UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION

OF THE
NORTH CHAVES UNIT AREA
COUNTY OF CHAVES

STATE OF NEW MEXICO
NO.

THIS AGREEMENT, entered Into as of the 13th day of July
19 87 ,» by and between the partles subscribing, ratlifying, or consenting
hereto, and herein referred to as the "parties hereto",

WITNESSETH:

WHEREAS, the parties hereto are the owners of working, royalty, or other
oil and gas Interests In the unit area subject to this agreement; and

WHEREAS, the Minera! Leasing Act of February 25, 1920, 41 Statute 437, as
amended 30 U.S.C. Sectlion 181 et. seq., authorizes Federal lessees and their
representatives to unite with each other, or jJointly or separately with
others, in:collectively adopting and operating a unit plan of development or
operations of any oil and gas pooi, fleld, or |lke area, or any part thereof
for- the purpose of more properly conserving the natural resources thereof
whenever determined and certifled by the Secretary of the Interior to be
necessary or advisable in the public interest; and

WHEREAS, the Commissioner of Public.Lands of the State of New Mexico Is
authorized by an Act of the Leglislature (Section 19-10-45, 46, 47 NM Statutes
1978 Annotated) to consent to or approve this agreement on behalf of the State
of New Mexico, Insofar as it covers and includes lands and mineral interest of
the State of New Mexico; and

WHEREAS, the OI1 Conservation Olvision of the New Mexico Energy and
Minerals Department, herelnafter referred to as "Division", [s authorized by
an act of the Legisliature (Chapter 70 and 71, NM Statutes 1978 Annotated) to
approve this agreement and the conservation provisions hereof; and

WHEREAS, the partles hereto hold sufficient Interests in the
North Chaves Unit Area covering the land hereinafter described
to glve reasonably effective control of operations therein; and

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

NOW, THEREFORE, Iin consideration of the premises and the promises herein
contained, the parties hereto commit to this agreement their respective
Interests in the below-deflined unit area, and agree severally among themselves
as follows:

1. ENABLING ACT AND REGULATIONS. The Mineral Leasing Act of February
25, 1920, as amended, supra, and all valid pertinent regulations Including
operating and unit plan regulations, heretofore issued thereunder or valid,
pertinent and reasonable regulations hereafter Issued thereunder are accepted
and made a part of this agreement as to Federal lands, provided suych
requilations are not inconsistent with the terms of this agreement; and as to
non-Federal lands, the ol! and qgas operating regulations In effect as of the
effective date bhereof governing drilling and producing operatlons, not
Inconsistent with the terms hereof or the laws of the State In which the
non-Federal {and [s located, are hereby accepted and made a part of this
agreement.

2. UNIT AREA. The following described fand Is hereby designated and
recognlized as constituting the unit area:
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Township 5 South » Range 23 East , N.M.P.M,

Sec. 1 Lots, 1, 2, 3, 4, SNy, S% (All)
Sec 10: Y

Sec. 11: All

Sec. 12: All
Sec. 13: All
Sec. 14: All
Sec. 15: All
Sec. 22: All
Sec. 23: All

Sec. 24: N, SWY, SWYSEY
Sec. 25: W, NEY, N4SEY
Sec. 26: All

Sec. 27: All

Sec. 34: All

Sec. 35: Nk

Containing 8,760.11 acres, more or less.

Exhibit ™A™ shows, in addition to the-boundary of the unit area, the
boundaries and ldentity of tracts and leases in said area to the extent known
to the Unit Operator. Exhibit "B" attached hereto Is a schedule showing to
the extent known to the Unit Operator, the acreage, percentage, and kind of
ownership of oil and gas Interests In all lands In the unit area. However,
nothing herein or In Exhibits "A"™ and "B" shall be construed as a
representation by any party hereto as to the ownership of any Interest other
than such interest or Interests as are shown In the Exhibits as owned by such
party. Exhibits "A" and "B" shall be revised by the Unit Operator whenever
changes In the unit area or iIn the ownership interests in the (ndlvidual
tracts render such revision necessary, or when requested by the Authorized
officer, hereinafter referred to as "AO", or when requested by the
Commissioner of Publlc Lands of the State of New Mexico, hereinafter referred
to as "Land Commissioner™, and not less than four (4) copies of +he revised
Exhibits shall be filed with the proper Bureau of Land Management offlce, and
one (1) copy thereof shall be filed with the Land Commissioner, and one (1)
copy with the New Mexico Oil Conservation Oivision of the Energy and Minerals
Department, hereinafter referred to as "Division".

The above-described unit area shall, when practicable, be expanded to
include therein any additional lands or shal! be contracted to exclude lands
whenever such expansion or contraction Is deemed to be necessary or advisable
to conform with the purposes of this agreement. Such expansion or contraction
shall be effected In the following manner:

(a) Unit Operator, on Its own motion (after preliminary concurrence by
the AO), or on demand of the AO, or the Land Commisslioner (after preliminary
concurrence by the A0 and the Land Commissioner) shall prepare a Notice of
Proposed Expansion or Contraction describing the contemplated changes In the
boundaries of the unit area, the reasons therefore, any plans for additional
drilling, and the proposed effective date of the expansion or contractlon, -
preferably the first day of a month subsequent to the date of notice.

(b) Said notice shall be dellvered to the proper Bureau of Lland
Management offlce, the Land Commissioner and the Division, and coples thereof
mailed to the last known address of each working interest owner, lessee and
lessor whose Interests are affected, advising that 30 days will be al lowed for
submisslon to the Unit Operator of any objectlons.,
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(c) Upon expiration of the 30-day period proviced in *he pr?COdIng | tem
(b) hereof, Unit Operator shall f1le with the AO, the Land Ccmmissloner and
+he Dlvision, evidence of malllng of the Notice of Expansion or Contractlcn
and a copy of any objections thereto which have been flled with Unlt Operatcr,
tcgether with an application In tripllicate, for approval of such expansion oOF
contraction and with appropriate Joinders.

(d) After due consideration of all pertlinent Information, the expansion
or contraction shall, upon approval by the AO, the Land Commissloner and the
Division, become effective as of the date prescribed in the notlice thereof or
such Other appropriate date.

(e) HNotwlthstardlng—anry—prlor—elimiratteon—under—iho—10FH-HRg—Fo-
Blecovery" —sactign, All legal subdivisions of lands (l.e., 40 acres by

Government survey or Its nearest lot or fract equivalent; in Instances of
Irreguiar surveys, unusually large fiots or tracts shall be considered In
multiples of 40 acres or the nearest allquot equivalent thereof), no parts of
which are entlitied to be in a particlpating area on or before the fifth
anniversary of the effectlve date of the flrst Initial participating area:
established under thls unit agreement, shall be ellminated automaticaily frcm
thls agreement, effective as of sald flfth anniversary, and such lands shall
no longer be a part of the unit area and shall no longer be subject to this
agreement, unless dlligent drilling operations are In progress on unitlzed
lands not entitled to participation on said fifth anniversary, In which event
all such lands shall remaln subject hereto for so long as such drllling
operations are continued diligently, with not more than ninety (90) days' time
elapsing between the completion of one such well and the commencement of the

next such well. All legal subdivisions of lands not entitled to be in a
participating area within ten (10) years after the effective date of t+he first
initial participating area approved under thls agreement shall be

automatically efiminated from this agreement as of sald tenth anniversary.
The Unit Operator shall, within ninety (90) days after the effective date of
any ellmination hereunder, describe the area so eliminated to the satisfaction
of the A0 and Land Commissioner and promptly notify all partles In interest.
Allt lands reasonably proved productive of unitized substances In paying
quantitlies by ditigent drilling operations after the aforesaid 5-year period
shal! become participating in the same manner as during said first S-year
period. However, when such dliligent drillling operations cease, all
non-participating lands not then entitled to be in a participating area shall
be automatically eliminated effective as of the 91st day thereafter.

Any expansion of the unit area pursuant to this section which embraces
lands theretofore ellminated pursuant. to this Subsectlion 2(e) shel!l not te
considered automatic commitment or recommitment of such tands. !f conditions
warrant extension of the 10-year period specified In this subsection, a single
extenslon of not to exceed two (2) years may be accomplished by consent of +the
cwners of 90% of the working interests In the current non-participating
unitized lands and the owners of 60% of the basic royaity interests (exclusive
of the basic royalty Interests of the United States) In non-participating
unitized lands with approval of the AQO and the Land Commissioner provided such
extenslon appllication Is submitted not later than sixty (60) days prior to *he
expiration of salid 10-year period.

3. UNITIZED LAND AND UNITIZED SUBSTANCES. All land now or hereafter
committed to this agreement shall constitute land referred fo herein as
"unitized land™ or "land subject to this agreement". All oil and gas In any
and all formations of the unitized land are unitized under the terms of +his
agreement and herein are caifed "unitized substances”.

4, UNIT OPERATOR. YATES PETROLEUM CORPORATION

hereby designated as Unit Operator and by signature hereto as Unlt QOperator
agrees and consents to accept the dutles and oblligations of Unit Operator for
the dlscovery, development, and production of unitlized substances as herein
provided. Whenever reference ls made herein to the Unit Operator, such
reference means the Unlt Operator acting In that capacity and not as an owner
of interest in unitized substances, and the term "working interest owner"” when
used hereln shall Include or refer to Unit Operator as the owner of a working
inferest only when such an Interest [s owned by It.

5. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Operator shall have
the right to resign at any time prior to the establishment of a participating
area or areas hereunder, but such reslgnation shall not become effective so as
+n releace Unlt Qperator from the dutles and obligations of Unit Orerator and



+erminate Unit Cperator's rights as such for a perfod of six (6) months atffer
notlce of Intenticn to resign has been served by Unit Operator on all worklng
interest owners and the AO and the Land Commissioner and the Dlivision, and
untl! aill wells then drilled hereunder are placed In a satlsfactory cenditlon
for suspension or abandonment, whichever Is required by the AO as to Federal
tands and the Dlvislon as to State and fee lands, unless a new Unit Operatocr
shall have been selected and approved and shall have taken over and assumed
+he dutles and oblligations of Unit Operator prlor to the expiration of said
period.

Unit Operator shall have the right to resign [(n |ike manner and subject
to tlke limitatlons as above provided at any time after a particlpating area
establ ished hereunder Is In existence, but in all Instances of reslignation or
removal, until a successor Unit Operator Is selected and approved as
hereinafter provided, the working Interest owners shall be jointly responsible
for performance of the dutles of Unlt Operator, and shall not later than
thirty (30) days before such resignation or removal becomes effectlive appoint
a common agent to represent them In any actlion to be taken hereunder.

The resignation of Unit Operator shal!l not release Unit Operator from any

ITability for any default by It hereunder occurring prior to the effectlve
date of Its reslignation.

The Unit Operator may, upon default or fallure In the performance of Its
duties or obllgations hereunder, be subject to removal by the same percentage
vote of the owners of working Interests as herein provided for the selection

of a new Unit Operator. Such removal shall be.effectlve upon notlce thereof
to the AQ and the Land Commissioner.

The resignation or removal of Unit Operator under this agreement shall
not *terminate its right, title, or interest as the owner of a working Interest
or other Interest in unitized substances, but upon the resignation or removal
of Unit Operator becoming effective., such Unit Operator shall dellver
possession of all wells, equipment, materials, and appurtenances used In
conducting the unit operations to the newly qualified successor Unit Cperator
or to the common agent, if no such new Unlt Operator is selected, elected, Yo
be used for the purpose of conducting unit operations hereunder. Nothing
herein shall be construed as authorizing removal of any material, equipment,
or appurtenances needed for the preservation of any wells.

6. SUCCESSCOR UNIT OPERATCR., Whenever the Unit Operator shall tender his
or its resignation as Unit Qperator or shall be removed as hereinabove
provided, or a change of Unit Operator s negotiated by the working interest
owners, the owners of the working interests according to fthelr respective
acreage interests in all unitized land shall, pursuant to the approval of the
parties requlirements of the unit operating agreement, select a successor Unit
Cperator. Such selection shall not become effective untlil:

(a) 2 Unit Operator so selected shall accept In writing the duties and
responsibilities of Unit Operator, and

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

1¥f no successor Unit Operator is selected and qualified as herein
provided, the AQ and the Land Commissioner, at their electlion may declare this
unlt agreement terminated.

7. ACCOUNTING PROYISIONS AND UNIT OPERATING AGREEMENT. If the Unit
Operator Is not the sole owner of working lInterests, costs and expenses
Incurred by Unit Operator In conducting unit operations hereunder shall bpe
pald and zpportioned among and borne by the owners of workling interests, aj|
in accordance with the agreement or agreements entered Into by and between +he
Unit Operator and the owners of working interests, whether one or more,
separately or collectively. Any agreement or agreements entered Into betweepn
the working Interest owners and the Unit Operator as provided in this sectlion,
whether one or more, are hereln referred to as the "unlt operating agreement",
Such unlt operating agreement shall also provide the manner In which the
working interest owners shall be entitled to recelve their respective
proportionate and allocated share of the benefits accruing hereto in
conformity with thelr underlying operating agreements, leases, or other
Indepencent ccntracts, and such other rights and obllgatlions as between Unit
Cperator and +the working interest owners as may be agreed upon by Unit
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Cperater und the worklng Interest owners; however, no such unit operating
agreement shall be deemed elther to mod ity any of the terms and condltlons of
this unit agreement or to relleve the Unit Operator of any right or oblligation
established under thls unit agreement, and In case of any Inconslistency or
contllct between thls agreement and the wunit operating agrecment, this
agreement shall govern. Two coples of any unlt operating agreement executed
pursuant to this sectlon shall be flled In the proper Bureav of Land
Management offlce and one true copy wlth the Land Commlissioner, and one true
copy with the Dlvislon prior to epproval ot thils unlt agreenent.

8. RIGHTS AND OBLIGATIONS OF UNIT OPERATCR., Except as otherwlise
specifically provided hereln, the excluslive right, privilege, and duty of
exerclsing any and all rights of the partles hereto which are necessary or
convenient for prospecting for, producing, storling, allocatling, and
distributing the unitized substances are hereby delegated to and shall be
exercised by the Unit Operator as hereln provided. Acceptable evidence of
title to sald rights shall be deposited with Unit Operator and, together wlth
this agreement, shall constitute and deflne the rights, privileges, and
obllgations of Unit Operator. Nothing hereln, however, shall be construed to
transter title to any land or to any lease or operating agreement, It being
understcod that under this agreement the Unit Operator, In Its capaclty as
Unit Operator, shall exerclse the rights of possession and use vested [n the
partles hereto only for the purposes hereln specifled.

9. DORILLING TO DISCOVYERY. Within six (6) months after the effectlive
date hereof, the Unit Operator shall commence to drlil an adequate test well
at a locatlon approved by the AQ, If on Federal land, or by the Lland
Commissioner, [f on State land, and by the Divislon {f on Fee land, unless on

such effective date a well I[s being drilled In conformity with the terms
hereof, and thereaffer continue such drilling dlilgently untll the Apo
Formation

has been tested or until at a lesser depth unltlzed substances shall be
dlscovered which can be produced In paylng quantitles (to-wit: quantitles
sufficient to repay the costs of driiling, compieting, and producing

operatlons, with a reasonable proflit) or the Unlt Operator shall at any tlme
establish to the satisfactlon of the A0 If on Federal land, or the Land
Commlissloner If on State land, or the Division 1f located on Fee land, that

further drilling of sald well would be unwarranted or Impraticable, provided,
however, that Unit Operator shall not iIn any event be required to drlll sald
well to a depth In excess of 4,000 feet. Until the discovery of
unltlzed substances capable of being produced In paying quantitlies, the Unl?
Operator shall contlnue drilling one well at a time, allowing not more than
six (6) months between the completion of one well and the commencement of
drilling operatlions for the next well, untll a well capable of producing

unitized substances In paying quantitles Is completed to the satisfactlicn of
the A0 1f It be on Federal land or of the Land Commissioner [f on State land,
or the Ulvislon If on Fee land, or until [t 1Is reasonably proved that the
unitized land Is Incapable of producing wunitlized substances 1in paying
quantlitles In the formatlons drllled hereunder. Nothing In this sectlon shall
be deemed to l|imit the right of the Unit Operator to resign as provided in
Section 5 hereof, or as requiring Unit Operator to commence or continue any
drilling during the perlod pending such resignation becocming effective In
order to comply wlth the requirements of thls sectlion.
The A0 and Land Commissioner may modlfy any of the drillling requirements
of thls sectlon by granting reasonable extenslons of time when, |a their
opinlon, such actlon Is warranted.
Upon fallure to commence any well as provided for In this sectlon within
the +time allowed, prior to the establishment of a participating area,
Including any extenslon of time granted by the AO and the Land Commissloner,
thls agreement will automatically +tferminate. Upon fallure to continue
drilllng dlllgently any well commenced hereunder, the AQ0 and the Land
Commissioner may, after -fifteen (15) days' notlce to 1he Unit Operator
declare thls unlt agreement terminated. The partles to this agreement may no;
Inltlate a request fo voluntarlly terminate this agreement durlng the first
six (6) months of Its term unless at least one obllgatlion well has been
drllled In accordance wlith the provisions of thls sectlon.
10, PLAN OF FURTHER DEVELOPMENT AND OPERATION, Within six (6) monihs
after ccmpletlion of a well capable of producing unitized substances In paying
quantltles, the Unit Operator shal! submit for the approval of the A0, the
Land Commissloner and Dlvislon, an acceptable plan of developnent

A
3nJ
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' . a) - | -~
cperaticn ‘cr the unitlzed tand wnich, when approved Gty *the ~G, Ny Land
R

Cemmissicrner and Olvision, shall ccnstitute the further <riiling ng
cevelcpment cbllgations of the Unit Cperator under *his agreemen® for toe
rericd specitled thereln, Thereafter, frem tima to time ~etcre the
expiraticn of eny exlsting plan, the Unit OQOperator shall submit fcr “he

approval of the A0, the Land Commissioner and Divislon a plten tor an
add|ltlonal specified perlod for the development and operaticn of the unitized
|and. Subsequent plans should normally be flled on a calendar year basls nor
later than March 1 each year. Any proposed mod!ficatlon cr addltlon to the
existing plan should be flled as a suppiement to the plan.

