser. Any purchase or sale by Operator of any other party’s share of oil and gas shall be only for
16 such icasonable periods of time as are consistent with the minimum needs of the industry under the
17 particular circumstances, but in no event for a period in excess of one (1) vear. Notwithstanding the
18 foregoing, Operator shall not make a sale, including one into interstate commerce, of any other party’s
19

share of gas production without first giving such other party thirty (30) days notice of such intended
20 sale.

21 :
o9 In the event any party hereto is not at any time taking or marketing its share of gas
23 production and Operator is either (1) unwilling to purchase or sell or (ii) unable to

obtain the prior written consent to purchase or sell such party's share of gas production,
24 or in the cvent any party has contracted to sell its share of gas produced from the Contract
25 Area to a purchaser which does not at any time while this agrecement is in effect take the

g full share of gas attributable to the interest of such party, then in any such event the

o, terms and conditions of the Gas Balancing Agreement attached hereto as Exhibit "E" and

~¢{  {incorporated herein shall automatically become effective.

23

29 D. Access to Contract Area and Information:

30

31 Each party shall have access to the Contract Area at all reasonable times, at its sole risk to inspect

32 or observe operations. and shall have access at reasonable times to information pertaining to the de-
33 velopment or operation thereof. including Operator’s books and records relating thereto. Operator. upon
34 request. shall furnish each of the other parties with copies of all forms or reports filed with govern-
35 mental agencies, daily drilling reports, well logs. tank tables. daily gauge and run tickets and reports
36 of steck on hand at the first of each month. and shall make available samples of any cores or cuttings
37 taker: from any well drilled on the Contract Area. The cost of gathering and furnishing information to
38 Non-Operator, other than that specified above. shall be charged to the Non-Operator that requests the
39 information.

10

41 E. Abandonment of Wells:

42

43 .. Abandonment of Dry Holes: Except for any well drilled pursuant to Articie VI.B.2.. any well

44  whica has been drilled under the terms of this agreement and is proposed to be completed as a dry hole
45 shall not be plugged and abandoned without the consent of all parties. Should Operator, after diligent
46 effort, be unable to contact any party, or should any party fail to reply within forty-eight (48) hours
47 . (exciusive of Saturday, Sunday or legal holidays) after receipt of notice of the proposal to plug and
48 abandon such well, such party shall be deemed to have consented to the proposed abandonment. All
49 such wells shall be plugged and abandoned in accordance with applicable regulations and at the cost,
50 risk and expense of the parties who participated in the cost of drilling of such well. Any party who ob-
51 jects to the plugging and abandoning such well shall have the right to take over the well angd conduct
52 furtker operations in search of oil and/or gas subject to the provisions of Article VI.B.

54 2. Abandonment of Wells that have Produced: Except for any well which has been drilled or re-
55 worked pursuant to Article VL.B.2. hereof for which the Consenting Parties have not been fully reim-
56 bursed as therein provided, any well which has been completed as a producer shall not be plugged and
57 abandoned without the consent of all parties. If all parties consent to such abandonment. the well shall
58 be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense
59  of a.l the parties hercto. If, within thirty (30) days after receipt of notice of the proposed abandonment
60  of such welil, all parties do not agree to the abandonment of any well, those wishing to continue its op-
61  cration shall tender to each of the other partics its proportionate share of the value of the well's salvable
62 material and equipment, determined in accordance with the provisions of Exhibit “C”, less the estimated
63 cost of salvaging and the estimated cost of pluuging and abandoninug, Fuach abandomng  party sifal]
64 assign to the non-abandoning parties, withoul warranty, express er implied, as to title or as to quantity,
65 quality, or fitness for use of the equipment and material, all of its interest in the well and velated cquip-
66 ment, tocether with its interest in the leasehald estate as to, but only as to. the interval or intervals of the
67 formation or formations then open to production, If the interest of the abandoning party is or includes
68 an cil and gas interest, such party shall execute and deliver to the non-ubandoning party or parties an
69 ol wnd zas lease, limited to the interval or intervals of the formation or formations then open 1o produc-
' tion :or a termn of one vear and so long thereafter as otl and or gas is produced irom the interval or inter-

-
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vals of the formation or formations covered thereby, such lcase to be on the formm attached as Exhibnt
“B™. The assitnments or leases so limited shall encompass the “drilling unit” upon which the well is
located. The pavments by, and the assignments or leases to, the assignees shall be 1in a ratio based upon
the -elationship of their respective percentages of participation in the Contract Area to the angrerate of
the percentages of participation in the Contract Area of all assignees. There shall be no rcadjustment
of interest in the remaining portion of the Contract Areca.

Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the op-
eration of or ‘production from the well in the interval or intervals then open other than the royalties
retained in any lease made under the terms of this Article. Upon request, Operator shall continue to
operate the assigned well for the account of the non-abandoning partics at the rates and charges con-

templated by this agreement,'plus any additional cost and charges which may ari;c as the result of
the separate ownership of the assigned well.

ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

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

parties liable as partners. It is not the intention of the parties that this contract is
made or intended for the benefit of any third person.

B. Liens and Payment Defaults:

Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area. and a
security interest in its share of oil andsor gas when extracted and its interest in all equipment, to secure
payment of its share of expense, together with interest thereon at the rate provided in the Accounting
Procedure attached hereto as Exhibit “C”. To the extent that Operator has a security interest under the
Uniform Commercial Code of the State, Operator shall be entitled to exercise the rights and remedies
of a secured party under the Code. The bringing of a suit and the obtaining of judgment by Operator
for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien
rights or security interest as security for-the payment thereof. In addition. upon default by any Non-
Operator in the payment of its share of expense, Opérator shall have the richt. without prejudice to

fthir rights or remedj to collect from the rq_f)aser the %mcccds fiom the swlc' of such \'OIL-QL.GI ator’'s

UGInG reasonan geen
snate ol oIl anasor gas unn[" tne an%um owed by 5ucﬁ b«on Operator, /i)lus mlexcst na; ogen pam. z.ucn
purchaser shall be entitled to rely upon Operator’'s written statement concerning the amount of any de-
fault. Operator grants a like lien and security interest to the Non-Operators to secure payment of Op-

erator’s proportionate.share of expense.

If any party fails or is unable to pay its share of expense within sixty (60) days after rendition of
a statement therefor by Operator, the non-defaulting parties, including Operator, shall. upon request by
Operator, pay the unpaid amount in the proportion that the interest of each such party bears to the in-
terest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain reimburse-
ment thereof. be subrogated to the security rights described in the foregoing paragraph.

C. Payments and Accounting:

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

Operator, at its election, shall have the right from time to time to demand and receive from the
other parties payment in advance of their respective shares of the estimated amount of the expeuse to
ke incurred in operations hereunder during the next succeeding month, which right may be exercised only
by submission to each such party of an ilemized statement of such estimated expense. together \\'iti\
an invoice for ils share thercol. Each such statement and invoice for the payment in advance ofi‘ﬁu-
mated expense shall be submitted on or before the 20th day of the next preceding month, Each party
skall pay to Operator its proportionate share of such estimate within fifteen (15) davs after such ¢,’.
timate and invoice is received. If any party fails to pay ils share of said estimate within said time, the
amount due shall bear interest as provided in Exhibit “C” until paid. Proper adjustment shall be
made monthly between advances and actual expense to the end that cach party shall vear and pay its
p-ogdruonate share of actual expenses incurred, and no more,

.
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1D Linutation of Expenditures:

%

4 L Detll or Deepen:  Without the consent of all parties, no wetl shall be dritled or deepened, ex-
4

cept any well drilled or deepened pursuant to the provisions of Article VLILZ. of this Arreementat being

5 understood that the consent to the drilling or deepenmg shall include:
6
¥ Ot o No—t— kit nl.'u.bmﬂrl..‘puuhtnrcs-fOl“thc——drﬂ|inlt“(7!“"hf?1)€|“"!1.‘“(-"*U"f‘..—""'"pl'?hnﬂ""ﬁd_
Tntonro—ts
mehmludinmafy—%ankagﬁndmnﬁmﬂm
-9

10 = Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When
11 such well has reached its authorized depth, and all tests have been completed, Operator shall give im-

12 mediate notice to the Non-Opcrato’t\-s who have the right to participate in the completion costs. The-parties
13 receiving such notice shall have forty-cight (48) hours (exclusive of Saturday, Sunday and legal holi-
14  days) in which to elect to participate in the setting of casing and the completion attempt. Such election,
15 when made. shail include consent to all necessary expenditures for the completing and cquipping of such
16 well, including necessary tankage and/or suriace facilities. Failure of any party receiving such notice
17  to reply within the period above fixed shall constitute an clection by that party not to participate in
18 the cost of the compietion attempt. If one or more, but less than all of the parties, elect to set pipe and
19 to attempt a completion, the provisions of Article VI.B.2. hercof (the phrase “reworking, deepening or
2 plugging back” as contained in Article VI.B.2. shall be deemed to include ‘“completing”) shall apply to
2 the operations thereafter conducted by less than all parties.

29 :

23 2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged
24 back except a well reworked or plugged back pursuant to the provisions of Article VI.B.2. of this agree-
25 ment, it being understood that the consent to the reworking or plugging back of a well shall include
26 consent to all necessary expenditures in conducting such operations and completing and equipping of
27 said well. including necessary tankage and/or surface facilities.

o

29 3. Other Operations: Operator shall not undertake any single project reasonably estimated to require
30 an expenditure in excess of TWENTY FIVE THOUSAND-==-=--== oo Dollars ($ 25 ,000.00 )
31 except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plug-
32 ging back of which has been previously authorized by or pursuant to this agreement; provided, how-
33 ever, that, in case of explosion, fire, flood or other sudden emergency, whether of the same or different
34 nature, Operator may take such steps and incur such expenses as in its opinion are required to deal with
35

the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emer-
36 gency to the other parties. If Operator prepares “Authority for Expenditures’” for its own use,
37 Operaor. upon request, shall furnish copies of its “Authority for Expenditures” for anv single project

38  costing in excess of _F1ETFEN THOUSAND---=-==--==----=-=777""~ Dollars (s.15,000.00 ).
39

40 E. Royalties, Overriding Royalties and Other Payments:

41

42 Fach party shall pay or deliver, or cause to be paid or delivered. all royalties to the extent of

+3 1/8 of 8/8ths due on its share of production and shall hold the other parties free
44 from any liability therefor. If the interest of any party in any oil and gas lease covered by this agree-
45 ment is subject to any royalty, overriding royalty, production payment, or other charge over and above
46 the aforesaid royalty, such party shall assume and alone bear all such obligations and shall account
47 for or cause to be accounted for, such interest to the owners thereof.

43 Yo party shall ever be tesponsible, on any price basis higher than the price received by such party, to any other party’s lessor
: or .xoyzlt)" owner; and 1f 23y such other party's lessor or royalty owner should deaand and receive settlelents on a higher price basis,
e

the party concributing such lesse shall bear the royalty burden insofsr as such higher price {s concerned.

S0 Tt 3s recoinized by the pacties hercto that in additfoa to each party's shave of vorking interest production as shoun in Exhidit
=A". such party shall have the right, subject to existing contracts, to market the rovality gas actridbutable to each lease which it

sl ¢°.‘;_glk,|;gcs ta the Cortract Area and to receive payzents due for such royaliy gas produced from or allocated to such lease or leases.

52 1-. is azreed shat, regarcless of whether each party parkets or contracts for its share of gas, including the royalty gas undar the
x;.ues which 4t contributed to the Concract Area, such p3rty sgrees to pay or cause €O be paid to tt}e royalty ovners under i:s lease

53 or leases the proceeds actributable to their respective roysity interest and to hold all other parties heteto haraless for its fatlure
to do =0,

54 F. Kentals, Shut-in Well Payments and Minimum Royalties:
55

56 Rentals, shut-in well payments and minimum royalties which may be required under the terms of

57 any .easc shall be paid by the party or partics who subjected such lease to this agreement at its or their

53 cxpease. In the cvent two or more parties own and have contributed interests in the same lease 1o this

59 agreement, such parties may designate one of such parties to make said payments for and on behalf of all ’
60 such parues. Any party may request, and shall be entitled to reeceive, proper evidence of
61 ments. In the event of failure to make proper paymentof any rental, shut-in well payment or minimum
62 royaty through rmistake or oversight where such payment is required to continue the lease in force
G3 any loss which recults trom such non-payment shall be borne in accardunce with the provisions of .
64 1v.BZ2

all such pay-

Arvticle

Jperator shall notify Mon-Opcrator of the anticipated completion of o shut-m sas well, or the shut-
67 ungn or icturn 10 production of a producing as well, at teast five (5) davs (excluding Saturday, Sun-
€2  day and hohdays), or at the carliest opportunity permutted by circumstances, prior to taking such action
69 l;u.t sssumes no hab:ility for failure to do so. In the cvent of failure by Operator to o notify .\'o‘n-.

70 Opcrator. tre loss of any lease contributed hereto by Non-Opevator tor failure to imake timcly payments

-9.
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. Taxes:

Beginning with the first calendar vear after the effective date hereof, Operator ~hall render for ad
valorem taxation all property subject to this azreement which by law should be rendered for uch
taxes. and it shall pay all such taxes assessed therecon betore they beenme delinquent. Prior 1o the ren-
dition date. cach Non-Operator shall furmish Qperator information as to burdens (to include, hut not he
limited to. royalties, overriding royaltics and production pavmeénts) on leases and oil and =as interests con-
tributd by such Non-Operator. |If the assessed valuation of any leaschold estate is reduced by reason of its
being subject to outstanding excess royalties, overriding royaltics or production paviments. the reduction in
ad va.orem taxes resulting therefrom shall inure to the beneiit of the owner or owners of such leasehold
estate. and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such

reduciion. Operator shall bill other parties for their proportionate share ot ail tax payments in the man-
ner provided in Exhibit “C”.

