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Guitar BFL Com #1

Township 25 South, Range 26 East, NMPM

Section 17: N/2
Eddy County, New Mexico

Mineral Owner:

Net Acres in N/2 Spacing Unit
Percent Working Interest in Unit
Previous Lease dated:
Expiration:

James M Alexander
P O Box 58
Abilene, TX 79604

25
0.781250%
9/21/01
9/20/04

Lease Renewal and Correspondence Timeline

2/13/04

.2/20/04
2/20/04

4/26/04

4/26/04

9/21104
11/10/04
11/12/04

11/30/04

llegible Date

Offer letter sent to renew previous lease:
Terms: 3-year term
$100.00 bonus / acre
1/4 royalty

Letter of acceptance received as per terms offered.
Lease documents & bank draft sent as per terms accepted in offer letter

Received signed lease, containing several modifications not acceptable
to Yates management.

Responded with cover letter not accepting modified lease. Senta
compromise lease form, acceptable to Yates management.

No response from Mr. Alexander - lease expired.
Sent AFE to participate in the drilling of the Guitar BFL. Com #1.
Received certified receipt of sent AFE.

Final offer sent: _
Option 1: Sign AFE to participate in drilling of well
Option 2: Enclosed Yates lease form (no modifications)
3-year term
$100.00 bonus / acre
1/4 royalty

Received certified receipt of Final offer letter.

BEFORE THE OIL CONSERVAITON DIVISION
Santa Fe, New Mexico
Case No. 13398 Exhibit 3-A
Submitted by:
Yates Petroleum Corporation
Hearing Date: January 6, 2005



105 South Fourth Street
Artesia, NM 88210
505-748-1471
FAX 505-748-4572

February 13, 2004

James M. Alexander
P. O. Box 58
Abilene, TX 79604
RE: Oil & Gas Lease

Township 25 South, Range 26 East, NMPM
Section 17: NW/4NE/4, E/2E/2

Eddy County, New Mexico

Mr. Alexander:

Yates Petroleum Corporation would like to extend an offer to re-new your lease in the captioned acreage,
subject to the following terms:

1. A Paid-up Three (3) Year Oil and Gas Lease;

2. A bonus consideration of $100.00 per acre for the 4.1667 net mineral acres;

3. Aroyalty reservation of 1/4th of 8/8ths on all oil and gas produced from the leased lands;
4. Offer will expire at office closing on March 15, 2004.

5. Title acceptable to Yates Petroleum Corporation.

|
If the above meets with your approval, please execute below and return to this office” at your earliest
convenience. If you have any questions regarding this matter, please call me at (505) 748-4356.

Thank you.
Very truly yours,
Yates Petroleum CorEoration .
Shirley Pruitt
Land Technician
Isp
AGREED and ACCEPTED this [ (ﬂ day of Fi_’//’) , 2004

Jam%ﬁaﬁ%jé/
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105 South Fourth Street
Artesia, NM 88210
505-748-1471
FAX 505-748-4572

February 20, 2004

James M. Alexander
P. 0. Box 58
Abilene, TX 79604

Re: Oil & Gas Lease

Township 25 South, Range 26 East, NMPM
Section 17: NW/4ANE/4, E/2E/2

Eddy County, New Mexico

Mr. Alexander:

Enclosed are two (2) copies of our Paid-up Oil and Gas Lease, three (3) year term, providing for a 1/4
royalty, covering your interest in the captioned lands. Also enclosed is one (1) draft in the amount of
$416.67 which is full bonus consideration of $100.00 per acre for your 4.1667 net mineral acre
interest.

If the above meets with your approval, please execute the Qil and Gas Lease before a Notary Public.

Also endorse the draft and send it for collection through your bank, together with the lease to the
address below:

First National Bank of Artesia

P O Drawer AA

Artesia, New Mexico 88210
Attention: Collection Department

Or you may void the draft and send the executed and notarized lease, with the voided draft,
directly back to me at the Yates Petroleum Corporation address and | will return to you a direct
check.

If you have any questions, please call me at (505) 748-4356. Thank you.

Very truly yours,
YATES PETROLEUM CORPPRATION

Shirley Pruitt
Land Technician

/sp
Enclosure(s)
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Producers 88 Rev. (3 Year Lease) 5-96 (THREE YEAR PAID UP LEASE) Form 345

YPC Revised Form - OIL AND GAS LEASE o Hall-Poorbaugh Press, Inc.
. ) Roswell, New Mexico
THIS AGREEMENT made this 16th day of February , 2004, but Effective September 21, 2004, between James M. Alexander, dealing in his sole and

separate property, as Lessor (whether one or more), and YATES PETROLEUM CORPORATION-70%; YATES DRILLING COMPANY-10%, ABO PETROLEUM CORPORATION-
10% AND MYCO INDUSTRIES, INC.-10%, as Lessee, WITNESSETH:

1. Lessors in consideration of Ten and No/100 Dollars ($ 10.00

) in hand paid, of the royalties herein provided and of the agreements of Lessee herein contained, hereby grants, leases and lets exclusively unto Lessee for the purpose of investigating,
exploring, prospecting, drilling and mining for and producing oil and gas, laying pipe lines, building roads, tanks, power stations, telephone lines and other structures thereon and on, over and
across lands owned or claimed by Lessor adjacent and contiguous thereto, to produce, save, take care of, treat, transport, and own said products, and housing its employees, the following described
land in Eddy County, New Mexico to-wit: /

Township 25 South, Range 26 East, NMPM
Section 17: NW/4NE/4, E/2E/2

2. Without reference to the commencement, prosecution or cessation at any time of drilling or other development operations and/or to the discovery, development or cessation at any time of
production of oil or gas and without further payments than the royalties herein provided, and notwithstanding anything else herein contained to the contrary, this lease shall be for a term of three
years from this date (called "primary term") and as long thereafter as oil or gas is produced from said land or land with which said land is pooled hereunder.

h MadIIITS T 0T a
{ the wells may be connected; e~iiaa 0

purchase; (b) on gas, mcludmg casing head gas or Ollery cmiees-ur 10T the extraction of gasoline or other product there from,
the market value at the well of 1/4 of the gas 5o sold or used provided tTromgassald at the wells the rayabé be 1/4 of the amount realized from such sale; while there is a gas well on
this lease or on acreage pooled therewith but gas is not being sold or used, Less may-prry O (enuerassayaliy, on or before mnety (90) days after the daie on which said well is shut in and
thereafter at annual intervals the sum of $1.00 per acre, and he-pyTTETT 15 made or tendered, this lease shall not termmare e adill he considered that gas is being produced from this lease in
paying quantities. Payment or tender of said-shrrtt¥gas royalty may be made by check or draft of Lessee mailed or delivered to the parties entitied terererensarhefore the date said payment is due.
Lessee shall have-free-ars® BT 01l, gas, coal and water from said land, except water from Lessor's wells, for all operations hereunder, and the royalty on oil and gas shall be compueted.aficr deducting

r
ST

4. Lessee, at its option, is hereby given the right and power to pool or combine the acreage covered by this lease, or any portion thereof as to oil and gas, or either of them, with other land,
lease or leases in the immediate vicinity thereof to the extent, hereinafter stipulated, when in Lessee's judgment it is necessary or advisable to do so in order properly to explore, or to develop and
operate said leased premises in compliance with the spacing rules of the New Mexico Oil Conservation Commission, or other lawful authority or when to do so would, in the judgment of Lessee,
promote the conservation of oil and gas in and under and that may be produced from said premises. Units pooled for oil hereunder shall not substantially exceed 40 acres each in area, and units
pooled for gas hereunder shall not substantially exceed in area 640 acres each plus a tolerance of 10% thereof, provided that should governmental authority having jurisdiction prescribe or permit
the creation of units larger than those specified, units thereafter created may conform substantially in size with those prescribed by governmental regulations. Lessee under the provisions hereof
may pool or combine acreage covered by this lease, or any portion thereof as above provided as to oil in any one or more strata and as to gas in any one or more strata, The units formed by pooling
as to any stratum or strata need not conform in size or area with the unit or units into which the lease is pooled or combined as to any other stratum or strata, and oil units need not conform as to
area with gas units. The pooling in one or more instances shall not exhaust the rights of the Lessee hereunder to pool this lease or portions thereof into other units. Lessee shall file for record in the
appropriate records of the county in which the leased premises are situated an instrument describing and designating the pooled acreage as a pooled unit. Lessee may at its election exercise its
pooling option after commencing operations for or completing an oil or gas well on the leased premises, and the pooled unit may include, but it is not required to include, land or leases upon which
a well capable of producing oil or gas in paying quantities has theretofore been completed or upon which operations for the drilling of a well for oil or gas have theretofore been commenced.
Operations for drilling on or production of oil or gas from any part of the pooled unit which includes all or a portion of the land covered by this lease regardless of whether such operations for
drilling were commenced or such production was secured before or after the execution of this instrument or the instrument designating the pooled unit, shall be considered as operations for drilling
on or production of oil and gas from land covered by this lease whether or not the well or wells be located on the premises covered by this lease, and the entire acreage constituting such unit or
units, as to oil and gas, or either of them, as herein provided, shall be treated for all purposes, except the payment of royalties on production from the pooled unit, as if the same were included in
this lease. For the purpose of computing the royalties to which owners of royalties and payments out of production and each of them, shall be entitled on production of oil and gas, or either of
them, from the pooled unit, there shall be allocated to the land covered by this lease and included in said unit a pro rata portion of the oil and gas, or either of them, produced from the pooled unit
after deducting that used for operations on the pooled units. Such allocation shall be on acreage basis-that is to say, there shall be allocated to the acreage covered by this lease and included in the
pooled unit that pro rata portion of the oil and gas, or either of them, produced from the pooled unit which the number of surface acres covered by this lease and included in the pooled unit bears to
the total number of surface acres included in the pooled unit. Royalties hereunder shall be computed on the portion of such production, whether it be oil and gas, or either of them, so allocated to
the land covered by this lease and included in the unit just as though such production were from such land. The production from an oil well will be considered production from the lease or oil
pooled unit from which it is producing and not as production from a gas pooled unit; and production from a gas well wili be considered as production from the lease or gas pooled unit from which
it is producing and not from an oil pooled unit. In addition to the foregoing, Lessee at its option is hereby given the right and power from time to time to commit said land or any part or formation
or mineral substance covered hereby to any cooperative or unit agreement or plan of development and operation, and to any modifications thereof, which have been approved by the New Mexico
Qil Conservation Commission or other lawful governmental authority. In such event, the royalty payable to Lessor hereunider shall be computed and paid on the basis of the oil or gas allocated to
such land under the terms of any such agreement or plan of operation, which basis shall be the same by which the royalty due the United States or the State of New Mexico is computed and paid.
This lease shall not expire during the life of such agreement or plan and shall be subject to the terms thereof and said agreement or plan of operation shall be filed with the New Mexico Oil
Conservation Commission, or other lawful authority, and Lessee shall record in the county in which the leased premises are situated, an instrument describing such agreement or plan of operation
and reflecting the commitment thereto, and the same may be recorded either before or after the completion of wells.

5. If at the expiration of the primary term oil or gas is not being produced on said land, or from land pooled therewith, but Lessee is then engaged in drilling or reworking operations thereon,
or shall have completed a dry hole thereon within 60 days prior to the end of the primary terms, the lease shall remain in force so long as operations on said well or for drilling or reworking of any
additional well are prosecuted with no cessation of more than 60 consecutive days, and if they result in the production of oil or gas so long thereafter as oil or gas is produced from said land, or
from land pooled therewith. If, after the expiration of the primary term of this lease and after oil or gas is produced from said land, or from land pooled therewith, the production thereof should
cease from any cause, this lease shall not terminate if Lessee commences operations for drilling or reworking within 60 days after the cessation of such production, but shall remain in force and
effect so long as such operations are prosecuted with no cessation of more than 60 consecutive days, and if they result in the production of oil and gas, so long thereafter as oil or gas is produced
from said land, or from land pooled therewith. Any pooled unit designated by Lessee in accordance with the terms hereof, may be dissolved by Lessee by instrument filed for record in the
appropriate records of the county in which the leased premises are situated at any time after the completion of a dry hole or the cessation of production on said unit. In the event a well or wells
producing oil or gas in paying quantities should be brought in on adjacent land and within 660 feet of and draining the lease premises, or land pooled therewith. Lessee agrees to drill such offset
well or wells as a reasonably prudent operator would drill under the same or similar circumstances. Lessee may at any time execute and deliver to Lessor or place of record a release or releases
covering any portion or portions of the above described premises and thereby surrender this lease as to such portion or portions and be relieved or all obligations as to the acreage surrendered.

6. Lessee shall have the right at any time during or after the expiration of this lease to remove all property and fixtures placed by Lessee on said land, including the right to draw and remove
all casing. When required by Lessor, Lessee will bury all pipelines below ordinary plow depth, and no well shall be drilled within two hundred feet of any residence or barn now on said land
without Lessor's consent.

7. The rights of either party hereunder may be assigned in whole or in part, and the provisions hereof shall extend to their heirs, successors and assigns but no change or division in ownership
of the land or royalties, however accomplished, shall operate to enlarge the obligations or diminish the rights of Lessee; and no change or division in such ownership shall be binding on Lessee
until thirty (30) days after Lessee shall have been furnished by registered U.S. mail at Lessee's principal place of business with a certified copy of recorded instrument or instruments evidencing
same. In the event of assignment hereof in whole or in part liability for breach of any obligation hereunder shall rest exclusively upon the owner of this lease or of a portion thereof who commits
such breach. If six or more parties become entitled to royalty hereunder, Lessee may withhold payment thereof unless and until furnished with a recordable instrument executed by all such parties
designating an agent to receive payment for all.

8. The breach by Lessee of any obligation arising hereunder shall not work a forfeiture or termination of this lease nor cause a termination or revision of the estate created hereby nor be
grounds for cancellation hereof in whole or in pait. in the event Lessor considers that operations are not at any time being conducted in compliance with this lease, Lessor shall notify Lessee in
writing of the facts relied upon as constituting a breach hereof, and Lessee, if in default, shall have sixty days after receipt of such notice in which to commence the compliancé with the obligations
imposed by virtue of this instrument. After the discovery of oil or gas in paying quantities on said premises, Lessee shall develop the acreage retained hereunder as a reasonably prudent operator
but in discharging this obligation it shall in no event by required to drill more than one well per forty (40) acres of the area retained hereunder and capable of producing oil in paying quantities and
one well per 640 acres plus an acreage tolerance not to exceed 10% of 640 acres of the area retained hereunder and capable of producing gas in paying quantities.

9. Lessor hereby ¢ iaudelondsthe-tithempormuiti-tmrvdand agrees that Lessee at its option may discharge any tax, mortgage or other lien upon said land either in whole or in part,
and in event Lessee does so, it shall be subrogated to such lien with the right to enforce same and apply royalties accruing hereunder toward satisfying same Without impairment of Lessee's right
under the warranty in event of failure of title, it is agreed that if Lessor owns an interest in the oil or gas on, in or under said land less than the entire fee simple estate, then the royalties to be paid

i Lessor shall be reduced proportionately. Should any one or more of the parties named as Lessors fail to execute this lease, it shall nevertheless be binding upon the party or parties executing the
same.

10. Should Lessee be prevented from complying with any express or implied covenant of this lease, from conducting drilling or reworking operations thereon or from producing oil or gas
there from by reason of scarcity of or inability to obtain or to use equipment or material, or by operation of force majeure, any Federal or state law or any order, rule or regulation of governmental
authority, then while so prevented, Lessee’s obligation to comply with such covenant shall be suspended, and Lessce shall not be liable in damages for failure to comply therewith; and this lease
shall be extended while and so long as Lessee is prevented by any such cause from conducting drilling or reworking operations on or from producing oil or gas from the leased premises; and the

wl'ule Lcssee is so prevented shall not be counted agamst Lessee, anghm in thls lease to the contrary notwithstanding.

7 Articles 11 through 12 of _thi f and Gas Lease are included in Exhibit A.
2 IN WI SS REOF, this ins| date first above written.

ment is

James M. xre‘gm}e" Vi !
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EXHIBIT A
Exhibit A to that certain Oil and Gas Lease covering T25S R26E, Sec 17, NW4NE4, E2E2, Eddy County,
New Mexico.

11. Subject to the right of election reserved to Lessor to take its share of production in kind, the royalties
to be paid by Lessee are twenty-five percent (25%) of eight-eighths (8/8ths) of: (a) the greater of the
market value at the well or the amount realized from the sale of oil and liquid petroleum products
recovered at the well and (b) the market value of gas produced from the Leased Premises determined as
follows: (i) at the well for gas sold at the well, (ii) at the point of sale for gas sold or used off the Leased
Premises or (iii) on gas delivered to a processing plant, the market value at the tailgate of the plant to which
the gas is delivered, plus the market value of the products recovered when such gas is processed; provided
that on oil, gas and related hydrocarbons, the royalty shall never be less than twenty-five percent (25%) of
the gross amount realized by Lessee from such sale. Royalty is to be paid on all payments received by Lessee
under or as a result of a gas purchase contract, including, but not limited to reservation charges and, subject
to credit to Lessee when gas for which payment has been made earlier is eventually produced, take-or-pay
or contract settlement proceeds and amounts paid for gas not taken. Lessee shall have free use of oil and gas
from said land for operations on the Leased Premises, and the royalty on oil and gas shall be computed after
deducting any production so used. The royalties payable under this Lease shall be free and clear of costs or
deductions for exploration, drilling, development, and production, including but not limited to, costs of
marketing, dehydration, storage, compression, separation by mechanical means and stabilization of the
hydrocarbons.

If there is a gas well on the Leased Premises or on land pooled therewith capable of producing in
paying quantities, but from which gas is not being sold, and in the absence of oil or other production from
the Leased Premises or on land pooled therewith sufficient to maintain this Lease in full force and effect,
this Lease shall be extended for a period of ninety (90) days from the date such well is or was shut-in,
whereupon this Lease shall terminate unless Lessee shall pay to Lessor as royalty, a sum equal to Five
Dollars ($5.00) per net acre covered by this Lease which payment shall be made to Lessor at P.O. Box 58,
Abilene, Texas 79604, on or before the ninetieth (90™) day from and after the date on which such well is or
was shut-in, and annually thereafter a similar payment may be made on or before the anniversary date on
which such well was shut-in. If such payment, or payments, are timely made, it shall be considered that gas
is being produced in paying quantities from the Leased Premises under all the terms and provisions of this
Lease (but only for so long as the well continues to be capable of producing in paying quantities); however,
this Lease may not be maintained by shut-in payments more than two (2) (cumulative) years after the end of

the primary term. Lessee shall be obligated to use diligence to market gas capable of being produced in
paying quantities from a shut-in well.