Any ptan submltted pursuant to thls section shall provide for *the timely
exploration of the unitlized area, and for the dlligent drilllng necessary for
determination of the area or areas capable of producing unitized substances In
paying quantities In each and every productive formation. Thls plan shall be
as compiete and adequate as the A0, the lLand Commissloner and Olvislion may

determine to be necessary for timely development and proper conservation of
the oll and gas resources of the unitlzed area and shall:

(a) specify the number and locations of any weils to be drilled and the
proposed order and time for such drilling; and

(b) provide a summary of operatlons and production for the previous year.

Plans shall be modifled or supplemented when necessary to meet changed
conditlons or to protect the Interests of all partles to thls agreement.
Reasonable dlllgence shall be exerclsed In complying with the obligations of
the approved pian of development and operation. The AO0 and the Land
Commisslioner are authorlzed to grant a reasonable extenslion of the 6-month
period hereln prescribed for submisslon of an initial plan of development and

on operatlion where such actlon Is Justlified because of unusual conditions or
clircumstances.

After completicn of a wel! capable of producing unitized substances in
paying quantitles, nor further wells, except such as as may be necessary to
afford protection agalnst operations not under thls agreement and such as may
be specifically approved by the A0, the Land Cocmmissioner and Division, shall
be drllied except In accordance with an approved pian of development and
operation.

11. PARTICIPATION AFTER DISCOVERY. Upon ccmplieticn of a2 weil capable cf
producing unitized substances in paying quantitles, cr &as sccn thereafter as
required by the A0, the Land Commissloner or the Clvision, the Unit Cperatcr
shal! submit for eapproval by the AO, +he Land Ccmmissicner and Dlivision, a
schedule, based on subdivisions of the public-tand survey cr allguot parts
thereof, of all land then regarded as reasonably prcved 1o te productive of
unitized substances In paylng quantities. These lands shall censtitute a
participating area on approval of the AO, the Land Commissicner and Civision,
effectlve as of the date of completion of such well or the effective date cf
this unit agreement, whichever Is later. The acreages of both Federai and
ncn-Federal lands shall be based upon approprlate computations from the
ccurses and dlstances shown on the last approved publlic-iand survey as of the
effective date of each lInitial particlpating area. The schedule shall also
set forth the percentage of unitized substances to be allocated, as provided
In Section 12 to each committed +ract in the particlpating area so.
established, and shall govern the allocaticn of production commencing with +he
effective date of the participating area. A different participating area
shall be establlshed for each separate pool or deposit of unitized substances
or for any group thereof which is produced as a single pool or zone, and any
two or more participating areas so established may be combined into one, on
approval of the A0, the Land Commissloner and the Dlvision. When production
from two or more participating areas s subsequently found to be from a common
pool or deposit, the participating areas shall be combined Into one, effective
as -of such appropriate date as may be approved or prescribed by the AQ, +the
Land Ccmmissloner and Dlvislon. The particlipating area or areas e
established shall be revised from time to time, subject to the approval of the
AQ, the lLand Commissloner, and Division to lInclude additional !ands then
regarded as reasonably proved to be productive of unitized substances In
paying quantlities or which are necessary for unlt operations, or to excluds
lands then regarded as reasonably proved not to be productive of unitlzed
substances In paylng quantlties, and the schedule of allocatlion percentages
shall te revised accordingly. The effective date of any revisicn shall be the
flrst of the month In which the knowledge cr informaticn is cbtained on which



such revisicn is rsreglcated; proviced, hcwever, Thot 2 Toro MDIICNT aea

ettective cate rmay -e used If Justlfled by tha Unit Cpurartor ong oprroved

*he AD, the Land Commissloner and Dlvislon., Yo tancg c<hatl te excluced frcm
cartlclpating area on acceunt of depleticn of Its unitlired cubotarces, excen’
That eany gerticlgaticn areca establlshed uncer the provisions c<f thls umi”
agreement shall +terminate sutomatically whenever all ccmpieticns In 759

formaticn cn which the partlicipating areas ts based are abanconed.

It 1s <the Intent of *thls sectlon that & particlpating area chall
represent the area prcductlve of wunitlzed substances kncwn cr reasonably
proved to be productive In paylng quantlitlies or which are necessary for unit
operatlicns; but, regardless of any revision of the particlipating area, nothling
herein contalned shall be construed as requirling any retroactlve adjusiment
for production obtained prlor to the effective date of the revision of the
partlicipating area.

In the absence of agreement at any time between the Unlt Operator and the
AQ, the Land Commissioner and Olvision, as to the proper deflnitlion or

redeflinition of a particlpating area, or until a particlpating area has, cr
areas have, been establlished, the portion of all payments atfected therebdy
shall, except royalty due the United States, be Impounded In a manner mutually
acceptable to the owners of committed working Interests and the AO and +the
Land Commissioner. Royaltles due to the United States and the State of New
Mexlico shall be determined by +the A0 for Federal lands and the Land
Commlissloner for the State lands and the amount thereof shall be deposlted, as
dlrected by the A0 and the Land Commissioner unti!l a participating area Is
finally eapproved and then adjusted In accordance with a determination of the
sum due as Federal royalty on the basls of such epproved particlpating area.

Whenever |t Is determined, subject to the approval of the A0, the Land
Cemmlissioner and the Dlvislon, that a well driiled uncer this agreement Is not
capable of preduction of wunltlzed substances |In paying quentltles and
Incluslon In a partlicipating area of the land on which it is situated

In a
particlpating area is unwarranted, producticn frcm such well shall, for the
purposes of settliement among all parties other than working Interest owners,
e allocated to the land on which the well Is located, uniess such land Is

already within the participating area establlshed for the pool cr cepcsit frem
which such production Is obtalined. Seftlement for workling inTerest Zenefits
from such & nonpaying unlt well chali te mace as proviced in the
operating egreement,

uni T

12. ALLOCATION OF PRODUCTION. All wunitlzed sutstences czrcduced

each particlpating area establlished . utncer Tnis ecreement, except any farT
+hereof used In conformity with gocd crerating practices within The unitized
area for ¢rilllng, operating, and other production fcr cevelcpment purposes,
fcr repressuring or recyclling in accordance with e plan of cevelcpmenT zang

cperatlons which has been approved by the AO, Land Cocrmissicner ang Clvisiocn,
or unavoicably lost, shall be deemed to be prcduced ecually cn an acreage
basls frcm the several tracts of unltized land of the participarting area
establlshed for such productlion. For the purpose of CeTermining any beneflzs
accrulng under thls agreement, each such fract of unitized lang snall have
allocated to it such percentage of sald production as the number of acres of
such tract lIncluded In sald participating area bears to the toral acres cf
unitized land 1n sald partlclpating area, except that allocatlon of production
hereunder for purposes other than for settlement of the royaity, over-riding
royalty, or payment out of production oblligations of the respective working
interest owners, shall be on the basls prescribed in the uyni+t operating
agreement whether In conformity with the basis of allocatlion hereln set fcrth
or otherwise. |t Is hereby agreed that productlon of unitized substances from
a particlpating area shall be allocated as provided herein regardless of
whether any wells are drilled on any particular part or tract of the
participating area. If any gas produced from one parficlpating area Is ysed
for repressurlng or recycling purposes in another participating area, the
first gas withdrawn from the latter particlpating area for sale durling the
I1fe of thls agreement, shall be consldered to be the gas <o transterred,
untll an eamount equal to that transferred shall be so produced for sale and
such gas shall be allocated to the participating area from which Initlally
produced as such erea was defined af the time of such fransferred gas was
finally produced and sold.

13. DEVELCPMENT OR OPERATION OF NON-PARTICIPATING LAND CR FOFRMATICNS,
Any party hereto owning or controllling the working interest (n any unitizeg

-
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fang neving therecn & regular well locatlon may with *he 20
and tre Laong Ceommissloner, and the Olvision at suych corty's ccle riss, COST5,

snd expense, ¢rlll a woll Yo test any formatlon praoviced the =oll 05 Qutsice
any participating area estsbllished for that fcrmaticn, unloss witnin nlne™
(S0) ceys of recelipt of notlce frcm sald party of hls iatentlon 10 crbtb o The
well, the Unit Cperator elects and commences to c¢rlill the w~ell in a 1liwo
manner as other wells are drilled by thae Unit Cperator unger this agreemant.

It any well drilled under this sectlon by a worklng Interest cuwner

results In production of unitized substances In paylng guantlties such ther
the-land upon which It Is slituated may properly te Inclucded in a participatinrg
area, such participating area shall be establlished or enlarged as prcvided In
+this agreement and the well shall thergafter be cperated by the Unlt Cparatcr

In accorcance with the terms of thls agreement and the unit operating
agreement,

It any well drilled under this sectlon by a working Interest cwner *hat
obtains production In quantities Insuftficient to justify the Inclusion of the
fand upon which such well Is sltuated In a particlipating area, such well may
be operated and produced by the party drilling the same, subject to the
conservation requirements of thls agreement. The royaltles In amount or value

of production from any such well shall be paid as speclfled in the underlylng
{ease and agreements affected.

14. ROYALTY SETTLEMENT. The Unlted States and any State and any royalty
owner who Is entlitled to take In kind a share of the substances now unitized
hereunder shall hereafter be entlitled to the right to taske In kInd Its share
of the unitlzed substances, and Unlit Operator, or the working
In case of the operation of a well by a working lInterest owner as herein
provided for In speclal cases, shall make cdetlverles of such royalty share
taken In kind In conformity with +the applicable contracts, laws, and
requlatlions. Settlement for royalty Interest not taken in kind shall be mace
by workirg Iinterest owners responsible therefore under exlsting contracts,
laws and regulations, or by the Unlt Operator on cr before the last day cf
each month for unitlzed substances produces durlng the preceding calendar
month; precviced, however, that nothling In tnis section shall operate *o
relieve Tthe lessees of any land from their respective lease cblications for
the payment cf any royaltles due under thelr leases.

interest cwner

[ cas cbtained from lands not sublect to this agreement s inTrcducec in
To any ﬁérTchyaTIng area hereunder, for use in repressuring, stirmulation cf
prcguctlicn, or lIncreasing ultimate reccvery In confcrmity with a plan of
cdevelcprent and operatlon approved ty the AQ and the Lanc Ccomissicner anc The
Divisicn, a like amount of cas, affer seTTlemenTt as herein grcvices feor 2
ges +transferred froem any oTther particlpating area anc ui,n cooreoriate
decducticn fcr loss from any cause, may be witharasn frcm the formaticn 1ato
which *he cas ls Introduced, rovalty free as to <¢ry cas, but nct z2s tc¢
products wﬁich may be extracted therefrom; proviced TheT such withcrawel sh
he at such time as may be provided in the eapproved plen cf cevelcogment and
cperatlcn cr as may otherwise be consenfed to Ly tre A0 an¢ the Land
Ccrmissicner and the Dlvision as conforming to ¢ood getroleum englneering
practice; and provided further, that such right of withdrawal shall terminate
on the termination of this unlt agreement,

Royalty due the Unifed States shall be ccmputed as provided in 30 CFR
Group 2C0and pald In value or dellvered in kind as to all unitized substances
on +he basls of the amounts thereof allocated to unltized Feceral |znd as
provided In Sectlon 12 at the rates specifled In the respective Federal lease,
or at such other rate or rates as may be authorized by law or regulation and
approved by the AO; provided, that for leases on which the royalty rate
depends on the dally average precductlon per well, said average production
shall be determined In accordance with the operating regulatlions as though
each particlipating area were @ single consolidated lease.

Royalty due on account of State lands shall be computed and pald on the
baslis of all unitlzed substances aliocated to such lands.

15. RENTAL SETTLEMENT. Rental or minimum royaltles due on leases
ccmmlitted hereto shall be palid by appropriate working I[nterest cwners undar
existing contracts, laws, and regulations, provided that nothlng hereln
centalned shall operate to relleve the lessees of any land frcm thelr
respective lease obllgatlions for the payment of any rental or minimum royalty
due uncer their leases. Rental cor minimum royalty for tlands cf *he United
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States subject to this agreement chall be pald at the rate cpecified in ine
. +*
respective leases ‘rcm the United States unless such rental or minimum royalty

is walved, suspenced, or reduced by law or by approval cf the lecretary cr his
culy authcrized representative.

Rentals on State of MNew Mexico !ands subject to this cgreement <hall te
paid at the rate specifled In the respective leases.

With respect to any lease on non-federal land containing provislons which

would terminate such lease unless drlilling operaticns are commenced upon the
land covered thereby within the time thereln speclfled or rentals are paid for
the privilege of deferring such driliing operations, the rentals requlred

thereby shall, notwithstanding any other provislion of this agreement, te
deemed to accrue and become payable during the term thereof as extended by
~this egreement and until the required drilling operatlions are commenced upon

the land covered thereby, or until some portion of such land Is included
within a participating area.

16. CONSERVATION. Operatlons hereunder and productlon of unltized’
substances shall be conducted to provide for the most economical and efficlent

recovery of sald substances without waste, as deflned by or pursuant to State
or Federal law or reguiation.

17. DRAINAGE. The Unit Operator shall take such measures as the AO and
Land Commissioner deems appropriate and adequate to prevent drainage of
unitized substances for unitized land by wells on land not subject to thls
agreement, which shall Include the driiling of protective wells and which may
fnclude the payment of a fair and reasonable compensatory royalty, as

cetermined by the A0, as to Federal leases and the Land Commissloner, as to
State leases.

18. LEASES AND CONTRACTS CONFORMED AND EXTENDED. The terms, conditions,
and provisions of all leases, subleases, and other ccntracts refating to
exploration, drilling, development, cr operation for oil or gas on lands
coemmitted to This agreement are hereby expressiy modified and amended to the
extent necessary to make the same conform to the provisions hereof, but
otherwise to remain in full force and effect; and the parties hereto hereby
consent that the Secretary, as to Federal leases and the Land Commissicner, as
to State leases, shall and each by his approval hereof, or by the apprcval
hereof by his duly authorized representative, does hereby establish, alter,
change, cor reveoke the drilling, producing, rental minimum royalty, and royalty
requirements of Federal leases committed hereto and the regulations in resgectT
thereto to conform sald requirements tc the provisions of this agreement, and,
without limiting the generality cf the foregoing, all leases, subleases, ana
contracts are particularly modified in accordance with The follcwing:

(a) The development and operatlon of lands subject to this agreement
under the terms hereof shall be deemed full performance of all obilgations for
development and operation with respect to each and every separately cwned
tract subject to this agreement, regardless of whether +there 1Is any
development of any partlcuiar ftract of this unit area.