If Operator considers any tax assessment improper, Operator may, at i's discretion, protest within
the time and manner prescribed by law, and prosecute the protest to a final determination, unless all
parties agree to abandon the protest prior to final determination. During the pendency of administrative
or judicial proceedings, Operator may elect to pay, under protest. all such taxes and any interest and
pena.ty. When any such protested assessment shall have been {inally determined. Operator shall pay
the tax for the joint account, together with any interest and penalty accrued. and the total cost shall then
be assessed against the parties, and be paid by them. as provided in Exhibit ~C".

Zach party shall pay or cause to be paid all production. severance, cathering and other taxes im-
posed upon or with respect to the production or handling of such party's share of oil and.or 2as pro-
duced under the terms of this agreement.

H. Insurance:

At all times while operations are conducted hereunder, Opecrator shall comply with the Workmen's
Cormrpensation Law of the State where the operations are being conducted; provided. however, that Op-
erator may be a self-insurer for liability under said compensation laws in which cvent the only charge
that shall be made to the joint account shall be an amount equivalent to the premium which would have
been paid had such insurance been obtained. Operator shall also carry or provide insurance f{or the
benefit of the joint account of the parties as outlined in Exhibit D", attached to and made a part hercol.
Operator shall require all contractors engaged in work on or for the Contract Area to comply with the
Workmen's Compensation Law of the State where the operations are being conducted and to maintain
such other insurance as Operator may require.

In the event Automobile Public Liability Insurance is specificd in said Exhibit “D”. or subsequently
receives the approval of the parties, no direct charge shall be made by Operator for premiums paid for
sucn insurance for Operator’s fully owned automotive equipment.

ARTICLE VIIIL.
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall
not be surrendered in whole or in part unless all parties consent thereto.

However, should any party desire to surrender its interest in any lease or in any portion thereof, and
otker parties do not agree or consent thereto, the party desiring to surrender shall assign, without oxpress
or implied warranty of title, all of its interest in such lease, or portion thercof. and any well, material and
equipment which may be located thereon and any rights in production thereafter secured. to the partics
no. desiring to surrender it. If the interest of the assigning party includes an oil and gas interest. the
signing party shall exccute and deliver to the party or parties not desiring to surrender an oil and was
lezse covering such oil and gas interest for a term of one year and so long thercafter as oil and/or gas
is produced from the Jand covered thereby, such lease to be on the form attached hereto as Exhibit ",
Upon such assignment, the assigning party shall be relieved from all obligations thereafter aceruing,
but not theretofore acerued, with respect to the acrecage assivned and the operation of any well thereon,
and the assigning party shall have no further interest in the lease assigned and its equivment and pro-
duiction other than the royalties retained in any lease made under the terms of this Avtele. The parties
assignee shall pay to the party assignor the reasonable salvage value of the latter's interest in any wells

as-

ard equipment on the assipned acreage. The value of all material shall be determined in accordance
L. . T ST adld "W Wi . » ey 3 .. 1 3

w th the provisions of Exhibit C”. less the estimated cost of salvacing and the estimated cost of plug-

ai1g and abandoniz. If the assignment is n favor of more than one party, the assizned interest shall

-10-
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1 be shared by the parties assignee in the proportions that the mterest of each bears to the ter =2 o all
2 paruesassignce,

3

1 Any assignment or surrender made under this provision shall not reduce or change the @ .ainor’s of
5 surrendering parties’ interest, as it was immediately before the assignment, in the balance of th: Cortract
6 Area: and the acreate assigned or surrendered, and subsequent operations thercon. shall not hereafter
4

be subject o the terms and provisions of this agreement.

8
9 . B...Renewal or Extension of Leases:

10

11 If any party sccuros a renev '§i of any oil and gas lease subject to thi; Agrcement, all other parties
12 shall be notified promptly, and shall have the right for a period of thirty (30) days followty iecapt
13 of such notice in which to elect to participate in the ownership of the renewal lcase. insofar as such
14 lease affects lands within the Contract Area, by paying to the party who acquired it their several propet
15 proportionate shares of the acquisition cost ailocated to that part of such lease within the Contract Area.
16  which shall be in proportion to the interests held at that time by the parties in the Contract Area.

17

18 If some, but less than all, of the parties elect to participate in the purchase of a renewal lease, it
19  shall be owned by the parties who elect to participate therein, in a ratio based upon the relationship of
20 their respective percentage of participation in the Contract Area to the aggregate of the percentages
21  of participation in the Contract Area of all parties participating in the purchase of such renewal lease.
22  Any renewal lease in which less than all parties elect to participate shall not be subject to this agreement.
33 without warrar
24

Each party who participates in the purchase of a renewal lcase shall be given an assignment/of its
25 proportionate interest therein by the acquiring party.

26

27 The provisions of this Article shall apply to renewal leases whether they are for the entire interest
28 covered by the expiring lease or cover only a portion of its area or an interest therein. Any renewal lease
29

taken before the expiration of its predecessor lease. or taken or contracted for within six (6) months after
30 the expiration of the existing lease shall be subject to this provision: but any lease taken or contracted
31 for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal
32 lease and shall not be subject to the provisions of this agreement.

34 The provisions in this Article shall apply also and in like manner to extensions of oil and gas

35 leases. The provisions of this Article VIII-B shall only apply to leases, or portions
36 of leases, located within the Unit Area.

37 C. Acreage or Cash Contributions:

39 ‘While this agreement is in force, if any party contracts for a contribution of cash toward the drilling
40 of a well or any other operation on the Contract Arca. such contribution shall be paid to the party who
41 conducted the drilling or other operation and shall be applicd by il against the cost of such drilling or
42 other operation. If the contribution be in the form of acrcage. the party to whom the contribution is
43 made shall promptly tender an assignment of the acrcage, without warranty of title, to the Drilling
44 Parties in the proportions said Drilling Parties shared the cost of drilling the well. If all parties hereto .
45 are Drilling Parties and accept such tender. such acrcage shall become a part of the Contract Area and
46 be governed by the provisions of this agreement, If less than all parties hereto are Drilling Parties and
47 accept such tender, such acreage shall not become a part of the Contract Area. Each party shall prompt-
48 ly notify all other parties of all acreage or money contributions it may obtain in support of any well or
49 any other operation on the Contract Area.

51 If any party contracts for any consideration relating to disposition of such party’s share of substances
52 produced hereunder, such consideration shall not be degmed a contribution as contemplated in this
53 Article VIILC. This paragraph shall not be applicable to the contribution of acreage
sq4 bY the Contributing Parties toward the Initial, Substitute, or Option Test Well.

55 D. Subsequently Created Interest:

57 Notwithstanding the provisions of Article VIILE. and VIILG.. if any party hereto shall, subsequent
58 to =xecution of this agrcement, create an overriding royalty, production payment. or net proceeds inter-
53 est which such interests are hereinafter referred to as “subsequently created interest”, such subsequently
G0 created interest shall be specifically made subject to all of the terms and provisions of this agreement, ;\‘s
61 foliows:

63 1. If non-consent operations arc conducted pursuant to any provision of this asrcement. and the
G4 pacty conducting such opcrations becomes entitled 1o receive the production attributable Lo the interest
65 ou: of which the subsequently created interest is derived, such party shall reecive same free and clear
66 of such subsequently created interest. The party creating same shall bear and pay all such subsequently
67 ereated interests and shall indemnify and hold the other parties hereto free and harmless trom any an'd

68  4ll liability resulting therefrom.

<11
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-_l: pay, -'\.\'h::rn‘(li‘:co:‘.’:i; °'f the interest from which the subsequently created nterest is dervived (1) ails to
3 .\'IS"()ns of '\l'ti.cl; ""“E;‘: of expenses chargeable hereunder, or (2) clects to abandon a '\vvll nndcr. pro-
) ‘ ‘E. hereof. or (3) cleets to surrender a lease under provisons of Aticte VIIEA

-_& hercof, :he‘ subsequently created interest shall he charzeable with the pro rata portion of all cxpenses
:T heteunder in the same manner as it such interest were a working interest. For purposes ol collecting
t: such chargeable cxpenses, the party or parties who receive assignments as a result of (2) or (3) above
L f‘h:‘" have the right to cnforce all provisions of Article VII.B. hereot against such subsequently created
8 interest.

9 - -
10 E. Maintenance of Uniform Interest:
11 :
12 For the purpese of mair\taining uniformity of ownership in the oil and 5as lcasehold interests
13 covered by this agreement, and notwithstanding any other provisions to the contrary, no party shail
14 sell, encumber. transfer or make other disposition of its interest in the leases embraced within the Con-
15 tract Area and in wells, equipment and production unless such disposition covers cither:

16

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

18

19 2. an equal undivided interest in all leases and equipment and production in the Contract Area.
20
21 Every such sale. encumbrance, transfer or other disposition made by any party shall be made ex-
29

22 pressly subject to this agreement, and shall be made without prejudice to the right of the other parties.

24 If, at any time the interest of any party is divided among and owned by four or more co-owners,
25 Operator, at its discretion, may require such co-owners to appoint a single trustee or agent with full
26 authority to receive notices. approve expenditures. receive billings for and approve and pay such party's
on

27 share of the joint expenses. and to deal generally with. and with power to bind. the co-owners of such
2 party’s interests within the scope of the operations embraced in this agreement: however. all such
co-owners shall have the right to enter into and execute all contracts or agreements for the disposition
30 of their respective shares of the oil and gas produced from the Contract Area and they shall have the
31 right to receive, separately, payment oi the sale proceeds hercof.

32

33 F. Waiver of Right to Partition:

34

35 If permitted by the laws of the state or states in which the property covered hereby is located. each

36 party hereto owning an undivided interest in the Contract Area waives any and all rights it may have
37 tc partition and have set aside to it in severalty 71ts undivided interest therein.

K] S RTLIS PP, P T SO 5 v T P L S T TS NI
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42 - interests in the Contract Area. it shall promptly give written notice to the other parties. with
43 mation concerning its proposed sale. which shall include the name and address oi=
44 cnaser (who must be ready, willing and able to purchase), the purchass
43 the offer. The other parties shall then have an optional prics
46 receipt of the notice. to purchase on the same terms.a
47 proposes to sell: and, if this optional righks
48 cnased interest in the proportiozs
49 parties. However, thero.f
50 to mortgase i

mnIor-
fIC prospective pur-
pTice. and all other terms of
t, for a period of ten (10) days aiter
conditions the interest which the other party
1S exercised. the purchasing parties shall share the pur-
at the interest of each bears to the total interest of all purchasing
be no preferential right to purchase in those cases where any party \ishes
fterests, or to dispose of its interests by merger, reorganization, consolidation, or sale
T substantially all of its assets to a subsidiary or parent company or to a subsidiary of a parent
o . IR M o

ik Dbtk o il ol sl
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53

54 ARTICLE IX.

55 INTERNAL REVENUE CODE ELECTION

56 ‘

57 This agreement is not intended to create, and shall not be construed to create, a rel

i : ationship ot part-
58 nership or an association for profit between or among the parties hercto. Notwithstanding any pro-

59 visions herein that the rights and liabilities hereunder are several and not joint ov collective, or that this
60 agreement and operations hereunder shall not constitute a partnership, if, for Federal income tax pur-
61 poses, this agrecement and the operations herecunder are regarded as a partnership, cach party hereby
62 alfected cleets to be excluded from the application of all of the provisions of Subchapter "I, Chaplc-r
63 1. Subtitle “A", of the Internal Revenue Code of 1934, as permitted and authorized by Scction 81 o
64 tae Code and the regulations promulgated thereunder. Operator is authorized and divected to execute on
65 behalf of cach party hereby affected such cvidence of this clection as may be required by the Sceretary
G6 of the Treasury of the United States or the Federal Internal Revenue Service, including specifically, bu-l

not by way of limitation. all of the returns, stutements. and the data required by Federal Resula-
68 tons 1.76l. Should there be any requirement that cach party hereby aticeted zive further cvidence o:
69 tiis clecuion. cach such party shall exceute such documents and furnish such other evidence us may ze
70 rguired by the Federal Internal Revenue Service or as may be necessary 10 evidenes this clection. No

-12.
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~uch party shall sive any notices or take any other action meonsistent with e election made hereby.
Hoary present or future income ax baws of the state or ~tates i which the Contract Area i located o
ARV IIUre neome tax laws ot the Umted States contiun provisions simdar 1o thome e Subehapter B DA
v Chapter 1. Subtitle A", of the Internal Revenue Code of 1954, under which an election tanular to that
provided by Scetion 761 of the Code 15 permitied, cach party hereby alfeeted shall malee ~uch election as
may he permitted or required by such laws. [n making the toregoing clection, vach such party sitates that
the .ncome derived by such party from Operations hereunder ean be adequately determined without the
# vomputation of partnership taxable income,

) ]

10 "ARTICLE X.

11 & CLAIMS AND LAWSUITS
12

13

Operator may settle any single damage claim or suit arising from operations hereunder 1 the ex-
14 penditure does not exceed __FTFTEEN THOUSAND === Dollars

13 (3 15,000,00__ ) and if the payment is in complete settlement of such claim or suit. I the amount
16  required for settlement exceeds the above amount. the partics hereto shall assume and take over the
17 tfurther handling of the claim or suit. unless such authority is delegated to Operator. All costs and ex-
13 pense of handling, settling. or otherwise discharging such claim or suit shall be at the joint expense
19 of the parties. If a claim is made azainst any party or if any party is sucd on account of any matter
20  arising rfrom operations hereunder over which such individual has ro control because of the rights siven
21 Operator by this agreement. the party shall immediately notify Operator. and the claim or suit shail
22 be treated as any other claim or suit involving operations hercunder.