12. Notwithstanding any other provisions hereof at the end of the primary term, all acreage not included
in a proration unit as designated by the New Mexico Oil Conservation Division and all depths 100 feet
below the deepest producing horizon shall be automatically eliminated from this Lease and revert to Lessor,
unless Lessee is drilling a well on the leased premises or on lands pooled therewith, in which event the
Lease will be held in its entirety as long as not more than one hundred twenty (120) days elapse between
the completion of one well and commencement of another. “Completion” shall be defined as (1) the date
on which a dry hole is plugged or (2) the date certified to the New Mexico Oil Conservation Division as the
date a well has been completed as a producing well, whichever be appropriate. “Commencement” shall be
defined as the date drilling operations are commenced on the Leased premises or on lands pooled



UeRIOIUYO3], ‘pinid AS[yS

NOLLVYO AFTOULHAd SHLVA

DONVHOXH HLIM 40 INNOJDV O,
SAvTIOA f

99178 TeXe
40 YAQHO

JHI OL Avd

MEN ‘VISHLIY
PAaYIENY ased] YN JBLL JO [eaoaddy o,

$00T 0T ATeTqa,f
sy e e 19[qng 131 woay sfeq Sunjueq (pg) Ha1Y L

VvV X049 'Od

01288 OJIX3IW M3N VISI LIV
ANVE TVNOILVYN LS¥id IHL

Jo Assunos
14vHd SH3NO0LSND



105 South Fourth Street
Artesia, NM 88210
505-748-1471
FAX 505-748-4572

April 26, 2004

James M. Alexander
P. 0. Box 58
Abilene, TX 79604

Re: Oil & Gas Lease

Township 25 South, Range 26 East, NMPM
Section 17: NW/4NE/4, Ef2E/2

Containing 200 acres, more or less

Eddy County, New Mexico

Mr. Alexander:

Thank you for your response to our recent lease renewal offer. At this time, we are not able to accept
the lease form and terms you provided. Enclosed please find two (2) copies of QOil and Gas Lease
Form 342P, which we will accept. If the enclosed meets with your approval, please execute the lease

before a notary public and return to this office. Upon receipt of the properly executed and notarized
lease, we will issue a direct check to you, per your instructions.

if you have any questions, please call me at (505) 748-4356. Thank you.

Very truly yours,

YATES PETROLEU RPORATION
7

hit?

Shirley Pruitt
Land Technician

/sp
Enclosure(s)
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OIL & GAS LEASE
THIS AGREEMENT made this __26th ___ day of April, 2004, but effective_September 21, 2004 between James M. Alexander, dealing in his sole and separate property, as

Lessor (whether one or more), and YATES PETROLEUM CORPORATION-70%; YATES DRILLING COMPANY-10%, ABO PETROLEUM CORPORATION-10% and MYCO
INDUSTRIES, INC.-10%, as Lessee:

i i i i i ich i i i ided and of the agreements of the lessee
1. Lessor, In consideration of TEN AND OTHER DOLLARS in hand paid, receipt of wh‘lch is here ack.nowledged, gnd of }hg royalties hergln provi [ the 2 of the
herein contained, hereby grants, leases and lets exclusively unto lessee for the purpase of investigating, exploring, prospecting, drilling, and operating for and producing oil and gas. injecting gas,
waters, other fluids, and air into subsurface strata laying pipelines, storing oil, building tanks, roadways, telephone lines, ?xnd other" structures and things thereon to produce, save, take care of, treat,
process, store and transport said minerals, the following described land in _ Eddy County, New Mexico, to-wit:

Township 25 South, Range 26 East, NM.P.M.
Section 17: NW/4NE/4, E/2E/2

Said land is estimated to comprise 200.00 acres, whether it actually comprises more or less.

2. Subject to the other provisions herein contained, this lease shall remain in force for a term of Three years from this date (called “primary term”) and as long thereafter
as ol or gas is produced from said land or from land with which said land is pooled.

3, The royalties to be paid by lessee are: (a) on oil, and other liquid hydrocarbons saved at the well, ) 1/4th of that produced and saved from said land, same to be
delivered at the wells or to the credit of lessor in the pipeline to which the wells may be connected; (b) on gas, including casinghead gas or other gaseous substance
produced from said Jand and used off the premises or used in the manufacture of gasoline or other products, the market value at the well of 1/4th of the gas used,
provided that on gas sold on or off the prémises, the royalties shall be 1/4th of the amount realized from such sale; (¢) and at any time when this lease is

not validated by other provisions hereof and there is a gas and/or condensate well on said land, or land pooled therewith, but gas or condensate is not being so sold or used .and such well is shut in,
either before or after production therefrom, then on or before 90 days after said well is shut in, and thereafter at annual intervals, lessee may pay or tender an advaqce shut-in royalty equ'a] to §1 .0.0
per net acre of lessor's gas acreage then held under this lease by the party making such payment or tender, and so long as said shut-in royalty is paid or tendered, this lease shall not temna\e and it
shall be considered under all clauses hereof that gas is being produced from the leased premises in paying quantities. Each such payment shall be paid or tendered to th_e party or parties whp at the
time of such payment would be entitled to receive the royalties which would be paid under this lease if the well were in fact producing. The payment or tender of r9yalt1es and.shut-m royallles. may
be made by check or draft. Any timely payment or tender of shut-in royalty which is made in a bona fide attempt to make proper payment, but which is erroneous in whole ot in part as to parties or
amounts, shall nevertheless be sufficient to prevent termination of this lease in the same manner as though a proper payment had been made if lessee shall correct such error within 30 days after
lessee has received written notice thereof by certified mail from the party or parties entitled to receive payment together with such written instruments (or certified copies thereof) as are necessary to
enable lessee to make proper payment. The amount realized from the sale of gas on or off the premises shall be the price established by the gas sales contract entered ifito in good faith by lessee and
gas purchaser for such term and under such canditions as are customary in the industry. “Price” shall mean the net amount received by lessee after giving effect to applicable regulatory orders and
after application of any applicable price adjustments specified in such contract or regulatory orders. la-the-event-lessee-compresses-treats—purifies;-or-dehydrates-such-gas-(whether-on-or-off-the
eased-pretises)-or-tFansports-ges-o e-Jeased premises;Jessee-i puting-reyaliy der-miny-deduct-fronrsush-pricew ble-charge-for-each-of such-funetions-performed:

4, This is a paid-up lease and lessee shall not be obligated during the primary term hereof to commence or continue any operations of whatsoever character or to make any payments hereunder
in order to maintain this lease in force during the primary term; however, this provision is not intended to relieve lesee of the obligation to pay royalties on actual production pursuant to the
provisions or Paragraph 3 hereof.

5. Lessee is hereby granted the right and power, from time to time, to pool or combine this lease, the land covered by it or any part or horizon thereof with any other land, leases, mineral
estates or pants thereof for the production of oil or gas. Units pooled hereunder shall not exceed the standard proration unit fixed by law or by the Oil Conservation Division of the Energy and
Minerals Department of the State of New Mexico or by any other lawful authority for the pool or area in which said land is situated, plus a tolerance of ten percent. Lessee shall file written unit
designations in the county in which the premises are located and such units may be designated from time to time and either before or after the completion of wells. Drilling operations on or
production from any part of any such unit shall be considered for all purposes, except the payment of royalty, as operations conducted upon or production from the land described in this lease. There
shall be allocated to the land covered by this lease included in any such unit that portion of the total production of pooled minerals from wells in the unit, after deducting any used in lease or unit
operations, which the net oil or gas acreage in the land covered by this lease included in the unit bears to the total number of surface acres in the unit. The production so allocated shall be considered
for all purposes, inciuding the payment or delivery of royalty, to be the entire production of pooled minerals from the portion of said land covered hereby and included in said unit in the same
manner as though produced from said land under the terms of this lease. Any pooled unit designated by lessee, as provided herein, may be dissolved by lessee by recording an appropriate instrument
in the County where the land is situated at any time afler the completion of a dry hole or the cessation of production on said unit.

6. If at the expiration of the primary term there is no well upon said land capable of producing oil or gas, but lessee has commenced operations for drilling or reworking thereon, this lease
shall remain In force so long as operations are prosecuted with no cessation of more than 60 consecutive days, whether such operations be on the same well or on a different or additional well or
wells, and if they result in the production of oil or gas, so long thereafter as oil or gas is produced from said land. If, after the expiration of the primary term, all wells upon said land should become
incapable of producing for any cause, this lease shall not terminate if lessee commences operations for additional drilling or for reworking within 60 days thereafler. If any drilling, additional
drilling or reworking operations hereunder result in production, then this lease shall remain in full force so long thereafter as oil or gas is produced hereunder.

7. Lessee shall have free use of oil, gas and water from said land, except water from lessor's wells and tanks, for all operations hereunder, and the royalty shall be computed after deducting
any 5o used. Lessee shall have the right at any time during or after the expiration of this lease to remove all property and fixtures placed by lessee on said land, including the right to draw and
remove all casing. When required by lessor, lessee will bury all pipe lines on cultivated lands below ordinary plow depth, and no well shall be drilled within two hundred feet (200 ft.) of any
residence or barn now on said land without lessor's consent. Lessor shall have the privilege, at his risk and expense, of using gas from any gas well on said land for stoves and inside lights in the
principal dwelling thereon, out of any surplus gas not needed for operations hereunder.

8. The rights of either party hereunder may be assigned in whole or in part and the provisions hereof shall extend to their heirs, executors, administrators, successors and assigns; but no
change in the ownership of the land or in the ownership of; or rights to receive, royalties or shut-in royalties, however accomplished shall operate to enlarge the obligations or diminish the ;igl\ts of
lessee: and no such change or division shall be binding upon lessee for any purpose until 30 days after lessee has been fumished by certified mail at lessee's principal place of business with
achptable instruments or certified copies thereof constituting the chain of title from the original lessor. If any such change in ownership occurs through the death of the owner, lessee may, at its
option, pay or tender any royalties or shut-in royalties in the name of the deceased or to his estate or to his heirs, executor or administrator until such time as lessee has been fumnished with ev;dence
satisfactory to lessee s to the persous entitled to such sums. An assignment of this lease in whole or in part shall, 10 the extent of such assignment, relieve and discharge lessee of any obligations
hereunder and , if lessee or assignee of part or parts hereof shall fail or make default in the payment of the proportionate part of royalty or shut-in royalty due from such lessee or assignee or fail to

comply with any of the provisions of this lease, such default shall not affect this lease insofar as it covers a part of said lands upon which lessee or any assignee thereof shall properly comply or
make such payments.

9. Should lessee be prevented from complying with any express or implied covenant of this lease, or from conducting drilling or reworking operations hereunder.
hereunder by reason of scarcity or inability to obtain or use equipment or material, or by operation of force majeure, or by any Federal or state law or any order, >
authority, then while so prevented, lessee's duty shall be suspended, and lessee shall not be liable for failure to comply therewith; and this lease shall be exte;x
prevented by any such cause from conducting drilling or reworking operations or from producing oil or gas hereunder;
anything in this lease to the contrary notwithstanding.

or from producing oil or gas
rule or regulation of governmental
ded while and so long as lessee is
and the time while lessee is so prevented shal} not be counted against lessee,

10, Lessor he arfants-and-agrees-to-defend-the-title-to-said-land-and agrees that lessee at is option may di i i i

0 agrees e y discharge any tax, mortgage or other lien upon said land, and in the event lessee
does 50 it shall be sgbro.gated to such lien Wlt.h the nght to enforce same and to apply royalties and shut-in royalties payable hereunder toward satisfying same. Without impairment of lessee's rights
under the warranty, if tl!ls lease covers a less interest in ~the oil or gas in all or any part of said land than the entire and undivided fee simple estate (whether lessor’s interest is herein specified or not)
then the royalties, shut-in royalty, and other payments, if any, accruing from any part as to which this lease covers less than such full interest, shall be paid only in the proportion which the interest

therein, if any, covered by this lease, bears to the whole and undivided fee simple estate therein. Should an: i i
over 3 0 X y one or more of the parties named above as les: i i
nevertheless be binding upon the party or parties executing the same. P sors fail to execute this lease, it shall

- 11. Lessee, its or his successors, heirs and assigns, shall have the right at any time to surrender this lease,
mailing a release thereof to the lessor, or by placing a release thereof of record in the county
implied, of this agreement as to acreage so surrendered, and thereafter the shut-
release or releases.

" 1 | ir} wl;ole or in part, to lessor or his heirs, successors and assigns by delivering or
| in which said land is situated; thereupon lessee shall be relieved from all obligations, expressed or
in royalty payable hereunder shall be reduced in the proportion that the acreage covered hereby is reduced by said

Articles 12, 13 and 14 of this Oil and Gas Lease are attached as Exhibit “A”.

Executed the day and year first above written.

James M. Alexander
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Exhibit “A”

Attached to and made a part of that certain Oil and Gas Lease dated April 26, 2004, by and between James M. Alexander,
dealing in his sole and separate property, as Lessor, and Yates Petroleum Corporation, Yates Drilling Company, Abo
Petroleum Corporation and Myco Industries, Inc., as lessee, covering lands in Eddy County, New Mexico.

12. Notwithstanding anything else to the contrary herein, payment of shut-in gas well royalties will not be permitted to
maintain this Lease in force for a period greater than two consecutive years beyond the primary term, at which time this
Lease shall automatically terminate.

13. Notwithstanding any other provisions hereof, at the end of the primary term, all acreage not included in a proration
unit as designated by the New Mexico Oil Conservation Division and all depths 100 feet below the deepest producing
horizon shall be automatically eliminated from this Lease and revert to LESSOR, unless LESSEE is drilling a well on the
leased premises or on lands pooled therewith, in which event the Lease will be held in its entirety as long as not more than
one hundred twenty (120) days elapse between the completion of one well and the commencement of another. Completion
shall be defined as (1) the date on which a dry hole is plugged or (2) the date certified to the New Mexico Oil Conservation
Division as the date a well has been completed as a producing well, whichever be appropriate. “Commencement” shall be
defined as the date drilling operations are commenced on the leased premises or on lands pooled therewith.

14. As an addition to the terms hereof, it is expressly agreed that all royalty to be paid hereunder shall be delivered to
LESSOR free of all costs of transportation, compression, processing, treatment, purification, dehydration, separation,
stabilization, manufacturing, measuring or marketing the oil, gas or hydrocarbons covered by this lease.




S. P. YATES
CHAIRMAN OF THE BOARD

'MAR'i'IN YATES, it JOHN A. YATES

1912 - 1985 PRESIDENT
FRANK W. YATES PEYTON YATES
1936 - 1986 EXECUTIVE VICE PRESIDENT

RANDY G. PATTERSON
SECRETARY

105 SouTH FOURTH STREE‘I; DENNIS G. KINSEY
TREASURER
ARTESIA, NEW MEXICO 88210-2118
TELEPHONE (505) 748-1471

September 23, 2004

Brett Guitar Witherspoon
P. 0. Box 100635
Fort Worth, TX 76185

Re: Oil& Gas Lease

Township 25 South, Range 26 East, NMPM
Section 17: NW/4NE/4, E/2E/2

Containing 200 acres, more or less

Eddy County, New Mexico

Mr. Witherspoon:

Pursuant to our telephone conversation of September 3, 2004, Yates Petroleum Corporation
would like to work with you to compile a lease form acceptable to the Guitar family members and
our corporation.

Our objection to the counter-offer of Marilyn Galusha is the one-year shut-in. The current lease
form provides for a two-year shut-in and amending to one-year is not reasonable. This is a
wildcat area and there is no existing infrastructure. If we decide to drill, it could easily take over
one year just to get pipeline in to the area.

Concerning James Alexander’s counter-offer, we have reviewed amended Paragraph 11 to
Exhibit A and discussed it with the other two departments affected, accounting and marketing.
The first paragraph in Paragraph 11 appears to be ambiguous and contradictory to other
paragraphs in the lease. Paragraph 4 allows the same deductions as royalties due the United
States. However, item 11 also states “royaity shall never be less than twenty-five percent of the
gross amount realized by Lessee....” The language is confusing and needs clarification. For
your information, the Yates believe in paying royalty owners on the same basis as they get paid.
As to the second paragraph of Paragraph 11, we will agree to $5.00 per net acre shut-in.
However, we will require amending “this Lease may not be maintained by shut-in payments more
than two (2) (cumulative) years” to _consecutive years. Please consider striking the last
sentence of tem 11. In Item 12, we request amending from “below the deepest producing
horizon” to “below the deepest depth drilled”. We believe it is fair to let us keep all the formations
we drill and then determine the most viable order to produce the well.

May we hear from you soon concerning this matter? If you have questions, please call me
at (505) 748-4356.

Very truly yours,
YATES PETROLEUM CORPORATION

Pt

Shirley Pruitt
Land Technicia

/s



LNDROY LEASE RECORD SHEET , PAGE 1
USER-TAMMYV  WS-QPADRV000J 10:52:24 3/08/2002
9:38:23 3/08/2007

LEASE NUMBER - NM-000403-002513-D LEASE NAHE ALEXANDER, JAMES M.

PROSPECT. .. .. 000000 ACCT. LEASE 270385-001

ACQ CODE......

COUNTY #1....... EDD EDDY BOOK.. 431 PAGE.. 974 REC DATE... 10/05/1001
COUNTY #2....... BOOK. . PAGE. . REC DATE... 0/00/0000
STATE............ NM NEW MEXICO

LEASE DATE.......... 9/21/2001 RECORD STATUS... CM COMPLETE LEASE RECORD
EFFECTIVE DATE...... 9/21/2001 LEASE TYPE....... X FEE LEASE

EXPIRATION DATE..... 9/20/2004 ACQUISITION DATE. 9/21/2001

PRIMARY TERM........ 3 YR LEASE/RENTAL STAT...PDU PAID UP LEASE

ORIGINAL LESSOR..... JAMES M. ALEXANDER, DEALING IN HIS SOLE AND SEPARATE PROPERT
ORIGINAL LESSEE..... YPC

ACQUIRED - HOW...... BONUS PER ACRE... 100.00
- FROM..... TOTAL BONUS...... 416.67

LESSEE OF RECORD....

ACREAGES LSE GROSS LEASE NET OUR NET  BASE ACRES.......

TOTAL........ 200.00 4,17 LESSOR MI........

DEVELOPED. ... LESSOR RI........ .25000000

UNDEVELOPED. . 200.00 4.17 TOTAL ORRI.......

NO TOTALIZE.. LEASE NRI........ .75000000

LEGAL DESCRIPTION INFORMATION:

SEQ THP RNG SEC LOCATION ABSTRACT # LSE GRS LSE NET
--------------------- LEGAL DESCRIPTION ----------======----

01 255 26E 17 200.00 4.17
NW4NE4, E2EZ
TOTAL ACREAGE  200.00 4.17

OWNERSHIP INFORMATION:

OWNER# WORKING INTEREST OWNER GWI OTHER CO LSE EXP‘RE D

5000 ABO PETROLEUM CORPORATION .10000000
540010 MYCO INDUSTRIES, INC. .10000000
994100 YATES DRILLING COMPANY .10000000
999900 YATES PETROLEUM CORPORATION .70000000
TOTAL INTEREST  1.0000000 \66)'

..................................................................................

SPECIAL FEATURES/WELL CROSS REFERENCE:

HELD BY PROD... - SURFACE DAMAGES... POOLING..0IL GAS
HELD BY UNi?T... ’ MINIMUM ROYALTY... REWORK DAYS.....
SHUT-IN PROV... Z TWO YR RENEWAL OPTION.... MULTI-TRACT.....

PUGH CLAUSE.... P PUGH LESSER INTEREST... SLIDING ROYALTY.
REASMT OBLIG... CONT. DRILLING.... Y

UNIT CLAUSE..

DELAY RENTAL/SHUT-IN INFORMATION:

RENTAL PAID BY...... SHUT-IN PAID BY.....

RENTAL PER ACRE.............. SHUT-IN PER ACRE.............

RENTAL AMOUNT/TYPE........ SHUT-IN AMOUNT............

BANK FEE .......... oo, BANK FEE.....................

TOTAL RENTAL.............. TOTAL SHUT-IN.............

COMPANY SHARE............. COMPANY SHARE.............

RENTAL DUE DATE............ 0/00/0000  SHUT-IN DUE DATE........... 6/00/0000
PAYMENT FREQUENCY........ PAYMENT FREQUENCY........

HBP WELL NAME..
MULT/COMB CHECKS .......