(b) Dritling and producing operations performed hereunder upon any tract
of unitized lands will be accepted and deemed to be performed upon and for the
benefit of each and every tract of unitized fand, and no lease shall be deemed
to expire by reason of failure to drill or produce wells situated on the |and
therein embraced.

(c) Suspension of driiling or producing operations on all unitized |ands
pursuant to direction or consent of the AO and the Land Commissioner, or his
duly authorized representative, shall be deemed to constltute such suspenslon
pursuant to such dlrection or consent as to each and every tract of unitized
land. A suspenslon cf drilling or producing operations limited to specified
lands shall be applicable only to such lands.

(d) Each lease, sublease or contract relating Yo the exploration,
drilling, development, or operation for oll or gas of lands other than <those
of the United States and State of New Mexico committed +o this agreement
which, by Its terms might expire prlor to the terminatlon of this agreement,
s hereby extended beyond any such terms so provided therein so that I+ shal|
be contlinued in full force and effect for and during the term of this
agreement.



(e) Any Feceral lease ccmmitted hereto shall centlnue 'n force ceyend the
term so preovided therein cr by law as *to the tand commit¥ed so fcrg as Such
lease remains subject hereto, provided that productlcen of unitized substances
In paying quantities ‘Is established In paying quantities unger this uni?
agreement prior to the explration date of the term of such leese, cr In The
event actual drliling operatlions are commenced on unltlized land, In accordance
with provisions of this agreement, prlor to the end of the primary term of
such lease and are being dlilgently prosecuted at that time, such lease shall
be extended for +wo years, and so long thereafter as oll or gas is produced In
paying quantities In accordance with the provisicns of +the Mineral Leasing
Act, as amended.

(f) Each sublease or contract relating to the operation and development
of unitized substances from lands of the United States committed to this
agreement, which by its terms would expire prior to the time at which the
underlying lease, as extended by the immediately preceding paragraph, wil
expire, is hereby extended beyond any such term so prov!ded thereln so that it

shall be continued in full force and effect for and during the term of +the
underiying lease as such term [s herein extended.

(g) The segregation of any Federal lease committed to this agreement is
governed by the following provision In the fourth paragraph of Section 17(])
of the Mineral Leasing Act, as amended by the Act of September!, 1960, (74
Stat. 781-784) (30 U.S.C. 226(j)): "Any (Federal) lease heretofore or
hereafter committed to any such (unit) plan embracing lands that are in part
within and in part oufside of the area covered by any such plan shall be
segregated Info separate leases as to the lands committed and the !ands not
committed as of the effectlve date of unitizatlon. Proyided, however that any
such lease as to the non-unitized portion shall continue in force and effect
for the term thereof, but for not less than two years frcm the date of such

segregation and so Jong  thereafter as oil or gas Is produced In paying
quantities.”

(h) In the event the Initial Test Wel! 1is commenced prior to the
expiration date of the shortest term StatTe Lease within the Unit Area, any
lease empracing lands of the State of New Mexico which is made the subject to
this agreement, shail continue In force beyond the term provided therein as to
the lands committed hereto until the termination hereof.

(i) Any leesse embracing lands of the State of New Mexico having cniy a
porfion of its lands committed hereto, shail be segregated as to the pcrticn
ccrmitted and the portlen pot committed, and the terms of such lease sheall
apply separately to such segregated portions commencing as the effective cate
hereof; contrary any lease embracing lands of the State of New Mexico having
cnly a portion of its lands committed hereto shall ccntinue in full force and
effect beyond the term provided therein as fo all lands embraced in such
lease, if oil or gas is discovered and is capable of being produced in paying
quantities frcm some part of the lands embraced in such lease aTt The
expiration of the secondary term of such lease; or if, at the expliration of
the secondary term, the lessee or the Unlt Operator is then engaged in bona
fide drilling or reworking operations on some part of the lands embraced In
such lease, the same as to all lands embraced therein, shall remain in ful|
force and effect so long as such operations are being diligently prosecuted,
and if they result in the productlon of oil or gas; said lease shall continue
in full force and effect as to all the lands embraced therein, so long
thereafter as oll or gas In paying quantities is being produced from any
portion of said lands.

19. COYENANTS RUN WITH LAND. The covenants herein shall be construed to
be covenants running with the land with respect to the Interests of +the
parties hereto and +their successors In Interest until +this agreement
terminates, and any grant, transfer or conveyance of Interest In land or Jease
subject hereto shall be and hereby is conditloned upon the assumption of ajj
privileges and obllgations hereunder by the grantee, transferee, or other
successor In interest. No asslignment or transfer of any working interest,
royalty, or other Interest subject hereto shall be binding upon Unit Operator
until the flrst day of the calendar month after Unit Operator is furnished
with the original, photostatic, or certifled copy of +the instrument of
transfer.

20. EFFECTIVE DATE AND TERM. This agreement shall become effective upen
approval by +the A0 and the Land Commissloner or <helr

duty @authorlzed
renrecentative and shall automatically terminate five (5)
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effective date unless:

(a) Upon appticaticn by *he Unit Cperator such date cf axplration is
extended by the AO and the Land Commissioner; or

(b) It is reasonably determined prior to the expiration of the fixed term
or any extension thereof that the unitized land !s Incepavie of production cf
unitlized substances In paying quantlities In the formations tested hereunder,
and after notice of Intentlon to terminate thls agreement on such ground is
glven by the Unit Operator to all parties in Interest at their last known

addresses, this agreement [s terminated with epproval of the AQ and the Land
Commissioner; or

(c) a valuable discovery of unlitized substances in paylng quantities has
been made or accepted on unitlized land during said initial term or any
extension thereof, In which event this agreement shall remain in effect for
such term and so long thereafter as unitized substances can be produced as to
Federal lands and are belng produced as to State lands In quantities
sufficient to pay for the cost of producing same from wells on unitized land’
within any participating area established hereunder. Should productlon cease
and dlligent driliing operations to restore production or new production are
not In progress or reworking within sixty (60) days and production Is not
restored or should new production not be obtained In paying quantities on
ccmmitted lands within +this unit area, this agreement will automatically

terminate effective the last day of the month in which the last unitized
productlon occurred; or.

(d) It Is voluntarily terminated as provided in this agreement. Except
as noted herein this agreement may be terminated at any time prior to the
discovery of unitized substances which can be produced in paying quantities by
not less than 75 per centum, on an acreage basis, of the working interest
owners signatery hereto, with +the approval of +the A0 and +the Land
Commissioner. The Unit COperator shall give notlce of any such approval to all
parties hereto. .Voluntary termination may not occur during the first six (6)
months of this agreement unless at least one obligaticn well shall have been
drilled in conformance with Section 9.

21. RATE CF PROSPECTING, DEVELCPMENT, AND PRCDUCTION. The AQ is heredby
vested with authority to alter or modify from time to time, in his discrerion,
the quantity and rate of production under this agreement when such quantity
and rate are not fixed pursuant to Federai or State law, or do not conform to
any State-wide voluntary conservation or allocation program which s
established, recognized, and generally adhered to by the majority of cperatoers
in such State. The above authority is hereby |imited to alteraticn or
modifications which are in the public interest. The public interest to te
served and the purpose thereof, must be stated in the order of alteratlion or
mediflcation. Without regard to the foregeing, the AO is also hereby vested
with authority to alter or modify from time to time, in his dlscreticon, the
rate of prospecting and development and the quantity and rate of preoduction
under this agreement when such alteration or modification is in the interest
of attaining the conservation objectives stated in thils agreement and is not
in violation of any applicable Federal or State law; provided, further, that
no such alteration or modificatlion shall be effective as to any land of the
State of New Mexico, as to the rate of prospecting and developing in the
absence of the specific written approval thereof by the Commisslioner and also
to any lands of the State of New Mexico or privately owned lands subject to
this agreement as to the quantlty and rate of production In the absence of
speciflc written approval thereof by the Division.

Powers in the sectlion vested in the AO shall only be exercised after
notice to Unit Operator and opportunity for hearing to be held not less than
15 days from notice.

22. APPEARANCES. Unit Operators shall, after notlce to other parties
affected, have the right to appear for and on behalf of any and all interest”
atfected hereby before the Department of the Interior and the Commissioner of
Public Lands and Dlvision, and Yo appeal from orders Issued under the
regulatlions of saild Department or Land Commissioner and Dlvislon or to apply
for rellef frcm any of sald regulatlons, or In any proceedings relative to
operatlions befcre the Cepartment or the Land Commissioner and Division or any
other legally ccnstituted authority; provided, however, +that any other
interested party shall also have the right at [fs own expense to be heard In
any such preceecing.
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2%. NOTICES. All notlces, demands, cr statements required hereunder 10
te glven or rendered to the parties hereto shall be in writling and shall te
fersonally dellvered to the parfy or parfles, or sent by postpald registered
or certlfled mail, to the last known address of the party or parTles.

24, NO WAIYER CF CERTAIN RIGHTS. Nothing contained In this egreemen®
shal | be construed as a walver by any party hereto of the right to assert any
legal or constitutional right or defense as to the validlty or Invalldity of
any ‘law of the State where unitized lands are located, or of the Unlted
States, or regulations lssued thereunder In any way affecting such party, or

as a walver by any such party of any right beyond hls or its authority to
walve.

25. UNAVOIDABLE DELAY. Al!l obligations under this agreement requiring
the Unit Operator to commence or continue drilling, or to operate on, or
produce unitized substances from any of the lands covered by this agreement,
shall be suspended while the Unit Operator, despite the exercise of due care
and diligence, Is prevented from complying with such obligations, in whole cr
in part, by strikes, acts of God, Federal, State, or municipal law or
agencies, unavoidable accidents, uncontrollable delays I[n transportation,
inability to obtaln necessary materlals or equipment in open market, or other

matters beyond the reasonable control of the Unit Operator whether similar to
matters hereln enumerated or not.

26. NONDISCRIMINATION. In connection with the performance of work under
this agreement, the United Operator agrees to comply with all the provlisions
of Section 202 (1) to (7) inclusive of Executive QOrder 11246 (30 F.R. 12319),
as amended which are hereby Incorporated by reference in this agreement.

27. LOSS OF TITLE. In the eventtitie to any tract of unitized [and
shall fail and the true owner cannot be Induced to joln in this unit
agreement, such fract shall be automatically regarded as not committed hereto,
and there shall be such readjustment of future costs and benefits as may be
required on account of the loss of such title. In the event of a dispute as
to title to any royalty, working interest, or other interests subject thereto,
payment or delivery on account therecf may be withheld withcut liability for
interest until the dispute Is finally settled; provided, that, as to Federeal
and State lands or leases, no payments of funds due the United States cor the
State of New Mexico should be withheld, but such funds shal!l be depcsited eas
directed by the A0 and such funds of the State of New Mexico shali te
deposited as directed by the Land Commissioner, +to be held &s unearned money
pending final settlement of the title dispute, and then applled as earned or
returned in accordance with such final settlement,

Unit Operator as such is relieved from any responsibility for any defect
or failure of any title hereunder.

28. NON-JOINDER AND SUBSEQUENT JOINDER. |f the owner of any substantial
interest in a tract within the unit area fails or refuses to subscribe or
consent to this agreement, the owner of the working intferest in that fract may
withdraw the tract from this agreement by written notice delivered to the
proper Bureau of Land Management office, the Land Commissioner, the Division
and the Unit Operator prior to the approval of this agreement by the A0 and
Commissioner. Any oil or gas Interests In lands within the unit area not
committed hereto prior to final approval may thereafter be committed hereto by
the owner or owners thereof subscribing or consenting to this agreement, and,
if the Interest. Is a working interest, by the owner of such interest only
subscribing to the unit operating agreement. After operatlons are commenced
hereunder, the right of subsequent jolnder, as provided in this section, by a
working Interest owner is subject to such requirements or approval(s), 1t any,
pertaining fo such jolnder, as may be provided for in the unit operating
agreement. After final approval hereof, Jolnder by a non-working interest
owner must be consented to in writing by the working interest owner committed
hereto and responsible for the payment of any benefits that may accrue
hereunder in behalf of such non-working Interest. A non-working interest may
not be committed to this unlt agreement unless the correspcnding working
Interest Is committed hereto. Jolnder to the unit agreement by a working
interest owner, at any time, must be accompanied by approprlate joinder to the
unlt operating agreement, In order for the interest to be regarded as
committed to this agreement, Except as may otherwlce hereln be provided,
subsequent joinders to thls agreement shall be effective as of +the date of the
tfillng with the AO, the Land Commissloner and the Division of duly executea
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Sunterpar+cs cf all cr cny papers necessary to estabiish affective ccmmitrens
ct any interest and/cr *ract to This agreement,

29. COUNTEFPARTS. This agreement may be executed in any number ot
counterparts, no one of which needs to be executed by all partlies, cor may ce
ratified or consented to by <separate Instrument in writing specifically
referring hereto and shall be binding upon all those parties who have executed
such a counterpart, ratification, or consent hereto with the same force and
effect as if all such partles had signed the same document and regardless ct
whether or not It Is executed by all other partles owning or claiming en
interest In the lands withln the above-described unit area.

30. SURRENDER. Nothing In this agreement shall prohiblt the exercise by
any workling interest owner of the right to surrender vested in such party by

-any lease, sublease, or operating agreement as to all or any part of ‘the
fands covered thereby, provided that each party who will or might acquire such

working interest by such surrender or by forfeiture as hereafter set forth, is
bound by the terms of this agreement.

If as a result of any such surrender, the working Interest rights as to
such lands beccme vested In any party other than the fee owner of the unitized
substances, sald party may forfeit such rights and further benefits from
operation hereunder as to said land to the party next In the chain of title
who shall be and become the cowner of such working interest.

If, as a result of any such surrender or forfeiture, working Interest

rights beccme vested in the fee owner of the .unitlzed substances, such owner
may:

(a) accept those working Interest rights subject to this agreement and
+he unit operafting agreement; or

(b) lease the portion-of such land as Is included in a participating area
established hereunder subject to this agreement and the unit¥ operating
agreement; or

(¢) provide for the independent operation of any part of such land that
is not then included within a participatring area established hereunder.

If the fee cwner of the unltized substances dces not accept the working
interest rights subject to thls agreement and the unit operating agreement or
fease such lands as above provided within six (6) months affer the surrendered
or forfeited, worklng interest rights beccme vested in The fee owner, the
benefits and cbiigations of operations accruing to such lands under this
agreement and the unit operatling agreement shall be shared by the remaining
cwners of unitized working Interests in accordance with +heir respective
working interest ownerships, and such owners of working interesis shall
compensate the fee owner of unitized substances In such lands by paying sums
equal to the rentals, minimum royalties, and royalties appliceble to such
lands under the lease In effect when the lands were unitized.

An appropriate accounting and settlement shall be made for all benefits
accruing to or payments and expenditures made or incurred on behalf of such
surrendered or forfeited working interest subsequent to the date of surrender
or fortfeiture, and payment of any monles found to be owing by such an
accounting shall be made as between the parties within thirty (30) days.

The exercise of any right vested in a working Interest owner 4o reassign
such worklng Interest to the party from whom obtained shall be subject to the

same conditlons as set forth in this sectlon In regard to the exercise of a
right to surrender.

31. TAXES. The working Interest owners shall render and pay for thelr
acccunt and the account of the royalty owners all valid taxes on or measured
by the unitized substances In and under or that may be produced, gathered ang
sold from the land covered by thls agreement after Its effectlive date, or upon
the proceeds derived therefrom. The working Interest owners on each tract
shall and may charge the proper proportlon of sald taxes to royalty owners
having Interest In sald tract, and may currently retaln and deduct g
sufficient amount of the unitized substances or derlvative products, or net
proceeds thereof, from the aliccated share of each royalty owner to secure
reimbursement fcr the taxes so paid. No such taxes shall be charcea to the
United States cr the State of Mew Mexico or 1o eny lessor who has & controct
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with his lessee which requires the [essee 10 pay such taxes.

32. NO PARTNERSHIP. I+ Is expressly agreed that the relation of fthe
parties hereto ls that of independent contractors and nothing confained In
this agreement, expressed or Imp!lied, nor any operatlons conducted hereunder,
shall create or be deemed to have created a partnership or asscclation between
the partles hereto or any of them.

33, SURFACE AND ENVIRONMENTAL PROTECTION STIPULATIONS. Nothing In *this
agreement shall modlfy or change either the speclal Federal lease stlpulations
relating to surface management or such special Federal lease stipulatlons
relating to surface and environmental protection, attached to and made a par?
of, OIl and Gas Leases covering lands within the Unlt Area.