23

24 ARTICLE XL

25 FORCE MAJEURE

28

s If any party is rendered unable. wholly or in part. bv force majeure o carry out its obligations
23 under this agreement. other than the oblization to make monev pavments. that party shall give to all
2 other parties prompt written notice of the force majeure with reasonabiyv full particulars concerning it:
30 thereupon. the obligations of the party giving the notice. so far as they are aifected by the force majeure,
3 shall te suspended during. but no ioncer than. the continuance of the torce majeure. The atfected party
32  shall use all reasonable dilivence to remove the force majeure situation as auickly as practicable.

33

s Tie requirement that any torce majeure siail ve remedied vith uil reasonable dispatch shall not
33  require the settiement of strikes. lockouts. or otner iabor cut:culty by the party involved. contrary to its
36  wishes: how all such difriculties snail e nandied shall e entireiv within the discretion of the party
37 concerned.

S

3 The term -“force majeure’”. as iwere empioyed, snail mean an act of God. strike, lockout. or other
40  industrial cisturbance. act of the vubiic enemy. war. blockade. public riot, lichtning, fire, storm. {lood.
1] explosion, zovernmentai action. iovernmental delay, rvestramnt ovr naction. unavatlability of equipment.
42 ard any other cause. whether of the kind spectiically enumerated uabove or otherwise, which is not
<3  recasonably -within the control of the party cizimineg suspension.

44

43 ARTICLE XIL

16 NOTICES

47

43 All notices authorized or required between :the parties, and required by any of the provisions: of

49  tkis agreement. unless otherwise specifically provided. shall be given in writing by United States mail
30  or Western Union telegram. postage or charzes prepaid. or by teletype. and addressed to the party to

whom the notice is given at the addresses listed on Exhibit A", The originating notice given under any
32 provision hereof shall be deemed given only when received by the party to whom such notice is direeted,
33 and the time for such party to give any notice in response thercto shall run from the date the originat-
54 irg notice is received. The second or any responsive notice =hall be deemed given when deposited in
55 the United States mail or with the Western Union Telegraph Company, with postage or charges prepaid.
36 o~ when sent by teletype. Each party shall have the rvight to change its address at any time, and from
3T time to tune, by siving written notice hereot to all other partics.

Kt

59 ARTICLE XIII.

50 ) TERM OF AGREEMENT

il

" This azrcement shall remain in full force and ctfect as 10 the oil and pas leases and’or oil and Has in-

] tsrests subjected hereto for the period of timwe selected bLelow: provided, however, no party hereto shail
B4 ever be construed as having any rvight, title or interest in or to any lease, or oil and gas interest eop-
5 tabuted by any other party beyond the term of this agreement.

14
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68  tinued in toree as to any part ot the Contrast—rren—whethtr By production, extension, renewal or other-
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under any provision of this acreement, results in production of oil and/or pas in payini quantibi
agreemen: shall continue in force so long as any such well or wells produce, or are
tion, and for an additional period of 130 days from cuessation of all
if. prior ~o the cxpiration of such additional period, one or m the parties hereto are engaged in
drilling or reworking a well or wells hereunder, thi 'm'c‘tﬁnt shall continue in force until such op-

crations have been completed and if pro f0n results therefrom, this agreement shall continue in
force as provided hcrcir:;yeveﬁ:“:cll described in Article VLA, or any subsequent well
drilled hercu;:,ew in a dry hole, and no-other well is producing, or capable of producing oil
m\ci,"or 3 m the Contracl:tzo.-\rea. this agrecement shall terminate unless drilling or reworking opera-

of abandanment of said well

its
atle of produc-
jon; provided, however,

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

ARTICLE X1V.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agreement shall be subject to the conservation laws of the state in which the committed
acreage is located, to the valid rules, regulations, and orders of any duly constituted rezulatory body of

said state; and to all other zpplicable federal, state, and local laws, ordinances, rules, regulations, and”
orders.

B. Governing Law:

The essential validity of this agreement and all matters pertaining thereto, including, but not lim-
ited to, matters of performarnce, non-performance, breach, remedies, procedures, rights, duties and in--
terpretation or construction, shall be governed and determined by the law of the state in which the
Contract Area is located. If the Contract Area is in two or more states, the law of the state where most
of the land in the Contract Area is located shall govern.

ARTICLE XV.
OTHER PROVISIONS <

A. Not. included.
B. Mot included.
C. Not. included.

D. Notwithstarding any other provisions herein, if during the term of this agreement, a well is requirec

. to be drilled, deepered, reworked, plugged back, sidetracked, or reccrpleted, or any other cperation that
; may be required in order to (1) contimue a lease or leases in force and eiffect, or (2) maintain a unitizec

area or any portion thereof in force ard effect, or (3) earmn or preserve an interest in ard to oil and/o:
gas and other minerals which may be owned by a_third party or which, failing in such operation, may revert
to a third party, or, (4) ‘_yvdthanorderlsjsuedbyaregula.torybodyha\mgjunsdlcummthg
premises, failing in which certain rights would terminate, the following shall apply. Should less than al
of the parties hereto elect toga:ticipate and pay their proportionate part of the costs to be incurred ir
such operation, those parties desiring to t?:xumpate shall have the right to do so at their sole cost,
risk, and expense. Prawtly followving conclusion of such operation, each of those parties not
participating agree to execute ard deliver an_ appropriate assigment to the total interest of eac
non-participating party in and to the lease, leases, or rights which would have temminated or whic
otherwise may have been preserved by virtue of such operation, and in and to the lease, leases or right:
vithin the balance of the drilling unit upon which the well was drilled, excepting, however, weli:
theretofore campleted and capable of producing in paying quantities. Such assigmment shall be delivered &«
the participatirg parties in the proportion that they bore the expense attributable to the
non-participating parties' interest. : .

. production, whether oil or gas, may be sold from the lease acreage, or lands pooled therewith, t«
arqE(: pat?ty's subsidiaries, affihate?or gssociat&s, without each party's prior lwmen consent. AL
production sold from the lease acreacie, or eizmd;f pooleéi “t;}rﬂggxﬂﬁ, wﬂ% i)g gr; vgnnn ti laength tradil Vitht‘
third party purchaser. It 1s expressly agr if priol L consen ; party sclling t«
thcxrselw:s{ its subsidiaries, gf?iliates, or associates, the other parties to this agreement will have(J th.
option t> alco sell to said purchaser, at the same or better price. In th2 event any party hereto, make:
an arm's length trade with a third party purchaser, the remaiming parties will have the opticn to also sel.
at the same or higher price.

-14-
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T ARTICLYE XV
MISCELLANEOUS

This agreement zhail be binding upon and shall inure to the benetit of the parties hereto and o oo
vonrasertatives, tuecessors and assigns.

Th:s instrument may be executed in any number of counterparts, cach of which shall be considered

an original for all purposes.

IN WITNESS WHEREOF, this agreement shall be effective as of 24th day of January )

OPERATOR

<i;/9ltorney/}ﬂ'Fact

NON-OPERATORS

STATE OF NEW MEXICO)
: ss
COUNTY OF EDDY)

The foregoing instrument was acknowledged before me th1s¢17AQLﬁay of

- January, 1991, by John A. Yates, Attorney-in-Fact for YATES PETROLEUM

CORPORATION, a New Mexico corporation, on behalf of said corporation

\
My commission expires: 3<L4u;<4hzz

Augqust 28, 1991 Nota Pub11c

15 -



ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT DATED JANUARY 24, 1991,
BETWEEN YATES PETROLEUM CORPORATION,

COMPANY,

II.

IIT.

"OPERATOR",

AND YATES DRILLING

ET AL, AS "NON-OPERATORS", COVERING COWBOY DRAW UNIT LANDS 1IN
TOWNSHIP 5 SOUTH, RANGE 20 EAST, CHAVES COUNTY, NEW MEXICO.

EXHIBIT

Lands Subject to Agreement:
See Exhibit A~-IV attached

Depth Restriction: None

Drilling Unit for First Well:

Proration Unit as established by the New Mexico OCD.

Percentage interests of Parties Under the Agreement:

Initial Test

West Before and Subsequent

Names

After Payout

Wells

Yates Petroleum Corporation
Yates Drilling Company

Abo Petroleum Corporation
Myco Industries, Inc.

Names and Addresses of Parties:

Yates Petroleum Corporation
Yates Drilling Company

Abo Petroleum Corporation
Myco Industries, Inc.

105 South Fourth Street
Artesia, New Mexico 88210

40%
20%
20%
20%

To be drilled and
paid for by the
party(s) contribut-
ing the lease(s)
which each subse-
quent well is to be
drilled on.



EXHIBIT A-IV - 0il and Gas Leases Subject to This Agreement

COWBOY DRAW UNIT
Chaves County, New Mexico

Page 1

Tract

No. of Serial No. Basic Royalty Overriding Working Interest
Land Description Acres & Exp. Date Ownership & Lessee of Record Royalty Owners owners
T4S-R21E 2,188.57 NM-36882 USA John A. Yates None Marico
Sec. 6: 3-1-91 12.5% Exploration, Inc. - .02784843
Lots 1 thru 5, Myco Industries,
SE/4NW/4, S/2NE/4 Inc. - .02849726
Sec. 7: Price, Lester J. - .09060527
Lots 1 thru 4 Price, Cynthia
E/2W/2, E/2 Ann Yates - .00674613
Sec. 18: Yates, Jo Ann - .15869603
Lots 1 thru ¢4 Yates, Peggy A. - .11666389
E/2W/2, E/2 Yates, Estelle H. - .06551314

Sec. 19:
Lots 1 thru 4
E/2W/2, E/2

Yates, Lillie M.
Estate - .10667454

Yates, John A. Jr.- .04032499
Yates Drilling

Company - .12172038
Yates, S. P. - .05397310
Yates, John A. - .07730725
Yates, Judy H.

Sole & Separate

Property - .00930466
Yates, Peyton

Sole & Separate

Property - .03701607
Yates, Richard - .01875907

Yates, Martin III
Estate - .04034979
1.00000000




COWBOY DRAW UNIT

Chaves County,

New Mexico

Page 2

Tract No. of Serial No. Basic Royalty Overriding Working Interest
# & Exp. Date Ownership & Lessee of Record Royalty Owners owners
2. T5S-R20E 2,127.13 NM-37027 USA S. P. Yates None Marico
Sec. 7: 3-1-91 12.5% Exploration, Inc. .02784843
Lots 3,4, NE/4NW/4, Myco Industries,
SE/SW, NE/4 Inc. .02849726
Sec. 8: Price, Lester J. . 09060527
N/2, N/2S/2, SE/4SE/4 Price, Cynthia
Sec. 9: Ann Yates .00674613
All Yates, Jo Ann .15869603
Sec. 10: Yates, Peggy A. .11666389
All Yates, Estelle H. .06551314
Yates, Lillie M.
Estate .10667454
Yates, John A. Jr. .04032499
Yates Drilling
Company .12172038
Yates, S. P. .05397310
Yates, John A. .07730725
Yates, Judy H.
Sole & Separate
Property .00930466
Yates, Peyton
Sole & Separate
Property .03701607
Yates, Richard .01875907
Yates, Martin III
Estate .04034979

1.00000000



COWBOY DRAW UNIT
Chaves County, New Mexico

Page 3

Tract No. of Serial No. Basic Royalty Overriding Working Interest
# Land Description Acres & Exp. Date  Ownership & Lessee of Record Rovyalty Owners owners
3. T5S-R20E 1,918.40 NM-37028 USA S. P. Yates None Marico

Sec. 1: 3-1-91 12.5% Exploration, Inc. .02784843

Lots 1 thru 4, Myco Industries,

S/2N/2, S/2 Inc. .02849726

Sec. 11: Price, lLester J. .09060527

All Price, Cynthia

Sec. 12: Ann Yates .00674613

All Yates, Jo Ann .15869603
Yates, Peggy A. .11666389
Yates, Estelle H. .06551314
Yates, Lillie M.
Estate .10667454
Yates, John A. Jr. .04032499
Yates Drilling
Company .12172038
Yates, S. P. .05397310
Yates, John A. .07730725
Yates, Judy H.
Sole & Separate
Property .00930466
Yates, Peyton
Sole & Separate
Property .03701607
Yates, Richard .01875907
Yates, Martin III
Estate .04034979

1.00000000



COWBOY DRAW UNIT
Chaves County, New Mexico

Page 4

Tract

Land Description

4.