LEASE NUMBER - NM-000403-002513-D

B



105 South Fourth Street
Artesia, NM 88210

November 10, 2004

Working Interest Owners CERTIFIED MAIL ‘
Addressee List Attached RETURN RECEIPT REQUESTED

RE: Guitar BFL Com #1 well

Township 25 South, Range 26 East, NMPM
Section 17: 990" FNL & 1980'FEL

Eddy County, New Mexico
Ladies and Gentlemen:

Yates Petroleum Corporation, as operator, proposes to drilt the captioned well pursuant to the
prognosis on the Authority for Expenditure (AFE} and invites you to participate.

Enclosed, please find two {2) copies of an AFE and one (1) copy of the Joint Operating
Agreement (JOA) with one (1) additional signature page. covering the N/2 of Section 17.

If the AFE and JOA meet with your approval, please sign and return one (1) executed copy of
the AFE and the executed and notarized signature page of the JOA to our office.

This well is on an accelerated scheduling and we request your immediate attention.
Should you have any questions, please do not hesitate contacting me at 505-748-4400.
Thank you.

Very truly yours,

YATES PETROLEUM CORPORATION

ﬁm&m\/‘t&%——

Susan Vierra
Associate Landman

SV/am
Enclosure(s)



Yates Petroleum Corporation, et al
Atin: Susan Viera

105 South Fourth Street

Artesia, NM 88210

James M. & Jerri Alexander &7
P.O.Box 58
Abilene, TX 79604

Janis Lee Polk Harbour
4400 Arcady
Dalias, TX 75202

Whitten Guitar Witherspoon
3833 Arroyo Road
Fort Worth, TX 74109

Marilyn Guitar Galusha @C/
P.O. Box 1438
Abilene, TX 79604

Kelly Woods Leach
312 Greatview Circle
Birmingham, AL 35226-2320

GUITAR BFL. COM #1
ADDRESSEE LIST

Murchison Oil & Gas, Inc. @%
1100 Mira Vista Blvd.
Plano, TX 75093-4498

Martha Jane Alexander Rhodes

P.O.Box 58
Abilene, TX 79604

Pressley Hudson Guitar 7%
P.O. box 5383
Abilene, TX 79608-5383

Jeri Alexander Lott ¢
9102 Vicksburg Ave., #17
Lubbock, TX 79356

John Guitar Witherspoon, Jr.
7404 Lemonwood Drive
Fort Worth, TX 76133-7012

Anita Grissom Guitarzy,
P.O. box 744
Abilene, TX 79605

James Kelly Polk &
12 Augusta
Abilene, TX 79604

Brett Guitar Witherspooné(f/
P.O. Box 100635
Fort Worth, TX 76185

Ruth Ann Polk Caudle
5616 Preston Fairway
Dallas, TX 75252

Wende Witherspoon Morgan
1720 Southwicke
Flower Mound, TX 75022



= . AFE NO. 04-542-0
JES - AUTHORITY FOR EXPENDITURE AFE DATE 10/29/04
OLELIM NEW DRILLING, RECOMPLETION & RE-ENTRY AFEND (rov 6156)
W L - ||J AFE Type: Well Objective: ~ Well Type: AFE STATUS: 10- aq-o({
105 SOUTH FOURTH STREET X {New Drilling X |Oil X |Development Original
ARTESIA, NEW MEXICO88210 Recompletion X|Gas Exploratory Revised
TELEPHONE (505) 748-1471 Re-entry Injector Final
Supplemental
LEASE NAME Guitar BFL Com. #1 PROJ'D DEPTH 12,0000
COUNTY Eddy STATE New Mexico
FIELD HORIZON Morrow
LOCATION Section 17 T25S-R26E, 990' N & 1980' E
DIVISION CODE 100 DIVISION NAME Oil & Gas Division
DISTRICT CODE DISTRICT NAME
BRANCH CODE BRANCH NAME
PROGNOSIS: [New well drilled to 12,000 to test all formations
INTANGIBLE DRILLING COSTS: DRY HOLE COMP'D WELL
920-100 Staking, Permit & Legal Fees 3,000 3,000
920-110 Location, Right-0f-Way e 35,000 35,000
920-120 DrlING, FOO G
920-130 Drilling, Daywork & fuel = ___! 50 days @ $11,300/day + $45K formob 647,000 647,000
920-140 Driling Water, Fasline Rental 35,000 35,000
920-150 Drilling Mud & Additives e 45,000 45,000
920-160 Mud Logging Unit, SampleBags i, 30,000 30,000
920-170 Cementing - Surface Casing ___&deepintermediate 75,000 75,000
920-180 Drill Stem Testing, OHT
920-190 Electric Logs & Tape Copies 60,000 60,000
920-200 Tools & Equip. Rntl,, Trkg. & Welding . 125,000 125,000
920-205 Control of Well-Insurance 5,000 5,000
920-210 Supervision & Overhead 50,000 50,000
920-230 Coring, Tools & Service
920-240 Bits, Tool & Supplies Purchase 80,000 80,000
920-350 Cementing - Production Casing .. 40,000
920-410 Completion Unit - Swabbing 30,000
920-420 Water for Completion 5,000
920-430 Mud & Additives for Completion .. 1,000
920-440 Cementing - Completion e
920-450 Elec. Logs, Testing, Etc. - Completon T 20,000
920-460 Tools & Equip. Rental, Etc. - Completion T 50,000
920-470 Stimulation for Completion S 100,000
920-480 Supervision & OfH - Completion L 1,500
920-490 Additional LOC Charges - Completion ~ """ TTTTTT 10,000
920-510 Bits, Tools & Supplies - Completion e 1,500
920-500 Contingency for Completion """
TOTAL INTANGIBLE DRILLING COSTS | 1,190,000| 1,449,000}
TANGIBLE EQUIPMENT COSTS:
930-010 Christmas Tree & Wellheaed 5,000 30,000
930-020 Casing ______. 13308 @400, 11,000 11,000
........ 9 5/ @ 1,800 e 27,000 27,000
________ @880 108,000 108,000
........ A2 A2 000 e aaen 85,500
930-030 Tubing - 238 @ 11,800 49,000
930-040 Packer & Special EQUipment .
940-010 Pumping Equipment " T
940-020 Storage Faciliies T 15,000
940-030 Separation Equip., Flowlines, Misc. T 75,000
0040 Truking& Conscton Cosis 77T 15,000
TOTAL TANGIBLE EQUIPMENT COSTS | 151,000] 415,500|
T AL GO S [ 1,341,000] 1,864,500|

APPROVAL OF THIS AFE CONSTITUTES APPROVAL OF OPERATOR'S OPTION TO CHARGE THE JOINT ACCOUNT WITH
TUBULAR GOODS FROM THE OPERATOR'S WAREHOUSE STOCK AT THE RATES STATED ABOVE.

Prepared By Operations
SV Jeremiah Mullen Approval
RPORAT 10N I 20.5518752 !
[ 10.793125Z7 ]
[ 10.793125% 1

{ 10.793125% |



GUITAR BFL COM #1
T25S-R26E- SECTION 17

990' FNL & 1980' FEL

EDDY COUNTY, NEW MEXICO

AFE # 04-542-0
DATE: 11/8/04
Page 2

SHARE

:MURCHISON OIL & GAS, INC. [ 37.500000%]

EARL B. GUITAR, SR. & ANITA GRISSOM GUITAR, REVOCABLE LIVING TRUST, 2.343750%
ANITA GRISSOM GUITAR, SOLE TRUSTEE

;JAMES M. ALEXANDER & JERRI ALEXANDER 0.781250%]

MARTHA JANE ALEXANDER RHODES | 0.781250%|

:JERI ALEXANDER LOTT 0.781250%]

:JAMES KELLY POLK [ 0.781250%]|

RUTH ANN POLK CAUDLE 0.781250%]

JANIS LEE POLK HARBOUR 0.781250%]

[ 0.584375%]

H 0.584375%]

[ 0.293750%]

:BRETT GUITAR WITHERSPOON ! 0.293750%]

:WENDE WITHERSPOON MORGAN [ 0.293750%]

:WHITTEN GUITAR WITHERSPOON 0.293750%)

0.193750%|

BV

TOTAL

100.000000%
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S. P. YATES
CHAIRMAN OF THE BOARD

JOHN A. YATES
PRESIDENT

3

MARTIN YATES, 1li

N v PEYTON YATES
FRA?Q.;GW; Q\QQTES EXECUTIVE VICE PRESIDENT

RANDY G. PATTERSON
SECRETARY

_ 105 SOUTH FOURTH STREET DEN':'S G. KE":SEY
REASUR!
ARTESIA, NEW MEXICO 882102118
TELEPHONE (505) 748-1471

November 30, 2004

James M. & Jerri Alexander
P O Box 58
Abilene, TX 79604

RE: Guitar BFL Com #1

Township 25 South, Range 26 East, NMPM
Section 17: N/2

Eddy County, New Mexico

Mr. & Mrs. Alexander:

I have had several phone calls from many family members concerning either 1) lease options for mineral rights in the
above captioned acreage or 2) participation in the drilling of the Guitar BFL Com #1.

You have been sent an AFE to participate in the drilling of the Guitar well as an unleased mineral owner. Also
included with the AFE was the operating agreement covering the 320-acre spacing unit in the North V- of section 17.

Since the receipt of the AFE and Operating Agreement, I have had several phone calls to discuss the possibility to
lease your minerals rather than taking a working interest in this well. The renewal period has expired for your
previous leases; therefore all previous negotiations are off the table.

Enclosed please find Yates Petroleum Corporation standard three (3) year paid up lease form, containing a % royalty
for your net mineral acre interest. Should you elect to execute this lease, as is, you will receive the $100.00 per net
acre bonus upon our receipt. The terms and conditions of the lease are not negotiable, as Yates Petroleum
Corporation will be proceeding with the drilling of the Guitar well immediately.

Please return either the executed lease form, as is, or the executed AFE and Operating Agreement at your earliest
convenience, as to avoid a force-pooling situation.

Should you have any questions, I can be reached at 505-748-4400.
Thank you for your consideration.
Very truly yours,

YATES PETROLEUM CORPORATION

Susan Vierra
Associate Landman
/sv
Enclosure(s)



Producers 88 Rev. (3 Year Lease) 5-96 (THREE YEAR PAID UP LEASE) Form 345

YPC Reviged Form OIL AND GAS LEASE o Hall-Poorbaugh Press, Inc.
' ¢ Roswell, New Mexico

THIS AGREEMENT made this 30th day of November, 2004, and Effective November 30, 2004, between James M. and Jerri Alexander, husband and wife , as
Lessor (whether one or more), and YATES PETROLEUM CORPORATION-70%; YATES DRILLING COMPANY-10%, ABO PETROLEUM CORPORATION-10% AND SHARBRO
OIL LIMITED COMPANY-10%, as Lessee, WITNESSETH:

1. Lessors in consideration of Ten and No/100: Dollars ($__10.00 ) in
hand paid, of the royalties herein provided and of the agreements of Lessee herein contained, hereby grants, leases and lets exclusively unto Lessee for the purpose of investigating, exploring,
prospecting, drilling and mining for and producing oil and gas, laying pipe lines, building roads, tanks, power stations, telephone lines and other structures thereon and on, over and across lands owned
or claimed by Lessor adjacent and contiguous thereto, to produce, save, take care of, treat, transport, and own said products, and housing its employees, the following described land in
Eddy County, New Mexico to-wit:

Township 25 South, Range 26 East, NMPM
Section 17: NW/4NE/4, E/2E/2

Containing 200.00 acres, more or less

2. Without reference to the commencement, prosecution or cessation at any time of drilling or other development operations and/or to the discovery, development or cessation at any time of
production of oil or gas and without further payments than the royalties herein provided, and notwithstanding anything else herein contained to the contrary, this lease shall be for a term of three years
from this date (called "primary term") and as long thereafter as oil or gas is produced from said land or land with which said land is pooled hereunder.

3. The royalties to be paid by Lessee are: (a) on 0il, 1/4 of that produced and saved from said land, the same to be delivered at the wells or to the credit of Lessor into the pipe line to which the
wells may be connected; Lessee may from time to time purchase any royalty oil in its possession, paying the market price therefore prevailing for the field where produced on the date of purchase; (b)
on gas, including casing head gas or other gaseous substance, produced from said land, and sold, or used off the premises or for the extraction of gasoline or other product there from, the market value
at the well of 1/4  of the gas so sold or used, provided that on gas sold at the wells the royalty shallbe _1/4 of the amount realized from such sale; while there is a gas well on this lease or on
acreage pooled therewith but gas is not being sold or used, Lessee may pay or tender as royalty, on or before ninety (90) days after the date on which said well is shut in and thereafter at annual
intervals the sum of $1.00 per acre, and if such payment is made or tendered, this lease shall not terminate and it will be considered that gas is being produced from this lease in paying quantities.
Payment or tender of said shut-in gas royalty may be made by check or draft of Lessee mailed or delivered to the parties entitled thereto on or before the date said payment is due. Lessee shall have
free use of oil, gas, coal and water from said land, except water from Lessor's wells, for all operations hereunder, and the royalty on oil and gas shall be computed after deducting any so used.

4. Lessee, at its option, is hereby given the right and power to pool or combine the acreage covered by this lease, or any portion thereof as to oil and gas, or either of them, with other land, lease
or leases in the immediate vicinity thereof to the extent, hereinafter stipulated, when in Lessee's judgment it is necessary or advisable to do so in order properly to explore, or to develop and operate
said leased premises in compliance with the spacing rules of the New Mexico Oil Conservation Commission, or other lawful authority or when to do so would, in the judgment of Lessee, promote the
conservation of oil and gas in and under and that may be produced from said premises. Units pooled for oil hereunder shall not substantially exceed 40 acres each in area, and units pooled for gas
hereunder shall not substantially exceed in area 640 acres each plus a tolerance of 10% thereof, provided that should governmental authority having jurisdiction prescribe or permit the creation of units
larger than those specified, units thereafter created may conform substantially in size with those prescribed by governmental regulations. Lessee under the provisions hereof may pool or combine
acreage covered by this lease, or any portion thereof as above provided as to oil in any one or more strata and as to gas in any one or more strata. The units formed by pooling as to any stratum or
strata need not conform in size or area with the unit or units into which the lease is pooled or combined as to any other stratum or strata, and oil units need not conform as to area with gas units. The
pooling in one or more instances shall not exhaust the rights of the Lessee hereunder to pool this lease or portions thereof into other units. Lessee shall file for record in the appropriate records of the
county in which the leased premises are situated an instrument describing and designating the pooled acreage as a pooled unit. Lessee may at its election exercise its pooling option after commencing
operations for or completing an oil or gas well on the leased premises, and the pooled unit may include, but it is not required to include, land or leases upon which a well capable of producing oil or gas
in paying quantities has theretofore been completed or upon which operations for the drilling of a well for oil or gas have theretofore been commenced. Operations for drilling on or production of oil or
gas from any part of the pooled unit which includes all or a portion of the land covered by this lease regardless of whether such operations for drilling were commenced or such production was secured
before or after the execution of this instrument or the instrument designating the pooled unit, shall be considered as operations for drilling on or production of oil and gas from land covered by this lease
whether or not the well or wells be located on the premises covered by this lease, and the entire acreage constituting such unit or units, as to oil and gas, or either of them, as herein provided, shall be
treated for all purposes, except the payment of royalties on production from the pooled unit, as if the same were included in this lease. For the purpose of cornputing the royalties to which owners of
royalties and payments out of production and each of them, shall be entitled on production of oil and gas, or either of them, from the pooled unit, there shall be allocated to the land covered by this
lease and included in said unit a pro rata portion of the oil and gas, or either of them, produced from the pooled unit after deducting that used for operations on the pooled units. Such allocation shall be
on acreage basis-that is to say, there shall be allocated to the acreage covered by this lease and included in the pooled unit that pro rata portion of the oil and gas, or either of them, produced from the
pooled unit which the number of surface acres covered by this lease and included in the pooled unit bears to the total number of surface acres included in the pooled unit. Royalties hereunder shall be
computed on the portion of such production, whether it be oil and gas, or either of them, so allocated to the land covered by this lease and included in the unit just as though such production were from
such land. The production from an oil well will be considered production from the lease or oil pooled unit from which it is producing and not as production from a gas pooled unit; and production from
a gas well will be considered as production from the lease or gas pooled unit from which it is producing and not from an oil pooled unit. In addition to the foregoing, Lessee at its option is hereby given
the right and power from time to time to commit said land or any part or formation or mineral substance covered hereby to any cooperative or unit agreement or plan of development and operation, and
to any modifications thereof, which have been approved by the New Mexico Oil Conservation Commission or other lawful governmental authority. In such event, the royalty payable to Lessor
hereunder shall be computed and paid on the basis of the oil or gas allocated to such land under the terms of any such agreement or plan of operation, which basis shall be the same by which the
royalty due the United States or the State of New Mexico is computed and paid. This lease shall not expire during the life of such agreement or plan and shall be subject to the terms thereof and said
agreement or plan of operation shall be filed with the New Mexico Oil Conservation Commission, or other lawful authority, and Lessee shall record in the county in which the leased premises are
situated, an instrument describing such agreement or plan of operation and reflecting the commitment thereto, and the same may be recorded either before or after the completion of wells.

S. If at the expiration of the primary term oil or gas is not being produced on said land, or from land pooled therewith, but Lessee is then engaged in drilling or reworking operations thereon, or
shall have completed a dry hole thereon within 60 days prior to the end of the primary terms, the lease shall remain in force so long as operations on said well or for drilling or reworking of any
additional well are prosecuted with no cessation of more than 60 consecutive days, and if they result in the production of oil or gas so long thereafter as oil or gas is produced from said land, or from
land pooled therewith. If, after the expiration of the primary term of this lease and after oil or gas is produced from said land, or from land pooled therewith, the production thereof should cease from
any cause, this lease shall not tenminate if Lessee commences operations for drilling or reworking within 60 days after the cessation of such production, but shall remain in force and effect so long as
such operations are prosecuted with no cessation of more than 60 consecutive days, and if they result in the production of oil and gas, so Jong thereafter as oil or gas is produced from said land, or from
land pooled therewith. Any pooled unit designated by Lessee in accordance with the terms hereof, may be dissolved by Lessee by instrument filed for record in the appropriate records of the county in
which the leased premises are situated at any time after the completion of a dry hole or the cessation of production on said unit. In the event a well or wells producing oil or gas in paying quantities
should be brought in on adjacent land and within 660 feet of and draining the lease premises, or land pooled therewith. Lessee agrees to drill such offset well or wells as a reasonably prudent operator
would drill under the same or similar circumstances. Lessee may at any time execute and deliver to Lessor or place of record a release or releases covering any portion or portions of the above
described premises and thereby surrender this lease as to such portion or portions and be relieved or all obligations as to the acreage surrendered.

6. Lessee shall have the right at any time during or after the expiration of this lease to remove all property and fixtures placed by Lessee on said land, including the right to draw and remove all
casing. When required by Lessor, Lessee will bury all pipelines below ordinary plow depth, and no well shall be drilled within two hundred feet of any residence or barn now on said land without
Lessor’s consent.