IN WITNESS WHEREOF, the partles hereto have caused this agreement to be
executed and have set opposite their respective names the date of executlon.

ATTEST: YATES PETROLEUM CORPORATION

"orney in’ Fact _

Address: afé/of Execuflon_g;%4%7=_iélzh_4§977’
105 South Fourth Street

Artesia, New Mexico 88210 L////
STATE OF __NEW MEXICO )
) SS.

COUNTY OF EDDY )
On this c197ﬁL day of E;kpf?ﬁ ,» 19 87 before me appeared

Aa. alia’ to me perscnally known, who, being duly
sworn, did say that“he is the Attorney-in-Fact of
Yates Petroleum Corporation and that the seal affixed to said instrument

is the corporate seal of said corporation, and that said instrument was signed

and sealed In behalf of sajd corporation by authority of its board of
directcrs, and sald é2L¢L~/ A

acknowledged said instrument “o be the freeYact and deed of said corporation.

My commission expires: March 1, 1990 _ L hi oo o 42f7~494ra604/

....... Notary Public
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RATIFICATION AND JOINDER OF UNIT AGRELMENT
AND
UNIT OPERATING AGREEMENT

In consideration of the execution of the Unit Agreement for the Development
and Operation of the NORTH CHAVES UNIT AREA, County of Chaves, State of New
Mexico, dated July 13, 1987, in form approved on behalf of the Secretary of the
Interior and the Commission of Public Lands, and in consideration of the
execution or ratification by other working interest owners of the contemporary
Unit Operating Agreement which relates to said Unit Agreement the undersigned
hereby expressly ratifies, approves and adopts said Unit Agreement as fully as
though the undersigned had executed the original agreement.

This Ratification and Joinder shall be effective as to the undersigned's
interests in any lands and leases, or interests therein, and royalties presently
held or which may arise under existing option agreements or other interests in
unitized substances, covering the 1lands within the Unit Area in which the
undersigned may be found to have an oil and gas interest.

This Ratification and Joinder of Unit Agreement shall be binding upon the
undersigned, his, her or its heirs, devisees, executors, assigns or successors

in interest.

EXECUTED this day of August, 1987.

YATES DRILLING COMPANY

By

Attorney—-in-Fact

105 South Fourth Street

Artesia, New Mexico 88210

STATE OF NEW MEXICO

S’ 4

ss
COUNTY OF EDDY

The foregoing instrument was acknowledged before me this day of
August, 1987 by , Attorney-in-Fact for YATES DRILLING

COMPANY, a New Mexico corporation, on behalf of said corporation.

My commission expires:

Notary Public




RATIFICATION AND JOINDER OF UNIT AGREEMENT
AND
UNIT OPERATING AGREEMENT

In consideration of the execution of the Unit Agreement for the Development
and Operation of the NORTH CHAVES UNIT AREA, County of Chaves, State of lew
Mexico, dated July 13, 1987, in form approved on behalf of the Secretary of the
Interior and the Commission of Public Lands, and in consideration of the
execution or ratification by other working interest owners of the contemporary
Unit Operating Agreement which relates to said Unit Agreement the undersigned
hereby expressly ratifies, approves and adopts said Unit Agreement as fully as
though the undersigned had executed the original agreement.

This Ratification and Joinder shall be effective as to the undersigned's
interests in any lands and leases, or interests therein, and royalties presently
held or which may arise under existing option agreements or other interests in
unitized substances, covering the lands within the Unit Area in which the
undersigned may be found to have an o0il and gas interest.

This Ratification and Joinder of Unit Agreement shall be binding upon the
undersigned, his, her or its heirs, devisees, executors, assigns or successors
in interest.

EXECUTED this day of August, 1987.

ABO PETROLEUM CORPORATION

By

Attorney-in-Fact

105 South Fourth Street

Artesia, New Mexico 88210

STATE OF NEW MEXICO

~— ar

SS
COUNTY OF EDDY

The foregoing instrument was acknowledged before me this day of
August, 1987 by ., Attorney-in-~-Fact for ABO PETROLEUM

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

My commission expires:

Notary Public
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RATIFICATION AND JOINDER OF UNIT AGREEMENT
AND
UNIT OPERATING AGREEMENT

In consideration of the execution of the Unit Agreement for the Development
and Operation of the NORTH CHAVES UNIT AREA, County of Chaves, State of New
Mexico, dated July 13, 1987, in form approved on behalf of the Secretary of the
Interior and the Commission of Public Lands, and 1in consideration of the
execution or ratification by other working interest owners of the contemporary
Unit Operating Agreement which relates to said Unit Agreement the undersigned
hereby expressly ratifies, approves and adopts said Unit Agreement as fully as
though the undersigned had executed the original agreement.

This Ratification and Joinder shall be effective as to the undersigned's
interests in any lands and leases, or interests therein, and royalties presently
held or which may arise under existing option agreements or other interests in
unitized substances, covering the lands within the Unit Area in which the
undersigned may be found to have an oil and gas interest.

This Ratification and Joinder of Unit Agreement shall be binding upon the

undersigned, his, her or its heirs, devisees, executors, assigns oOr successors
in interest.

EXECUTED this day of August, 1987.

MYCO INDUSTRIES, INC.

By

Attorney-in-Fact

105 South Fourth Street

Artesia, New Mexico 88210

STATE OF NEW MEXICC

b N

Ss
COUNTY OF EDDY

The foregoing instrument was acknowledged before me this day of
August, 1987 by . Attorney-in-Fact for MYCO

INDUSTRIES, INC., a New Mexico corporation, on behalf of said corporation.

My commission expires:

Notary Public




RATIFICATION AND JOINDER OF UNIT AGREEMENT
AND
UNIT OPERATING AGREEMENT

In consideration of the execution of the Unit Agreement for the Development
and Operation of the NORTH CHAVES UNIT AREA, County of Chaves, State of New
Mexico, dated July 13, 1987, in form approved on behalf of the Secretary of the
Interior and the Commission of Public Lands, and in consideration of the
execution or ratification by other working interest owners of the contemporary
Unit Operating Agreement which relates to said Unit Agreement the undersigned
hereby expressly ratifies, approves and adopts said Unit Agreement as fully as
though the undersigned had executed the original agreement.

This Ratification and Joinder shall be effective as to the undersigned's
interests in any lands and leases, or interests therein, and royalties presently
held or which may arise under existing option agreements or other interests in
unitized substances, covering the lands within the Unit Area in which the
undersigned may be found to have an o0il and gas interest.

This Ratification and Joinder of Unit Agreement shall be binding upon the
undersigned, his, her or its heirs, devisees, executors, assigns or successors

in interest.

EXECUTED this day of August, 1987.

INEXCO OIL COMPANY

Attorney-in-Fact

Address: c¢/o The Louisiana Land and
Exploration Company
2950 North Loop West,
Suite 1200
Houston, Texas 77092-8862
Attn: Mr. Ken Steer

STATE OF )
: ss
COUNTY OF )
The foregoing instrument was acknowledged before me this day of
August, 1987 by '
for ¢ a

corporation, on behalf of said corporation.

My commission expires:

Notary Public




RATIFICATION AND JOINDER OI' UNIT AGREEMENT
AND
UNIT OPERATING AGREEMENT

In consideration of the execution of the Unit Agreement for the Development
and Operation of the NORTH CHAVES UNIT AREA, County of Chaves, State of New
Mexico, dated July 13, 1987, in form approved on behalf of the Secretary of the
Interior and the Commission of Public Lands, and 1in consideration of the
execution or ratification by other working interest owners of the contemporary
Unit Operating Agreement which relates to said Unit Agreement the undersigned
hereby expressly ratifies, approves and adopts said Unit Agreement as fully as
though the undersigned had executed the original agreement.

This Ratification and Joinder shall be effective as to the undersigned's
interests in any lands and leases, or interests therein, and royalties presently
held or which may arise under existing option agreements or other interests in
unitized substances, covering the lands within the Unit Area in which the
undersigned may be found to have an oil and gas interest.

This Ratification and Joinder of Unit Agreement shall be binding upon the

undersigned, his, her or its heirs, devisees, executors, assigns oOr successors
in interest.

EXECUTED this day of August, 1987.

MCCLELLAN OIL CORPORATION

By

Address: Drawer 730 -
Roswell, New Mexico 88201
Attention: Mr. Jack McClellan

STATE OF )
: ss
COUNTY OF )
The foregoing instrument was acknowledged before me this day of
August, 1987 by r
for 2

corporation, on behalf of said corporation.

My commission expires:

Notary Public




XATIFICATION AND JOINDER OF UNIT AGREEMENT
AND
UNIT CPERATING AGREEMENT

In consideration of the execution of the Unit Agreement for the Development
and Operation of the NORTH CHAVES UNIT AREA, County of Chaves, State of New
Mexico, dated July 13, 1987, in form approved on behalf of the Secretary of the
Interior and the Commission of Public Lands, and in consideration of the
execution or ratification by other working interest owners of the contemporary
Unit Operating Agreement which relates to said Unit Agreement the undersigned
hereby expressly ratifies, approves and adopts said Unit Agreement as fully as
though the undersigned had executed the original agreement.

This Ratification and Joinder shall be effective as to the undersigned's
interests in any lands and leases, or interests therein, and royalties presently
held or which may arise under existing option agreements or other interests in
unitized substances, covering the lands within. the Unit Area in which the
undersigned may be found to have an oil and gas interest.

This Ratification and Joinder of Unit Agreement shall be binding upon the
undersigned, his, her or its heirs, devisees, executors, assigns Or successors

in interest.

EXECUTED this day of August, 1987.

MESA OPERATING LIMITED PARTNERSHIP

By

Address: P. O. Box 2009
Amarillo, Texas 79189-2009
Attention: Mr. Mark Seale

STATE OF )
: SS
COUNTY OF )
The foregoing instrument was acknowledged before me this day of
August, 1987 by '
for ¢ a

corporation, on behalf of said corporation.

My commission expires:

Notary Public




RATIFICATION AND JOINDER OF UNIT AGREEMENT
AND
UNIT OPERATING AGREEMENT

In consideration of the execution of the Unit Agreement for the Development
and Operation of the NORTH CHAVES UNIT AREA, County of Chaves, State of New
Mexico, dated July 13, 1987, in form approved on behalf of the Secretary of the
Interior and the Commission of Public Lands, and in consideration of the
execution or ratification by other working interest owners of the contemporary
Unit Operating Agreement which relates to said Unit Agreement the undersigned
hereby expressly ratifies, approves and adopts said Unit Agreement as fully as
though the undersigned had executed the original agreement.

This Ratification and Joinder shall be effective as to the undersigned's
interests in any lands and leases, or interests therein, and royalties presently
held or which may arise under existing option agreements or other interests in
unitized substances, covering the lands within the Unit Area in which the
undersigned may be found to have an o0il and gas interest.

This Ratification and Joinder of Unit Agreement shall be binding upon the
undersigned, his, her or its heirs, devisees, executors, assigns or successors

in interest.

EXECUTED this day of August, 1987.

TEXACO, INC.

By

Address: 601 DTC Boulevard
Denver, Colorado 80237
Attention: Mr. Tony Silvestri

STATE OF )
: ss
COUNTY OF )
The foregoing instrument was acknowledged before me this day of
August, 1987 by ’
for : y A

corporation, on behalf of said corporation.

My commission expires:

Notary Public




RATIFICATION AND JOINDER OF UNIT AGREEMENT
AND

UNIT OPERATING AGREEMENT

In consideration of the execution of the Unit Agreement for the Development
and Operation of the NORTH CHAVES UNIT AREA, County of Chaves, State of New
Mexico, dated July 13, 1987, in form approved on behalf of the Secretary of the
Interior and the Commission of Public Lands, and in consideration of the
execution or ratification by other working interest owners of the contemporary
Unit Operating Agreement which relates to said Unit Agreement the undersigned
hereby expressly ratifies, approves and adopts said Unit Agreement as fully as
though the undersigned had executed the original agreement.

This Ratification and Joinder shall be effective as to the undersigned's
interests in any lands and leases, or interests therein, and royalties presently
held or which may arise under existing option agreements or other interests in
unitized substances, covering the lands within the Unit Area in which the
undersigned may be found to have an oil and gas interest.

This Ratification and Joinder of Unit Agreement shall be binding upon the
undersigned, his, her or its heirs, devisees, executors, assigns or successors

in interest.

EXECUTED this day of August, 1987.

SEQUOIA ASSOCIATION, LTD.

By

Address: c¢/o Bechtel Investment
P. O. Box 2166
Houston, Texas 77252-2166
Attention: Ms. Karen Franklin

STATE OF )
: ss
COUNTY OF )
The foregoing instrument was acknowledged before me this day of
August, 1987 by '
for ¢ @

corporation, on behalf of said corporation.

My commission expires:

Notary Public
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Paye 1 of 3
EXHIBIT "B"
To Unit Agreement
NORTH CHAVES UNIT
Chaves, County, New Mexico

Overriding Working Interest

v

rhct No of Serial No. & Basic Royalty
‘" Land Description Acres Exp. Date Ownership % Lessee of Record Royalty Owner & Percentage
EnERAL LANDS
T55-R23E 2560.11 NM=30739 1/8 USA 100% John A. Yates 100% John A. Yates 2% John A. Yates 33.34%
Sec. 1: Lots 1, 9-1-87 Yates Drlg. Co. 33.33%
2,3,4,8i8%, Myco Ind. Inc. 33.33%
si(all)
Sec. 10: NEAiNEY,
wingl, SEi
Sec. 11: NE}, uinwi,
Sspinwl, swiswi,
i1}SsE}, SEISE:X
Sec. 12: All
Sec. 14: EINEZ,
Wi, SE}
T5s-R23E 2480.00 NM-30738 1/8 USA 100% John A. Yates 100% John A. Yates 2% John A. Yates 33.34%
Sec. 13: All 9-1-87 Yates Drlg. Co. 33.33%
Scc. 23: All Myco Ind. Inc. 33.33%
Sec. 24: NING,
Ssiswl}, SWisE}
Sec. 25: N3%}, swi,
NiSL])
Sec. 26: N3
Sec. 34: Swinwi
T55-R23E 2560.00 NM-30737 1/8 USA 100% John A. Yates 100% John A. Yates 2% John A. Yates 33.34%
See. 15: All 4-7-89 Yates Drlg. Co. 33.33%
Sec, 22: All Myco Ind. Inc. 33.33%
Sec., 27: All
Scc. 34: S}
See. 35: 1l
OTAL FEDERAL
LANDS 7600.11



Chaves,

EXHIBIT "B"
To Unit Agreement
NORTH CHAVES UNIT
County, New Mexico

Page 2 of 3

Barbara A.
McClellan .5%

Deloris Taylor .5%

ract No of Serial No. & Basic Royalty Overriding Working Interest
# Land Description Acres Exp. Date Ownership % Lessee of Record Royalty Owner & Percentage
TATE_LAND
T5S-R23E 320.00 LG-5567 1/8 state of Inexco 0il Company None Inexco 0il Company 100%
Sec. 10: SEiNE}% 7-1-88 New Mexico 100%
Sec. 11: SWiNW}i,
NiSw}, SEiswi,
SWiSE}Z
Sec. 14: WiNE}
)TAL STATE LANDS
320.00
ANTENTED LANDS
. T58-R23E 80.00 Fee 1/8 Stinson Carl A. Schellinger Carl A. Mesa Operating Ltd. 65%
Sec. 24: Sinw} 7-8-89 Martin, et al Schellinger 2.0% Texaco, Inc. 25%
Sequoia Assn. Ltd. 10%
. T5S-R23E 120.00 Fee 1/8 Stinson Carl A, Schellinger Carl Aa. Mesa Operating Ltd. 65%
Sec. 34: NINW}, 7-9-89 Martin, et al Schellinger 2.0% Texaco, Inc. 25%
SEiNW} Sequoia Assn. Ltd. 10%
e T5S-R23E 320.00 Fee 1/8 Richard L. McClellan 0il Company Jack L. McClellan 0il Corp. 100%
Sec. 26: S3 9-18-89 Smith, et al McClellan 1.5%



EXHIBIT "B"

To Unit Agreement
NORTH CHAVES UNIT
County, New Mexico

Chaves,

Page 3 ¢

Overriding

Working Interest

Tract No of Serial No. & Basic Royalty
# Land Description Acres Exp. Date Ownership % Lessee of Record Royalty Owner & Percenta
8. T55-R23E 160.00 Fee 1/8 Trudy Yates Petroleum Corp. 70% None Yates Petroleum
Sec. 24: S3iNEZ, 11-5-89 Stovall, acting Yates Drilling Co. 10% Yates Drilling C
Niswi as Executrix of Abo Pet. Corp. 10% Abo Pet. Corp. 1
the Estate of Myco Industries, Inc. 10% Myco Industries,
Mary Simpson,
deceased
9. T5S-R23E 160.00 Fee 8/8 A.F. McAdoo None A.F. McAdoo 100%
Sec. 34: NE} Open
TOTAL PATENT LANDS  _
840.00
TOTAL UNIT AREA 8760.11 100.000000%
TOTAL FEDERAL ACREAGE 7600.11 86.758157%
TOTAL STATE ACREAGE 320.00 3.652922%
TOTAL PATENTED ACREAGE 840.00 9.588921%
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A.AP.L. FORM 610 - 1977

MODEL FORM OPERATING AGREEMENT

NORTH CHAVES UNIT

OPERATING AGREEMENT
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July 13 , 19 87,

OPERATOR  YATES PETROLEUM CORPORATION

COMTRACT AREFA Township 5 South, Range 23 East

See attached Exhibit B to Unit Agreement

COUNTY OR PARISH OF CHAVES STATE OF NEW MEXICO

COPYRIGHT 1977 —_— ALL RIGHTS RESERVED
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Exhibit No.