T5S-R20E

Sec. 3:

Lots 1 thru 3,
S/2N/2, S§/2
Sec. 4:

Lots 1 thru 4
S/2N/2, S/2
Sec. 5:

Lots 1 thru 4
S/2N/2, S/2
Sec. 6:

Lots 1 thru 7
S/2NE/4, SE/4NVW/4,
E/2SW/4, SE/4

No. of
Acres

Serial No.
& Exp. Date

Basic Royalty

Overriding

Working Interest

2,550.19

NM-37029
3-1-91

ownership & Lessee of Record Rovalty Owners owners
USA S. P. Yates None Marico
12.5% Exploration, Inc. .02784843

Myco Industries,
Inc. .02849726
Price, Lester J. .09060527
Price, Cynthia
Ann Yates .00674613
Yates, Jo Ann .15869603
Yates, Pegqgy A. .11666389
Yates, Estelle H. .06551314
Yates, Lillie M.
Estate .10667454
Yates, John A. Jr. .04032499
Yates Drilling
Company .12172038
Yates, S. P. .05397310
Yates, John A. .07730725
Yates, Judy H.
Sole & Separate
Property .00930466
Yates, Peyton
Sole & Separate
Property .03701607
Yates, Richard .01875907
Yates, Martin III
Estate .04034979

1.00000000



. COWBOY DRAW UNIT
Chaves County, New Mexico

Page 5

Tract No. of Serial No. Basic Royalty Overriding Working Interest
# Land Description Acres & Exp. Date Ownership & Lessee of Record Royalty Owners Owners
5. T4S-R20E 2,237.86 NM-37032 USA John A. Yates, Jr. S.P. Yates 2% Marico
Sec. 18: 3-1-91 12.5% Exploration, Inc. .02784843
Lots 1 thru 12, Myco Industries,
E/2 Inc. .02849726
Sec. 19: Price, Lester J. .09060527
Lots 1 thru 8, Price, Cynthia
10, 11, 12, E/2 Ann Yates .00674613
Sec. 27: Yates, Jo Ann .15869603
E/2, NW/4, N/25W/4 Yates, Peggy A. .11666389
Sec. 29: Yates, Estelle H. .06551314
NE/4, NW/4NW/4, Yates, Lillie M.
S/2NW/4 Estate .10667454
Yates, John A. Jr. .04032499
Yates Drilling
Company .12172038
Yates, S. P. .05397310
Yates, John A. .07730725
Yates, Judy H.
Sole & Separate
Property .00930466
Yates, Peyton
Sole & Separate
Property .03701607
Yates, Richard .01875907
Yates, Martin III
Estate .04034979

1.00000000



Chaves County,

COWBOY DRAW UNIT

New Mexico

Page 6

Tract No. of Serial No. Basic Royalty Overriding Working Interest
_# & Exp. Date Ownership & Lessee of Record Royalty Owners owners
6. T4S~R20E 1,880.64 NM-37033 UsA Yates Drilling S. P. Yates 2% Marico
Sec. 30: 3-1-91 12.5% Company Exploration, Inc. .02784843
Lots 1 thru 12, E/2 Myco Industries,
Sec. 31: Inc. .02849726
Lots 1 thru 12, E/2 Price, Lester J. .09060527
Sec. 33: W/2 Price, Cynthia
W/2SE/4, SE/4SE/4 Ann Yates .00674613
Yates, Jo Ann .15869603
Yates, Peggy A. .11666389
Yates, Estelle H. .06551314
Yates, Lillie M.
Estate .10667454
Yates, John A. Jr. .04032499
Yates Drilling
Company .12172038
Yates, S. P. .05397310
Yates, John A. .07730725
Yates, Judy H.
Sole & Separate
Property .00930466
Yates, Peyton
Sole & Separate
Property .03701607
Yates, Richard .01875907
Yates, Martin III
Estate .04034979

1.00000000



COWBOY DRAW UNIT
Chaves County, New Mexico

Page 7

Tract No. of Serial No. Basic Royalty Overriding Working Interest
# Land Description Acres & Exp. Date ownership & Lessee of Record Royalty Owners Owners
7. T4S~R20E 2,560.00 NM-37036 USA S. P. Yates None Marico

Sec. 17: 3-1-91 12.5% Exploration, Inc. .02784843

All Myco Industries,

Sec. 20: Inc. .02849726

All Price, lLester J. .09060527

Sec. 21: Price, Cynthia

All Ann Yates .00674613

Sec. 28: Yates, Jo Ann .15869603

All Yates, Peggy A. .11666389
Yates, Estelle H. .06551314
Yates, Lillie M.
Estate .10667454
Yates, John A. Jr. .04032499
Yates Drilling
Company .12172038
Yates, S. P. .05397310
Yates, John A. .07730725
Yates, Judy H.
Sole & Separate
Property .00930466
Yates, Peyton
Sole & Separate
Property .03701607
Yates, Richard .01875907
Yates, Martin III
Estate .04034979

1.00000000



COWBOY DRAW UNIT
Chaves County, New Mexico

Page 8

Tract

Serial No.
& Exp. Date

T4S~R20E 2,520.00
Sec. 25:

All

Sec. 26:

All

Sec. 34:

E/2, NE/4NW/4,

SW/4, S/2NW/4

Sec. 35:

All

NM-37037
3-1-91

Basic Royalty Overriding Working Interest
ownership & Lessee of Record Royalty Owners owners

USA S. P. Yates None Marico

12.5% Exploration, Inc. .02784843
Myco Industries,
Inc. .02849726
Price, Lester J. .09060527
Price, Cynthia
Ann Yates .00674613
Yates, Jo Ann .15869603
Yates, Peggy A. .11666389
Yates, Estelle H. .06551314
Yates, Lillie M.
Estate .10667454
Yates, John A. Jr. .04032499
Yates Drilling
Company .12172038
Yates, S. P. .05397310
Yates, John A. .07730725
Yates, Judy H.
Sole & Separate
Property .00930466
Yates, Peyton
Sole & Separate
Property .03701607
Yates, Richard .01875907
Yates, Martin III
Estate .04034979

1.00000000



COWBOY DRAW UNIT
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Tract No. of Serial No. Basic Royalty overriding Working Interest
# Land Description Acres & Exp. Date Ownership & Lessee of Record Royalty Owners owners
9. T4S-R20E 2,560.00 NM-37039 USA Estelle Yates S. P. Yates 2% Marico

Sec. 14: 3-1-91 12.5% . Exploration, Inc. .02784843

All Myco Industries,

Sec. 15: Inc. .02849726

All Price, Lester J. .09060527

Sec. 22: Price, cCynthia

All Ann Yates .00674613

Sec. 23: Yates, Jo Ann .15869603

All Yates, Peggy A. .11666389
Yates, Estelle H. .06551314
Yates, Lillie M.
Estate .10667454
Yates, John A. Jr. .04032499
Yates Drilling
Company .12172038
Yates, S. P. .05397310
Yates, John A. .07730725
Yates, Judy H.
Sole & Separate
Property .00930466
Yates, Peyton
Sole & Separate
Property .03701607
Yates, Richard .01875907
Yates, Martin III
Estate .04034979

1.00000000
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Tract

Land Description

Ho.

T4S-R20E

Sec. 1:

Lots 1 thru 4,
S/2N/2, S/2
Sec. 12:
All

Sec. 13:
All

Sec. 24:
N/2NE/4,
W/2NW/4,
S/2

SE/4NE/4,
SE/4NW/4,

No. of
Acres

2,840.86

Serial No.

NM-37041
3-1-91

Basic Royalty

Oownershi

USA
12.5%

&

Lessee of Record Rovyalty Owners

Overriding

Working Interest
owners

S. P.

Yates

None

Marico
Exploration, Inc.
Myco Industries,
Inc.

Price, Lester J.
Price, Cynthia

Ann Yates

Yates, Jo Ann
Yates, Peggy A.
Yates, Estelle H.
Yates, Lillie M.
Estate

Yates, John A. Jr.
Yates Drilling
Company

Yates, S. P.
Yates, John A.
Yates, Judy H.
Sole & Separate
Property

Yates, Peyton
Sole & Separate
Property

Yates, Richard
Yates, Martin III
Estate

.02784843

.02849726
.09060527

.00674613
.15869603
.11666389
.06551314

.10667454
.04032499

.12172038

.05397310
.07730725

.00930466

.03701607
.01875907

.04034979

1.00000000

TOTAL 23,383.65

ACRES OF FEDERAL LANDS LEASED
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Tract No. of Serial No. Basic Royalty Overriding Working Interest
# Land Description Acres & Exp. Date Ownership & Lessee of Record Royalty Owners owners
11. T4S-R20E 1,283.26 LH~-65-2 State of MTS Limited Los Siete Abo Petroleum
Sec. 2: 7-1-91 New Mexico Partnership Exploration 2% Corporation - .02031250
Lots 1,2,3,4 12.5% Basic Resources, Basic Resources,
S/2N/2, S/2 Inc. Inc. - .50000000
Sec. 3: Bechtel Energy
Lots 1,2,3,4 Partners, LTD - .05000000
S/2N/2, S/2 Myco Industries,
Inc. - .02031250
Yates Drilling
Company - .02031250
Yates Petroleum
Corporation -_.38906250
1.00000000
12. T4S-R20E 1,280.00 LH-70-1 State of MTS Limited Joe B. Schutz Abo Petroleum
Sec. 10: 7-1-91 New Mexico Partnership 2% Corporation - .02031250
All 12.5% Basic Resources, Basic Resources,
Sec. 11: Inc. Inc. - .50000000
All Bechtel Energy
Partners, LTD - .05000000
Myco Industries,
Inc. - .02031250
Yates Drilling
Company - .02031250
Yates Petroleum
Corporation -_.38906250

1.00000000
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Tract No. of Serial No. Basic Royalty Overriding Working Interest
# Land Description Acres & Exp. Date ownership & Lessee of Record Royalty Owners owners
13. T4S~-R20E 80.00 LH-71 State of McKay 0il Corporation McKay 0il Corporation - 100%
Sec. 19: 7-1-91 New Mexico
Lot 9 12.5%
Sec. 29:
NE/4NW/ 4
14. T4S-R20E 640.00 LH-72-1 State of MTS Limited Joe B. Schutz Abo Petroleum
Sec. 32: 7-1-91 New Mexico Partnership 2% Corporation - .02031250
All 12.5% Basic Resources, Basic Resources,
Inc. Inc. - .50000000
Bechtel Energy
Partners, LTD - .05000000
Myco Industries,
Inc. - .,02031250
Yates Drilling
Company A - .02031250
Yates Petroleum
Corporation -_.38906250
1.00000000
15. T5S-R20E 637.66 LH~435 State of McKay 0il Corporation McKay 0Oil Corporaiton - 100%
Sec. 2: Lots 1-4, 9-1-91 New Mexico
S/2N/2, S/2 12.5%
TOTAL 3,920.92 ACRES OF STATE OF NEW MEXICO LANDS LEASED
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Overriding

Working Interest

Tract No. of Serial No. Basic Royalty
_# Land Description _ & Exp. Date Ownership & Lessee of Record Rovalty Owners owners
16. T4S-R20E 80.00 State of Unleased
Sec. 24: New Mexico
NE/4NW/4, SW/ANE/4
17. TAS-R20E 640.00 State of Unleased
. Sec. 36: New Mexico
All
TOTAL 720.00 ACRES UNLEASED STATE OF NEW MEXICO ACREAGE
18. T4S-R20E 320.00 Fee M. M. Mershan Unleased
Sec. 27: S/28W/4
Sec. 33: NE/4,
NE/4SE/4
Sec. 34:
NW/4NW/ 4 _
T4S~R20E 320.00 Fee H. M. Corn Unleased

Sec. 29: S/2
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Tract No. of Serial No. Basic Royalty Overriding Working Interest
# Land Description Acres & Exp. Date Ownership & Lessee of Record Royalty Owners owners
19. T4S-R21E 311.14 Fee R. D. Thompson Unleased
Sec. 6:
Lots 6,7
E/2W/2, SE/4
20. T5S-R20E 486.44 Fee K. A. Yoder Unleased
Sec. 3:
Lot 4
Sec. 7:
lots 1,2
SE/4NW/4, NE/4SW/4,
SE/4
Sec. 8
S/2SW/4, SW/4SE/4
TOTAL 1,437.58 ACRES UNLEASED FEE ACREAGE
RECAPITULATION
23,383.65 ACRES FEDERAL LANDS - 79.37% OF UNIT AREA
4,640.92 ACRES STATE LANDS - 15.75% OF UNIT AREA
1,437.58 ACRES FEE LANDS - 4.88% OF UNIT AREA

TOTAL

29,462.15 ACRES ALL LANDS

100.00% OF UNIT AREA
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EXHIBIT “Cc

Attached to and made a part of .THAT. CERTAIN OPFRATING..AGREEMENT..dated
January..24.,.1991, between Yates Petroleum Corparation.as.Operator

and_Yates Drilling.Company, et al.,_as _Non-Qperator.......

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS
Definitions

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

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

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

»QOperator” shall mean the party designated to conduct the Joint Operations.
~Non-Operators” shall mean the parties to this agreement other than the Operator.
“Parties” shall mean Operator and Non-Operators.

“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct

supervision of other employees and/or contract labor directly employed on the Joint Property in a field operat-
ing capacity.

“Technical Employees” shall mean those employees having special and specific engineering, geological or other
professional skills, and whose primary function in Joint Operations is the handling of specific operating condi-
tions and preblems for the benefit of the Joint Property.

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator's employees.
“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.

“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual
as most recently recommended by the Council of Petroleum Accountants Societies of North America.

Statement and Billings

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the
Joint Account for the preceding month. Such bills will be accompanied by statements which identify the author-
ity for expenditure, lease or facility, and all charges and credits. summarized by appropriate classifications of in-
vestment and expense except that items of Controliable Material and unusual charges and credits shall be sep-
arately identified and fully described in detail.

Advances and Payments by Non-Operators

Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their
share of estimated cash outlay for the succeeding month’s operation. Operator shall adjust each monthly billing
to reflect advances received from the Non-Operators.

Each Non-Operator shali pay its proportion of all bills within fifteen (15) days after receipt. If payment is not
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (124,) per
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint
Property is located, whichever is the lesser, plus attorney’s fees, court costs, and other costs in connection with
the collectivn of unpaid amounts.