7. The rights of either party hereunder may be assigned in whole or in part, and the provisions hereof shall extend to their heirs, successors and assigns but no change or division in ownership of
the land or royalties, however accomplished, shall operate to enlarge the obligations or diminish the rights of Lessee; and no change or division in such ownership shall be binding on Lessee until thirty
(30) days after Lessee shall have been furnished by registered U.S. mail at Lessee's principal place of business with a certified copy of recorded instrument or instruments evidencing same. In the event
of assignment hereof in whole or in part liability for breach of any obligation hereunder shall rest exclusively upon the owner of this lease or of a portion thereof who commits such breach. If six or
more parties become entitled to royalty hereunder, Lessee may withhold payment thereof unless and until furnished with a recordable instrument executed by all such parties designating an agent to
receive payment for all. :

8. The breach by Lessee of any obligation arising hereunder shall not work a forfeiture or termination of this lease nor cause a termination or revision of the estate created hereby nor be grounds
for cancellation hereof in whole or in part. In the event Lessor considers that operations are not at any time being conducted in compliance with this lease, Lessor shall notify Lessee in writing of the
facts relied upon as constituting a breach hereof, and Lessee, if in default, shall have sixty days afier receipt of such notice in which to commence the compliance with the obligations imposed by virtue
of this instrument. After the discovery of oil or gas in paying quantities on said premises, Lessee shall develop the acreage retained hereunder as a reasonably prudent operator but in discharging this
obligation it shall in no event by required to drill more than one well per forty (40) acres of the area retained hereunder and capable of producing oil in paying quantities and one well per 640 acres plus
an acreage tolerance not to exceed 10% of 640 acres of the area retained hereunder and capable of producing gas in paying quantities.

9. Lessor hereby warrants and agrees to defend the title to said land and agrees that Lessee at its option may discharge any tax, mortgage or other lien upon said land either in whole or in part, and
in event Lessee does so, it shall be subrogated to such lien with the right to enforce same and apply royalties accruing hereunder toward satisfying same Without impairment of Lessee's right unde’r the
warranty in event of failure of title, it is agreed that if Lessor owns an interest in the oil or gas on, in or under said land less than the entire fee simple estate, then the royalties to be paid Lessor shall be
reduced proportionately. Should any one or more of the parties named as Lessors fail to execute this lease, it shall nevertheless be binding upon the party or parties executing the same.

10. Should Lessee be prevented from complying with any express or implied covenant of this lease, from conducting drilling or reworking operations thereon or from producing oil or gas there
from by Teason of scarcity of or inability to obtain or to use equipment or material, or by operation of force majeure, any Federal or state law or any order, rule or regulation of governmental authority,
then while so prevented, Lessee's obligation to comply with such covenant shall be suspended, and Lessee shall not be liable in damages for failure to comply therewith; and this lease shall bc;
extended while and so long as Lessee is prevented by any such cause from conducting drilling or reworking operations on or from producing oil or gas from the leased pren;iseS' and the time while
Lessee is so prevented shall not be counted against Lessee, anything in this lease to the contrary notwithstanding. '

IN WITNESS WHEREQF, this instrument is executed on the date first above written.

James M. Alexander Jerri Alexander




INDIVIDUAL ACKNOWLEDGMENT

STATE OF )
' )ss
COUNTY OF N
This instrument was acknowledged before me this day of , 2004,
by James M. and Jerri Alexander

My commission expires

Notary Public
ACKNOWLEDGMENT
STATE OF )
)ss.
COUNTY OF )
This instrument was acknowledged before me this day of 2004,
by as
for
My commission expires
Notary Public
INDIVIDUAL ACKNOWLEDGMENT
STATE OF )
)ss.
COUNTY OF )
This instrument was acknowledged before me this day of 2004,
By
My commission expires
Notary Public
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Guitar BFL Com #1

Township 25 South, Range 26 East, NMPM

Section 17: N/2
Eddy County, New Mexico

Mineral Owner:

Net Acres in N/2 Spacing Unit
Percent Working Interest in Unit
Previous Lease dated:
Expiration:

Martha Janes Rhodes
P O Box 58
Abilene, TX 79604

25
0.781250%
9/21/01
9/20/04

Lease Renewal and Correspondence Timeline

2/13/04

2/26/04

2/27/04

4/28/04

4/29/04

9/21/04

11/10/04

11/12/04

11/30/04

12/6/04

Offer letter sent to renew previous lease:
Terms: 3-year term
$100.00 bonus / acre
1/4 royalty

Letter of acceptance received as per terms offered.
Lease documents & bank draft sent as per terms accepted in offer letter

Received signed lease, containing several modifications not acceptable
to Yates management.

Responded with cover letter not accepting modified lease. Sent a
compromise lease form, acceptable to Yates management.

No response from Ms. Rhodes - lease expired..
Sent AFE to participate in the drilling of the Guitar BFL. Com #1.
Received certified receipt of sent AFE.

Final offer sent:
Option 1:  Sign AFE to participate in drilling of well
Option 2: Enclosed Yates lease form (no modifications)
3-year term
$100.00 bonus / acre
1/4 royalty

Received certified receipt of Final offer letter.

BEFORE THE OIL CONSERVAITON DIVISION
Santa Fe, New Mexico
Case No. 13398 Exhibit 3-B
Submitted by:

Yates Petroleum Corporation
Hearing Date: January 6, 2005



105 South Fourth Street
Artesia, NM 88210 FEB 1 6 200k
505-748-1471
FAX 505-748-4572

February 13, 2004

Martha Jane Rhodes
P. O.Box 58
Abilene, TX 79604

RE: Oil & Gas Lease

Township 25 South, Range 26 East, NMPM
Section 17: NW/4ANE/4, E/2E/2

Eddy County, New Mexico

Ms. Rhodes:

Yates Petroleum Corporation would like to extend an offer to re-new your lease in the captioned acreage,
subject to the following terms:

1.
2
3.
4

5.

A Paid-up Three (3) Year Oil and Gas Lease;

A bonus consideration of $100.00 per acre for the 4.1667 net mineral acres;

A royalty reservation of 1/4th of 8/8ths on all oil and gas produced from the leased lands;
Offer will expire at office closing on March 15, 2004.

Title acceptable to Yates Petroleum Corporation.

If the above meets with your approval, please execute below and return to this office at your earliest
convenience. If you have any questions regarding this matter, please call me at (505) 748-4356.

Thank you.
Very truly yours,
Yates Petroleum Corporation <
Shirley Pruitt
Land Technician
Isp

AGREED and ACCEPTED this << = _day of 755@,4163/ 2004

Martéa Jane ghzés *
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105 South Fourth Street
Artesia, NM 88210
505-748-1471
FAX 505-748-4572

February 27, 2004

.Martha Jane Rhodes
P. O. Box 58
Abilene, TX 79604

Re: Oil & Gas Lease

Township 25 South, Range 26 East, NMPM
Section 17: NW/4NE/4, E/2E/2

Eddy County, New Mexico
Ms. Rhodes:

Enclosed are two (2) copies of our Paid-up Oil and Gas Lease, three (3) year term, providing for a 1/4
royalty, covering your interest in the captioned lands. Also enclosed is one (1) draft in the amount of
$416.67 which is full bonus consideration of $100.00 per acre for your 4.1667 net mineral acre
interest.

If the above meets with your approval, please execute the Oil and Gas Lease before a Notary Public.
Also endorse the draft and send it for collection through your bank, together with the lease to the
address below: .

First National Bank of Artesia

P O Drawer AA

Artesia, New Mexico 88210
Attention: Collection Department

Or you may void the draft and send the executed and notarized lease, with the voided draft,
directly back to me at the Yates Petroleum Corporation address and | wiil return to you a direct
check.

If you have any questions, please call me at (505) 748-4356. Thank you.

A$P0RATION
W

Very truly yours,
YATES PETROLEU

Shirley Pruitt
Land Technicia

Isp
Enclosure(s)



Producers 88’Rev. (3 Year Lease) 5-96 :  (THREE YEAR PAID UP LEASE) Form 345
YPC Revised Form - OIL AND GAS LEASE Hall-Poorbaugh Press, Inc.

Roswell, New Mexico

THIS AGREEMENT made this 23rd day of February __, 2004, but Effective September 21, 2004, between Martha Jane Rhodes, dealing in her sole
and separate property, as Lessor (whether one or more), and YATES PETROLEUM CORPORATION-70%; YATES DRILLING COMPANY-10%, ABO PETROLEUM
CORPORATION-10% AND MYCO INDUSTRIES, INC.-10%, as Lessee, WITNESSETH:

1. Lessors in consideration of Ten and No/100 Dollars ($ 10.00

) in hand paid, of the royalties herein provided and of the agreements of Lessee herein contained, hereby grants, leases and lets exclusively unto Lessee for the purpose of investigating,
exploring, prospécting, drilling and mining for and producing oil and gas, laying pipe lines, building roads, tanks, power stations, telephone lines and other structures thercon and on, over and
across lands owned or claimed by: Lessor adjacent and contiguous thereto, to produce, save, take care of, treat, transport, and own said products, and housing its employees, the following described
land in Eddy County, New Mexico to-wit;

Township 25 South, Range 26 East, NMPM
Section 17: NW/4NE/4, E/2E/2

2. Without reference to the commencement, prosecution or cessation at any time of drilling or other development operations and/or to the discovery, development or cessation at any time of
production of oil or gas and without further payments than the royalties herein provided, and notwithstanding anything else herein contained to the contrary, this lease shall be for a term of three
years from this date (called "primary term") and as long thereafter as oil or gas is produced from said land or land with which said land is pooled hereunder.

4
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4. Lessee, at its option, is hereby given the right and power to pool or combine the acreage covered by this lease, or any portion thercof as to oil and gas, or either of them, with other land,
lease or leases in the immediate vicinity thereof to the extent, hereinafter stipulated, when in Lessee's judgment it is necessary or advisable to do so in order properly to explore, or to develop and
operate said leased premises in compliance with the spacing rules of the New Mexico Qil Conservation Commission, or other lawful authority or when to do so would, in the judgment of Lessee,
promote the conservation of oil and gas in and under and that may be produced from said premises. Units pooled for oil hereunder shalt not substantially exceed 40 acres each in area, and units
pooled for gas hereunder shall not substantially exceed in area 640 acres each plus a tolerance of 10% thereof, provided that should governmental authority having jurisdiction prescribe or permit
the creation of units larger than those specified, units thereafter created may conform substantially in size with those prescribed by governmental regulations. Lessee under the provisions hereof
may pool or combine acreage covered by this lease, or any portion thereof as above provided as to oil in any one or more strata and as to gas in any one or more strata. The units formed by pooling
as to any stratum or strata need not conform in size or area with the unit or units into which the lease is pooled or combined as to any other stratum or strata, and oil units need not conform as to
area with gas units. The pooling in one or more instances shall not exhaust the rights of the Lessee hereunder to pool this lease or portions thereof into other units. Lessee shall file for record in the
appropriate records of the county in which the leased premises are situated an instrument describing and designating the pooled acreage as a pooled unit. Lessee may at its election exercise its
pooling option after commencing operations for or completing an oil or gas well on the leased premises, and the pooled unit may include, but it is not required to include, land or leases upon which
a well capable of producing oil or gas in paying quantities has theretofore been completed or upon which operations for the drilling of a well for oil or gas have theretofore been commenced.
Operations for drilling on or production of oil or gas from any part of the pooled unit which includes all or a portion of the land covered by this lease regardless of whether such operations for
drilling were commenced or such production was secured before or after the execution of this instrument or the instrument designating the pooled unit, shall be considered as operations for drilling
on or production of oil and gas from land covered by this lease whether or not the well or wells be located on the premises covered by this lease, and the entire acreage constituting such unit or
units, as to oil and gas, or either of them, as herein provided, shall be treated for all purposes, except the payment of royalties on production from the pooled unit, as if the same were included in
this lease. For the purpose of computing the royalties to which owners of royalties and payments out of production and each of them, shall be entitled on production of oil and gas, or either of
them, from the pooled unit, there shall be allocated to the land covered by this lease and included in said unit a pro rata portion of the oil and gas, or either of them, produced from the pooled unit
after deducting that used for operations on the pooled units. Such allocation shall be on acreage basis-that is to say, there shall be allocated to the acreage covered by this lease and included in the
pooled unit that pro rata portion of the oil and gas, or either of them, produced from the pooled unit which the number of surface acres covered by this lease and included in the pooled unit bears to
the total number of surface acres included in the pooled unit. Royalties hereunder shall be computed on the portion of such production, whether it be oil and gas, or either of them, so allocated to
the land covered by this lease and included in the unit just as though such production were from such land. The production from an oil well will be considered production from the lease or oil
pooled unit from which it is producing and not as production from a gas pooled unit; and production from a gas well will be considered as production from the lease or gas pooled unit from which
it is producing and not from an oil pooled unit. In addition to the foregoing, Lessee at its option is hereby given the right and power from time to time to commit said land or any part or formation
or mineral substance covered hereby to any cooperative or unit agr or plan of development and operation, and to any modifications thereof, which have been approved by the New Mexico
Oil Conservation Commission or other lawful governmental authority. In such event, the royalty payable to Lessor hereunder shall be computed and paid on the basis of the oil or gas allocated to
such land under the terms of any such agreement or plan of operation, which basis shall be the same by which the royalty dué the. United States or the State of New Mexico is computed and paid.
This lease shall not expire during the life of such agreement or plan and shall be subject to the terms thereof and said agreement or plan of operation shall be filed with the New Mexico Oil
Conservation Comunission, or other lawful authority, and Lessee shall record in the county in which the leased premises are situated, an instrument describing such agreement or plan of operation
and reflecting the commitment thereto, and the same may be recorded either before or after the completion of wells.

5. If at the expiration of the primary term oil or gas is not being produced on said land, or from land pooled therewith, but Lessee is then engaged in drilling or reworking operations thereon,
or shall have completed a dry hole thereon within 60 days prior to the end of the primary terms, the lease shall remain in force so long as operations on said well or for drilling or reworking of any
additional well are prosecuted with no cessation of more than 60 consecutive days, and if they result in the production of oil or gas so long thereafter as oil or gas is produced from said land, or
from land pooled therewith. If, after the expiration of the primary term of this lease and after oil or gas is produced from said land, or from land pooled therewith, the production thereof should
cease from any cause, this lease shall not terminate if Lessee commences operations for drilling or reworking within 60 days after the cessation of such production, but shall remain in force and
effect so long as such operations are prc d with no ion of more than 60 consecutive days, and if they result in the production of oil and gas, so long thereafter as oil or gas is produced
from said land, or from land pooled therewith. Any pooled unit designated by Lessee in accordance with the terms hereof, may be dissolved by Lessee by instrument filed for record in the
appropriate records of the county in which the leased premises are situated at any time after the completion of a dry hole or the cessation of production on said unit. In the event a well or wells
producing oil or gas in paying quantities shouid be brought in on adjacent land and within 660 feet of and draining the lease premises, or iand pooled therewith. Lessee agrees to drill such offset
well or wells as a reasonably prudent operator would drill under the same or similar circumstances. Lessee may at any time execute and deliver to Lessor or place of record a release or releases
covering any portion or portions of the above described premises and thereby surrender this lease as to such portion or portions and be relieved or all obligations as to the acreage surrendered.

6. Lessec shall have the right at any time during or after the expiration of this lease to remove all property and fixtures placed by Lessee on said land, including the right to draw and remove
all casing. When required by Lessor, Lessee will bury all pipelines below ordinary plow depth, and no well shall be drilled within two hundred feet of any residence or barn now on said land
without Lessor's consent.

7. The rights of either party hereunder may be assigned in whole or in part, and the provisions hereof shall extend to their heirs, successors and assigns but no change or division in ownership
of the land or royalties, however accomplished, shall operate to enlarge the obligations or diminish the rights of Lessee; and no change or division in such ownership shall be binding on Lessee
until thirty (30) days after Lessee shall have been furnished by registered U.S. mail at Lessee's principal place of business with a certified copy of recorded instrument or instruments evidencing
same. In the event of assignment hereof in whole or in part liability for breach of any obligation hereunder shall rest exclusively upon the owner of this lease or of a portion thereof who commits
such breach. If six or more parties become entitled to royalty hereunder, Lessee may withhold payment thereof unless and until furnished with a recordable instrument executed by all such parties
designating an agent to receive payment for all.

8. The breach by Lessee of any obligation arising hereunder shall not work a forfeiture or termination of this lease nor cause a termination or revision of the estate created hereby nor be
grounds for cancellation hereof in whole or in part. In the event Lessor considers that operations are not at any time being conducted in compliance with this lease, Lessor shall notify Lessee in
writing of the facts relied upon as constituting a breach hereof, and Lessee, if in default, shall have sixty days after receipt of such notice in which to commence the compliance with the obligations
imposed by virtue of this instrument. After the discovery of oil or gas in paying quantities on said premises, Lessee shall develop the acreage retained hercunder as a reasonably prudent operator
but in discharging this obligation it shall in no event by required to drill more than one well per forty (40) acres of the area retained hereunder and capable of producing oil in paying quantities and
one well per 640 acres plus a{sc(re\a’g olergnce not to exceed 10% of 640 acres of the area retained hereunder and capable of producing gas in paying quantities.

.9. Lessor herebyerarses bo-emd-e: dpfénd-the-titl -to-seid-land-amekagrees that Lessce at its option may discharge any tax, mortgage or other lien upon said land either in whole or in part,
and in event Lesseg does so, it shall be subrogated to such lien with the right to enforce same and apply royalties accruing hereunder toward satisfying same Without impairment of Lessee's right
under the warranty in event of failure of title, it is agreed that if Lessor owns an interest in the oil or gas on, in or under said land Iess than the entire fee simple estate, then the royalties to be paid

Lessor shall be reduced proportionately. Should any one or more of the parties named as Lessors fail to execute this lease, it shall nevertheless be binding upon the party or parties executing the
same.

10. Should Lessee be prevented from complying with any express or implied covenant of this lease, from conducting drilling or reworking operations thereon or from producing oil or gas
there from by reason of scarcity of or inability to obtain or to use equipment or material, or by operation of force majeure, any Federal or state law or any order, rule or regulation of governmental
authority, then while so prevented, Lessee's obligation to comply with such covenant shall be suspended, and Lessee shall not be liable in damages for failure to comply therewith; and this lease
shall be extended while and so long as Lesses is prevented by any such cause from conducting drilling or reworking operations on or from producing oil or gas from the leased premises; and the
time while Lessee is so prevented shall not be counted against Lessee, anything in this lease to the contrary notwithstanding. ’

IN WITNESS WHEREOF, this instrument is executed on the date first above written.

IR\ PE E CRNY: P

Martha Jane Rhodes




g ASpIys

=
-8 &~
Sy &8 2o ZY )
~< o2 wn & P —4 by
o o E > @ z (=]
2. B = =) o
5 =N g
S5 = S| & & &
o8 S = o < 7]
Ny @ S Coad oo
Swvng B S o R &0
228 = Q -1 o o
E- == 8 2 (2] E —- o
P EF 8 = =B rrf = 2
zZzE & & 2 = Dl =
<g 3 al 7 o o Slga
50 4 & & o Zle o o
X5 a —t =2 ¥
o0 = 5” g X
Sge § | T B5l | 2 =
ﬂ
g8 o S da =zl g @ ; =
L g‘ (=] L, e R o =) e, g
= ) - 5‘ > a g [\ &
& « =N I S
E 2 B2 Z A
et od -
< 5 ELE 2 =
onqng AreloN
saxdxs noissyuiod A
. Aq
00T JO Aep SIU} SW 910J3q POFPO[MOIDIL SEM JUSWINDSUL STY ]
€ 40 ALNNOD
-ss(
( JO dLVLS
JNFANOAITMONNOV TYNAIAIANI
atqng ATe10N
saardxo uorssiunuod A
a1 Jo
5 Aq
$00C _ Jo Kep SIY) oUW 310J9q paﬂpo]mou)pe SEM JUSWNOSUL STYL
( 40 ALNNOD
*ss( :
( J0 3LVLS
JINTWNOATTMONADY
L youz ‘a1 ounr
MAnIKIEION Y sondey vossramon
2] TXL JO WG Of »
HOIAVL T
) “Kirsdord syeiedss pue 5105 397 Ul SUI[Ep 'Sopoqy oUer equely A
ey ]
‘Y00T T Jokep ™ = ST} UI 910J9q POSPIJMOID{IE SeM JUSWINLSUL SIY ],
- [Reat #IC
1
T JO}’WV ‘L 40 ALNNOD
'ss (
( Sexs], J0 dLVLS

LINHADAITMONIOV TVIAIAIANI



EXHIBIT A
Exhibit A to that certain Oil and Gas Lease covering T25S R26E, Sec 17, NWANE4, E2E2, Eddy County,

New Mexico.