PORATION

188
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OPERATING AGREEMENT

THIS AGREEMENT. entered into by and between _VAJES PETROLEUM CORPORATION, a
New Mexico corporation, 105 S. 4th Street, Artesia, NM hereinafter designated and

1

referred to as “Operator’”, and the signatory party or parties other than Operator, sometimes hereinafter
referred to individually herein as “Non-Operator”, and collectively as “Non-Opcerators”,

WITNESSETH:

WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas in-
terests in the land identified in Exhibit “A”, and the parties hereto have reached an agrecement to explore
and develop these leases and. or oil and gas interests for the production of oil and gas to the extent and
as hereinafter provided:

NOW, THEREFORE, it is agreed as follows:

ARTICLE I
DEFINITIONS

As used in this agreement, the following words and terms shall have the meanings here ascribed
to them:

A. The term oil and gas” shall mean oil, gas, casinghead gas, gas condensate, and all other liquid
or gaseous hydrocarbons and other marketable substances produced therewith, unless an intent to
limit the inclusiveness of this term is specifically stated.

B. The terms “oil and gas lease”, *“lease” and “leasehold” shall mean the oil and gas leases cov-
ering tracts of land lying within the Contract Area which are owned by the parties to this agreement.

C. The term “oil and gas interests” shall mean unleased fee and mineral interests in tracts of
land lying within the Contract Area which are owned by parties to this agreement.

D. The term “Contract Area” shall mean all of the lands, oil and gas leasehold interests and oil
and gas interests intended to be developed and operated for oil and gas purposes under this agreement.
Such lands, oil and gas leasehold interests and oil and gas interests are described in Exhibit “A”.

E. The term “drilling unit” shall mean the area fixed for the drilling of one well by order or rule
of any state or federal body having authority. If a drilling unit is not fixed by any such rule or order,
a drilling unit shall be the drilling unit as established by the pattern of drilling in the Contract Area
or as fixed by express agreement of the Drilling Parties.

F. The term ‘‘drillsite” shall mean the oil and gas lease or interest on which a proposed well is to
be located.

G. The terms “Drilling Party” and *“‘Consenting Party” shall mean a party who agrees to join in
and pay its share of the cost of any operation conducted under the provisions of this agrecement,

H. The terms “Non-Drilling Party” and “Non-Consenting Party” shall mean a party who elects
not to participate in a proposed operation.

Unless the context otherwise clearly indicates, words used in the singular include the plural. the
plural includes the singular, and the neuter gender includes the masculine and the feminine.

ARTICLE 1L
EXHIBITS

The following exhibits, as indicated below and attached hereto, are incorporated in and made a
part hereof:
g A. Exhibit “A”, shall include the following information:
(1) Identification of lands subject to agreement,
(2) Restrictions, if any, as to depths or formations,
(3) Percentages or fractional interests of parties to this agreement,
(4) Oil and gas leases and/or oil and gas interests subject to this agreement,
(5) Addresses of parties for notice purposes.
. Exhibit “B”, Form of Lease.
. Exhibit “C”, Accounting Procedure.
. Exhibit “D”, Insurance.
. Exhibit “E”, Gas Balancing Agreement.
. Exhibit “F”, Non-Discrimination and Certification of Non-Segregated Facilities.

XRXXO
0Tl gOow

If any provision of any exhibit, except Exhibit “E”, is inconsistent with any provision contained
in tha hndv af this agreement, the provisions in the body of this agreement shall prevail.
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1 ARTICLE 1L
2 INTERESTS OF PARTIES

3
4+ .\ Oil and Gas Interests:
3}

8 If any party owns an unleased oil and gas interest in the Contract Area, that interest shall be
T treated tfor the purpose of this agreement and during the term hereof as if it were a leased interest
8 under the form of oil and gas lease attached as Exhibit “B”. As to such interest. the owner shall re-
9  ceive rovalty on production as prescribed in the form of oil and gas lease attached hereto us Exhibit
10 B Such party shall. however, be subjeet to all of the provisions of this agreement relating to lessces,
11 to the extent that it owns the lessee intercst.

12

13 B. Intcrest 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 lessor’'s royaltics el

20 bew s Lo waxbe shall also be owned by the parties in the same manner during the term
21  hereof: provided, however, this shall not be deemed an assignment or cross-assignment of interests cov-
22 ered hereby.

23

24 ARTICLE 1V.

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 andor oill 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 included in such drilling unit, shall
35 furnish to Operator all abstracts (including Federal Lease Status Reports), title opinions. 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 party hereto. The cost incurred by Operator in
40  this title program shall be borne as follows:

41

1l : m;\ﬁ PO\ PN I Laete o ] I}LQ?mnfnp Y :vnmm;n? alsta oot V2R ETE PN LS TG E PN {;1‘\.1'1’1_;_;1?'
43  preliminary, supplemental, shut-in gas royalty opinions_ gnd disksrer—oTtTl Litle opinions) shall be a
44 part of the administrative csesest=ssBrovided in Exhibit “*C,” and shall not be a direct charge, whether
m““ ) ‘: c\p ey een PP E L Y P-CTey . = 1_',' IR P RO PN +§n\~s1h:’~‘c‘_

46

17X Option No. 2: Costs incurred by Operator in procuring abstracts and fees 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 Drilling 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.

54 Each party shall be responsible for securing 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 cwn behalf at any such hearing.

60 No well shall be drilled on the Contract Area until after (1) the title to the drillsite or drilling unit
61  has been examined as above provided, and (2) the title has been approved by the examining attorney or
62  title has been accepted by all of the parties who arc to participate in the drilling of the well.

64 DB. Loss of Title:

66 1. Failure of Title: Should any oil and gas interest or lease, or interest therein, be lost through
67  failure of title, which loss results in a reduction of interest from that shown on Exhibit “A”, this agree-
68  ment. nevertheless. shall continue in force as to all remaining oil and gas leases and interests. and

69 (a) The party whose oil and gas lease or interest is atfected by the title failure shall bear alone
70 the entire loss and it shall not be entitled to recover from Operator or the other parties any development

_9.
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ARTICLL IHL
INTERESTS OFF PARTIES

A Ol and Gas Interests:

If any party owns an unleased oil and sas interest in the Contract Area. that mterest shall be
treated for the purpose of this agreement and during the term hereof as if iU were o leased interest
under the form of oil and sas lease attached as Exhibit “B”. As to such interest. the owner shall re-
ceive rovalty on production as prescribed in the form of oil and gas lease altached hereto as Exhibit
“B™. Such party shall. however, be subject to all of the provisions of this agreement relating to lessees,
to the extent that it owns the lessee interest.

B. Intcrest of Parties in Costs and Production:

Exhibit A" lists all of the parties and their respective percentage or fractional interests under this
agreement. Unless changed by other provisions, all costs and liabilities incurred in operations under
this agreement shall be borne and paid, and all equipment and material acquired in operations on the
Contract Area shall be owned by the parties as their interests are shown in Exhibit “A”. All produc-
tion of oil and gas from the Contract Area, subject to the payment of 1essor’s royaltics swheieimiribietroe

DOERe—tsrm et Otirbraaaue shall also be owned by the parties in the same manner during the term

hereof: provided, however, this shall not be deemed an assignment or cross-assignment of interests cov-
ered hereby.

ARTICLE 1V.
TITLES

A. Title Examination:

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 and or 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 included in such drilling unit, shall
35 furnish to Operator all abstracts (including Federal Lease Status Reports). title opinions. 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 party hereto. The cost incurred by Operator in
40  this title program shall be borne as follows:

41

i“' — JRTECIVNY ‘\'n. h I VY P IO R RTL LoV MR ECT I A T2 VAU UG PAC LR e SPSTERLINY .i\’ NI BV S IE LV S SN IERTE LR CELR R Je

43 preliminary, supplemental, shut-in gas royalty opinions gnd diserortTT lille opinions) shall be a
14 part of the administrgtive oceshesd s provided in Exhibit *‘C.” and shall not be a direct charge. whether
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47 ) Option No. 2: Costs incurred by Operator in procuring abstracts and fees paild 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 Drilling 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 ather personnel in the
52 performance of the above functions.

53

54 Each party shall be responsible for securing 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.

39 '

60 No well shall be drilled on the Contract Area until after (1) the title to the drillsite or drilling unit
61 has been examined as above provided, and (2) the title has been approved by the examining attorney or
62  title has been accepted by all of the parties who are to participate in the drilling of the well.

63

64 B. Loss of Title:

63

66 1. Failure of Title: Should any oil and gas interest or lease, or interest therein, be lost through
67 failure of title, which loss results in a reduction of interest from that shown on Exhibit A7, this agree-
68  ment. nevertheless. shall continue in force as to all remaining oil and gas leases and interests. and

69 (a) The party whose oil and gas lease or interest is affected by the title failurce s=hall bear ulone
70

the cntire loss and it shall not be entitled to recover from Operator or the other parties any development
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or operating costs which it may have theretofore paid, but there shall be no monetary liability on s
part to the other parties hereto for drilling, development, operating or other similar costs by reason of
such title failure: and

(b) There shall be no retroactive adjustment of cxpenses incurred or revenues received from the
operation of the interest which -has been lost, but the interests of the parties shall be revised on an acre-
age basis, as of the time it is determined finally that title failure has occurred, so that the interest of
the party whose lease or interest is affected by the title failure will thereafter be reduced in the Contract
Area by the amount of the interest lost; and

(c) If the proportionate interest of the other parties hereto in any producing well therctofore drilled
on the Contract Area is increased by reason of the title failure, the party whose title has failed shall
receive the proceeds attributable to the increase in such interests (less costs and burdens attributable
thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such well;
and

(d) Should any person not a party to this agreement, 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 refund-
ed; and

(e) 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 salaries, 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 by Non-Payment or Erroneous Payment of Amount Due: If, through mistake or oversight,
any rental, shut-in well payment, minimum royalty or royalty payment, is not paid or is erroneously
paid, and as a result a lease or interest therein terminates, there shall be no monetary liability against
the party who failed to make such payment. Unless the party who failed 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 VIIL.B., the interests of
the parties shall be revised on an acreage basis, effective 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 theretofore 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 following
as is necessary to effect reimbursement: )

(a) Proceeds of 0il and gas, less operating expenses, theretofore accrued to the credit of the lost
interest, on an acreage basis, up to the amount of unrecovered costs;

(b} Proceeds, less operating expenses, thereafter accrued attributable to the lost interest on an
acreage basis, of that portion of oil and gas thereafter 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 unrecovered costs, the proceeds 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.1. 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 readjustment of interests in the remaining portion of
the Contract Area.

ARTICLE V.
OPERATOR

A. DESIGNATION AND RESPONSIBILITIES OF OPERATOR:

YATES PETROLEUM CORPORATION, 105 South 4th Street, Artesia, NM 88210 shall be the
Operator of 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 limits of, this agrecement. It shall con-
duct all such operations in a good and workmanlike manner, but it shall have no liability as Operator
to the other parties for losses sustained or liabilities incurred, except such as may result from gross
negligence or willful misconduct.
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B. Resignation or Removal of Operator and Sclection of Successor:

1. Resienation or Removal of Operator:  Operator may resien at any time by giving written notiee

thereot to Non-Operators. [f Operator terminates its lesal existence. no longer owns an interest an the
Contract Areca. or is no longer capable of serving as Operator, it shall cease to be Operator without any
action by Non-Operator. except the selection of a successor.  Operator may be removed if it fails or
refuses to carry out its duties hiercunder, 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 number of partics remaining after exceluding the voting
interest of Operator. Such resignation or removal shall not become ceffective until 7:00 o'clock AN
on the first day of the calendar month following the expiration of ninely (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 carlier date. Operator, after cffect-
ive date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of
a corporate name or structure of Operator or transfer 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 based 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, shall be determined by Operator.
and all such employees shall be the employees of Operator.

D. Drilling Contracts:

All 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 employ 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 o.f-independem contractors who are doing work of a sim-
ilar nature.

ARTICLE VL
DRILLING AND DEVELOPMENT

A. Initial Well:

The initial well will be the first well required by the Unit Agreement and
shall be drilled with due diligence to adequately test the Abo Formation
at approximately 4000 feet.

unless granite or other practically impenetrable substance or condition in the hole, which renders
further drilling impractical, is encountered at a lesser depth, or unless all parties agree to complete or
abandon the well at a lesser depth.

Operator shall make reasonable tests of all formations encountered during drilling which pive in-
dication of containing oil and gas in quantities sufficient to test, unless this agreement shall be limited
in its application to a specific formation or formations, in which event Operator shall be required to
test only the formation or formations to which this agreement may apply.

If. in Operator’s judgment, the well will not produce oil or gas in paying quantities, and 1t wishes

to plug and abandon the well us a dry hole, it shall first sccure the consent of all parties and shall
plus und abandon same as provided in Arvticle VI.IE.1. hercof.

1 -
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B.  Subsequent Operations:

3}

3 1. PLQQQS"S&’}E@ Should anyv party hereto desive to drill anv well on the Contract Area
4 other than the well provided for in Article VLA. or to rework, deepen or plug back o dry hole drilled
5 at the joint expense of all parties or a well jointly owned by all the parties and not then producing
6 in paving quantities. the party desiring to drill. rework. deepen or plug back such a well shall give the
7 other parties written notice of the proposed operation, specifying the work to be performed. the loca-
8§ tion. proposed depth, objective formation and the estimated cost of the operation. The parties receiv-
9 ing such a notice shall have thirty (30) days after rcceipt of the notice within which to notify the
10 parties wishing to do the work whether they elect to participate in the cost of the proposed operation.
11 If a drilling 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 recciving 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 VI.B.1. or VIE.1l. elects not to participate in the proposed operation, then, in order to be entitled to
19 the benefits of this article. the party or parties giving the notice and such other parties as shall elect
20 to participate in the operation shall, within sixty (60) days after the expiration of the notice period of
21  thirty (30) dayvs (or as promptly as possible after the expiration of the forty-eight (48) hour period
22  where the drilling rig is on location. as the case may be) actually commence work on the proposed
23  operation and complete it with due diligence. Operator shall perform all work for the account of the
21 Consenting Parties: provided, however, if no drilling rig or other equipment is on location, and if Op-
25 erator is a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform
26 the work required by such proposed operation for the account of the Consenting Parties, or (b) desig-
27 nate one (1) of the Consenting Parties as Operator to perform such work. Consenting Parties, when
28 conducting operations on the Contract Area pursuant to this Article VI.B.2,, shall comply with all terms
29 and conditions of this agreement.