Adjustments

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

Audits

A. Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Ope-
rator’s accounts and records relating to the Joint Accc_)unt for any calendar year within the twenty-four (24) month
period following the end of such calendar year; provxdec}. however, the making of an audit shall not extend the
ume for the taking of written exception to and the adjustments ol accounts as provided for in Pacagraph 4 of this
Gection I. Where there are two or more Non-Operators, the Non-Operators shall make every l‘L‘&lsu{\ublc cifort 1o
conduct joint or simultaneous audits in a manner which will result in a minimum of inconvenience to the Opera-
ior. Operctor shall bear no portion of the Non-Operators' audit cost incurred under this paragraph unless apreed
10 by the Operator.

Approval 5y Non-Operators

Where an approval or other agreement ot the Parties or Non-Operators is expressly required under other sue-
tions of tris Accounuing Procedure and if the agreement to which this Accounting Procedure is attached ronl}tim
no contrauy provisions in regard thereto, Operator shall notify all Non-Operators of the Operator's proposal, am.i

the agreeraent or approval ol a majority inonterest ol the Non-Operators shall be controlling un all Non-Opera-
Lors.

—_]—
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II. DIRECT CHARGES

Operator shall chacge the Joint Account with the following items:

1.

2.

4.

Rentals and Roynlties
Lease rentals and royalties paid by Operator for the Juint Operations.
Labor

A. (1) Salaries and wages of Operator’s field employces directly cmployed on the Joint Property in the conduct
of Joint Operations.

(2) Salaries of First Level Supervisors in the field.

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

B. Operator's cost of holic}ay, vacation, sickness and disability benefits and other customary allowances paid to
employees whose salaries and wages are chargeable to the Joint Account under-Paragraph 2A of this Section
II. Such costs under this Paragraph 2B may be charged on a “when and as paid basis” or by “percentage as-
sessment” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this
Section II. 1f percentage assessment is used, the rate shall be based on the Operator’s cost experience.

C. Expgnditures or contributions made pursuant to assessments imposed by governmental authority which are
apphlclable to Operator’s costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec-
tion 11,

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under
Paragraph 2A of this Section II.

Employee Benefits

Operator’s current costs of established plans for employees’ group life insurance, hospitalization. pension, re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator's actual
cost not to exceed twenty per cent (20%), or percentage most recently recommended by COPAS.

Material

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

Transportatien

Transportation of employees and Material necessary for the Joint Operations but subject to the following limita-
tions:

A. If Mater:al is moved to the Joint Property from the Operator’'s warehouse or other properties, no charge shall
be made to the Joint Account for a distance greater than the distance from the nearest reliable supply stare,
recognized barge terminal, or railway receiving point where like material is normally available, unless agreed
to by the Parties.

B. If surplus Material is moved to Operator’s warehouse or other storage point, no charge shall be made to the
Joint Account for a distance greater than the distance to the nearest reliable supply store, recognized barge
terminal, or railway receiving point unless agreed to by the Parties. No charge shall be made to the Joint Ac-
count for moving Material to other properties belonging to Operator, unless agreed to by the Parties,

C. In the application of Subparagraphs A and B above, there shall be no equalization of actual gross trucking cost
of $200 or less excluding accessorial charges.

Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by
Paragraph 9 of Section II and Paragraph 1. ii of Section III. The cost of professional consultant services and con-
tract services of technical personnel directly engaged on the Joint Property if such charges are excluded from the
Overhead rates. The cost of professional consuliant services or contract services of technical personnel not di-
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by
the Parties.

Equipment and Facilities Furnished by Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com-
mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other
. operating cxpense, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent (8<%)
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area

of the Joint Property. . .

3. In iicu of charges in Paragraph TA above, Operutor may eleet to use average commercial rates prevailing in
the immediate area of the Joint Property less 20¢¢. For automotive equipment, Operator may clect to use rates
published by the Petroleum Motor Transport Association.

Damages and Losses to Joint Property

Al costs or expenses necessary for the repair or replacement of Joint Property made necessary because of d
azes or losses incurred by fire, tlood, storm. thetl, accident, or other cause, except those resulling from Oper
aross negl genee or willful misconduct.  Operator shall turnish Non-Operator written notice of damaye
incurred a5 soon as practicable after a veport thercot has been received by Operator.

ame-
ator's
S or losses

Leual Expense

Expense of handling, investigating and setthng litivation o claims, discharging of liens, payment ot juduments
and amouts paid tor settement of claims incurred tn or resulting from operations under the agreement or
neeessary to protect or recover the Joint Property, except that no charve tor services of Operator's lewal staff
ar fees or expense of outstde attorneys shall be muade unless previously agreed to by the Pacties. All other lepa)
expense is considered 1o be covered by the overhead provisions of Scetion [ unless otherwise agreed 1o by the
Parties, exeept us provided in Section I, Paragraph 3. }
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All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the opera-

tri’on thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the
arties. )

10. Taxes

11. Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par-
ues.' In the event_.lomt Operations are conducted in a state in which Operator may act as self-insurer for Work-
men’s Compensation and/or Employers Liability under the respective state's laws, Operator may, at its election,

include the risk under its seif-insurance program and in that event, Operator shall include a charge at Operator’s
cost not to exceed manual rates. - R

12. Other Expenditures

Any otr.zer -expenditure not covered or.dealt with in tlﬁe foregoing provisions of this Section II, or in Section III,
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations.

1Il. OVERHEAD

1. Overhead - Drilling and Producing Operations
i As gompensation for administrative, supervision, office services and warehousing costs, Operator shall charge
drilling- and producing operations on either:
( XX) Fixed Rate Basis, Paragraph 1A, or
( ) Percentage Basis, Paragraph 1B.
Unless ot_herwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable
under Paragraph 2A, Section II. The cost and expense of services from outside sources in connection with
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.
ii. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property shall ( ) shall
not (X ) be covered by the Overhead rates.

A. Overhead - Fixed Rate Basis

(1) Operator shall charge the Joint Account at the following rates per well per month:
Drilling Well Rate $ 3,000.00
Producing Well Rate § 300.00

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

[1] Charges for onshore drilling wells shall begin on the date the well is spudded and terminate on
the date the drilling or completion rig is released, whichever is later, except that no charge shall
be made during suspension of drilling operations for fifteen (15) or more consecutive days.

[2] Charges for offshore drilling wells shall begin on the date when drilling or completion equipment
arrives on location and terminate on the date the drilling or completion equipment moves off loca-
tion or rig is released, whichever occurs first, except that no charge shall be made during suspen-
sion of drilling operations for fifteen (15) or more consecutive days

[3] Charges for wells undergoing any type of workover or recompletion for a period of five (5) con-
secutive days or more shall be made at the drilling well rate. Such charges shall be applied for
the period from date workover operations, with rig, commence through date of rig release, except
that no charge shall be made during suspension of operations for fifteen (15) or more consecutive
days.

(b) Producing Well Rates

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

[2] Each active completion in a multi-completed well in.which productiqn is not commingled down
hole shall be considered as a one-well charge providing each completion is considered a separate
well by the governing regulatory. authority.

[3] An inactive gas well shut in because of overprodm_xction or failure of _purchaser to take the produc-
tion shall be considered as a one-well charge providing the gas well is directly connected to a per-
manent sales outlet.

[4] A one-well charge may be made for the month in which plugging and abandonment operations
are completed on any well.

[5] All other inactive wells (including but not limited to inactive wells covered by unit allowable,
Jease ailowable, transferred allowable, etc.) shall not qualify for an overhead charge.

(3) The well rates shall be adjusted as of the first day of April each yecar following the effective date of the
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multi-
plying the rate currently in use by the percentage increase or decrcase in the average weckly carnings of
Crude Petroleum and Gas Production Workers for the last calendar year compared to the calendar year
preceding as shown by the index of average weekly carnings of Crude Petroleum and Gas Ficlds Produc-
tion Workers as published by the United States Departiment of Labor, Burcau of Labor Statistics, or the
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be
the rates currently in use, plus or minus the computed adjustment.

- . —_—3
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B. Overhead - Percentage Basis

(1) Operator shail charge the Joint Account at the following rates:
(a) Development g

- Percent ( %) of the cost of Development of the Joint Property exclusive of ~sts
provided under Paragraph 9 of Section II and all salvage credits.

(b) Operating

R Percent ( %) of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Section II, all salvage credits, the value of injected substances purchased
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the sl
eral interest in and to the Joint Property.

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

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section III, de-
‘{elopment shall include all costs in connection with drilling, redrilling, deepening or any remedial opera-
tions on any or all wells_ involving the use of drilling crew and equipment; also, preliminary expenditures
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not cex-
pleted as a producer, and original cost of construction or installation of fixed assets, the expansion of fixed
assets and any other project clearly discernible as a fixed asset, except Major Construction as dei.ned in
Paragraph 2 of this Section III. All other costs shall be considered as Operating.

2. Overhead - Major Construction
To cpmpensgte Operator for overhead costs incurred in the construction and installation of fixed assets, the ex-
Ppansion of fixed as§ets, and any other project clearly discernible as a fixed asset required for the development and
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall

charge gke Joiat Account for Overhead based on the following rates for any Major Construction project in excess
of §_ 29,000.00 ~

‘A. __5 9, of total costs if such costs are more than $__25,000.00 but less than $ 100,000.00 : plus
B. __._3___% of total costs in excess of $__100,000.00 but less than $1,000,000; plus
C. & ____9% of total costs in excess of $1,000,000. '

Total_cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts
of a single project shall not be treated separately and the cost of drilling and workover wells shall be excluded.

3. Amendment of Rates

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

1V. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all ma-
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; how-
ever, at Operator’s option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition
of idle and/or swrplus Material, such disposal being made either through sale to Operator or Non-Operator, division in
kind, or sale to outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opera-
tors in surplus condition A or B Material.” The disposal of surplus Controllable Material not purchased by the Opera-
tor shall be agrezd to by the Parties.

1. Purchases

Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case
of Material found to be defective or returned to vendor for any other reason, credit shall he passed to the Joint
Account when adjustment has been received by the Operator.

2. Transfers and Dispositions

. Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the
Operator, unless otherwise agreed to by the Parties, shall be priced on the following bases exclusive of cash dis~
counts: .

A. New Material (Condition A)

(1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movement on a
maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest
published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Propesty
where such Material is normally available. .

(2) Line Pipe v

(a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date of
movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor-
mally available.

(b) Movement of 30,000 poupds or more shall be priced under provisions of tubular goods pricing i -
- graph 2A (1) of this Section 1v. p g in Para

(3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable
supply store or f.0.b. railway receiving point nearest the Joint Property where such Material is normally
available.

B. Good Used Material (Condition B)
Material in sound and serviceable condition and suitable for reuse without reconditioning: T
(1) Material moved to the Joint Property _
(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV,
(2) Material moved from the Joint Property

(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section 1V,
if. Material was originally charged to the Joint Account as new Material, or
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{b) at sixty-five percent (657¢) of current new price, as <& crmined by Paragraph 2A . chis Seetion
IV, if Material was originally charged to the Joint Account as pood used Material at sev wwy-ive per-
cent (75¢) of current new price,
The cost of reconditioning, if any, shall ‘be absorbed by the transferring property.
C. Other Usea Material (Condition C and D)
(1) Condition C

Materal which is not in sound and serviccable condition and not suitable for its original iui.iien until
after reconditioning shall be priced at fifty percent (50%%) of current new price as determined by Para-
graph 2A of this Section IV. The cost of reconditioning shall be charged to the receiving property, pro=
vided Condition C value plus cost of reconditioning does not exceed Condition B value.

(2) Condition D B )

All other Material, including junk, shall be priced at a value commensurate with its use or at prevailing
prices. Material no longer suitable for its original purpose but usable for some other purpose, shall be
pricea on a basis comparable with that of items normally used for such other purpose. Opcrator may dis-
pose of Condition D Material under procedures normally utilized by the Operator without prior approval
of Non-Operators.

D. Obsolete Material

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

E. Pricing Conditions

(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (15¢) per
hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section II.

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

3. Premium Prices

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

4, Warranty of Material Furnished by Operator

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

V. INVENTORIES
The Operator snall maintain detailed records of Controllable Material.
1. Periodic Inventories, Notice and Representation

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

2. Reconciliation and Adjustment of Inventories

Reconciliation of a physical inventory with the Joint Account shall be made, and a list of overages and shortages
shall be fucnished to the Non-Operators within six months following the taking of the inventory. Inventory ad-
justments shall be made by Operator with the Joint Account for overages and shortages, but Operator shall be
held accountable only for shortages due to lack of reasonable diligence.

3. Special Inventories

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

4. Expense of Conducting Periodic Inventorics

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



EXHIBIT "E"

GAS MALAHCING AGREEMEMT

The partics to the Operating Agreement to which this agreement is at-
tached own the working interest in the gas rights underlying the lands covered
by such agreement (the “"Contract Area") in accordance with the percentages of
participation as set forth in Exhibit "A" to the Operatigq Agreement (the "par-
ticipacion percentage").

In accordance with the terms of the Operating Agreement, .each party
thereto has the right to take its share of gas produced from the Contract Area
and market the same. In the event any of the parties hereto collectively owning
participation percentages of less than 50% are not at any time taking or market-
ing their share of gas or have contracted to sell ‘their share of gas produced
from the Contract Area to a purchaser which does not at any time while this
agreement is in effect take the full share of gas attributable to the interest
-of such parties, this agreement shall automatically become effective upon the
terms hereinafter set forth.