11. Subject to the right of election reserved to Lessor to take its share of production in kind, the royalties
to be paid by Lessee are twenty-five percent (25%) of eight-eighths (8/8ths) of: (a) the greater of the
market value at the well or the amount realized from the sale of oil and liquid petroleum products
recovered at the well and (b) the market value of gas produced from the Leased Premises determined as
follows: (i) at the well for gas sold at the well, (ii) at the point of sale for gas sold or used off the Leased
Premises or (iii) on gas delivered to a processing plant, the market value at the tailgate of the plant to which
the gas is delivered, plus the market value of the products recovered when such gas is processed; provided
that on oil, gas and related hydrocarbons, the royalty shall never be less than twenty-five percent (25%) of
the gross amount realized by Lessee from such sale. Royalty is to be paid on all payments received by Lessee
under or as a result of a gas purchase contract, including, but not limited to reservation charges and, subject
to credit to Lessee when gas for which payment has been made earlier is eventually produced, take-or-pay
or contract settlement proceeds and amounts paid for gas not taken. Lessee shall have free use of oil and gas
from said land for operations on the Leased Premises, and the royalty on oil and gas shall be computed after
deducting any production so used. The royalties payable under this Lease shall be free and clear of costs or
deductions for exploration, drilling, development, and production, including but not limited to, costs of
marketing, dehydration, storage, compression, separation by mechanical means and stabilization of the
hydrocarbons.

If there is a gas well on the Leased Premises or on land pooled therewith capable of producing in
paying quantities, but from which gas is not being sold, and in the absence of oil or other production from
the Leased Premises or on land pooled therewith sufficient to maintain this Lease in full force and effect,
this Lease shall be extended for a period of ninety (90) days from the date such well is or was shut-in,
whereupon this Lease shall terminate unless Lessee shall pay to Lessor as royalty, a sum equal to Five
Dollars ($5.00) per net acre covered by this Lease, which payment shall be made to Lessor at P.O. Box 58,
Abilene, Texas 79604, on or before the ninetieth (90®) day from and after the date on which such well is or
was shut-in, and annually thereafter a similar payment may be made on or before the anniversary date on
which such well was shut-in. If such payment, or payments, are timely made, it shall be considered that gas
is being produced in paying quantities from the Leased Premises under all the terms and provisions of this
Lease (but only for so long as the well continues to be capable of producing in paying quantities); however,
this Lease may not be maintained by shut-in payments more than two (2) (cumulative) years after the end of
the primary term. Lessee shall be obligated to use diligence to market gas capable of being produced in
paying quantities from a shut-in well.

12.  Notwithstanding any other provisions hereof at the end of the primary term, all acreage not included
in a proration unit as designated by the New Mexico Oil Conservation Division and all depths 100 feet
below the deepest producing horizon shall be automatically eliminated from this Lease and revert to Lessor,
unless Lessee is drilling a well on the leased premises or on lands pooled therewith, in which event the
Lease will be beld in its entirety as long as not more than one hundred twenty (120) days elapse between
the completion of one well and commencement of another. “Completion” shall be defined as (1) the date
on which a dry hole is plugged or (2) the date certified to the New Mexico Oil Conservation Division as the
date a well has been completed as a producing well, whichever be appropriate. “Commencement” shall be
defined as the date drilling operations are commenced on the Leased premises or on lands pooled

therewith.
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105 South Fourth Street

Artesia, NM 88210
505-748-1471

FAX 505-748-4572

April 29, 2004

Martha Jane Rhodes
P.O.Box 58
Abilene, TX 79604

Re: Oil & Gas Lease

Township 25 South, Range 26 East, NMPM
Section 17: NW/4ANE/4, E/2E/2

Containing 200 acres, more or less

Eddy County, New Mexico

Mrs. Rhodes:

Thank you for your response to our recent lease renewal offer. At this time, we are not able to accept
the lease form and terms you provided. Ericlosed please find two (2) copies of Oil and Gas Lease
Form 342P, which we will accept. If the enclosed meets with your approval, please execute the lease
before a notary public and return to this office. Upon receipt of the properly executed and notarized
lease, we will issue a direct check to you, per your instructions.

If you have any questions, please call me at (505) 748-4356. Thank you.

Very truly yours,

YATES PETROLEUM CORPORATION

Shirley Pruitt

L.and Technician

/sp
Enclosure(s)
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' OIL & GAS LEASE
THIS AGREEMENT made this _ 29th  day of Aptil, 2004, but effective September 21, 2004 between Martha Jane Rhodes, dealing in her sole and separate property, as
Lessor (whether one or more), and YATES PETROLEUM CORPORATION-70%; YATES DRILLING COMPANY-10%, ABO PETROLEUM CORPORATION-10% and MYCO
INDUSTRIES, INC.-10%, as Lessee: .

1. Lessor, In consideration of TEN AND OTHER DOLLARS in hand paid, receipt of which is here acknowledged, and of the royalties here.in provided and of: the e}greements _of thf: lessee
herein contained; hereby grants, leases and lets exclusively unto lessee for the purpose of investigating, exploring, prospecting, drilling, and operating for and producing oil and gas. injecting gas,
waters, other fluids, and air into subsurface strata laying pipelines, storing oil, building tanks, roadways, telephone lines, and othel: structures and things thereon to produce, save, take care of, treat,
process, store and transport said minerals, the following described land in Eddy County, New Mexico, to-wit:

ip 25 6 M.P.
Section 17: NW/4NE/4, E/2E/2

Said land is estimated to comprise 200.00 acres, whether it actually comprises more or less.

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

3. The royalties to be paid by lessee are: (a) on oil, and other liquid hydrocarbons saved at the well, 1/4th of that produced and saved from said land, same to be
delivered at the wells or to the credit of lessor in the pipeline to which the wells may be connected; (b) on gas, including casinghead gas or other gaseous substance
produced from said land and used off the premises or used in the manufacture of gasoline or other products, the market value at the well of 1/4th of the gas used,
provided that on gas sold on or off the premises, the royalties shall be 1/4th of the amount realized from such sale; (c) and at any time when this lease is

not validated by other provisions hereof and there is a gas and/or condensate well on said land, or land pooled therewith, but gas or condensate is not being so sold or used .and such well is shut in,
either before or after production therefrom, then on or before 90 days after said well is shut in, and thereafier at annual intervals, lessee may pay or tender an advanpe shut-in royalty equ'al to $1.00
per net acre of lessor's gas acreage then held under this lease by the party making such payment or tender, and so long as said shut-in royalty is paid or tendered, this lease shall not terminate and it
shall be considered under all clauses hereof that gas is being produced from the leased premises in paying quantities. Bach such payment shall be paid or tendered to the party or parties who at the
time of such payment would be entitled to receive the royalties which would be paid under this lease if the well were in fact producing. The payment or tender of royalties and shut-in royalties may
be made by check or draft. Any timely payment or tender of shut-in royalty which is made in a bona fide attempt to make proper payment, but which is erroneous in whole or in part as to parties or
amounts, shall nevertheless be sufficient to prevent termination of this lease in the same manner as though a proper payment had been made if lessee shall correct such error within 30 days after
lessee has received written notice thereof by certified mail from the party or parties entitled to receive payment together with such written instruments (or certified copies thereof) as are necessary to
enable lessee to make proper payment. The amount realized from the sale of gas on or off the premises shall be the price established by the gas sales contract entered into in good faith by lessee and
gas purchaser for such term and uader such conditions as are customary in the industry. “Price” shall mean the net amount received by lessee after giving effect to applicable regulatory orders and
after application of any applicable price adjustments specified in such contract or regulatory orders. I even : p £5;-0 5 er-on-or-of-the

4, This is a paid-up lease and lessee shall not be obligated during the primary term hereof to commence or continue any operations of whatsoever character or to make any payments hereunder
in order to maintain this lease in force during the primary term; however, this provision is not intended to relieve lesee of the obligation to pay royalties on actual production pursuant to the
provisions or Paragraph 3 hereof.

5. Lessee is hereby granted the right and power, from time to time, to pool or combine this lease, the land covered by it or any part or horizon thereof with any other land, leases, mineral
estates or parts thereof for the production of oil or gas. Units pooled hereunder shall not exceed the standard proration unit fixed by law or by the Oil Conservation Division of the Energy and
Minerals Department of the State of New Mexico or by any other lawful authority for the pool or area in which said land is situated, plus a tolerance of ten percent. Lessee shall file written unit
designations in the county in which the premises are located and such units may be designated from time to time and either before or after the completion of wells. Drilling operations on or
production from any part of any such unit shall be considered for all purposes, except the payment of royalty, as operations conducted upon or production from the land described in this lease. There
shall be allocated to the land covered by this lease included in any such unit that portion of the total production of pooled minerals from wells in the unit, after deducting any used in lease or unit
operations, which the pet oil or gas acreage in the land covered by this lease included in the unit bears to the total number of surface acres in the unit. The production so allocated shall be considered
for all purposes, including the payment or delivery of royalty, to be the entire production of pooled minerals from the portion of said land covered hereby and included in said unit in the same
manner as though produced from said land under the terms of this lease. Any pooled unit designated by lessee, as provided herein, may be dissolved by lessee by recording an appropriate instrument
in the County where the land is situated at any time after the completion of a dry hole or the cessation of production on said unit.

6. If at the expiration of the primary term there is no well upon said land capable of producing oil or gas, but lessee has commenced operations for drilling or reworking thereon, this lease
shall remain In force so long as operations are prosecuted with no cessation of more than 60 consecutive days, whether such operations be on the same well or on a different or additional well or
wells, and if they result in the production of oil or gas, so long thereafter as oil or gas is produced from said land. If, after the expiration of the primary term, all wells upon said land should become
incapable of producing for any cause, this lease shall not terminate if lessee commences operations for additional drilling or for reworking within 60 days thereafter. If any drilling, additional
drilling or reworking operations hereunder result in production, then this lease shall remain in full force so long thereafter as oil or gas is produced hereunder.

7. Lessee shall have free use of oil, gas and water from said land, except water from lessor's wells and tanks, for all operations hereunder, and the royalty shall be computed after deducting
any so used. Lessee shall have the right at any time during or after the expiration of this lease to remove all property and fixtures placed by lessee on said land, including the right to draw and
remove all casing. When required by lessor, lessee will bury all pipe lines on cultivated lands below ordinary plow depth, and no well shall be drilled within two hundred feet (200 ft.) of any
residence or barn now on said land without lessor's consent. Lessor shall have the privilege, at his risk and expense, of using gas from any gas well on said land for stoves and inside lights in the
principal dwelling thereon, out of any surplus gas not needed for operations hereunder.

8. The rights of either party hereunder may be assigned in whole or in part and the provisions hereof shall extend to their heirs, executors, adrninistrators, successors and assigns; but no
change in the ownership of the land or in the ownership of, or rights to receive, royalties or shut-in royalties, however accomplished shall operate to enlarge the obligations or diminish the rights of
lessee: and no such change or division shall be binding upon lessee for any purpose until 30 days after lessee has been furnished by certified mail at lessee's principal place of business with
acceptable instruments or certified copies thereof constituting the chain of title from the original lessor. If any such change in ownership occurs through the death of the owner, lessee may, at its
option, pay or tender any royalties or shut-in royalties in the name of the deceased or to his estate or to his heirs, executor or administrator until such time as lessee has been furnished with evidence
satisfactory to lessee as to the persons entitled to such sums. An assignment of this lease in whole or in part shall, to the extent of such assignment, relieve and discharge lessee of any obligations
hereunder and , if lessee or assignee of part or parts hereof shall fail or make default in the payment of the proportionate part of royalty or shut-in royaity due from such lessee or assignee or fail to
comply vv;lith any of the provisions of this lease, such default shall not affect this lease insofar as it covers a part of said lands upon which lessee or any assignee thereof shall properly comply or
make such payments.

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

10, Lessor hereb rants-and-agrees-to-defond-the-title-to-said-land-and agrees that lessee at is option may discharge any tax, mortgage or other lien upon said land, and in the event lessee
does so it shall be subrogated to such lien with the right to enforce same and to apply royalties and shut-in royalties payable hereunder toward satisfying same. Without impairment of lessee's rights
under the warranty, if this lease covers a less interest in the oil or gas in all or any part of said land than the entire and undivided fee simple estate (whether lessor’s interest is herein specified or not)
then ic royalties, shut-in royalty, and other payments, if any, accruing from any part as to which this lease covers less than such full interest, shall be paid only in the proportion which the interest
therein, if any, covered by this lease, bears to the whole and undivided fee simple estate therein. Should any one or more of the parties named above as lessors fail to execute this lease, it shall
nevertheless be binding upon the party or parties executing the same. ’

11. Lessee, its or his successors, heirs and assigns, shall have the right at any time to surrender this lease, in whole or in part, to lessor or his heirs, successors and assigns by delivering or

mailing a release thereof to the lessor, or by placing a release thereof of record in the county in which said land is situated; thereupon lessee shall be relieved from all obligations, expressed or

in:plied, of t]lns agreement as to acreage so surrendered, and thereafter the shut-in royalty payable hereunder shall be reduced in the proportion that the acreage covered hereby is reduced by said
release or releases.

Articles 12, 13 and 14 of this Oil and Gas Lease are attached as Exhibit “A”.

Executed the day and year first above written.

Martha Jane Rhodes
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’ Exhibit “A”

Attached to and made a part of that certain Oil and Gas Lease dated April 26, 2004, by and between James M. Alexander,
dealing in his sole and separate property, as Lessor, and Yates Petroleum Corporation, Yates Drilling Company, Abo
Petroleum Corporation and Myco Industries, Inc., as lessee, covering lands in Eddy County, New Mexico.

12. Notwithstanding anything else to the contrary herein, payment of shut-in gas well royalties will not be permitted to
maintain this Lease in force for a period greater than two consecutive years beyond the primary term, at which time this
Lease shall automatically terminate.

13. Notwithstanding any other provisions hereof, at the end of the primary term, all acreage not included in a proration
unit as designated by the New Mexico Oil Conservation Division and all depths 100 feet below the deepest producing
horizon shall be automatically eliminated from this Lease and revert to LESSOR, unless LESSEE is drilling a well on the
leased premises or on lands pooled therewith, in which event the Lease will be held in its entirety as long as not more than
one hundred twenty (120) days elapse between the completion of one well and the commencement of another. Completion
shall be defined as (1) the date on which a dry hole is plugged or (2) the date certified to the New Mexico Qil Conservation
Division as the date a well has been completed as a producing well, whichever be appropriate. “Commencement” shall be
defined as the date drilling operations are commenced on the leased premises or on lands pooled therewith.

14. As an addition to the terms hereof; it is expressly agreed that all royalty to be paid hergunder shall be delivered to
LESSOR free of all costs of transportation, compression, processing, treatment, purification, dehydration, separation,
stabilization, manufacturing, measuring or marketing the oil, gas or hydrocarbons covered by this lease.



LEASE RECORD SHEET
USER-TANNYV  WS-QPADF™M00J
9:38:28 3/08/2002

LNDRO?

LEASE NUMBER - NM-000403-002513-E

PAGE 1

10:52:24 3/08/20

LEASE NAKE RHODES, MARTHA JANE

02

PROSPECT..... 000000

ACQ CODE......

COUNTY #1....... EDD EDDY
COUNTY #2.......
STATE............ NM NEW MEXICO
LEASE DATE.......... 9/21/2001
EFFECTIVE DATE...... 9/21/2001
EXPIRATION DATE..... 3/20/2004
PRIMARY TERM........ 3 YR
ORIGINAL LESSOR..... MARTHA JANE RHODES,
ORIGINAL LESSEE..... YPC

ACCT. LEASE 270386-001

LEASE/RENTAL STAT...PDU PAID UP LEASE
DEALING IN HER SOLE AND SEPARATE PROPERT

0/05/2001
0/00/0000

BOOK.. 431 PAGE.. 959 REC DATE... 1
BOOK. . PAGE. REC DATE...
RECORD STATUS... CM COMPLETE LEASE RECORD
LEASE TYPE....... X TFEE LEASE
ACQUISITION DATE. 9/21/2001

7

ACQUIRED - HOW...... BONUS PER ACRE...  100.00
- FROM..... TOTAL BONUS...... 416.67
LESSEE OF RECORD....
ACREAGES LSE GROSS LEASE NET  OUR NET  BASE ACRES.......
TOTAL........ 200.00 4.17 LESSOR MI........
DEVELOPED. . . . LESSOR RI........ .25000000
UNDEVELOPED . . 200.00 4.17 TOTAL ORRI.......
NO TOTALIZE.. LEASE NRI........ .75000000
LEGAL DESCRIPTION INFORMATION:
SEQ TWP RNG SEC LOCATION ABSTRACT # LSE GRS LSE NET
--------------------- LEGAL DESCRIPTION =-=----=-nnnz=mmcn=n
01 255 26E 17 200.00 4.1
NWANE4, E2E2
TOTAL ACREAGE  200.00 4.17
OWNERSHIP INFORMATION:
OWNER# WORKING INTEREST OWNER GWI OTHER €O LSE
5000 ABO PETROLEUM CORPORATION .10000000
640010 NYCO INDUSTRIES, INC. 210000000
394100 YATES DRILLING COMPANY -10000000
999900 YATES PETROLEUM CORPORATION -70000000
TOTAL INTEREST 1.00000000
SPECIAL FEATURES/WELL CROSS REFERENCE:
HELD BY PROD... SURFACE DAMAGES... POOLING. .0IL GAS

HELD BY UNIT...
SHUT-IN PROV...
PUGH CLAUSE....
REASMT OBLIG...
UNIT CLAUSE....

2 TWO YR
P PUGH

MINIMUM ROYALTY...
RENEWAL OPTION....
LESSER INTEREST...
CONT. DRILLING....

REWORK DAYS
NULTI-TRACT
SLIDING ROYALTY.

.....

DELAY RENTAL/SHUT-IN INFORMATION:

RENTAL PAID BY
RENTAL PER ACRE
RENTAL AMOUNT/TYPE
BANK FEE

..............

.............

............

SHUT-IN PAID BY.....
SHUT-IN PER ACRE
SHUT~IN AMOUNT
BANK FEE

.....................
.............
.............

PAYMENT FREQUENCY
HBP WELL NAME..
MULT/COMB CHECKS

LEASE NUMBER - NM-000403-002513-E



............

J PETROLELIM
TION

105 South Fourth Street
Artesia, NM 88210
November 10, 2004
Working Interest Owners CERTIFIED MAIL
Addressee List Attached RETURN RECEIPT REQUESTED

RE: Guitar BFL Com #1 well

Township 25 South, Range 26 East, NMPM
Section 17: 990' FNL & 1980'FEL

Eddy County, New Mexico
Ladies and Gentlemen:

Yates Petroleum Corporation, as operator, proposes to drill the captioned well pursuant to the
prognosis on the Authority for Expenditure (AFE) and invites you to participate.