30 :

31 If less than all parties approve any 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-eight (48)
35 hours (exclusive of Saturday, Sunday or legal holidays) 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
38 election. may withdraw such proposal if there is insufficient participation, and shall promptly notify
39  all parties of such decision. -

10

11 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 paragraph. Consenting
43 Parties shall keep the leasehold estates involved in such operations free and clear of all liens and
44  encumbrances 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 plug 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 Parties.
50 Upon 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, each 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 calculated at the well, or market value thereof if such share is not sold (after deducting 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-
5g 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 each 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 each such Non-Consenting Party’s share of the
63  cost of operation of the well commencing with first production and continuing until cach such Non-
64 Consenting Party’s relinquished interest shall revert to it under other provisions of this Article, it being
65 agreed that ecach Non-Consenting Party’s share of such costs and cquipment will be that interest which
66 would have been chargeable to each Non-Consenting Party had it participated in the well from the be-
67 ginning of the operation; and

68

69 (b) 300 ¢; of that portion of the costs and expenses of drilling reworking, deepening, or plugging

-1

back, testing and completing, after deducting any cash contributions received under Article VIILC., and
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300 9 of that portion of the cost of newly acquired equipment in the well (to and including the well-
head connections), which would have been chargeable to such Non-Consenting Party if it had partici-

>

3 pated therein,

+

3 Gas production attributable to any Non - Consenting Party’s relinquished interest upon such Party’s
6  clection. shall be sold to its purchaser, if availauble, under the terms of its existing gas sales con-
7 tract. Such Non - Consenting Party shall direct its purchaser to remit the proceeds recccivable trom
8 such sale direct to the Consenting Parties until the amounts provided for in this Article are recov-

9 ered from 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 elec-
11 tion as provided above, the Consenting Parties shall own and be entitled to receive and sell such Non-
12  Consenting Party’s share of gas as hereinabove provided during the recoupment period.

13

14 During 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 for the payment of
16 all production, crude 0il excise taxes, severance, gathering and other taxes, and all
17 royalty, overriding royalty and other burdens applicable to Non-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 after such reworking,
22 plugging back or deeper drilling, the Consenting Parties shall account for all such equipment to the
23  owners thereof, with each party receiving its proportionate part in kind or in wvalue, less cost of
24  salvage.

25

26 Within sixty (60) days after the completion of any operation under this Article, the party con-
27 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,
29 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 for 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 well, together with a statement of the quantity of oil and gas produced from it and the
35 amount 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 any month, Consenting Parties
37 shall use industry accepted methods such as, but not limited to, metering or periodic well tests. Any
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 had it participated therein
40  shall be credited against the total unreturned costs of the work done and of the equipment purchased.
41 in determining 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.

43

44 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.

52

53 Notwithstanding the provisions of this Article VI.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
55 located elsewhere on the Contract Area is producing, unless such well conforms to the then-existing
56  well spacing pattern for such source of supply.

57

58 The provisions of this Article shall have no application whatsoever to the drilling of the initial
59 well described in Article VI.A. except (a) when Option 2, Article VII.D.1., has been sclected, or (b)
60 to the reworking, deepening 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 £ach party electing to take in kind or separately dispose of its proportionate share of the production from the Contract Area

snall keep accurate records of the volume, selling price, royalty and taxes relative to its share of production, HNon-Operators
66 srall, upon request, furnish Operator with true and complete copies of the records required to be kept hareunder wherever, under
67 the terms of this agreement or any agreerent executed in connection herewith, it is necessary for Cperator to odtain said informa-
tien. Any information furnished to Cperator hereunder shall be used by Operator only to the extent necessary to carry out its
68 cuties as Cperator end shail otherwise be kept conficential,

69 - ne ric in ki {
Zeca tarty shall heve the right to take in kird or separately disposa of its properticnate share of all oil and Gas preduced
70 ‘rom tre {intract Area, exclusive of production which may be used in development and producing Gperaticns and in preparing and
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1 treeting oy} for rarketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate
2is2381t1ca by any party of jts proportionate share of the production shall be borre by such party. Any party taking its share of

2 ?roauct\on in kind shkall be required to pay for only its proportionate share of such part of Operator's surface facilities which it

3 uses,

4 Each party shall exccute such division orders and contracts as may be necessary for the sale of its

5 interest in production from the Contract Arca, and, except as provided in Arvticle VILB., shall be entitled

6 to receive payment direct from the purchaser thereof for its share of all production.

7

8 In the event any pariy shall fail to make the arrangements necessary to take in kind or separately

9 dispose of its proportionate share of the oil and gas produced from the Contract Arca, Opcrator shall have

10 the right, subject to the revocation at will by the party owning it, but not the obligation, to purchase such
11 oil and gas or sell it to others at 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 exercise at any time its
14 right to 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 reasonable 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) year. 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

99 In the event any parcy hereto is not at any time taking or marketing its share of gas
; production and Operator is either (1) unwilling to purchase or sell or (ii) unable to

23

obtain the prior written consent to purchase or sell such party's share of gas production,
24 or in the event any party has contracted to sell its share of gas produced from the Contract
o5 Area to a purchaser which does not at any time while this agreement is in effect take the

26 full share of gas attributable to the interest of such party, then in any such event the
terms and conditions of the Gas Balancing Agrecment attached hereto as Exhibit "E" and

21 incorporated herein shall automatically become effective.

28

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 stock on hand at the first of each month, and shall make available samples of any cores or cuttings
37 taken from any well drilled on the Contract Area. The cost of gathering and furnishing information to
38 Non-Operator, other than that specified above, s_hall be charged to the Non-Operator that requests the
39 information.

40

41 E. Abandonment of Wells:

42

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

44  which 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  (exclusive 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 and conduct
52 further operations in search of oil and/or gas subject to the provisions of Article VILB.

54 2. Abandonment of Wells that have Produced: Except for any well which has been drilled or re-
55 worked pursuant to Article VI.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 all the parties hereto. If, within thirty (30) days after receipt of notice of the proposed abandonment
60 of such well. all parties do not agree to the abandonment of any well, those wishing to continue its op-
61 eration shall tender to each of the other parties its proportionate share of the valuec 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 plugging and abandoning. Each abandoning party shall
64 assign to the non-abandoning parties, without warranty, express or 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 related equip-
66 ment, together with its interest in the leasehold 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 oil and gas interest, such party shall execute and deliver to the non-abandoning party or parties an
69  oil and gas lease. limited to the interval or intervals of the formation or formations then open to produc-
70 tion, for a term of one year and so long thereafter as oll and or gas is produced from the interval or inter-
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vals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit
“BY. The assignments or leases so limited shall encompass the “dreilling unit’” upon which the well is
located, The payments by, and the assignments or leases to, the assignees shall he in o ratio based upon

the relationship of their respective percentages of participation in the Contract Area to the agaregate of

[ 1 T S

the percentages of participation in the Contract Arca of all assignees. There shall be no readjustment
6 of interest in the remaining portion ot the Contract Area.

8 Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the op-
9  eration of or production from the well in the interval or intervals then open other than the royalties
10 retained in any lease made under the terms of this Article. Upon request, Opcrator shall continue to
11  operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
12  templated by this agreement, plus any additional cost and charges which may arise as the result of
13 the separate ownership of the assigned well.

15 ARTICLE VIL
16 EXPENDITURES AND LIABILITY OF PARTIES

18 A. Liability of Parties:
20 The liability of the parties shall be several, not joint or collective. Each party shall be responsible

21 only for its obligations, and shall be liable only for its proportionate share of the costs of developing
22  and operating the Contract Area. Accordingly, the liens granted among the parties in Article VII.B. are

23 given to secure only the debts of each severally. It is not the intention of the parties to create, nor shall
24 this agreement be construed as creating, a mining or other partnership or association. or to render the
35 parties liable as partners. It is not the intention of the parties that this contract is
9 made or intended for the benefit of any third person.

27 B. Liens and Payment Defaults:

28

29 Each Non-Operator grants to Qperator a lien upon its oil and gas rights in the Contract Area, and a
30 security interest in its share of oil and.‘or gas when extracted and its interest in all equipment, to secure
31 payment of its share of expense, together with interest thereon at the rate provided in the Accounting
32 Procedure attached hereto as Exhibit *C”. To the extent that Operator has a security interest under the
33  Uniform Commercial Code of the State, Operator shall be entitled to exercise the rights and remedies
34 of a secured party under the Code. The bringing of a suit and the obtaining of judgment by Operator
35 for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien
36 rights or security interest as security for the payment thereof. In addition, upon default by any Non-
37 Operator in the payment of its share of expense, Operator shall have the right. without prejudice to
2 OTRSRG PeASOthTe 19RO ML AR PRI VIR St I O G B O ey,
39 “share or oll and or gas until the amfount owed by suc Non-Operator,/lus intérest has béen paxJEl. qélac%
40  purchaser shall be entitled to rely upon Operator’'s written statement concerning the amount of anv de-
41 fault. Operator grants a like lien and security interest to the Non-Operators to secure payment ot Op-
42 erator’s proportionate share of expense.

43

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

49

50 C. Payments and Accounting:

al

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

58

59 Operator, at its election, shall have the right from time to time to demand and receive from the
60 other parties payment in advance of their respective shares of the estimated amount of the expense to
61 ke incurred in operations hereunder during the next succeeding month, which right may be exercised only
62 by submission to each such party of an itemized statement of such estimated expense. together with
63 an invoice for its share thereof. Each such statement and invoice for the payment in advance of esti-
64 mated expense shall be submitted on or before the 20th day of the next preceding month. Each party

65 shall pay to Operator its proportionate share of such estimate within fifteen (15) days after such es-
66 timate and invoice is received. If any party fails to pay its share of said cstimate within said time, the
67 amount due shall bear interest as provided in Exhibit “C” until paid. Proper adjustment shall be
68 made monthly between advances and actual expense to the end that cach party shall bear and pay its
69 proportionate sharc of actual expenses incurred, and no more.

- 8-
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). Limitation of Expenditures:

L

1

3 1. Dridl or Deepen: Without the consent of all parties, no well shall be drilted or deepened. ex-
4 cept any well drilled or deepened pursuant to the provisions of Article VILB.2, of this Agreement, it bemy
3 understood that the consent to the drilling or deepening shall inelude:

6
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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-Operators who have the right to participate in the completion costs. The parties
13 receiving such notice shall have forty-eight (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, shall include consent to all necessary expenditures for the completing and equipping of such
16 well. including necessary tankage and/or surface facilities. Failure of any party receiving such notice
17  to reply within the period above fixed shall constitute an election by that party not to participate in
18  the cost of the completion 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. hereof (the phrase “reworking, deepening or

20  plugging back” as contained in Article VI.B.2. shall be deemed to include ‘“completing”) shall apply to
21  the operations thereafter conducted by less than all parties.
22
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.
28
29 3. Other Operations: Operator shall not undertake any single project reasonably estimated to require
30 an expenditure in excess of _TWENTY FIVE THOUSAND--— - Dollars ($25,000.00 )
31 except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plug-
32 ging back of which has been previously authorized by or pursuant to this agreement: provided. how-
33 ever. that, in case of explosion, fire, flood or other sudden emergency, whether of the same or different
34 nature. Operator may take such steps and incur such expenses as in its opinion are required to deal with
35 the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emer-
36 gency to the other parties. If Operator prepares “Authority for Expenditures” for its own use,
37 Operator, upon request, shall furnish copies of its Authority for Expenditures” for any single project
38 costing in excess of FIFTEEN THOUSAND-~-— - - ——==Dollars ($_.15,000,00 ).
39
40 E. Royalties, Overriding Royalties and Other Payments:
4]
42 Each party shall pay or deliver, or cause to be paid or delivered, all royalties to the extent of
43 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.
A8 e ey L ever b re oD Le Oy T e emer Shouls desand. and estive settiemene on & higner price sesds
49 Z;er:Z:t;yczzziiéui::gi;ui:ylzggz :;:ii :Z::yt:e ::;:i:; burzen {nsofar as such higher price is concerned. B !
50 Tt is recognized by the parties hereto that in addition to each party's share of working interest production as shown in Exhibir
51 “'A", such party shall have the right, subject to existing contracts, to market the royalty gas attributable to each lease which it
contributes to the Cortract Area and to recelve payments due for such royalty gas produced from or allocated to such lease or leases,
52 I: is agreed that, regardless of whether each party markets or contracts for its share of ga§, including the rovalty gas un?er the
53 Jeases which it contributed to the Contract Area, such party agrees to pay or cause to be paid to the royalty owners under its lease

or ieases the proceeds attributable to their respective royalty interest and to hold all other parties hereto harmless for its failure
to do so.

54 F. Rentals, 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 lease shall be paid by the party or parties who subjected such lease to this agreement at its or their
58 expense. In the event two or more parties own and have contributed interests in the same lease to this
59 agreement, such parties may designate one of such parties to make said payments for and on behalf of all
60  such parties. Any party may request, and shall be entitled to receive, proper evidence of all such pay-
61 ments. In the event of failure to make proper payment of any rental, shut-in well payment or minimum
62 royalty through mistake or oversight where such payment is required to continue the lease in force,
63 any loss which results from such non-payment shall be borne in accordance with the provisions of Article
64 IV.B.2.

65

66 Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, ar the shut-
67 ting in or return to production of a producing gas well, at least five (3) days (excluding Saturday. Sun-
68 dayv and holidays). or at the carliest opportunity permitted by circumstances, prior to taking such action,
69  but assumes no liability for failure to do so. In the event of failure by Operator to so notify Non-

-

; Operator. the loss of any lease contributed hereto by Non-Operator for failure to inake timely pavments

-9 .
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ol any shut-in well payvment shall be borne jointly by the parties hercto under the provisions ot Article
IV.B.3.

(. Taxes:

Beginning with the first calendar yvear after the ceffective date heveol, Operator shall render for ad
valorem taxation all property subject to this agreement which by law should be rendered for such
taxes., and it shall pay all such taxes assessed thercon before they become delinquent. Priov to the ren-
dition date. cach Non-Operator shall furnish Operator information as to burdens (to include, but not be
limited to, rovalties, overriding royalties and production payments) on leases and oil and gas interests con-
tributed by such Non-Operator. If the assessed valuation of any leasehold estate is reduced by veason of its
being subject to outstanding excess royalties, overriding royalties or production payvments. the reduction in
ad valorem taxes resulting therefrom shall inure to the benefit 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
reduction. Operator shall bill other parties for their proportionate share of all tax payments in the man-
ner provided in Exhibit “C”.

If Operator considers any tax assessment improper, Operator may, at its 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
penalty. When any such protested assessment shall have been finally 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”.

Each party shall pay or cause to be paid all production, severance, gathering and other taxes im-
posed upon or with respect to the production or handling of such party’s share of oil and. or gas pro-
duced under the terms of this agreement.

H. Insurance:

At all times while operations are conducted hereunder, Operator shall comply with the Workmen's
Compensation 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 event 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 for the
benefit of the joint account of the parties as outlined in Exhibit "D", attached to and made a part herecot,
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 bheing conducted and to maintain
such other insurance as Operator may require.

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

ARTICLE VIIL
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 iis interest in any lease or in any portion thereof, and
other parties do not agree or consent thereto, the party desiring to surrender shall assign. without express
or implied warranty of title, all of its interest in such lease, or portion therecof, and any well, material and
equipment which may be located thereon and any rights in production thereafter secured, to the parties
not desiring to surrender it. If the interest of the assigning party includes an oil and gas interest, the as-
signing party shall exccute and deliver to the party or parties not desiring to surrender an oil and gas
lease 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 land covered thereby, such lease to be on the form attached hereto as Exhibit “B”,
Upon such assignment, the assigning party shall be relieved from all obligations thercafter accruing,
but not theretofore accrued, with respect to the acreage assigned and the operation of any well thereon,
and the assigning party shall have no further intercst in the lecase assigned and its cquipment and pro-
duction other than the royalties retained in any lease made under the terms of this Article. The partics
assignee shall pay to the party assignor the reasonable salvage value of the latter’s interest in any wells
and equipment on the assigned acreage. The value of all material shall be determined in accordance
with the provisions of Exhibit “C”, less the estimated cost of salvaging and the estimated cost of plug-
2ing and abandoning. If the assignment is in favor of more than one party, the assivned interest shall

-10-
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1 be shared by the parties assignee in the proportions that the interest of cach bears to the interest of all
2 parties assignee.

3

4 Any assignment or surrender made under this provision shall not reduce or change the assignor’s or
5 surrendering parties’ interest, as it was immediately before the assignment, in the balance of the Contract
6  Arca: and the acreage assigned or surrendered, and subsequent operations thercon, shall not thereafter
7 be subjeet to the terms and provisions of this agreement.