1. During the period or periods when any parties hereto collectively
owning participation percentages of less than 50% have no market for their share
of gas produced from any proration unit within the Contract Area, or their pur-
chaser does not take its full share of gas produced from such proration unit,
other parties collectively owning participation percentages of more than 50%
shall be entitled to produce each month 100% of the lesser of a) allowable gas
production assigned to such proration unit by applicable state regulatory au-
thority or b) the delivery capacity of gas from such proration unit; provided,
however, no party who does not have gas in place shall be entitled to take or
deliver to a purchaser gas production in excess of 200% of the lesser of ¢) its
share of the volumes of gas capable of being delivered on a daily basis or d) .
its share of allowable gas production. All parties hereto shall share in and
own the liquid hydrocarbons recovered from such gas by lease equipment in accor-
dance with their respective interests and subject to the Operating Agreement to
which this agreement is attached, but the party or parties taking such gas shall
own 21l of the gas delivered to its or their purchaser.

2. On a cumulative basis, each party not taking or marketing its
full share of -.the gas produced shall be credited with gas in place equal to its
full share of the gas produced under this agreement, less its share of gas used
in lease operations, vented or lost, and less that portion such party took or
delivered to its purchaser. The Operator will maintain a current account of gas
balance between the parties and will furnish all parties hereto monthly state-
ments showing the total quantity of gas produced, the amount used in lease opera-
tions, vented or 1lost, the total quantity of 1liquid hydrocarbons recovered
therefrom, and the monthly and cumulative over and under account of each party.

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

-

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

4. After notice to the Operator, any party at any time may begin take
ing or delivering to its purchaser iFs full share of the gas produced from a pro-
ration unit under which it has gas in place less such party's share of gas used
in operations, vented or lost. In addition to such share, each party, including
the Operator, until it has recovered its gas in place and balanced the gas o
count as to its interest, shall be entitled to take or deliver to its purchaser
a share of gas determined by mqltipyyinq 50% of the interest in the current e
production of the party or partlgs without gas in place hv a fraction, the Numee.
ator of which is the interest 1n the proration unit of such party with gas in



place and the denominator of which is the total percentaqe interest in cuch pro=

ration unit of all parties with gas in place currently taking or deliveriny FO a
purchaser. )

5. Nothing herein shall be construed to deny any party th? right,
from time to time, to produce and take or deliver to its purchaser its gull
share of the allowable gas production to meet the deliverability tests required

by its purchaser, provided that said test should be reasonable in length, nor-
mally not to exceed 72 hours.

6. If a proration unit ceases to produce gas and/or liquid hydrocar-
‘bons in paying quantities before the gas account is balanced, settlement will be
made between the underproduced and overproduced parties. In making such settle-
ment, the underproduced party or parties will be paid a sum of money by the over-
produced party or parties attributable to the overproduction which said overpro-
duced party received, less applicable taxes thereto<ore paid, at the applicable
Price defined below for the delivery of a volume of gas equal to that for which
settlement is made. For gas, the price of which is not regqulated by federal,
state or other governmental agencies, the price basis shall be the price re-
ceived for the sale of the gas. For gas, the price of which is subject to regu-
lation by federal, state or other governmental authorities, the price basis
shall be the rate collected, from time to time, which is not subject to possible
refund, as provided by the Federal Energy Regulatory Commission or any other gov-
ernmental authority, pursuant to £inal order or settlement applicable to the qas
sold from such well, plus any additional collected amount which is not ulti-
mately required to be refunded by such authority, such additional collected

amount to be accounted for at such time as final determination is made with
respect hereto.

7. Notwithstanding the provisions of %6, it is exvressly agreed that
any underproduced party shall have the coptional right, with respect to each pro-
ration unit, to receive a cash settlement bringing such underproduced party's
gas account into balance at any time and from time to time prior to the final
settlement, by first giving each overproduced party 90 days' written notice of
demand for cash settlement. If such crtion is so exercised, settlement shall be
made (as of 7:00 o'clock A.M. on the {irst day of the calendar month following
the date of such written demands) within 90 days following the actual receipt of
such written demands by the overproduced parties, in the same manner provided
for in €6. The option provided for in this paragraph may be exercised, from
time to time, but only one time in each calendar year.

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

9. This agreement shall constitute a separate agreement as to each
proration unit approved by the applicable regulatory authority for a pool within
the Contract Area, but such proration unit shall not include any producing hori-
zon which is not within the vertical limits of said pool. This agreement shall
remain in force and effect so long as the Operating Agreement to which it ic
attached remains in effect, and shall inure to the benefit of and be bindinc

upon the parties hereto, their heirs, successors, legal representatives anc
assigns. :



EXHIBIT "B"

EQUAL EMPLOYMENT OPPORTUNMITY PROVISION

During the performance of this contract, the Operator agrecs as follows:

(1) The Operator will not discriminate against any employecc or applicant
for employment because of race, color, religion, national oriain or
sex. The Operator will take affirmative action to cnsure that appli-
cants are cmployed, and that cmployces are trecated during employment,
without regard to their race, color, religion, national oriqgin or sex.
Such action shall include, but not be limited to the following: Employ-
ment, upgrading, demotion, or transfer, recruitment or recruitment ad-
vertising; layoff or termination; rates of pay or other forms of com-
pensation; and selection for training, including apprenticeship. The
Cperatcr agrees to post in conspicucus places, available to emplovees
and applicants for employrent notices to be provided for the contract-

ing officer setting forth the provisions of this non-discrimination
clause.

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

(3) The Operator will send to each labor union or representative of workers
with which it has a collective bargaining agreement or other contract
or understanding, a notice to be provided by the agency contracting
officer, advising the lahor union or workers' representative of the
Operator'’s commitments under Section 202 of Executive Order 1124€ of
September 24, 1965, and shall post copies of the notice in conspicuous
places available to emplovees and applicants for employmrent.

(4) The Operator will comply with all provisions of Executive Crcder 11246
of September 24, 1965, and of the rules, regulations, and relevent orders
of the Secretary of Laber.

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

(6) In the event of the Operator's non-compliance with the non-discrimination
clauses of this contract or with any of such rules, regulations, or orders,
this contract may be cancelled, terminated or suspended in whole or in part
and the Operator may be declared ineligible for further Government contracts
in accordance with procedures authorized in Executive Order 11246 of
September 24, 1965, and such other sanctions may be imposed and remedies
invoked as provided in Executive Order 11246 of September 24, 1965, or by
rule, regulation, or order of the Secretary of Labor, or as otherwise pro-
vided by law.

Exhibit "F"
Page 1



(7) The Operator will include the provisions of Paragraphs (1)} through
(7) in cvery subcontract or purchase order unless cxempted by rules,
requlations, or orders of the Secrctary of Labor issued pursuant to
Section 204 of Exccutive Order 11246 of Scptember 24, 1965, so that
such provisions will be binding upon each subcontractor or vendor.
The Operator will take such action with respect to any subcontract
or purchase order as the contracting agency may dircct as a means of
enforcing such provisions including sanctions for non-compliance:
Provided, however, that in the event the Opcrator becomes involved
in, or is threatened with, litigation with a subcontractor or vencor
as a result of such direction by the contracting agency, the Operator
may request the United States to enter into such litigation. to pro-
tect the interests of the United States.

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

Operatcr further ackncwledges that he may be required to develop a written
affirmative action compliance program as required by the Rules and Requlations
approved by the Secretary of Labor under authority of Executive Order 11246 and
supply Non-Operators with a copy of such program if they so request.

CERTIFICATION OF NON-SEGREGATED FACILITIES

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

Operator further understands and agrees that a breach of the
assurance herein contained subjects it to the provisions of the Order
at 41 CFR Chapter 60 of the Secretary of Labor dated May 21, 1968, and
the provisions of the equal opportunity clause enumerated in contracts
between the United States of America and Non-Operators.

whoever knowingly and willfully makes any false, fictitious or

fraudulent representation may be liable to criminal prosecution under 18
U.s.C. § 1001.

Exhitit "F"
Page 2
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105 SOUTH FOURTH STREET DEN;T;"GEf‘K':LSEY
ARTESIA, NEWMEXICO88210 TREASURER
TELEPHONE (505) 748-1471
GEOLOGICAL EXPLANATION
OF THE PROPOSED
COWBOY DRAW UNIT
CHAVES COUNTY, NEW MEXICO
LAND DESCRIPTION:

Yates Petroleum Corporation requests approval of the Cowboy Draw Unit,
to be comprised of Sections 1-3, 10-15, and 17-36 of T-4-S, R-20-E; Sections 6, 7, 18,
and 19 of T-4-S, R-21-E; Sections 1-12 of T-5-S, R-20-E, in Chaves County, a total of
29,471.88 acres. Initial test well location is 1980 FSL and 1980 FEL, Section 4, T-5-
S, R-20-E, with projected total depth of 2800’.

PRIMARY OBJECTIVES

"The primary objective of the test well within the proposed Cowboy Draw
Unit is 10 establish new production from the Abo formation, north of the Serrano
Buckle, at approximately 2400,

UNIT GEOLOGY:

"The proposed Cowboy Draw Unit is situated in the northern portion of the
West of West Abo facies. It is positioned to test the Abo formation to the north of
the Serrano Buckle and southwest of the Esperanza XP Fed. #2, located in section
26 of T-4-S, R-20-E. The Esperanza well has good channel sand development, with
net sands at 70'. These sands were tabulated off the gamma ray log, from a reading
of less than 70 API units. Water was encoutered during competion of this well,
limiting the production to 170 MCFGPD. The Esperanza XP Fed. #2 proves that
the West of West Abo Facies is well developed within the Cowboy Draw Unit and
that futher exploration is needed to evaluate this reservoir.

CONCIASION:

The proposed Cowboy Draw Unit is situated to test fluvial channels in the
northerr portion of the West of West Abo facies. Yates Petroleum proposes to drill
the test well in Cowboy Draw Unit to the north of the Serrano Buckle and west of
the Abo production in the West Pecos Slope Field. The extant data provides
adequate justification for the formation of an exploration area as outlined by the
Cowboy Draw Unit.

S %/MWZ/%M/ -

ﬁ > /92 ///,/,4 _



-

o~ -
MARTIN YATES, il

1912 - 1985

FRANK W. YATES

1936 - 19686

5 "-»/,\,_ S. P. YATES
N I E 5 CHAIRMAN OF THE BOARD
{ JOHN A. YATES
) PETROLEUM et

PEYTON YATES
s ‘“ _ “ | D N EXECUTIVE VICE PRESIDENT
RANDY G. PATTERSON
105 SOUTH FOURTH STREET DEN::;R:‘;VN -
ARTESIA, NEW MEXICO88210 TrEAsURER

TELEPHONE (505) 748-1471

GEOLOGICAL EXPLANATION
OF THE PROPOSED
WEST OF WEST ABO UNITS
CHAVES COUNTY, NEW MEXICO

LAND DESCRIPTION:

Yates Petroleum Corporation requests approval of the Cowboy Draw Unit,
Salt Creck Unit, and Blackwater Unit. The total acreage for the Cowboy Draw Unit
is 29,471.88, with total federal acreage being 23,393.38, total state acreage being
4,640.92, and total fee acreage being 1,437.58. The total acreage for the Salt Creek
Unit is 98,218.21, with total federal acreage being 75,735.60, total state acreage
being 1%,675.11, and total fee acreage 6,807.50. The total acreage for the
Blackwater Unit is 41,471.32, with total federal acreage being 29,874.62, total state
acreage being 6,302.27, and total fee acreage being 5,294.43.

Y OBJECTIVES

The primary objective that initiated the proposal of three exploration units
and four initial test wells, ranging from 2800’ to 3100, is to establish new, virtually
untested, production from the Abo formation in a similar Abo facies as that found
in the Pecos Slope and West Pecos Slope. Located west of established production in
the West. Pecos Slope and Pecos Slope fields, the target facies is a clastic fluvial
wedge that is nearly identical to the clastic facies that will yield an estimated
recovery of 750 BCF in the defined productive fields.

Even though the overall geological concept is similiar for all the units,
divisions were made on the merit of their relationship to major structural features
that may contribute to production. The Cowboy Draw Unit is proposed to test the
area north of the Serrano Buckle, the Salt Creek Unit will test the area south of the
Serrano Buckle and north of the Border Buckle, and the Blackwater Unit will
evaluate the area south of the Border Buckle. The three unit divisions are also
more suitable for proper land management. The four test wells in the three
exploratory units should adequately test the Abo formation in this remote area.



EXHIBITS:

REGIONAL GEOLOGY
Exhibit #1: Regional Tectonic and Facies Map
Exhibit #2: West to East Stratigraphic Cross-section B to B’

"The Abo formation (Permian Leonard) in the Pecos country was deposited
as a fluvial clastic wedge on the northwestern limits of the stable Northwestern
Shelf. The siliciclastics derived from the Pedernal Uplift were deposited downslope
by fluvial processes as a response to a drop in the mean sea level. As the sea began
its encroachment from the east, the main depositional center for the meandering
channel facies moved laterally to the west from the present day location of the
Pecos Slope, to the West Pecos Slope field, on toward the West of West area. The
westward movement of fluvial processes continued into early Yeso time as indicated
by the facies climbing higher stratigraphically to the west. Ultimately the entire
clastic interval wedged out against the buried Pedernal Uplift.. (Exhibit #2).

Production in the Abo formation from the Pecos Slope and the West Pecos
Slope occurs from the distal end of each respective clastic wedge on the lower
reaches of the meandering channel system. On the upper reaches of each system as
the overall depositional slope increases; the channels change into a braided channel
sequence. These braided channels are almost always water productive.