Enclosed, please find two (2) copies of an AFE and one (1) copy of the Joint Operating
Agreement (JOA) with one (1) additional signature page, covering the N/2 of Section 17.

If the AFE and JOA meet with your approval, please sign and return one (1) executed copy of
the AFE and the executed and notarized signature page of the JOA to our office.

This well is on an accelerated scheduling and we request your immediate attention.
Should you have any questions, please do not hesitate contacting me at 505-748-4400.
Thank you.

Very truly yours,

YATES PETROLEUM CORPORATION

&zsow\\/‘t%%t\

Susan Viemra
Associate Landman

SV/am
Enclosure(s)



Yates Petroleum Corporation, et al
Attn: Susan Vierra

105 South Fourth Street

Artesia, NM 88210

James M. & Jeri Alexander X7
P.O. Box 58
Abilene, TX 79604

Janis Lee Polk Harbour
4400 Arcady
Dallas, TX 75202

Whitten Guitar Witherspoon
3833 Arroyo Road
Fort Worth, TX 76109

Marilyn Guitar Galusha (b(/
P.O.Box 1438
Abilene, TX 79604

Kelly Woods Leach
312 Greatview Circle
Birmingham, AL 35226-2320

GUITAR BFL COM #1
ADDRESSEE LIST

Murchison Oil & Gas, Inc. @&
1100 Mira Vista Blvd.
Plano, TX 75093-4698

Martha Jane Alexander Rhodes
P.O.Box 58
Abilene, TX 79604

Presstey Hudson Guitar @0
P.O. box 5383
Abilene, TX 79608-5383

Jeri Alexander Lott ¢
9102 Vicksburg Ave., #17
Lubbock, TX 79356

John Guitar Witherspoon, Jr.
7404 Lemonwood Drive
Fort Worth, TX 76133-7012

Anita Grissom Guitar,
P.O. box 744
Abilene, TX 79605

James Kelly Polk &L
12 Augusta
Abilene, TX 79604

Brett Guitar Wifherspooné(/
P.O. Box 100635
Fort Worth, TX 76185

Ruth Ann Polk Caudie
5616 Preston Fairway
Dallas, TX 75252

Wende Witherspoon Morgan
1720 Southwicke
Flower Mound, TX 75022



1

AFE NO. 04-542-0
AUTHORITY FOR EXPENDITURE AFE DATE 10/29/04
NEW DRILLING, RECOMPLETION & RE-ENTRY AFEND (rev 6/98)
AFE Type: Well Objective:  Well Type: AFE STATUS: 10-d9-04
105 SOUTH FOURTH STREET X |New Drilling X |Oil X |Development Original
ARTESIA, NEW MEXICO88210 Recompletion X|Gas Exploratory Revised
TELEPHONE (S05) T48-1471 Re-entry Injector Final
Supplemental
LEASE NAME Guitar BFL Com. #1 PROJ'D DEPTH 12,000°
COUNTY Eddy STATE New Mexico
FIELD HORIZON Morrow
LOCATION Section 17 T25S-R26E, 990' N & 1980' E
DIVISION CODE 100 DIVISION NAME Qil & Gas Division
DISTRICT CODE DISTRICT NAME
BRANCH CODE BRANCH NAME
PROGNOSIS: |New well drilled to 12,000 to test all formations
INTANGIBLE DRILLING COSTS: DRY HOLE COMP'D WELL
920-100 Staking, Permit & Legal Fees e 3,000 3,000
920-110 Location, Right-0f-Way e 35,000 35,000
920-120 DrilliNg, FOOtAGE v —————a—n————
920-130 Drilling, Daywork & fuel 50 days @ $11,300/day + $45K formob 647,000 647,000
920-140 Drilling Water, Fasline Rental e, 35,000 35,000
920-150 Driling Mud & AdAIIVES e, 45,000 45,000
920-160 Mud Logging Unit, Sample Bags L 30,000 30,000
920-170 Cementing - Surface Casing & deep intermediate 75,000 75,000
920-180 Drill Stem Testing, OHT
920-190 Electric Logs & Tape Copies 60,000 60,000
920-200 Tools & Equip. Rntl., Trkg. & Welding 125,000 125,000
920-205 Control of Well-lnsurance "~ 5,000 5,000
920-210 Supervision & Overhead T 50,000 50,000
920-230 Coring, Tools & Service YT
920-240 Bits, Tool & Supplies Purchase T 80,000 80,000
920-350 Cementing - Production Casing T 40,000
920-410 Completion Unit - Swabbing T 30,000
920-420 Water for Completion T 5,000
920-430 Mud & Additives for Completion T 1,000
920-440 Cementing - Completion Tt
920-450 Elec. Logs, Testing, Etc. - Completion 20,000
920-460 Tools & Equip. Rental, Etc. - Completion T 50,000
920-470 Stimulation for Completion TR 100,000
920-480 Supervision & O/H - Completion ~oTTmmmmmmmmmmmmmmmmemee 1,500
920-490 Additional LOC Charges - Completion T 10,000
920-510 Bits, Tools & Supplies - Completion T 1,500
920-500 Contingency for Completion """
TOTAL INTANGIBLE DRILLINGCOSTS | 1,190,000] 1,449,000]
TANGIBLE EQUIPMENT COSTS:
930-010 Christmas Tree & Welthead 5,000 30,000
00020 Casng ___ 133gn@ ey T 74,000 11,000
........ 9508 @ 1,800 27,000 27,000
________ T @ 8,800 e 108,000 108,000
........ 41727 12,0000 . e . 85,500
030030 Tubing 1T IHE @180 I 49,000
930-040 Packer & Special Equipment ~TTTTTmmommmmmemmmIIees
940-010 Pumping Equipment ~TTTTrmmmmmmmmmmmmmmmmemmmmmmamenener
940-020 Storage Facilies " """TTTTTTTTemmmmmmemmmeemee 15,000
940-030 Separation Equip., Flowlines, Misc. . trromrmemmemmemmes 75,000
940-G40 Trucking & Construction Costs ~_____ ~~~ """ 15,000
TOTAL TANGIBLE EQUIPMENT COSTS | 151,000] 415,500
TOTAL COSTS | 1,341,000] 1,864,500

APPROVAL OF THIS AFE CONSTITUTES APPROVAL OF OPERATOR'S OPTION TO CHARGE THE JOINT ACCOUNT WITH
TUBULAR GOODS FROM THE OPERATOR'S WAREHOUSE STOCK AT THE RATES STATED ABOVE.

Prepared By Operations
sV Jeremiah Mullen Approval
[ YATES PETROLEUM CORPORATION 5
RP! ON | 20.551875% ]
[ 10.793125% |
[ 10.793125Z _ 1

l 10.793125% i



GUITAR BFL COM #1 AFE # 04-542-0

T25S-R26E- SECTION 17 DATE: 11/8/04
990' FNL & 1980' FEL Page 2
EDDY COUNTY, NEW MEXICO
SHARE

MURCHISON OIL & GAS, INC. 37.500000%]
EARL B. GUITAR, SR. & ANITA GRISSOM GUITAR, REVOCABLE LIVING TRUST, 2.343750%
ANITA GRISSOM GUITAR, SOLE TRUSTEE

0.781250%|
BY::
MARTHA JANE ALEXANDER RHODES 0.781250%|

0.781250%|
JAMES KELLY POLK 0.781250%|
RUTH ANN POLK CAUDLE _ 0.781250%]|
JANIS LEE POLK HARBOUR 0.781250%)
MARILYN GUITAR GALUSHA TRUST, MARILYN GUITAR GALUSHA, TRUSTEE 0.584375%|
B!
PRESSLEY HUDSON GUITAR 0.584375%)
JOHN GUITAR WITHERSPOON, JR. 0.293750%|
BRETT GUITAR WITHERSPOON 0.293750%|
WENDE WITHERSPOON MORGAN 0.293750%|

0.293750%|

WHITTEN GUITAR WITHERSPOON

KELLY WOODS LEACH
B

TOTAL

0.193750%|

100.000000%
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MARTIN YATES, Il

) PETROLELM

S. P. YATES
CHAIRMAN OF THE BOARD

JOHN A. YATES
PRESIDENT

PEYTON YATES
EXECUTIVE VICE PRESIDENT

RANDY G. PATTERSON

DENNIS G. KINSEY

1912- 1985
FRANK W. YATES
SECRETARY
105 SOUTH FOURTH STREET
TREASURER
ARTESIA, NEW MEXICO 88210-21 18
TELEPHONE (505) 748-1471
November 30, 2004
Martha Jane Rhodes
P O Box 58

Abilene, TX 79604

RE: Guitar BFL Com #1

Township 25 South, Range 26 East, NMPM
Section 17: N/2

Eddy County, New Mexico

Ms. Rhodes:

I have had several phone calls from many family members concerning either 1) lease options for mineral rights in the
above captioned acreage or 2) participation in the drilling of the Guitar BFL Com #1.

You have been sent an AFE to patticipate in the drilling of the Guitar well as an unleased mineral owner. Also
included with the AFE was the operating agreement covering the 320-acre spacing unit in the North Y2 of section 17.

Since the receipt of the AFE and Operating Agreement, I have had several phone calls to discuss the possibility to

lease your minerals rather than taking a working interest in this well. The renewal period has expired for your
previous leases; therefore all previous negotiations are off the table.

Enclosed please find Yates Petroleum Corporation standard three (3) year paid up lease form, containing a % royalty
for your net mineral acre interest. Should you elect to execute this lease, as is, you will receive the $100.00 per net
acre bonus upon our receipt. The terms and conditions of the lease are not negotiable, as Yates Petroleum
Corporation will be proceeding with the drilling of the Guitar well immediately.

Please return either the executed lease form, as is, or the executed AFE and Operating Agreement at your earliest
convenience, as to avoid a force-pooling situation.

Should you have any questions, I can be reached at 505-748-4400.
Thank you for your consideration.
Very truly yours,

YATES PETROLEUM CORPORATION

Susan Vierra
Associate Landman
[sv

~ Enclosure(s)



Producers 88 Rev. (3 Year Lease) 5-96 (THREE YEAR PAID UP LEASE) Form 345
YPC Revised Form . OIL AND GAS LEASE Hall-Poorbaugh Press, Inc.
¢ Roswell, New Mexico

THIS AGREEMENT made this 30th_ day of November, 2004, and Effective November 30, 2004, between Martha Janae Rhodes., dealing in her sole and separate
property, as Lessor (whether one or more), and YATES PETROLEUM CORPORATION-70%; YATES DRILLING COMPANY-10%, ABO PETROLEUM CORPORATION-10% AND
SHARBRO OIL LIMITED CO MPANY.-10%, as Lessee, WITNESSETH:

1. Lessors in consideration of Ten and No/100 Dollars (3__10.00 ) in
hand paid, of the royalties herein provided and of the agreements of Lessee herein contained, hereby grants, leases and lets exclusively unto Lessee for the purpose of investigating, exploring,
prospecting, drilling and mining for and producing oil and gas, laying pipe lines, building roads, tanks, power stations, telephone lines and other structures thereon and on, over and across lands owned
or claimed by Lessor adjacent and contiguous thereto, to produce, save, take care of, treat, transport, and own said products, and housing its employees, the following described land in

Eddy County, New Mexico to-wit:

Township 25 South, Range 26 Fast, NMPM
Section 17: NW/4NE/4, E/2E/2

Containing 200.00 acres, more or less

2. Without reference to the commencement, prosecution or cessation at any time of drilling or other development operations and/or to the discovery, development or cessation at any time of
production of oil or gas and without further payments than the royalties herein provided, and notwithstanding anything else herein contained to the contrary, this lease shall be for a term of three years
from this date (called "primary term") and as long thereafter as oil or gas is produced from said land or land with which said land is pooled hereunder.

3, The royalties to be paid by Lessee are: (2) onoil, 1/4 of that produced and saved from said land, the same to be delivered at the wells or to the credit of Lessor into the pipe line to which the
wells may be connected; Lessee may from time to time purchase any royalty oil in its possession, paying the market price therefore prevailing for the field where produced on the date of purchase; (b)
on gas, including casing head gas or other gaseous substance, produced from said land, and sold, or used off the premises or for the extraction of gasoline or other product there from, the market value
atthe well of 1/4 of the gas so sold or used, provided that on gas sold at the wells the royalty shallbe _1/4 of the amount realized from such sale; while there is a gas well on this lease or on
acreage pooled therewith but gas is not being sold or used, Lessee may pay or tender as royalty, on or before ninety (90) days after the date on which said well is shut in and thereafter at annual
intervals the sum of $1.00 per acre, and if such payment is made or tendered, this lease shall not terminate and it will be considered that gas is being produced from this lease in paying quantities.
Payment or tender of said shut-in gas royalty may be made by check or draft of Lessee mailed or delivered to the parties entitled thereto on or before the date said payment is due. Lessee shall have
free use of oil, gas, coal and water from said land, except water from Lessor's wells, for all operations hereunder, and the royalty on oil and gas shall be computed after deducting any so used.

4. Lessee, at its option, is hereby given the right and power to pool or combine the acreage covered by this lease, or any portion thereof as to oil and gas, or either of them, with other land, lease
or leases in the immediate vicinity thereof to the extent, hereinafter stipulated, when in Lessee's judgment it is necessary or advisable to do so in order properly to explore, or to develop and operate
said leased premises in compliance with the spacing rules of the New Mexico Oil Conservation Commission, or other lawful authority or when to do so would, in the judgment of Lessee, promote the
conservation of oil and gas in and under and that may be produced from said premises. Units pooled for oil hereunder shall not substantially exceed 40 acres each in area, and units pooled for gas
hereunder shall not substantially exceed in area 640 acres each plus a tolerance of 10% thereof, provided that should governmental authority having jurisdiction prescribe or permit the creation of units
larger than those specified, units thereafter created may conform substantially in size with those prescribed by governmental regulations. Lessee under the provisions hereof may pool or combine
acreage covered by this lease, or any portion thereof as above provided as to oil in any one or more strata and as to gas in any one or more strata. The units formed by pooling as to any stratum or
strata need not conform in size or area with the unit or units into which the lease is pooled or combined as to any other straturn or strata, and oil units need not conform as to area with gas units. The
pooling in one or more instances shall not exhaust the rights of the Lessee hereunder to pool this lease or portions thereof into other units. Lessee shall file for record in the appropriate records of the
county in which the leased premises are situated an instrument describing and designating the pooled ge as a pooled unit. Lessee may at its election exercise its pooling option after commencing
operations for or completing an oil or gas well on the leased premises, and the pooled unit may include, but it is not required to include, land or leases upon which a well capable of producing oil or gas
in paying quantities has theretofore been completed or upon which operations for the drilling of a well for oil or gas have theretofore been commenced. Operations for drilling on or production of oil or
gas from any part of the pooled unit which includes all or a portion of the land covered by this lease regardless of whether such operations for drilling were commenced or such production was secured
before or after the execution of this instrument or the instrument designating the pooled unit, shall be considered as operations for drilling on or production of oil and gas from land covered by this lease
whether or not the well or wells be located on the premises covered by this lease, and the entire acreage constituting such unit or units, as to oil and gas, or either of them, as herein provided, shall be
treated for all purposes, except the payment of royalties on production from the pooled unit, as if the same were included in this lease. For the purpose of computing the royalties to which owners of
royalties and payments out of production and each of them, shall be entitled on production of oil and gas, or either of them, from the pooled unit, there shall be allocated to the land covered by this
lease and included in said unit a pro rata portion of the oil and gas, or either of them, produced from the pooled unit after deducting that used for operations on the pooled units. Such allocation shall be
on acreage basis-that is to say, there shall be allocated to the acreage covered by this lease and included in the pooled unit that pro rata portion of the oil and gas, or either of them, produced from the
pooled unit which the number of surface acres covered by this lease and included in the pooled it bears to the total number of surface acres included in the pooled unit. Royalties hereunder shall be
computed on the portion of such production, whether it be oil and gas, or either of them, so allocated to the land covered by this lease and included in the unit just as though such production were from
such land. The production from an oil well will be considered production from the lease or oil pooled unit from which it is producing and not as production from a gas pooled unit; and production from
a gas well will be considered as production from the lease or gas pooled unit from which it is producing and not from an oil pooled unit. In addition to the foregoing, Lessee at its option is hereby given
the right and power from time to time to commit said land or any part or formation or mineral substance covered hereby to any cooperative or unit agreement or plan of development and operation, and
to any modifications thereof, which have been approved by the New Mexico Oil Conservation Commission or other lawful governmental authority. In such event, the royalty payable to Lessor
hereunder shall be computed and paid on the basis of the oil or gas allocated to such land under the terms of any such agreement or plan of operation, which basis shall be the same by which the
royalty due the United States or the State of New Mexico is computed and paid. This lease shall not expire during the life of such agreement or plan and shall be subject to the terms thereof and said
agreement or plan of operation shall be filed with the New Mexico Oil Conservation Commission, or other lawful authority, and Lessee shall record in the county in which the leased premises are
situated, an instrument describing such agreement or plan of operation and reflecting the commitment thereto, and the same may be recorded either before or after the completion of wells.

5. If at the expiration of the primary term oil or gas is not being produced on said land, or from land pooled therewith, but Lessee is then engaged in drilling or reworking operations thereon, or
shall have conmpleted a dry hole thereon within 60 days prior to the end of the primary terms, the lease shall remain in force so long as operations on said well or for drilling or reworking of any
additional well are prosecuted with no cessation of more than 60 consecutive days, and if they result in the production of oil or gas so long thereafter as oil or gas is produced from said land, or from
land pooled therewith. If, after the expiration of the primary term of this lease and after ol or gas is produced from said land, or from land pooled therewith, the production thereof should cease from
any cause, this lease shall not terminate if Lessee conmmences operations for drilling or reworking within 60 days after the cessation of such production, but shall remain in force and effect so long as
such operations are prosecuted with no cessation of more than 60 consecutive days, and if they result in the production of oil and gas, so long thereafter as oil or gas is produced from said land, or from
land pooled therewith. Any pooled unit designated by Lessee in accordance with the terms hereof, may be dissolved by Lessee by instrument filed for record in the appropriate records of the county in
which the leased premises are situated at any time after the completion of a dry hole or the cessation of production on said unit. In the event a well or wells producing oil or gas in paying quantities
should be brought in on adjacent land and within 660 feet of and draining the lease premises, or land pooled therewith. Lessee agrees to drill such offset well or wells as a reasonably prudent operator
would drill under the same or similar circumstances. Lessee may at any time execute and deliver to Lessor or place of record a release or releases covering any portion or portions of the above
described premises and thereby surrender this lease as to such portion or portions and be relieved or all obligations as to the acreage surrendered.

6. Lessee shall have the right at any time during or after the expiration of this lease to remove all property and fixtures placed by Lessee on said land, including the right to draw and remove all
casing. When required by Lessor, Lessee will bury all pipelines below ordinary plow depth, and no well shall be drilled within two hundred feet of any residence or barn now on said land without
Lessor's consent.

7. The rights of either party hereunder may be assigned in whole or in past, and the provisions hereof shall extend to their heirs, successors and assigns but no change or division in ownership of
the land or royalties, however accomplished, shall operate to enlarge the obligations or diminish the rights of Lessee; and no change or division in such ownership shall be binding on Lessee until thirty
(30) days after Lessee shall have been furnished by registered U.S. mail at Lessec's principal place of business with a certified copy of recorded instrument or instruments evidencing same. In the event
of assignment hereof in whole or in part liability for breach of any obligation hereunder shall rest exclusively upon the owner of this lease or of a portion thereof who commits such breach. If six or
more parties become entitled to royalty hereunder, Lessee may withhold payment thereof unless and until furnished with a recordable instrument executed by all such parties designating an agent to
receive payment for all.