8

9 B. Rencwal or Extension of Leases:

10

11 If any party secures a renewal of any oil and gas lease subject to this Agreement, all other parties
12 shall be notified promptly, and shall have the right for a period of thirty (30) days following reccipt
13 of such notice in which to elect to participate in the ownership of the renewal lease, insofar as such
14 lease affects lands within the Contract Area, by paying to the party who acquired it their several proper
15 proportionate shares of the acquisition cost allocated 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.
23 without warranty
24 Each party who participates in the purchase of a renewal lease 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 Area, such contribution shall be paid to the party who
41 conducted the drilling or other operation and shall be applied by it against the cost of such drilling or
42  other operation. If the contribution be in the form of acreage, the party to whom the contribution is
43  made shall promptly tender an assignment of the acreage, 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 acreage 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 deemed a contribution as contemplated in this
53  Article VIII.C. This paragraph shall not be applicable to the contribution of acreage
54 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 execution of this agreement, create an overriding royalty, production payment, or net proceeds inter-
59 est, which such interests are hereinafter referred to as “‘subsequently created interest”, such subsequently
60 created interest shall be specifically made subject to all of the terms and provisions of this agreement, as
61 follows:

63 1. If non-consent operations are conducted pursuant to any provision of this agreement. and the
64 party conducting such operations becomes entitled to receive the production attributable te the interest
65 out of which the subsequently created interest is derived, such party shall receive same free and clear
66 of such subsequently created interest. The party creating same shall bear and pay all such subsequently
67  created interests and shall indemnify and hold the other parties hercto free and harmless from any and
68  all liability resulting therefrom.
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20 I the owner of the interest trom which the subsequently created interest is dervived (1) fails to

pay, when due, its share of ¢xpenses chargeable hercunder, or (2) elects to abandon a well nunder pro-
visions of Article VLE. heveof, or (3) elects to surrender a lease under provisions ot Article VIILA,
hereof. the subsequently created interest shall be chargeable with the pro rata portion of all exnenses
hercunder in the same manner as if such interest were a working interest. For purposes ol collecting
such chargeable expenses, the parly or parties who receive assignments as a result of (2) or (3) above
shall have the right to enforce all provisions of Article VILB. hereof against such subsequently created
interest.

E. Maintenance of Uniform Interest:

For thc purpose of maintaining uniformity of ownership in the oil and gas leaschold interests
covered by this agreement, and notwithstanding any other provisions to the contrary, no party shall
sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Con-
tract Area and in wells, equipment and production unless such disposition covers either:

1. the entire interest of the party in all leases and equipment and production; or
2. an equal undivided interest in all leases and equipment and production in the Contract Area.

Every such sale. encumbrance, transfer or other disposition made by any party shall be made ex-
pressly subject to this agreement, and shall be made without prejudice to the right of the other parties.

If. at any time the interest of any party is divided among and owned by four or more co-owners,
Operator. at its discretion, may require such co-owners to appoint a single trustee or agent with full
authority to receive notices, approve expenditures, receive billings for and approve and pay such party's
share of the joint expenses, and to deal generally with, and with power to bind., the co-owners of such
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
of their respective shares of the oil and gas produced from the Contract Area and they shall have the
right to receive. separately, payment of the sale proceeds hereof.

F. Waiver of Right to Partition:
If permitted by the laws of the state or states in which the property covered hereby is located, each
party hereto owning an undivided interest in the Contract Area waives any and all rights it may have

to partition and have set aside to it in severalty its undivided interest therein.
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interests in the Contract Area, it shall promptly give written notice to the other parties, witls
mation concerning its proposed sale, which shall include the name and address gt
chaser (who must be ready, willing and able to purchase), the purchag
the offer. The other parties shall then have an optional prigu-t
receipt of the notice, to purchase on the same term
proposes to sell; and, if this optional rig f
chased interest in the proportig
parties. However, thep
to mortgaged

infor-
f1C prospective pur-
ice, and all other terms of
t, for a period of ten (10) davs after
conditions the interest which the other party
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 wishes
Terests, 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
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ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be construed to create, a relationship of part-
nership or an association for profit between or among the parties hereto. Notwithstanding any pro-
visions herein that the rights and liabilities hereunder are several and not joint or collective, or that this
agreement and operations hereunder shall not constitute a partnership. if, for Federal income tax pui--
poses, this agreement and the operations hereunder are regarded as a partnership, each party hereby
affected elects to be excluded from the application of all of the provisions of Subchapter “K", Chapter
1, Subtitle “*A”, of the Internal Revenue Code of 1954, as permitted and authorized by Section 761 of
the Code and the regulations promulgated thereunder. Operator is authorized and directed to exccute on
behalf of each party hereby affected such cvidence of this clection as may be required by the Secretary
of the Treasury of the United States or the Federal Internal Revenue Service, including specitically, but
not by way of limitation, all of the returns, statements, and the data required by Federal Regula-
tions 1.761. Should there be any requirement that cach party hereby arfected ¢ive further evidence of
this clection, each such party shall execute such documents and furnish such other evidence as may be
required by the Federal Internal Revenue Service or as may be necessary 1o cvidence this ciection. No

- 12



AALLL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977

1 such party shall give any notices or take any other action inconsistent with the clection made hereby.
2 If any present or future income tax laws of the state or states in which the Contract Area is located or
3 any future income tax laws of the United States contain provisions similar to those in Subchapter ™ <
4 Chapter 1, Subtitle “A”, of the Internal Revenue Code of 1954, under which an clection similar to that
5 provided by Scction 761 of the Code is permitted, cach party hercby affected shall make such clection as
6 may be permitted or required by such laws. In making the foregoing election, each such party states that
7 the income derived by such party from Operations hereunder can be adequately determined without the
8 computation of partnership taxable income.

9

10 ARTICLE X.

11 CLAIMS AND LAWSUITS

12

13 Operator may settle any single damage claim or suit arising from operations hereunder if the ex-
14  penditure does not exceed _ FLFTEEN THOUSAND- R Dollars
15 ($15,000,.00 ) and if the payment is in complete settlement of such claim or suit. If the amount

16 required for settlement exceeds the above amount, the parties hereto shall assume and take over the
17 further handling of the claim or suit, unless such authority is delegated to Operator. All costs and ex-
18 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 against any party or if any party is sued on account of any matter
20  arising from operations hereunder over which such individual has no control because of the rights given
21 Operator by this agreement, the party shall immediately notify Operator, and the claim or suit shall
22 be treated as any other claim or suit involving operations hereunder.

23

24 ARTICLE XI.

25 FORCE MAJEURE

26

27 CIf any party is rendered unable, wholly or in part, by force majeure to carry out its obligations

28 under this agreement, other than the obligation to make money payments, that party shall give to ail
29  other parties prompt written notice of the force majeure with reasonably full particulars concerning it;
30 thereupon, the obligations of the party giving the notice, so far as they are affected by the force majeure,
31 shall be suspended during, but no longer than, the continuance of the force majeure. The affected party
32 shall use all reasonable diligence to remove the force majeure situation as quickly as practicable.

34 The requirement that any force majeure shall be remedied with all reasonable dispatch shall not
35 require the settlement of strikes, lockouts, or other labor difficulty by the party involved, contrary to its
36 wishes: how all such difficulties shall be handled shall be entirely within the discretion of the party
37 concerned. ‘

39 The term ‘‘force majeure”’, as here employed. shall mean an act of God. strike. lockout, or other
40  industrial disturbance, act of the public enemy, war, blockade, public riot, lightning, fire, storm. flood,
41 explosion, governmental action, governmental delay, restraint or inaction, unavailability of equipment,
42  and any other cause, whether of the kind specifically enumerated above or otherwise, which is not
43 reasonably within the control of the party claiming suspension.

44

45 ARTICLE XIL

46 NOTICES

47

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

49 this agreement, unless otherwise specifically provided, shall be given in writing by United States mail
50 or Western Union telegram, postage or charges prepaid, or by teletype, and addressed to the party to
51 whom the notice is given at the addresses listed on Exhibit “A”. The originating notice given under any
52  provision hereof shall be deemed given only when received by the party to whom such notice is directed,
53 and the time for such party to give any notice in response thereto shall run from the date the originat-
54 ing notice is received. The second or any responsive notice shall be deemed given when deposited in
55 the United States mail or with the Western Union Telegraph Company, with postage or charges prepaid,
56 or when sent by teletype. Each party shall have the right to change its address at any time, and from
57 time to time, by giving written notice hereof to all other parties.

58

59 ) ARTICLE XIII.

60 TERM OF AGREEMENT

61

62 This agreement shall remain in full force and effect as to the oil and gas leases and . or oil and gas in-

63  terests subjected hereto for the period of time selected below; provided, however, no party hereto shall
64 ever be construed as having any right, title or intcrest in or to any lease, or oil and gas intercst con-
65 tributed by any other party beyond the term of this agreement.

66
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¢ Cotion Mo 2@ In the event the well descnbed in Article VAL or any tubsequeat well iriiled
under anyv grovision of this agreement, results in production of oil andfor 11as 1 payinn quantities, this
agreement shall continue in foree 5o long as any such well oc wells produce. or are capable of produc-
tion, and for an additional period of 180 days from cessation of all production: provided, hotwever,
if, prior to the expiration of such additional period, one or more of the partics hereto are engaged in
drilling or reworking a well or wells hereunder, this agreement shall continue in f{orce until such op-
erations have been completed and if production results therefrom, this agrecement chall continue in
force as provided herein. In the event the well described in Article VI.A., or any subsequent well
drilled hercunder, resulls in a dry hole, and no other well is producing, or capable of producing o1l
arQ,’or cas {rom the Contract Area, this agreement shall terminate unless dnitling or reworking opera-
tions are commenced Wilhin_.]‘z_o days from the date of abandonment of said well.

It is agreed, however, that the termination of this agreement shall not relieve any party hereto {rom
any liability which has accrued or attached prior to the date of such termination.

ARTICLE X1V,
COMPLIANCE WITII LAWS AND REGULATIONS

A. Laws, Regulations and Orders: °
1
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 regulatory body of

said state; and to all other applicable 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 performance, 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.

PRthed

ARTICLE XV.

A. Only as to the working interest, the parties hereto agree that, not-
withstanding the terms of the Unit Agreement or Paragraph XV-H of this
Operating Agreement, the working interest in each well drilled hereunder and
the ownership of all equipment shall remain fixed, and the expansion or
contraction of Participating Areas will not cause a revision of the working
interest percentages in any well or its equipment.

B. No production, whether oil or gas, may be sold from the lease acreage,
or lands pooled therewith, to any party's subsidiaries, affiliates, or
associates, without each party's prior written consent. All production sold
from the lease acreage, or lands pooled therewith, will be an arm's length
trade with a third party purchaser.
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JULY 13, 1987, BETWEEN YATES PETROLEUM CORP

DRILLING COMPANY, ET AL., 'NON OPERATORS"
NEW MEXICO.
1

G AGREEMENT DATED
ORATION, "OPERATOR", AND YATES

» COVERING LANDS IN CHAVES COUNTY,
ARTICLE XVI.

MISCELLANEQUS

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their
respective heirs, devisces, legal representatives, successors and assigns.

-l & Ut e Wl

This instrument may be exccuted in any number of counterparts, cach of which shall be considered
an original for all purposes.
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IN WITNESS WHEREOF, this agreement shall be effective as of _13th day of _July ,
19_87 .
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COUNTY OF EDDY)

he foregoing instrument was acknowledged before me this :ZZ’% day of
sditar, 1987 by‘_%;w Q. Ihtea s Dty - oot

of YATES PETROLEUM C ORATION, a flew Mexico corporation, orf behalf of said
corporation.

My commission expires: %W J\.%I/M
; Notary Public
AN DD, [ (994
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ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT DATED JULY 13, 1987, BETWEEN
VATES PETROLEUM CORPORATION, "OPERATOR", AND YATES DRILLING COMPANY, LT AL, AS

"NON-OPERATORS.

EXHIBIT "A"

I. 1. Lands Subject to Agreement:
See attached Exhibit B to North Chaves Unit

2. Depth Restriction:
None

3. Drilling Unit for First Well:
Proration Unit as established by the New Mexico OCD

I1I. Percentage Interests of Parties:

INITIAL TEST INITIAL TEST
WELL BEFORE WELL AFTER
NAME PAYOUT PAYOUT
YATES PETROLEUM CORPORATION (Operator)
YATES DRILLING COMPANY 33.33% 33.33%
MYCO INDUSTRIES, INC. 33.33 33.33
JOHN A. YATES 33.34 33.34
100.00% 100.00%

III. Addresses of Parties to Which Notices Should be Sent:
Yates Petroleum Corporation
Yates Drilling Company
Myco Industries, Inc.
105 South Fourth Street
Arteia, New Mexico 88210
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NEW MEXICO.

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.

“Operator” 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 empioyed 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 problems 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 Controllable 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 biiling
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 (12¢;) 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 collection 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 Account for any calendar year within the twenty-four (24) month
period following the end of such calendar year; provided, however, the making of an audit shall not extend the
time for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this
Section I. Where there are two or more Non-Operators, the Non-Operators shall make every recasonable effort to
conduct joint or simultaneous audits in a manner which will result in a minimum of inconvenience to the Opera-
tor. Operator shall bear no portion of the Non-Operators’ audit cost incurred under this paragraph unless agreed
to by the Operator.

Approval by Non-Operators

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sec-
tions of this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains
no contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator’s proposal, and
the agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Opera-
tors.
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II. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1.

~

Rentals and Reoyalties
Lease rentals and royalties paid by Operator for the Joint Operations,
Labor ‘

A. (1) Salaries and wages of Operator’s field employees directly employed 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 holiday, 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. If percentage assessment is used, the rate shall be based on the Operator’s cost experience.

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

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 Material 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.

Transportation

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

A. If Material 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 store.
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 ib 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 consultant 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 expense, 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.

B.. In iieu of charges in Paragraph TA above, Operator may elect to use average commercial rates prevailing in
the immediate area of the Joint Property less 20¢;. For automotive equipment, Operator may elect to use rates
published by the Petroleum Motor Transport Association,

Damages and Losses to Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of dam-
ages or losses incurred by fire, flood, storm, theft, accident. or other'cause, except those resulting from Operator’s
gross negligence or willful misconduct. Operator shail furnish Non-Operator written notice of damages or losses
incurred as soon as practicable after a report thereot has been received by Operator.

Legal Expense

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judements
and amounts paid for settlement of claims incurred in or resulting from operations under the agreement or
necessary ta protect or recover the Joint Property, except that no charge for services of Operator's leeal staff
or fees or expense of outside attorneys shall be made unless previously agreed to by the Parties. All other legal
expense is considered to be covered by the overhead provisions of Section III unless otherwise agreed to bv the
Parties. except as provided in Section I, Paragraph 3.




10.

11.

12,

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the opera-
tion thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the
Parties.

Insurance '

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

Other Expenditures

Any other expenditure not covered or dealt with in the 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.

III. OVERHEAD

Overhead - Drilling and Producing Operations

i. As compensation 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 otherwise 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 $ 3,400.00
Producing Well Rate $ 340.00

(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 tifteen (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 production 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 overproduction 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,
lease allowable, 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 year following the cffective 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 decrease in the average weekly earnings 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 earnings of Crude Petroleum and Gas Fields Produc-
tion Workers as published by the United States Department 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.
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B. Overhead - Percentage Basis
(1) Operator shall charge the Joint Account at the following rates:
(a) Development

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

(b) Operating

f—_ Percent ( %) of the cost of Operatmg 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 min-
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-
velopment 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 com-
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.

Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the ex-
pansion of fixed assets, 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 the Joint Account for Overhead based on the following rates for any Major Construction project in excess

of § s .

A. __5 o 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. ___2__% 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.

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.

IV. 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 surplus 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 agreed 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 reasson, credit shall be passed to the Joint
Account when adjustment has been received by the Operator.

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 Property
where such Material is normally available.

(2) Line Pipe

(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 pounds or more shall be priced under provisions of tubular goods pricing in Para-
graph 2A (1) of this Section Iv.

(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.o.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:
(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 (73¢z) of current new price, as determined by Paragraph 2A of this Section IV,
if Material was originally charged to the Joint Account as new Material, or
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3.

The

(b) at sixty-five percent (659 ) of current new price, as determined by Paragraph 2A of this Scetion
IV, if Material was originally charged to the Joint Account as good used Material at seventyv-iive per-
cent (75°¢) of current new price.
The cost of reconditioning, if any, shall be absorbed by the transferring property.
C. Other Used Material (Condition C and D)
(1) Condition C

Material which is not in sound and serviceable condition and not suitable for its original function 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 receiwving property, pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B value.