The data however, strongly suggests a larger, more regional trapping
mechanism than stratigraphy alone. Bottom hole pressures are subnormal and
constant throughout the Pecos Slope and West Pecos Slope, even though depths
vary as much as 2000 ft.. This indicates that tectonic induced fracturing may also be
responsible for the large accumulation of gas. The most significant structural
features (Exhibit #1) are a series of long, narrow, northeast-trending buckles,
named: Serrano, Border, Six Mile, and Y-O. As described by Kelley(1971) "the
buckles are right-wrench fold faults which are undoubtedly Precambrian rooted and
show evidence of activity at least as old as Permian.” In addition to the buckles
described by Kelley, there are numerous smaller parallel faults that exhibit right-
lateral movement. Production in the Pecos Slope and the West Pecos Slope
coincide with these structural features, and it is believed that they contribute to the
accumulation of gas in Pecos Slope area.

LOCAL GEOLOGY

Exhibit #3: Total Intensity Aeromagnetic Contour Map, Structural
Contour Map on Top of Abo Formation, Isopach Map of the West of West
Abo Facies.

Exhibit #4: North-South Structural Cross-section A to A’.

The proposed West of West Abo Units (Cowboy Draw, Salt Creek, and
Blackwater) were initiated to test the only significant sandstone deposition west of



the West Pecos Slope field. These units will test the lowermost reaches of the
meandering channel facies. Stratigraphically higher than the productive West Pecos
Slope Facies, the West of West Facies is believed to be early Yeso in age.(Exhibit
#3)

Structurally the units are situated in close proximity to the Serrano Buckle
and the Border Buckle. These two faults are in a series of parallel right-lateral
wrench faults. The faults probably induced a system of tectonic fractures that help
define the trapping mechanism. Since well control in the unit areas is sparse, the
magnetic map, indicating basement topography, was used to construct the Abo
structure map. The Abo structure closely mimics the basement structure. The
magnetic map also provides evidence that the wrench faults are rooted in the
Precambrian.

In addition to aiding the entrapment of gas, the faults may have also
provided a conduit for the migration of gas. With the Abo being a continental
redbed sequence, gas was obviously generated elsewhere, possibly in the underlying
Wolfcampian-Pennsylvanian formations.(Exhibit #4). Structural cross-section A-A’
gives credence that suitable source sediments underlie the unit areas. The
Wolfcampian-Pennsylvanian sediments thin to the west and eventually terminate
against the Pedernal Uplift, much like the Abo.

CONCIASION:

The proposed units, Cowboy Draw, Salt Creek, and Blackwater, are located
to test the westernmost clastic fluvial wedge of the Abo formation. They are
situated to test the lower reaches of the meandering fluvial channel facies that
provide the only significant sandstone deposition west of the West Pecos Slope.
Structurally the units are located in advantageous positions with respect to the
northeastward buckles.

With the geology of the unit areas having the same basic structural and facies
characteristics as the Pecos Slope field and West Pecos Slope field, the four
proposed wells in the exploratory units will adequately test the Abo Formation in
this remote area.

It is believed that these exploratory units; Cowboy Draw, Salt Creek, and
Blackwater, offer a prudent and effective means to explore and develop gas reserves
for Yates Petroleum Corporation in addition to the state of New Mexico, and the
federal government of the United States of America.



STATE OF NEW MEXICO :
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT

.OIL CONSERVATION DIVISION

February 21, 1991

BRUCE KING POST OFFICE BOX 2088
GOVERNOR STATE LAND OFFICE BUILDING
SANTA FE. NEW MEXICO 87504
(5051 827-5800
Mr. David Vandiver Re: CASE NO. 10223
Fisk ard Vandiver ORDER NO. R-9440
Attorneys at Law
Seventh and Mahone, Suite E Applicant:

Artesia, New Mexico
Yates Petroleum Corporation

Dear Sir:

Enclosed herewith are two copies of the above-referenced
Divisicn order recently entered in the subject case.

Sincerely,

FLORENE DAVIDSON
OC Staff Specialist

Copy of order also sent to:

Hobbs CCD X
Artesia OCD X
Aztec CCD

Other
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’91 SED 2"» FN 9 OB 105 SOUTH FOURTH STREET SECRETARY
DENNIS G. KINSEY
ARTESIA, NEW MEXICO88210 TREASURER

TELEPHONE (505) 748-1471 E E

September 24, 1991

Bureau of Land Management
Roswell District

P. O. Box 1397

Roswell, New Mexico 88201

Attention: Mr. Armando Lopez

Re: Cowboy Draw Unit
Chaves County, New Mexico

Dear Mr. Lopez:

On February 28, 1991 the Cowboy Draw Unit was approved comprising 29,462.15 acres in Chaves
County, New Mexico. The Cowboy Draw Unit #1 was spudded on February 28, 1991 and
completed as a dry hole on March 26, 1991. As we discussed by telephone, due to our desire to
do further geology prior to drilling an additional well on this unit, we respectfully request that the
Cowboy Draw Unit be terssinated and a two year extension be given the leases. At such time as
we are ready to drill another well we will be requesting a new unit.

Thank you for your consideration.
Very truly yours,
YATES PETROLEUM CORPORATION

S

Randy G. Patterson
Land Manager

RGP/mw

cc: Mr. Floyd Prando
New Mexico State Land Office

Mr. William J. LeMay
New Mexico Qil Conservation Division



Htate of Netn Hexico

OFFICE OF THE

Qonmissioner of Public Lands

JIM BACA

COMMISSIONER Santa Fe P0.BOX 1148
SANTA FE, NEW MEXICO 87504-1148

September 4, 1991

Yates Petroleum Corporation
105 South Fourth Street
Artesia, New Mexico 88210

Attn: Robert Bullock
Qrow
Re: Cowboy~Unit and Salt Creek Unit
Chaves County, New Mexico
6 month extension request

Dear Mr. Bullock

The Commissioner of Public Lands hereby grants approval of a one
time six (6) month extension to drill the next well required
under the Cowboy Draw Unit and the Salt Creek Unit Agreements.
The required spud dates are on or before April 1, 1992 for the
Cowboy Draw Unit #2 and on or before April 24, 1992 for the Salt
Creek Unit. This six month extension is for one time only and no
further extensions will be granted.

If we may be of further assistance please contact our office at
(505) 827-5744.

Sincerely,

JIM BACA
COMMISSIONER OF PUBLIC LANDS

P V) s
By:j”c"?d' o YAc T

Floyd O. Prando, Director
0il, Gas & Minerals Division

JB/FOP/JSW

cc: Uiit Correspondence File
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OFFICE OF THE
Commissioner of Public Tands
gﬁndagm: P.0. BOX 1148

SANTA FE, NEW MEXICO 87504-11.

January 6, 1992

Yates Petroleum Corporation
105 South Fourth Street
Artesia, New Mexico 88210

Attn: Mr. Robert Bullock

Re: -‘Pexmisstion of Cowboy Dxaw Unit
Chaves County, New Mexico

Dear Mr. Bullock:

The Bureau of Land Management has notified this office that as per
your request, the Cowboy Draw Unit was terminated effective
_September 26, 1991.

This office is also in receipt of your request to terminate the
above captioned unit agreement. Please be advised that the Cowboy
Draw Unit has this date been terminated effective September 26,
1991. Please advise all interested parties of this action.

If you have any questions, or if we can be of further help, please
contact Pete Martinez at (505) 827-5791.

Very truly yours,

JIM BACA
COMMISSIONER OF PUBLIC LANDS

BY M @ /kmnﬂ\~__

FLOYD O. PRANDO, Director
0il/Gas and Minerals Division
(5057 827-5744

JB/FOP/pm

encls.

cc: Reader File

2cd



DATE 0CC CASE NO. EFFECTIVE
APPROVED 0CC ORDER NO. DATE
2-28-91 10223 2-28-91

R-9440
UNIT AREA

TOWNSHIP 4 SOUTH, RANGE 20 EAST, NMPM

Sections 1 through 3: All
Sections 10 through 15: All
Sections 17 through 36: All

TOWNSHIP 4 SOUTH, RANGE 21 EAST, NMPM

Sections 6 and 7- All
Sections 18 and 19: All

LOWNSHIF 5 SUU LH, RKANGE 20U EAST, NP

ul

Sections 1 through 12: All

REPORT TO DEPARTMENTS

UNIT NAME COWBOY DRAW UNIT

OPERATOR  YATES PETROLEUM CORPORATTION

COUNTY CHAVES COUNTY, NEW MEXICO
TotaL T
ACREAGE STATE FEDERAL INDIAN-FEE
29,462.15 4,640.92 23,383.65 1,437.58
-
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D Fedaral Lnndy 25348 6% 7o thkasa
% y Lagzed Slale Lands 3,020 92 13 308320
e tinlered Stala lands 720 00 2 443074
E Fee Lands 1,437.58 4.879412%
TOTAL 29 46215 100 0000007
Unit Qutine Cowboy Draw Lipit

Choves County, New Meaito
Traet Number
Yoles Pelroteurn Corporation
105 South fourth Strest
Artesio, New Mexicc

Exhibit A
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EXHIBIT B ) Page 1
To Unit Agreement
COWBOY DRAW UNIT
Chaves County, New Mexico
Tract - No. of Serial No. Basic Royalty Ooverriding Working Interest
4 Land Description Acres & Exp. Date Ownership & Lessee of Record Rovyalty Owners owners
1. T4S-R21E 2,188.57 NM-36882 USA John A. Yates None Marico
Sec. 6: 3-1-91 12.5% Exploration, Inc. .02784843
Lots 1 thru 5, Myco Industries,
SE/4NW/4, S/2NE/4 Inc. .02849726
Sec. 7: Frice, Lester J. .09060527
Lots 1 thru 4 Frice, Cynthia
E/2W/2, E/2 Ann Yates .00674613
Sec. 18: Yates, Jo Ann .15869603
Lots 1 thru 4 Yates, Peggy A. .11666389
E/2W/2, E/2 Yates, Estelle H. .06551314
Sec. 19: Yates, Lillie M.
Lots 1 thru 4 Estate .10667454
E/2W/2, E/2 Yates, John A. Jr. .04032499
Yates Drilling
Company .12172038
Yates, S. P. .05397310
Yates, John A. .07730725
Yates, Judy H.
Sole & Separate
Property .00930466
Yates, Peyton
Sole & Separate
Property .03701607
Yates, Richard .01875907
alsm,-un.vﬂ. Martin TTT
Estate .04034979

1.00000000



EXHIBIT B

To Unit Agreement
COWBOY DRAW UNIT
Chaves County,

New Mexico

”~

Ry’

Fage 2

Tract ) B No. of Serial No. Basic Royalty Overriding Working Interest
_# Land Description Acres & Exp. Date Oownership & L.essee of Record Royalty Owners Owners
2. TSS-R20E 2,127.13 NM-37027 UsAa S. P. Yates None Marico
Sec. 7: 3~-1-91 12.5% Exploration, Inc. .02784843
Lots 3,4, NE/4NW/4, Myco Industries,
SE/SW, HNE/A Inc. .02849726
Sec. 8: Price, Lester J. .09060527
N/2, N/25/2, SE/4SE/4 Price, Cynthia
Sec. 9: Ann Yates .00674613
All Yates, Jo Ann .15869603
Sec. 10: Yates, Peggy A. .11666389
All Yates, Estelle H. .06551314
Yates, Lillie M.
Estate .10667454
Yates, John A. Jr. .04032499
Yates Drilling
Company .12172038
Yates, S. P. .05397310
Yates, John A. .07730725
Yates, Judy H.
Sole & Separate
Property .00930466
Yates, Peyton
Sole & Separate
Property .03701607
Yates, Richard .01875907
Yates, Martin III

TV A A o
L2 L

.n4n24074
1.00000000




EXHIBIT B
To Unit Agreement
COWBOY DRAW UNIT
Chaves County, New Mexico

£ e ﬁ-ldu .