8. The breach by Lessee of any obligation arising hereunder shall not work a forfeiture or termination of this lease nor cause a termination or revision of the estate created hereby nor be grounds
for cancellation hereof in whole or in part. In the event Lessor considers that operations are not at any time being conducted in compliance with this lease, Lessor shall notify Lessee in writing of the
facts relied upon as constituting a breach hereof, and Lessee, if in default, shall have sixty days after receipt of such notice in which to commence the compliance with the obligations imposed by virtue
of this instrument. After the discovery of oil or gas in paying quantities on said premises, Lessee shall develop the acreage retained hereunder as a reasonably prudent operator but in discharging this
obligation it shall in no event by required to drill more than one well per forty (40) acres of the area retained hereunder and capable of producing oil in paying quantities and one well per 640 acres plus
an acreage tolerance not to exceed 10% of 640 acres of the area retained hereunder and capable of producing gas in paying quantities.

9. Lessor hereby warrants and agrees to defend the title to said land and agrees that Lessee at its option may discharge any tax, mortgage or other lien upon said land either in whole or in part, and
in event Lessee does so, it shall be subrogated to such lien with the right to enforce same and apply royalties accruing hereunder toward satisfying same Without impairment of Lessee's right under the
warranty in event of failure of title, it is agreed that if Lessor owns an interest in the oil or gas on, in or under said land less than the entire fee simple estate, then the royalties to be paid Lessor shall be
reduced proportionately. Should any one or more of the parties named as Lessors fail to execute this lease, it shall nevertheless be binding upon the party or parties executing the same.

10. Should Lcssee.be pnvgnteq fi'om oomplying with any express or implied covenant of this lease, from conducting drilling or reworking operations thereon or from producing oil or gas there
from by reason of scarcity of or mab:h?y to obtain or to use equipment or material, or by operation of force majeure, any Federal or state law or any order, rule or regulation of governmental authority,
then while so prevented, Lessee's obligation to comply with such covenant shall be suspended, and Lessee shall not be liable in damages for failure to comply therewith; and this lease shall be

extended while and so long as Lessee is prevented by any such cause from conducting drilling or reworking operations on or from producing oil or gas from the leased premises; and the time while
Lessee is 5o prevented shall not be counted against Lessee, anything in this lease to the contrary notwithstanding.

IN WITNESS WHEREOF, this instrument is executed on the date first above written.

Martha Jane Rhodes




INDIVIDUAL ACKNOWLEDGMENT

STATE OF )
. )ss
COUNTY OF )
This instrument was acknowledged before me this ' day of. , 2004,
by Martha Jane Rhodes

My commission expires

Notary Public
ACKNOWLEDGMENT
STATE OF )
)ss.
COUNTY OF )
This instrument was acknowledged before me this day of 2004,
by, as
for
My commission expires
Notary Public
INDIVIDUAL ACKNOWLEDGMENT
STATE OF )
)ss.
COUNTY OF )
This instrument was acknowledged before me this day of 2004,
By.
My commission expires
Notary Public
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Guitar BFL Com #1

Township 25 South, Range 26 East, NMPM

Section 17: N/2
Eddy County, New Mexico

Mineral Owner:

Net Acres in N/2 Spacing Unit
Percent Working Interest in Unit
Previous Lease dated:
Expiration:

Jeri Alexander Lott
9102 Vicksburg., #17
Lubbock, TX 79424

25
0.781250%
9/21/01
9/20/04

Lease Renewal and Correspondence Timeline

2/13/04

2/20/04

2/20/04

5/4/04

5/4/04

9/21/04

11/10/04

11/12/04

11/30/04

12/6/04

Offer letter sent to renew previous lease:
Terms: 3-year term
$100.00 bonus / acre
1/4 royalty

Letter of Acceptance received as per terms offered.
Lease documents & bank draft sent as per terms accepted in offer letter

Received signed lease, containing several modifications, not acceptable
to Yates management.

Responded with cover letter not accepting modified lease. Senta
compromise lease form, acceptable to Yates management.

No response from Mr. Lott - lease expired.
Sent AFE to participate in the drilling of the Guitar BFL. Com #1.
Received certified receipt of sent AFE.

Final offer sent:
Option 1:  Sign AFE to participate in drilling of well
Option 2:  Enclosed Yates lease form (no modifications)
3-year term
$100.00 bonus / acre
1/4 royalty

Received certified receipt of Final offer letter.

BEFORE THE OIL CONSERVAITON DIVISION
Santa Fe, New Mexico
Case No. 13398 Exhibit 3-C
Submitted by:
Yates Petroleum Corporation
Hearing Date: January 6, 2005
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105 South Fourth Street
Artesia, NM 88210
505-748-1471
FAX 505-748-4572

February 13, 2004

Jeri Alexander Lott
9102 Vicksburg Ave., #17
Lubbock, TX 79424

RE: Oil & Gas Lease

Township 25 South, Range 26 East, NMPM
Section 17: NW/4NE/4, E/2E/2

Eddy County, New Mexico

Mrs. Lott:

Yates Petroleum Corporation would like to extend an offer to re-new your lease in the captioned acreage,
subject to the following terms:

1. A Paid-up Three (3) Year Qil and Gas Lease;

2. A bonus consideration of $100.00 per acre for the 4.1667 net mineral acres;

3. A royalty reservation of 1/4th of 8/8ths on all oil and gas produced from the leased lands;
4. Offer will expire at office closing on March 15, 2004.
5. Title acceptable to Yates Petroleum Corporation.

if the above meets with your approval, please execute below and return to this office at your earliest
convenience. If you have any questions regarding this matter, please call me at (505) 748-4356.

Thank you.
Very truly yours,
Yates Petroleum C%
Shirley Pruitt
Land Technicia
/sp

AGREED and ACCEPTED this _/ # day of

(/\/ /i/’/// S A

‘ 2 ¢ & L L,
‘Tl’e"ri}éxaﬁd’e?‘t/off/ (i e




105 South Fourth Street
Artesia, NM 88210
505-748-1471
FAX 505-748-4572

February 20, 2004

Jeri Alexander Lott
98102 Vicksburg Ave., #17
Lubbock, TX 79424

Re: Oil & Gas Lease

Township 25 South, Range 26 East, NMPM
Section 17: NW/4NE/4, E/2E/2

Eddy County, New Mexico

Ms.Lott:

Enclosed are two (2) copies of our Paid-up Qil and Gas Lease, three (3) year term, providing for a 1/4
royalty, covering your interest in the captioned lands. Also enclosed is one (1) draft in the amount of
$416.67 which is full bonus consideration of $100.00 per acre for your 4.1667 net mineral acre
interest.

If the above mests with your approval, please execute the Oil and Gas Lease before a Notary Public.

Also endorse the draft and send it for collection through your bank, together with the lease to the
address below: '

First National Bank of Artesia

P O Drawer AA

Artesia, New Mexico 88210
Attention: Collection Department

Or you may void the draft and send the executed and notarized lease, with the voided draft,
directly back to me at the Yates Petroleum Corporation address and I will return to you a direct
check.

If you have any questions, please call me at (505) 748-4356. Thank you.

Very truly yours,

YATES PETROLEUM ;CORPORATION
hirley Pruitt

Land Technician

Isp
Enclosure(s)



Producers 88 Rev. (3 Year Lease) 5-96 (THREE YEAR PAID UP LEASE) » Form 345
YPC Revised Ferm  » OIL AND GAS LEASE ' Hall-Poorbaugh Press, Inc.
Roswell, New Mexico

THIS AGREEMENT made this 14th day of February , 2004, but Effective September 21, 2004, between Jeri Alexander Lott, dealing in her sole aud
separate property, as Lessor (whether one or more), and YATES PETROLEUM CORPORATION-70%; YATES DRILLING COMPANY-10%, ABO PETROLEUM CORPORATION-

10% AND MYCO INDUSTRIES, INC.-10%, as Lessee, WITNESSETH:

1. Lessors in consideration of Ten and No/100- Dollars ($ 10.00

) in hand paid, of the royalties herein provided and of the agreements of Lessee herein contained, hereby grants, leases and lets exclusively unto Lessee for the purpose of investigating,
exploring, prospecting, drilling and mining for and producing oil and gas, laying pipe lines, building roads, tanks, power stations, telephone lines and other structures thereon and on, over and
across lands owned or claimed by Lessor adjacent and contiguous thereto, to produce, save, take care of, treat, transport, and own said products, and housing its employees, the following described
land in Eddy County, New Mexico to-wit:

Township 25 South, Range 26 East, NMPM
Section 17: NW/4NE/4, E/2E/2

2. Without reference to the commencement, prosecution or cessation at any time of drilling or other development operations and/or to the discovery, development or cessation at any time of
production of oil or gas and without further payments than the royalties herein provided, and notwithstanding anything else herein contained to the contrary, this lease shall be for a term of three
years from this date (called "primary term”) and as long thercafter as oil or gas is produced from said land or land with which said land is pooled hereunder.

-

—Fheroyeities-to-bepaid by Lessee are: (a) on oil, 1/4 of that produced and saved from said land, the same to be delixerod- weltsor 10 the credit of Lessor into the pipe line to which
the wells may be connected; LesSEe tnay-fam time to time purchase any royalty oil in its possessienrpayMg the market price therefore prevailing for the field where produced on the date of
purchase; (b) on gas, including casing head gas or GleT-gaseaus substance, produced-froTi said land, and sold, or used oft the premises or for the extraction of gasoline or other product there from,
the market value at the well of 1/4  of the gas so sold or used, provitedThat.an gas sold at the wells the royalty shall be _1/4 of the amount realized from such sale; while there is a gas well on
this lease or on acreage pooled therewith but gas is not-beifig sold or used, Lessee may pay-or-tender.as royalty, on or before ninety (90) days after the date on which said well is shut in and
thereafter at annual intervals the sum of $00-per"acre, and if such payment is made or tendered, this lease shall not Termimate-and-it-auill he considered that gas is being produced from this lease in
paying quantities. Payment o terder™ST said shut-in gas royalty may be made by check or draft of Lessee mailed or delivered to the parties entitled therefs ofrurbefese-the date said payment is due.
\ Lessee shall have fiee-us€ of oil, gas, coal and water from said land, except water from Lessor's wells, for all operations hereunder, and the royalty on oil and gas shatl be compuietafiesdedycting
any so used,

4, Lessee, at its option, is hereby given the right and power to pool or combine the acreage covered by this lease, or any portion thereof as to oil and gas, or either of them, with other land,
lease or leases in the immediate vicinity thereof to the extent, hereinafter stipulated, when in Lessee's judgment it is necessary or advisable to do so in order properly to explore, or to develop and
operate said leased premises in compliance with the spacing rules of the New Mexico Oil Conservation Commission, or other lawful authority or when to do so would, in the judgment of Lessee,
promote the conservation of oil and gas in and under and that may be produced from said premises. Units pooled for oil hereunder shall not substantially exceed 40 acres each in area, and units
pooled for gas hereunder shall not substantially exceed in area 640 acres each plus a tolerance of 10% thereof, provided that should governmental authority having jurisdiction prescribe or permit
the creation of units larger than those specified, units thereafter created may conform substantially in size with those prescribed by governmental regulations. Lessee under the provisions hereof
may pool or combine acreage covered by this lease, or any portion thereof as above provided as to oil in any one or more strata and as to gas in any one or more strata. The units formed by pooling
as to any stratum or strata need not conform in size or area with the unit or units into which the lease is pooled or combined as to any other stratum or strata, and oil units need not conform as to
area with gas units. The pooling in one or more instances shall not exhaust the rights of the Lessee hereunder to pool this lease or portions thereof into other units. Lessee shall file for record in the
appropriate records of the county in which the leased premises are situated an instrument describing and designating the pooled acreage as a pooled unit. Lessce may at its election exercise its
pooling option after commencing operations for or completing an oil or gas well on the leased premises, and the pooled unit may include, but it is not required to include, land or leases upon which
a well capable of producing oil or gas in paying quantities has theretofore been completed or upon which operations for the drilling of a well for il or gas have theretofore been commenced.
Operations for drilling on or production of oil or gas from any part of the pooled unit which includes all or a portion of the land covered by this lease regardless of whether such operations for
drilling were commenced or such production was secured before or after the execution of this instrument or the instrument designating the pooled unit, shall be considered as operations for drilling
on or production of oil and gas from land covered by this lease whether or not the well or wells be located on the premises covered by this lease, and the entire acreage constituting such unit or
units, as to oil and gas, or either of them, as herein provided, shall be treated for all purposes, except the payment of royalties on production from the pooled unit, as if the same were included in
this lease. For the purpose of computing the royalties to which owners of royalties and payments out of production and each of them, shall be entitled on production of oil and gas, or either of
them, from the pooled unit, there shall be allocated to the land covered by this lease and included in said unit a pro rata portion of the oil and gas, or either of them, produced from the pooled unit
after deducting that used for operations on the pooled units. Such allocation shall be on acreage basis-that is to say, there shall be allocated to the acreage covered by this lease and included in the
pooled unit that pro rata portion of the oil and gas, or either of them, produced from the pooled unit which the number of surface acres covered by this lease and included in the pooled unit bears to
the total number of surface acres included in the pooled unit. Royalties hereunder shall be computed on the portion of such production, whether it be oil and gas, or either of them, so allocated to
the land covered by this lease and included in the unit just as though such production were from such land. The production from an oil well will be considered production from the lease or oil
pooled unit from which it is producing and not as production from a gas pooled unit; and production from a gas well will be considered as production from the lease or gas pooled unit from which
it is producing and not from an oil pooled unit. In addition to the foregoing, Lessee at its option is hereby given the right and power frora iime to time to commit said land or any part or formation
or mineral substance covered hereby to any cooperative or unit agreement or plan of development and operation, and to any modifications thereof, which have been approved by the New Mexico
Qil Conservation Commission or other lawful governmental authority. In such event, the royalty payable to Lessor hereunder shall be computed and paid on the basis of the il or gas allocated to
such land under the terms of any such agreement or plan of operation, which basis shall be the same by which the royalty due the United States or the State of New Mexico is computed and paid.
This lease shall not expire during the life of such agreement or plan and shall be subject to the terms thereof and said agreement or plan of operation shall be filed with the New Mexico Oil
Conservation Commission, or other lawful authority, and Lessee shall record in the county in which the leased premises are situated, an instrument describing such agreement or plan of operation
and reflecting the commitment thereto, and the same may be recorded either before or after the completion of weils.

5. If at the expiration of the primary term oil or gas is not being produced on said land, or from land pooled therewith, but Lessee is then engaged in drilling or reworking operations thereon,
or shall have completed a dry hole thereon within 60 days prior to the end of the primary terms, the lease shall remain in force so long as operations on said well or for drilling or reworking of any
additional well are prosecuted with no cessation of more than 60 consecutive days, and if they result in the production of oil or gas so long thereafter as oil or gas is produced from said land, or
from land pooled therewith. If, after the expiration of the primary term of this lease and after oil or gas is produced from said land, or from land pooled therewith, the production thereof should
cease from any cause, this lease shall not terminate if Lessee commences operations for drilling or reworking within 60 days after the cessation of such production, but shall remain in force and
effect so long as such operations are prosecuted with no cessation of more than 60 consecutive days, and if they result in the production of oil and gas, so long thereafter as oil or gas is produced
from said land, or from land pooled therewith. Any pooled unit designated by Lessee in accordance with the terms hereof, may be dissolved by Lessee by instrument filed for record in the
appropriate records of the county in which the leased premises are situated at any time after the completion of a dry hole or the cessation of production on said unit. In the event a well or wells
producing oil or gas in paying quantities should be brought in on adjacent land and within 660 feet of and draining the lease premises, or land pooled therewith. Lessee agrees to drill such offset
well or wells as a reasonably prudent operator would driil under the same or similar circumstances. Lessee may at any time execute and deliver to Lessor or place of record a release or releases
covering any portion or portions of the above described premises and thereby surrender this lease as to such portion or portions and be relieved or all obligations as to the acreage surrendered.

6. Lessee shall have the right at any time during or after the expiration of this lease to remove all property and fixtures placed by Lessee on said land, including the right to draw and remove
all casing. When required by Lessor, Lessee will bury all pipelines below ordinary plow depth, and no well shall be drilled within two hundred feet of any residence or bamn now on said land
without Lessor's consent.

7. The rights of either party hereunder may be assigned in whole or in part, and the provisions hereof shall extend to their heirs, ors and assigns but no change or division in ownership
of the land or royalties, however accomplished, shall operate to enlarge the obligations or diminish the rights of Lessee; and no change or division in such ownership shall be binding on Lessee
until thirty (30) days after Lessee shall have been furnished by registered U.S. mail at Lessee's principal place of business with a certified copy of recorded instrument or instruments evidencing
same. In the event of assignment hereof in whole or in part liability for breach of any obligation hereunder shall rest exclusively upon the owner of this lease or of a portion thereof who commits
such breach. If six or more parties become entitled to royalty hereunder, Lessee may withhold payment thereof unless and until furnished with a recordable instrument executed by all such parties
designating an agent to receive payment for all. -

8. The breach by Lessee of any obligation arising hereunder shail not work a forfeiture or termination of this lcasc nor cause a termination or revision of the estate created hereby nor be
grounds for canceliation hereof in whole or in part. In the event Lessor considers that operations are not at any time being conducted in compliance with this lease, Lessor shall notify Lessee in
writing of the facts relied upon as constituting a breach hereof, and Lessee, if in default, shall have sixty days after receipt of such notice in which to commence the compliance with the obligations
imposed by virtue of this instrument. After the discovery of oil or gas in paying quantities on said premises, Lessce shall develop the acreage retained hereunder as a reasonably prudent operator
but in discharging this obligation it shall in no event by required to drill more than one well per forty (40) acres of the area retained hereunder and capable of producing oil in paying quantities and
one well per 640 acres plus an acreage tolerance not to exceed 10% of 640 acres of the area retained hereunder and capable of producing gas in paying quantities.

9. Lessor hereby warrants and agrees to defend the title to said land and agrees that Lessee at its option may discharge any tax, mortgage or other lien upon said land either in whole or in part,
and in event Lessee does 50, it shall be subrogated to such lien with the right to enforce same and apply royalties accruing hereunder toward satisfying same Without impairment of Lessee's right
under the warranty in event of failure of title, it is agreed that if Lessor owns an interest in the oil or gas on, in or under said land less than the entire fee simple estate, then the royalties to be paid
Lessor shall be reduced proportionately. Should any one or more of the parties named as Lessors fail to execute this lease, it shall nevertheless be binding upon the party or parties executing the

% same.
there ﬁ'om by reason of scarcity of or inability to obtain or to use equipment or material, or by operation of force majeure, any Federal or state law or any order, rule or regulation of gover 1
authority, then while so0 prevented, Lessee's obligation to comply with such covenant shall be suspended, and Lessee shall not be liable in damages for failure to comply therewith; and this lease
shall be extended while and so long as Lessee is prevented by any such cause from conducting drilling or reworking operations on or from producing oil or gas from the leased premises; and the
time while Lessee is so prevented shall not be counted against Lessee, anything in this lease to the contrary notwithstanding.