(2) Condition D

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
priced on a basis comparable with that of items normally used for such other purpose. Operator 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 and 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.

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.

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 from the manufacturers or their agents.

V. INVENTORIES
Operator shall maintain detailed records of Controllable Material.

Periodic Inventories, Notice and Representation

At reasonable intervals, Inventories shall be taken by Operator of the Joint Account Controllable Material.
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.

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 furnished 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.

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.

Expense of Conducting Periodic Inventories

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

L




EXHTBLT "H”

ATTACHED TO AND ADE A PART OF
OPERATING AGREEEMENT

dated July 13, 1987, between YATES PETROLEUM CORPORATION,
"Operator", and YATES DRILLING COMPANY, ET AL., "Non-Operators',
covering lands in Chaves County, New Mexico.

ADDITIONAL INSURANCE PROVISIONS

Operator, during the term of this agreement, shall carry insurance for the

benefit and at the expense of the parties hereto, as follows:

(A) Workmen's Compensation Insurance as contemplated by the state in
which operations will be conducted, and Employer's Liability

Insurance with limits of not less than $100,000.00 per employee.

(B) Public Liability Insurance:
Bodily Injury - $500,000.00 each occurrence.

() Automobile Public Liability Insurance:
Bodily Injury - $250,000.00 each person.
$500,000.00 each occurrence.

Property Damage - £100,000.00 each occurence.

Except as authorized by this Exhibit "D", Operator shall not make any charge to
the joint account £for insurance premiums. Losses not covered by Operator's
insurance (or by insurance required by this agreement to be carried for the
benefit and at the expense of the parties hereto) shall be charged to the

joint account.



Attached to and made a part of Operating Agreement dated Julv 13, 1087 between
"YATES PETROLEUM CORPORATION, "Operator", and YATES DRILLING COMPANY, ET AL
'Non-Operators", covering lands in Chaves County, New Mexico.

.

EXHIBIT "E"
GAS BALANCING AGREEMENT

The parties to the Operating Agreement to which this agrecement 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 Operating Agreement (the "par-
ticipation 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 c)} 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 all 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 lost, the total gquantity of liguid 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 becin tgk-
ing or delivering to its purchaser its 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 ac-
count as to its interest, shall be entitled to take or deliver to its purchaser
a share of gas determined by multiplying 50% of the interest in the current gas
production of the party or parties without gas in place by a fraction, the numer-
ator of which is the interest in the proration unit of such partv with gas in



place and the denominator of which is the total percentage interest in such pro-

ration unit of all parties with gas in place currently taking or delivering to a
purchaser,

5. Nothing herein shall be construed to deny any party the right,
from time to time, to produce and take or deliver to its purchaser its full
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 theretofore 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 regulated 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 final order or settlement applicable to the gas
sold from such well, plus any additional collected amount which is not ulti-
mately regquired 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 expressly agreed that
any underproduced party shall have the optional 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 option is so exercised, settlement shall be
made (as of 7:00 o'clock A.M. on the first 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 96. 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 regqulatory 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 is
attached remains in effect, and shall inure to the benefit of and be binding
upon the parties hereto, their heirs, successors, legal representatives and
assigns.



(1)

(2)

(3)

(4)

(5)

(6)

Attachad to and made a part of Operating Agreement dated July 13, 1987, hetween
YATES PETROLEUM CORPORATION, "Operator', and YATES DRILLING COMPANY, ET AL., "YNon-
Operators', covering lands in Chaves County, New Mexico.

EXHIBIT "E"

EQUAL EMPLOYMENT OPPORTUNITY PROVISION

During the performance cf this contract, the Opcrator agrees as follows:

The Operator will not discriminate against any employee or applicant
for employment because of race, color, religion, national origin or
sex. The Operator will take affirmative action to ensure that appli-
cants are employed, and that employees are treated during employment,
without regard to their race, color, religion, national origin 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
Operator agrees to post in conspicucus places, available to employees
and applicants for employment notices to be provided for the contract-
ing officer setting forth the provisions of this non-discrimination
clause.

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

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 labor union or workers' representative of the
Operator's commitments under Section 202 of Executive Order 11246 of
September 24, 1965, and shall post copies of the notice in conspicuous
rlaces available to employees and applicants for employment.

The Oberator will comply with all provisions of Executive Order 11246
of September 24, 1965, and of the rules, requlations, and relevent orders
of the Secretary of Labor.

The Operator will furnish all information and reports reguired by Executive
Order 11246 of September 24, 1965, and by the rules, regulations, and orders
of the Secretary of Labor, or pursuant thereto, and will permit access to
its bocks, 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.

In the event of the Operator's non-compliance with the non-~discriminatiocn
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
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(7) The Cperator will include the provisions of Paragraphs (1) through
(7) in every subcontract or purchase order unless exempted by rules,
regulations, or orders of the Secrectary of Labor issued pursuant to
Section 204 of Exccutive Order 11246 of September 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 direct as a means of
enforcing such provisions including sanctions for non-compliance:
Provided, however, that in the event the Operator 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 Employment Opportunitv 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 be reguired under Executive Order 11246, as amended and Rules and Re-
gulations adopted thereunder.

Operator further acknowledges that he may be required to develop a written
affirmative action compliance program as required by the Rules and Regulations
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 Non-Operators that it doces not and will not
maintain or provide for its employees any segregated 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 secgregated on a basis of race, color, religion, or
national origin, because of habit; local custom or otherwise. It is
further understood and agreed that maintaining or providing segregated
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.

Exhibit "F"
Page 2



T E 5 S. P. YATES

PRESIDENT

// FETRDLEUM JOHN A. YATES

B. W. HARPER
SEC. - TREAS.

105 SOUTH FOURTH STREET
ARTESIA, NEW MEXICO 88210
TELEPHONE (505) 748-1471

July 29, 1987

TO: WORKING INTEREST OWNERS
ADDRESSEE LIST ATTACHED

RE: North Chaves Unit
Chaves County, New Mexico

Gentlemen:

Yates Petroleum Corporation is forming the captioned divided type Federal
Unit, and we invite you to join and commit your interest to this unit as
stated per our letter dated July 16, 1987.

The proposed Unit Area of 8600.11 acres, comprises lands in Township 5
South, Range 23 East, Chaves County, New Mexico.

Accordingly, we are enclosing a copy of the North Chaves Unit and Unit
Operating Agreement, with six (6) copies of Ratification and Joinder attached.
If you wish to commit your interest, please properly execute all copies

of the Ratification instruments and return all six (6) copies to our

office.

As provided for in Article 9 of the Unit Agreement, the initial test well
is to be drilled to the Abo formation and will continue to approximately
4000' feet. Yates Petroleum Corporation plans to drill the initial test
well in the NE4 of Section 26, Township 5 South, Range 23 East, Chaves
County, New Mexico.

We plan to have the unit approved by the Bureau of Land Management and
Commissioner of Public Lands as soon as possible, and to commence drilling
the initial test well. A hearing date is set before the New Mexico 0il
Conservation Division August 12, 1987. Therefore, we would appreciate an
expression, by return mail if possible, as to whether or not you desire to
commit your interest, before the hearing date.

YATES PETROLEUM CORPORATION
Case No. 9188 )
8/12/87 Examiner Hearing

Exhibit No. 3



North Chaves Working Interest Owners
July 29, 1987
Page 2:

Please inform us of any discrepancies you discover in the exhibits covering
your interest, and notice of pending assignments.

Your earliest attention to our request will be greatly appreciated.

Thank you.
Very truly yours,
YATES PETROLEUM (QORPORATION
“
) N,
Ken Beardemp
Landman
KB:rj

Enclosures



Inexco 0Oil Company

c/o The Louisiana Land
and Exploration Company
2950 North Loop West,
Suite 1200

Houston, Texas 77092-8862
Attn: Mr. Ken Steer

Texaco, Inc.

601 DTC Boulevard
Denver, Colorado 80237
Attn: Mr. Tony Silvestri

7/87

o~

NORTH CHAVES UNIT

McClellan 0il Corporation
Drawer 730

Roswell, New Mexico 88201
Attn: Mr. McClellan

Sequoia Association, Ltd.
c¢/o Bechtel Investment

P. O. Box 2166

Houston, Texas 77252-2166
Attn: Ms. Karen Franklin

Mesa Operating Limited
Partnership

P. O. Box 2009
Amarillo, Texas
79189-2009

Attn: Mr. Mark Seale

Yates Petroleum Corporation
Yates Drilling Company
Myco Industries, Inc.

John A. Yates

105 South Fourth Street
Artesia, New Mexico 88210
Attn: Ken Beardemphl
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United States Department of the Interior

BUREAU OF LAND MANAGEMENT
Roswell District Office
P.O. Box 1397
Roswell, New Mexico 88201-1397

i

IN REPLY
REFER TO:

North Chaves Unit
3180 (065)

AUG 0771987

Dickerson, Fisk and Vandiver
Seventh and Mahone, Suite E
Artesia, NM 88210

Gentlemen:

Your application of July 30, 1987, filed with the BLM on behalf of Yates
Petroleum Corporation, requests the designation of the North Chaves Unit area,
embracing 8,760.11 acres, more or less, Chaves County, New Mexico, as
logically subject to exploration and development under the unitization
provisions of the Mineral Leasing Act as amended, for all formations.

Pursuant to unit plan regulations 43 CFR 3180, the land requested as outlined
on your plat marked Yates Petroleum Corporation, North Chaves Unit, Chaves
County, New Mexico, is hereby designated as a logical unit area.

The unit agreement submitted for the area designated should provide for a well
to test the Abo formation and all others, or to a depth of 4,000 feet. Your
proposed use of the Form of Agreement for Unproved Areas will be accepted with
the modifications requested in your application and the corrections applied as
requested by the Bureau of Land Management and shown in red on the enclosed
Form of Agreement and Exhibits A and B. There is also 160.00 acres of
unleased Fee land that should be included in the unit.

If conditions are such that further modification of said standard form is
deemed necessary, three copies of the proposed modifications with appropriate
justification must be submitted to this office for preliminary approval.

In the absence of any type of land requiring special provisions or any objec-
tions not now apparent, a duly executed agreement identical with said form,
modified as outlined above, will be approved if submitted in approvable status
within a reasonable period of time. However, notice is hereby given that the
right is reserved to deny approval of any executed agreement submitted which,

in our opinion, does not have the full commitment of sufficient lands to afford
effective control of operations in the unit area.

YATES PETROLEUM CORPORATION
Case No. 9188
8/12/87 Examiner Hearing

Exhibit No. 4



When the executed agreement is transmitted to the BLM for approval, include
the latest status of all acreage. In preparation of Exhibits "A" and "B",
follow closely the format of the sample exhibits attached to the reprint of
the aforementioned form.

Inasmuch as this unit agreement involves State land, we are sending a copy
of the letter to the Commissioner of Public Lands. Please contact the State
of New Mexico before soliciting joinders regardless of prior contacts or
clearances from the State.

Sincerely,

e

Francis R. Cherry,
District Manager

3 Enclosures
1 - Unit Agreement
2 - Exhibit A
3 - Exhibit B



State of New Mexico

SLO REF NO. 0G-324

W.R. HUMPHRIES Commissioner of Riblic | ands SANTA FE, NEW MEXICO 87504.1148

COMMISSIONER
August 10, 1987

Dickerson, Fisk & -Vandiver
ATTENTION: Mr. Chad Dickerson
Seventh & Mahone, Suite E
Artesia, New Mexico 88210

Re: Proposed North Chaves Unit
Chaves County, New Mexico

Gentlemen:

This office has reviewed the unexecuted copy of unit agreement for the
proposed North Chaves Unit, Chaves County, New Mexico. This agreement meets
the general requirements of the Commissioner of Public Lands and has this
date granted you preliminary approval as to form and content.

Preliminary approval shall not be construed to mean final approval of
this agreement in any wav and will not extend any short term leases, until
final approval and an effective date have been given. Also, any well commenced
prior to the effective date of this agreement which penetrates its objective
horizon prior to said effective date shall not be construed as the initial
test well.

When submitting vour agreement for final approval please submit the
following:

1. Application for formal approval by the Commissioner setting: forth
the tracts that have been committed and the tracts that have not
been committed.

2. All ratifications from the Lessees of Record and Working Interest
Owners. All signatures should be acknowledged bv a notarv and one
set must contain original signatures.

3. Order of the New Mexico 0il Conservation Division and the Designation
from the Bureau of Land anagement. Our approval will be conditinned
upon subsequent favorable approval by the New Mexico 0il Conservation
Division and the Bureau of Land Management '

YATES PETROLEUM CORPORATION
Case No. 9188
8/12/87 Examiner Hearing
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Dickerson, Fisk & Vandiver
August 10, 1987
Page 2

4. As per your telephone conversation on this date, it is our understanding
that you will be submitting revisions reflecting the addition of the NE%
of Section 34, Township 5 South, Range 23 East to the unit area.

Enclosed you will find a copy of our comments regarding the geological
review of the unit area.

Your filing fée in the amount of $450.00 Dollars has been received. If we
may be of further help please do not hesitate to call on us.

Very truly yours,

W. R. HUMPHRIES
COMMISSIONER OF PUBLIC LANDS

BY: i\_Q»W’L&o \{\'\M T

FLOYD O. PRANDO, Director
0il and Gas Division
(505) 827-5744

WRH/FOP/pm

encls.

cc: OCD-Santa Fe, New Mexico
BLM-Roswell, New Mexico Attn: Mr. Armando Lopez
Gulram
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GEOLOGICAL EXPLANATION
of the proposed
NORTH CHAVES UNIT
Chaves County, New Mexico

YATES PETROLEUM CORPORATION
Case No. 9188
8/12/87 Examiner Hearing
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GEOLOGICAL EXPLANATION
of the proposed
NORTH CHAVES UNIT
Chaves County, New Mexico

The proposed North Chaves Unit comprises the following
lands: Sections 1, E/2 of 10, 11, 12, 13, 14, 15, 22, 23,
24, except for SE/SE/4 and N/2 of SE/4, 25 except S/2 of
SE/4, 26, 27, 34 and N/2 of section 35 of Township 5 South,
Range 23 East, Chaves County.

The proposed North Chaves Unit lies between the Pecos
Slope and the West Pecos Slope Abo Pools. Alluvial sand-
stones of the Abo Formation, Early Permian Leonardian age,
are productive reservoirs in these fields. The primary
objectives of the first test well in the unit are Abo gas-
bearing sandstone reservoirs comparable to those in the
established gas fields to the east and west of the proposed
unit.

Exhibit No. 1 is an isolith map of the gross Abo
sandstones with >10% porosity. Ten foot contour intervals
are used in preparing the map. The sandstones of Twp. 5 S.,
Rge. 24 E. appear to grade to shale in an updip direction,
WNW. However, there is ample reason to expect good reservoir
sandstones in the eastern part of Twp. 5 S., Rge. 23 E., even
though it appears that they may be thinning and shaling out
in the vicinity.

Exhibit No. 2 is a stratigraphic cross section (A-A’)
showing the expected fairway of the Abo alluvial gas-bearing
sandstones in the northern part of the proposed North Chaves
Unit. The position for the cross section is shown as a solid
line on Exhibit No. 1.

The outline of the proposed unit is shown on Figure No.
1 as a heavy, dashed (slant) line. The location of the
proposed well to test Abo gas-bearing sandstone is shown in
Figure No. 1; 1980 ft. FNL and 1980 ft. FEL of section 26,
Twp. 5 5., Rge. 23 E., Chaves County.

Sandstones of the Abo grade to shale and have high S
in the eastern edge of Twp. 5 S, Rge. 23 E. (Exhibit No. 1).
This change appears to be present throughout the Abo sequenpce.
Even the widespread Coyote Sandstone shows the pattern. The
sandstones of the Abo in Twp. 5 S., Rge. 24 E. are primarily
alluvial channels. It is predicted that fan-deltas with
reservoir channel sandstones will be dominant in the proposed
unit of east half of Twp. 5 S., Rge. 23 E. Channels of the
fan-deltas will make good reservoirs.



Exhibit No. 3 is a structure map on top of the Abo
Formation. The contour interval is 50 feet because the
surface is nearly featureless and dips ESE at about 100 ft.
per mile. Entrapment of gas in the Abo sandstone reservoirs
is stratigraphic.

In summary, the proposed unit, based upon paleoenviron-
mental concepts, stratigraphic models, offers the opportunity
to develop gas reservoirs of the State of New Mexico and the
U. 8. A. in the most effective way.