Page 3

Tract No. of Serial No. Basic Royalty Overriding Working Interest
i Land Description Acres & Exp. Date Ownership & Lessee of Record Royalty Owners owners
3. TSS-R20E 1,918.40 NM-37028 USA S. P. Yates None Marico
Sec. 1: 3-1-91 12.5% Exploration, Inc. .02784843
Lots 1 thru 4, Myco Industries,
S/2N/2, S/2 Inc. .02849726
Sec. 11: Price, Lester J. .09060527
All Price, Cynthia
Sec. 12: Ann Yates .00674613
All Yates, Jo Ann .15869503
Yates, Peggy A. .11666389
Yates, Estelle H. .06551314
Yates, Lillie M.
Estate .10667454
Yates, John A. Jr. .04032499
Yates Drilling
Company .12172038
Yates, S. P. .05397310
Yates, John A. .07730725
Yates, Judy H.
Sole & Separate
Property .00930466
Yates, Peyton
Sole & Separate
Property .03701607
Yates, Richard .01875907
Yates, Martin III
Cotratao .N04014979

1.00000000
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EXHIBIT B
To Unit Agreement
COWBOY DRAW UNIT
Chaves County, New Mexico

Page 4

Working Interest

Tract o No. of Serial No. Basic Royalty Overriding
# Land Description Acres & Exp. Date Ownership & Lessee of Record Royalty Owners owners
4. TSS-R20E 2,550.19 NM-37029 Usa S. P. Yates None Marico
Sec. 3: 3-1-91 12.5% Exploration, Inc.
Lots 1 thru 3, Myco Industries,
S/2N/2, S/2 Inc.
Sec. 4: Price, Lester J.
Lots 1 thru 4 Price, Cynthia
S/2N/2, S/2 Ann Yates
Sec. 5: Yates, Jo Ann
Lots 1 thru 4 Yates, Peggy A.
S/2N/2, S/2 Yates, Estelle H.
Sec. 6: Yates, Lillie M.
Lots 1 thru 7 Estate
S/2NE/4, SE/4NW/4, Yates, John A. Jr.
E/25W/4, SE/4 Yates Drilling
Company
Yates, S. P.
Yates, John A.
Yates, Judy H.
Sole & Separate
Property
Yates, Peyton
Sole & Separate
Property
Yates, Richard
Yates, Martin III
Estate

.02784843

.02849726
.09060527

.00674613
.15869603
.11666389
.06551314

.10667454
.04032499

.12172038

.05397310
.07730725

.00930466

.03701607

.01875907

.vaus4v:9

1.00000000



EXHIBIT B
To Unit Agreement
COWBOY DRAW UNIT
Chaves County, New Mexico

Page 5

Tract ) No. of Serial No. Basic Royalty Overriding Working Interest
# Land Description Acres & Exp. Date ownership & Lessee of Record Royalty Owners owners
5. T4S-R20E 2,237.86 NM-37032 USA John A. Yates, Jr. S.P. Yates 2% Marico
Sec. 18: 3-1-91 12.5% Exploration, Inc. .02784843
Lots 1 thru 12, Myco Industries,
E/2 Inc. .02849726
Sec. 19: Price, Lester J. .09060527
Lots 1 thru 8, Price, Cynthia
10, 11, 12, E/2 Ann Yates .00674613
Sec. 27: Yates, Jo Ann .15869603
E/2, NW/4, N/2SW/4 Yates, Peggy A. .11666389
Sec. 29: Yates, Estelle H. .06551314
NE/4, NW/4NW/4, Yates, Lillie M.
S/2NW/4 Estate .10667454
Yates, John A. Jr. .04032499
Yates Drilling
Company .12172038
Yates, S. P. .05397310
Yates, John A. .07730725
Yates, Judy H.
Sole & Separate
Property .00930466
Yates, Peyton
Sole & Separate
Property .03701607
Yates, Richard .01875907
Yates, Martin III
Lstate .04054573
1.00000000



EXHIBIT B
To Unit Agreement
COWBOY DRAW UNIT

Chaves County, New Mexico
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Page 6

Tract T No. of Serial No. Basic Royalty Overriding Wworking Interest
# Land Description Acres & Exp. Date Oownership & Lessee of Record Royalty Owners owners
6. T4S-R20E 1,880.64 NM-37033 Usa Yates Drilling S. P. Yates 2% Marico
Sec. 30: 3-1-91 12.5% Company Exploration, Inc. .02784843
Lots 1 thru 12, E/2 Myco Industries,
Sec. 31: Inc. .02849726
Lots 1 thru 12, E/2 Price, Lester J. .09060527
Sec. 33: W/2 Price, Cynthia
W/2SE/4, SE/4SE/A4 Ann Yates .00674613
Yates, Jo Ann .15869603
Yates, Peggy A. .11666389
Yates, Estelle H. .06551314
Yates, Lillie M.
Estate .10667454

Yates, John A. Jr. .04032499
Yates Drilling

Company .12172038
Yates, S. P. .05397310
Yates, John A. .07730725
Yates, Judy H.

Sole & Separate

Property .00930466
Yates, Peyton

Sole & Separate

Property .03701607
Yates, Richard .01875907
vYates, Martin III

Estate __.040343/9



EXHIBIT B
To Unit Agreement
COWBOY DRAW UNIT
Chaves County, New Mexico

Page 7

Tract No. of Serial No. Basic Royalty Overriding Working Interest
# Land Description Acres & Exp. Date Oownership & Lessee of Record Royalty Owners owners
7. T4S-R20E 2,560.00 NM-37036 USA S. P. Yates None Marico

Sec. 17: 3-1-91 12.5% Exploration, Inc. .02784843

All Myco Industries,

Sec. 20: Inc. .02849726

All Price, Lester J. .09060527

Sec. 21: Price, Cynthia

All Ann Yates .00674613

Sec. 28: Yates, Jo Ann .15869603

All Yates, Peggy A. .11666389
Yates, Estelle H. .06551314
Yates, Lillie M.
Estate .10667454
Yates, John A. Jr. .04032499
Yates Drilling
Company .12172038
Yates, S. P. .05397310
Yates, John A. .07730725
Yates, Judy H.
Sole & Separate
Property .00930466
Yates, Peyton
Sole & Separate
Property .03701607
Yates, Richard .0187%5907
Yates, Martin III

Estate .04034979

1.00000000
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EXHIBIT B Page 8
To Unit Agreement
COWBOY DRAW UNIT
Chaves County, New Mexico
Tract No. of Serial No. Basic Royalty Overriding Working Interest
# Land Description Acres & Exp. Date ownership & lLessee of Record Royalty Owners owners
8. T4S-R20E 2,520.00 NM-37037 USA S. P. Yates None Marico
Sec. 25: 3-1-91 12.5% Exploration, Inc. .02784843
All Myco Industries,
Sec. 26: Inc. .02849726
All Price, Lester J. .09060527
Sec. 34: Price, Cynthia
E/2, NE/4NW/4, Ann Yates .00674613
SW/4, S/2NW/4 Yates, Jo Ann .15869603
Sec. 35: Yates, Peggy A. .11666389
All Yates, Estelle H. .06551314
Yates, Lillie M.
Estate .10667454
Yates, John A. Jr. .04032499
Yates Drilling
Company .12172038
Yates, S. P. .05397310
Yates, John A. .07730725
Yates, Judy H.
Sole & Separate
Property .00930466
Yates, Peyton
Sole & Separate
Property .03701607
Yates, Richard .01875907
Yates, Martin III
Dobtaba nanl14979
1.00000000
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EXHIBIT B . e T T VN ¢
To Unit Agreement
COWBOY DRAW UNIT
Chaves County, New Mexico

Page 9

Tract o No. of Serial No. Basic Royalty overriding Working Interest
# Land Description Acres & Exp. Date Ownership & Lessee of Record Royalty Owners owners
9. T4S~R20E 2,560.00 NM-37039 USA Estelle Yates S. P. Yates 2% Marico

Sec. 14: 3-1-91 12.5% Exploration, Inc. .02784843

All Myco Industries,

Sec. 15: Inc. .02849726

All Price, Lester J. .09060527

Sec. 22: Price, Cynthia

All Ann Yates .00674613

Sec. 23: Yates, Jo Ann .15869603

All Yates, Peggy A. .11666389
Yates, Estelle H. .06551314
Yates, Lillie M.
Estate .10667454
Yates, John A. Jr. .04032499
Yates Drilling
Company .12172038
Yates, S. P. .05397310
Yates, John A. .07730725
Yates, Judy H.
Sole & Separate
Property .00930466
Yates, Peyton
Sole & Separate
Property .03701607
Yates, Richard .01875907
Yates, Martin III
Estate .04034979

1.00000000



EXHIBIT B
To Unit Agreement
COWBOY DRAW UNIT
Chaves County, New Mexico

Page 10

Tract < No. of Serial No. Basic Royalty Overriding Working Interest
id Land Description Acres & Exp. Date Ownership & Lessee of Record Royalty Owners Oowners
10. T4S-R20E 2,840.86 NM-37041 UsSA S. P. Yates None Marico
Sec. 1: 3-1-91 12.5% Exploration, Inc. ~ .02784843
Lots 1 thru 4, Myco Industries,
S/2N/2, S/2 Inc. ~ .02849726
Sec. 12: Price, Lester J. ~ .09060527
All Price, Cynthia
Sec. 13: Ann Yates ~ .00674613
All Yates, Jo Ann - .15869603
Sec. 24: Yates, Peggy A. - .11666389
N/2NE/4, SE/4NE/4, Yates, Estelle H. - .06551314
W/2NW/4, SE/4NW/4, Yates, Lillie M.
S/2 Estate - .10667454
Yates, John A. Jr. - .04032499
Yates Drilling
Company - .12172038
Yates, S. P. - .05397310
Yates, John A. - .07730725
Yates, Judy H.
Sole & Separate
Property - .00930466
Yates, Peyton
Sole & Separate
Property - .03701607
Yates, Richard - .01875907
Yates, Martin III
Estate - .04034979
1.00000000

TOTAL

23,383.65 ACRES OF FEDERAL LANDS LEASED
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EXHIBIT B
To Unit Agreement
COWBOY DRAW UNIT

Chaves County,

New Mexico

Page 11

Tract No. of Serial No. Basic Royalty Overriding Working Interest
d Land Description Acres & Exp. Date ownership & Lessee of Record '‘Royalty Owners owners
11. T4S-R20E 1,283.26 LH-65-2 State of MTS Limited Los Siete Abo Petroleum
Sec. 2: 7-1-91 New Mexico Partnership Exploration 2% Corporation - .02031250
Lots 1,2,3,4 12.5% Basic Resources, Basic Resources,
S/2N/2, S/2 Inc. Inc. - .50000000
Sec. 3: Bechtel Energy
Lots 1,2,3,4 Partners, LTID - .05000000
S/2N/2, S§/2 Beneficiary: Common Schools Myco Industries,
Inc. - .02031250
Yates Drilling
Company - .02031250
Yates Petroleum
Corporation -_.38906250
1.00000000
12. T4S~-R20E 1,280.00 LH-70-1 State of MTS Limited Joe B. Schutz Abo Petroleum
Sec. 10: 7-1-91 New Mexico Partnership 2% Corporation - .02031250
All 12.5% Basic Resources, Basic Resources,
Sec. 11: Inc. Inc. - .50000000
All Bechtel Energy
Partners, LTD - .05000000
Beneficiary: Common Schools Myco Industries,
Inc. - .02031250
vates Drilling
Company - .02031250
Yates Petroleum
Corporation - _.38906250

1.00000000



EXHIBIT B
To Unit Agreement
COWBOY DRAW UNIT
Chaves County, New Mexico

' Page 12

Tract o No. of Serial No. Basic Royalty Overriding Working Interest )
# Land Description Acres & Exp. Date ownership & Lessee of Record Royalty Owners owners
13. T4S-R20E 80.00 »rm'qwnﬁ State of McKay 0Oil Corporation McKay 0il Corporation - 100%
Sec. 19: 7-1-91 New Mexico and
Lot 9 12.5% The McKay Children': Trust
Sec. 29: * Part of lease not in Unit
NE/4NW/ 4
Beneficiary: Common Schools
14. T4S-R20E 640.00 LH-72-1 State of MTS Limited Joe B. Schutz Abo Petroleum
Sec. 32: 7-1-91 New Mexico Partnership 2% Corporation - .02031250
All 12.5% Basic Resources, Basic Resources,
Inc. Inc. - .50000000
Bechtel Energy
Partners, LTD - .05000000
Beneficlary: Common Schools Myco Industries,
Inc. - .02031250
Yates Drilling
Company - .02031250
Yates Petroleum
Corporation - .38906250
1.00000000
15. T5S-R20E 637.66 LH-435 -2 State of McKay 0il Corporation McKay 0il Corporation - 100%
Sec. 2: Lots 1-4, 9-1-91 New Mexico and
12.5% The McKay Children's Trust

Q/IN/D . S/2

Reneficiary: Common Schools

3,920.92 ACRES OF STATE OF NEW MEXICO LANDS LEASED
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EXHIBIT B
To Unit Agreement
COWBOY DRAW UNIT
Chaves County, New Mexico

Page 13

Tract - No. of Serial No. Basic Royalty Overriding Working Interest
_# Land Description Acres & Exp. Date ownership & Lessee of Record Royalty Owners owners
16.  T4S-R20E 80.00 IVIIERTRY State of Unleased ol
Sec. 24: New Mexico
NE/4NW/4, SW/4NE/4
Beneficiary: Common Schools
17. T4S-R20E 640.00 VoA S State of Unleased 1y .1 4
Sec. 36: New Mexico ‘
All
Beneficiary: Common Schools
- TOTAL 720.00 ACRES UNLEASED STATE OF NEW MEXICO ACREAGE
18. T4S-R20E 320.00 Fee M. M. Mershan Unleased
Sec. 27: S/25W/4
Sec. 33: NE/4,
NE/4SE/4 ’
Sec. 34:
N/ ANW /A
T4S-R20E 320.00 Fee H. M. Corn Unleasea
Sec. 29: S/2



Tract

Land Description

EXHIBIT B
To Unit Agreement
COWBOY DRAW UNIT

Chaves County, New Mexico

Page 14

No. of
Acres

Serial No.
& Exp. Date

Basic Royalty

Ownership & Lessee

Overriding

of Record Royalty Owners

Working Interest
Owners

#

19.

20.

T4S-R21E
Sec. 6:
Lots 6,7

E/2W/2, SE/4

T5S-R20E
Sec. 3:
Lot 4
Sec. 7:
Lots 1,2
SE/4NW/4,
SE/4

Sec. 8
S/25W/4,

NE/4SW/4,

SW/4SE/4

311.14

486.44

Fee

Fee

R. D. Thompson

K. A. Yoder

Unleased

Unleased

"TOTAL

1,437.58

ACRES UNLEASED FEE ACREAGE

23,383.65
4,640.92

1,437.58

RECAPITULATION
ACRES FEDERAL LANDS -
ACRES STATE LANDS -

ACRES FEE LANDS -

79.37% OF UNIT AREA
15.75% OF UNILT AREA

4.88% OF UNIT AREA

TOTAL

29,462.15 ACRES ALL LANDS -

100.00% OF UNIT AREA