X
\ Articles 11 through 12 c:ef tt:his 0il and Gas Lease are included in Exhibit A.
on
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$ 10. Should Lessee be prevented from complying with any express or implied covenant of this lease, from conducting drilling or reworking operations thereon or from producing oil or gas

Jerj’Alexander Lott



g Aoy

o o
-8 = —3
o =8 = Y o
< 1 [ . —+ -t
[¢7] =] (=N = (=W
< v Z 3 g
=5 = Iy g 3 &
7] o < w
5 Ty B e Co@ o0
aPa = oo -h3 (=]
[=] — (@] Pl =3
2.2 5 o S o o
» §. s 8 = =~ £ - = )
ZmE = ) & - = lbs =
o = o = ~
SEAa & Q @ @ 21é 5
x5 3 g g 5 5 3
=~ %’@ g ~ Sy S 8
Sod o da a £
&8s g S® 8 & 8
=] - LI B I T
S = 5 s & 8
3 © ass < e o
=1 o Z, O
= 5 Bl 8 B =
! -
onqng AeioN '
sandxs uorssmunuos AN
g
00T JORep SIU} SW 930J2q PISPI[MOUNIE SeM JUIWIIISUL SIY],
( 40 ALNNOD
*ss(
( ORI NAAR
INFNOAITMONIOV TVAAIAIANT
olqng ArejoN
saxdxe uoISSIUIUOd A
ay: yo
53 Aq
00T Jo Aep ST} UL 210§9q PISPI[MOID[OR SEM JUSWNBSUL STY ],
( 40 ALNNOD
*ss(
L(OJCAR AR
MR

£002-84-6 saudng uorss, INFINOAITMONNIY

SEXAL 10 1S Ny Aoy
S31av3g ATig

L/Ooe L%l / b sarrdxs uotssiurwos AW

Ai15d07d 378Tedas pue 3]0 1oy Ul SUIjeap ‘0| J1apuexa|y U ‘Ag

‘4002 ¢ Jo Aep CC I SW 210J3q PISPI[MOUNOE SBM JUSWINISUL SIY],
{ 40 ALNNOD

s izt g
( SEXoL 40 4dLVLS

INFADATTMONADY TVNAIAIANI




EXHIBIT A
Exhibit A to that certain Oil and Gas Lease covering T25S R26E, Sec 17, NW4NE4, E2E2, Eddy County,

New Mexico.

11. Subject to the right of election reserved to Lessor to take its share of production in kind, the royalties
to be paid by Lessee are twenty-five percent (25%) of eight-eighths (8/8ths) of: (a) the greater of the
market value at the well or the amount realized from the sale of oil and liquid petroleum products
recovered at the well and (b) the market value of gas produced from the Leased Premises determined as
follows: (i) at the well for gas sold at the well, (i) at the point of sale for gas sold or used off the Leased
Premises or (iii) on gas delivered to a processing plant, the market value at the tailgate of the plant to which
the gas is delivered, plus the market value of the products recovered when such gas is processed; provided
that on oil, gas and related hydrocarbons, the royalty shall never be less than twenty-five percent (25%) of
the gross amount realized by Lessee from such sale. Royalty is to be paid on all payments received by Lessee
under or as a result of a gas purchase contract, including, but not limited to reservation charges and, subject
to credit to Lessee when gas for which payment has been made earlier is eventually produced, take-or-pay
or contract settlement proceeds and amounts paid for gas not taken. Lessee shall have free use of oil and gas
from said land for operations on the Leased Premises, and the royalty on oil and gas shall be computed after
deducting any production so used. The royalties payable under this Lease shall be free and clear of costs or
deductions for exploration, drilling, development, and production, including but not limited to, costs of
marketing, dehydration, storage, compression, separation by mechanical means and stabilization of the
hydrocarbons.

If there is a gas well on the Leased Premises or on land pooled therewith capable of producing in
paying quantities, but from which gas is not being sold, and in the absence of oil or other production from
the Leased Premises or on land pooled therewith sufficient to maintain this Lease in full force and effect,
this Lease shall be extended for a period of ninety (90) days from the date such well is or was shut-in,
whereupon this Lease shall terminate unless Lessee shall pay to Lessor as royalty, a sum equal to Five
Dollars ($5.00) per net acre covered by this Lease, which payment shall be made to Lessor at P.O. Box 58,
Abilene, Texas 79604, on or before the ninetieth (90®) day from and after the date on which such well is or
was shut-in, and annually thereafter a similar payment may be made on or before the anniversary date on
which such well was shut-in. If such payment, or payments, are timely made, it shall be considered that gas
is being produced in paying quantities from the Leased Premises under all the terms and provisions of this
Lease (but only for so long as the well continues to be capable of producing in paying quantities); however,
this Lease may not be maintained by shut-in payments more than two (2) (cumulative) years after the end of
the primary term. Lessee shall be obligated to use diligence to market gas capable of being produced in
paying quantities from a shut-in well.

12. Notwithstanding any other provisions hereof at the end of the primary term, all acreage not included
in a proration unit as designated by the New Mexico Oil Conservation Division and all depths 100 feet
below the deepest producing horizon shall be automatically eliminated from this Lease and revert to Lessor,
unless Lessee is drilling a well on the leased premises or on lands pooled therewith, in which event the
Lease will be held in its entirety as long as not more than one hundred twenty (120) days elapse between
the completion of one well and commencement of another. “Completion” shall be defined as (1) the date
on which a dry hole is plugged or (2) the date certified to the New Mexico Oil Conservation Division as the
date a well has been completed asa producing well, whichever be appropriate. “Commencement” shall be
defined as the date drilling operations are commenced on the Leased premises or on lands pooled
therewith.
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105 South Fourth Street
Artesia, NM 88210

505-748-1471
FAX 505-748-4572
May 4, 2004
Jeri Alexander Lott
9102 Vicksburg Ave., #17
Lubbock,TX 79424
Re: Oil & Gas Lease
Township 25 South, Range 26 East, NMPM
Section 17: NW/4NE/4, E/2E/2
Containing 200 acres, more or less
Eddy County, New Mexico
Mrs. Lott:

Thank you for your response to our recent lease renewal offer. At this time, we are not able to accept
the lease form and terms you provided. Enclosed please find two (2) copies of Oil and Gas Lease
Form 342P, which we will accept. If the enclosed meets with your approval, please execute the lease
before a notary public and return to this office. Upon receipt of the properly executed and notarized
lease, we will issue a direct check to you, per your instructions.

If you have any questions, please call me at (505) 748-4356. Thank you.

Very truly yours,

YATES PETROLEUM GORPORATION

Awit?”

Shirley Pruitt
Land Technician

Isp
Enclosure(s)



: P roducer's 88-Producer's Revised 1994 New Mexico Fe. .. 342P, Paid-up Printed and for su 4 Hall-Poorbaugh Press, Roswell, N.M.
OIL & GAS LEASE

THIS AGREEMENT made this _4th___ day of May, 2004, but effective_September 21, 2004 between Jeri Alexander Lott, dealing in her sole and separate property, as
Lessor (whether one or more), and YATES PETROLEUM CORPORATION-70%; YATES DRILLING COMPANY-10%, ABO PETROLEUM CORPORATION-10% and MYCO

INDUSTRIES, INC.-10%, as Lessee:

1. Lessor, In consideration of TEN AND OTHER DOLLARS in hand paid, receipt of which is here acknowledged, and of the royalties herein provided and of the agreements of the lessee
herein contained, hereby grants, leases and lets exclusively unto lessee for the purpose of investigating, exploring, prospecting, drilling, and operating for and producing oil and gas. injecting gas,
waters, other fluids, and air into subsurface strata laying pipelines, storing oil, building tanks, roadways, telephone lines, and other structures and things thereon to produce, save, take care of, treat,
process, store and transport said minerals, the following described land in Eddy County, New Mexico, to-wit:

Township 25 South, Range 26 East. NNM.P.M.
Section 17: NW/4NE/4, E/2E/2

Said land is estimated to comprise 200.00 acres, whether it actually comprises more or less.

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

3. The royalties to be paid by lessee are: (a) on oil, and other liquid hydrocarbons saved at the well, 1/4th of that produced and saved from said land, same to be
delivered at the wells or to the credit of lessor in the pipeline to which the wells may be connected; (b) on gas, including casinghead gas or other gaseous substance
produced from said land and used off the premises or used in the manufacture of gasoline or other products, the market value at the well of 1/4th of the gas used,
provided that on gas sold on or off the premises, the royalties shall be 1/4th of the amount realized from such sale; () and at any time when this lease is

not validated by other provisions hereof and there is a gas and/or condensate well on said land, or land pooled therewith, but gas or condensate is not being so sold or used and such well is shut in,
either before or after production therefrom, then on or before 90 days afier said well is shut in, and thereafier at annual intervals, lessee may pay or tender an advance shut-in royalty equal to $1.00
per net acre of lessor's gas acreage then held under this lease by the party making such payment or tender, and so long as said shut-in royalty is paid or tendered, this lease shall not terminate and it
shall be considered under all clauses hereof that gas is being produced from the leased premises in paying quantities. Each such payment shall be paid or tendered to the party or parties who at the
time of such payment would be entitled to receive the royalties which would be paid under this lease if the well were in fact producing. The payment or tender of royalties and shut-in royalties may
be made by check or draft. Any timely payment or tender of shut-in royalty which is made in a bona fide attempt to make proper payment, but which is erroneous in whole or in part as to parties or
amounts, shall nevertheless be sufficient to prevent termination of this lease in the same manner as though a proper payment had been made if lessee shall correct such error within 30 days after
lessee has received written notice thereof by certified mail from the party or parties entitled to receive payment together with such written instruments (or certified copies thereof) as are necessary to
enable lessee to make proper payment. The amount realized from the sale of gas on or off the premises shall be the price established by the gas sales contract entered into in good faith by lessee and
gas purchaser for such term and under such conditions as are customary in the industry. “Price” shall mean the net amount received by lessee after giving effect to applicable regulatory orders and
after application of any applicable price adjustments specified in such contract or regulatory orders. In-the-event-lessee-comp ;-treats,-purifies;-or-dehy
eased-premises)-or-transperts-gas-off the-leased-premises;lessee-in-computingroyalty-hereunder-may-dedust-from-sueh-price-a- ble-charge-for-each-of such-functions-performed:
4. This is a paid-up lease and lessee shall not be obligated during the primary term hereof to commence or continue any operations of whatsoever character or to make any payments hereunder

in order to maintain this lease in force during the primary term; however, this provision is not intended to relieve lesee of the obligation to pay royalties on actual production pursuant to the
provisions or Paragraph 3 hereof.

5. Lessee is hereby granted the right and power, from time to time, to pool or combine this lease, the land covered by it or any part or horizon thereof with any other land, leases, mineral
estates or parts thereof for the production of oil or gas. Units pooled hereunder shall not exceed the standard proration unit fixed by law or by the Oil Conservation Division of the Energy and
Minerals Department of the State of New Mexico or by any other lawful authority for the pool or area in which said land is situated, plus a tolerance of ten percent. Lessee shall file written unit
designations in the county in which the premises are located and such units may be designated from time to time and either before or after the completion of wells. Drilling operations on or
production from any part of any such unit shall be considered for all purposes, except the payment of royalty, as operations conducted upon or production from the land described in this lease. There
shall be allocated to the land covered by this lease included in any such unit that portion of the total production of pooled minerals from wells in the unit, after deducting any used in lease or unit
aperations, which the net oil or gas acreage in the land covered by this lease included in the unit bears to the total number of surface acres in the unit. The production so aliocated shall be considered
for all purposes, including the payment or delivery of royalty, to be the entire production of pooled minerals from the portion of said land covered hereby and included in said unit in the same
manner as though produced from said land under the terms of this lease. Any pooled unit designated by lessee, as provided herein, may be dissolved by lessee by recording an appropriate instrument
in the County where the land is situated at any time after the completion of a dry hole or the cessation of production on said unit.

6. If at the expiration of the primary term there is no well upon said land capable of producing oil or gas, but lessee has commenced operations for drilling or reworking thereon, this lease
shall remain In force so long as operations are prosecuted with no cessation of more than 60 consecutive days, whether such operations be on the same well or on a different or additional well or
wells, and if they result in the production of oil or gas, so long thereafter as oil or gas is produced from said land. If, after the expiration of the primary term, all wells upon said land should become
incapable of producing for any cause, this lease shall not terminate if lessee commences operations for additional drilling or for reworking within 60 days thereafter. If any drilling, additional
drilling or reworking operations hereunder result in production, then this lease shall remain in full force so long thereafter as oil or gas is produced hereunder.

7. Lessee shall have free use of oil, gas and water from said land, except water from lessor's wells and tanks, for all operations hereunder, and the royalty shall be computed after deducting
any so used. Lessee shall have the right at any time during or after the expiration of this lease to remove all property and fixtures placed by lessee on said land, including the right to draw and
remove all casing. When required by lessor, lessee will bury all pipe lines on cuitivated lands below ordinary plow depth, and no well shall be drilled within two hundred feet (200 ft.) of any
residence or barn now on said land without lessor's consent. Lessor shall have the privilege, at his risk and expense, of using gas from any gas well on said land for stoves and inside lights in the
principal dwelling thereon, out of any surplus gas not needed for operations hereunder.

8. The rights of either party hereunder may be assigned in whole or in part and the provisions hereof shall extend to their heirs, executors, administrators, successors and assigns; but no
change in the ownership of the land or in the ownership of, or rights to receive, royalties or shut-in royalties, however accomplished shall operate to enlarge the obligations or diminish the rights of
lessee: and no such change or division shall be binding upon lessee for any purpose until 30 days after lessee has been furnished by certified mail at lessee's principal place of business with
acceptable instruments or certified copies thereof constituting the chain of title from the original lessor. If any such change in ownership occurs through the death of the owner, lessee may, at its
option, pay or tender any royalties or shut-in royalties in the name of the deceased or to his estate or to his heirs, executor or administrator until such time as lessee has been furnished with evidence
satisfactory to lessee as to the persons entitled to such sums. An assignment of this lease in whole or in part shall, to the extent of such assignment, relieve and discharge lessee of any obligations
hereunder and , if lessee or assignee of part or parts hereof shall fail or make default in the payment of the proportionate part of royalty or shut-in royalty due from such lessee or assignee or fail to
;:);;:ply with any of the provisions of this lease, such default shall not affect this lease insofar as it covers a part of said lands upon which lessee or any assignee thereof shall properly comply or

e such payments.

9. Should lessee be prevented from complying with any express or implied covenant of this lease, or from conducting drilling or reworking operations hereunder, or from producing oil or gas
hereunder by reason of scarcity or inability to obtain or use equipment or material, or by operation of force majeure, or by any Federal or state law or any order, rule or regulation of governmental
authority, then while so prevented, lessee's duty shall be suspended, and lessee shall not be liable for failure to comply therewith; and this lease shall be extended while and so long as lessee is
prevented by any such cause from conducting drilling or reworking operations or from producing oil or gas hereunder; and the time while lessee is so prevented shall not be counted against lessee,
anything in this lease to the contrary notwithstanding.

10, Lessor hereb

0 arFants-and-agrees-to-defend-the-title-to-said-Jand-and agrees that lessee at is option may discharge any tax, mortgage or other lien upon said land, and in the event lessee
does so it shall be subrogated to such lien with the right to enforce same and to apply royalties and shut-in royalties payable hereunder toward satisfying same. Without impairment of lessee's rights
under the warranty, if this lease covers a less interest in the oil or gas in all or any part of said land than the entire and undivided fee simple estate (whether lessor’s interest is herein specified or not)
then the royalties, shut-in royalty, and other payments, if any, accruing from any part as to which this lease covers less than such full interest, shall be paid only in the proportion which the interest
therein, if any, covered by this lease, bears to the whole and undivided fee simple estate therein. Should any one or more of the parties named above as lessors fail to execute this lease, it shall
nevertheless be binding upon the party or parties executing the same. '

11. Lessee, its or his successors, heirs and assigns, shall have the right at any time to surrender this lease, in whole or in part, to lessor or his heirs, successors and assigns by delivering or

mailing a release thereof to the lessor, or by placing a release thereof of record in the county in which said land is situated; thereupon lessee shall be relieved from all obligations, expressed or

in;plied, of tlh:s agreement as to acreage so surrendered, and thereafter the shut-in royalty payable hereunder shall be reduced in the proportion that the acreage covered hereby is reduced by said
release or releases.

Articles 12, 13 and 14 of this Oil and Gas Lease are attached as Exhibit “A”.

Executed the day and year first above written,

Jeri Alexander Lott
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Exhibit “A”

Attached to and made a part of that certain Oil and Gas Lease dated May 4, 2004, by and between Jeri Alexnader Lott,
dealing in her sole and separate property, as Lessor, and Yates Petroleum Corporation, Yates Drilling Company, Abo
Petroleum Corporation and Myco Industries, Inc., as lessee, covering lands in Eddy County, New Mexico.

12. Notwithstanding anything else to the contrary herein, payment of shut-in gas well royalties will not be permitted to
maintain this Lease in force for a period greater than two consecutive years beyond the primary term, at which time this
Lease shall automatically terminate.

13. Notwithstanding any other provisions hereof, at the end of the primary term, all acreage not included in a proration
unit as designated by the New Mexico Oil Conservation Division and all depths 100 feet below the deepest producing
horizon shall be automatically eliminated from this Lease and revert to LESSOR, unless LESSEE is drilling a well on the
leased premises or on lands pooled therewith, in which event the Lease will be held in its entirety as long as not more than
one hundred twenty (120) days elapse between the completion of one well and the commencement of another. Completion
shall be defined as (1) the date on which a dry hole is plugged or (2) the date certified to the New Mexico Oil Conservation
Division as the date a well has been completed as a producing well, whichever be appropriate. “Commencement” shall be
defined as the date drilling operations are commenced on the leased premises or on lands pooled therewith.

14. As an addition to the terms hereof, it is expressly agreed that all royalty to be paid hereunder shall be delivered to
LESSOR free of all costs of transportation, compression, processing, treatment, purification, dehydration, separation,
stabilization, manufacturing, measuring or marketing the oil, gas or hydrocarbons covered by this lease.



LNORO? LEASE RECORD SHEET
USER-TAMMYV ~ WS5-QPADFVQ00J

9:38:34 3/08/200:

LEASE NUMBER - NM-000403-002513-F

PROSPECT..... 000000

ACQ CODE......

COUNTY #1....... EDD EDDY
COUNTY #2.......
STATE............ NM NEW MEXICO
LEASE DATE.......... 3/21/2001
EFFECTIVE DATE...... 9/21/2001
EXPIRATION DATE..... 9/20/2004
PRIMARY TERM........ 3 YR

ORIGINAL LESSOR..... JERI ALEXANDER LOTT
ORIGINAL LESSEE..... Ypc

PAGE 1

10:52:24 *708/2002

LEASE NAME LOTT, JERI ALEXANDER

ACCT. LEASE 270387-001

BOOK. . 431 PAGE.. 971 REC DATE... 10/05/2001
BOOK.. PAGE. . REC DATE... 0/00/0000
RECORD STATUS... CM COMPLETE LEASE RECORD

LEASE TYPE....... X FEE LEASE

ACQUISITION DATE. 9/21/2001

LEASE/RENTAL STAT...PDU PAID UP LEASE
, DEALING IN HER SOLEA AND SEPARATE PROPE

ACQUIRED - HOW...... BONUS PER ACRE... 100.00
- FROK..... TOTAL BONUS...... 416.67
LESSEE OF RECORD....
RCREAGES LSE GROSS LEASE NET QUR NET  BASE ACRES.......
TOTAL. ....... 200.00 4.17 LESSOR MI........
DEVELORED. ... LESSOR RI........ 25000000
UNDEVELOPED. . 200.00 4.17 TOTAL ORRI.......
NO TOTALIZE.. LEASE NRI........ . 75000000
LEGAL DESCRIPTION INFORMATION:
SEQ TWP RNG SEC LOCATION ABSTRACT # LSE GRS LSE NET
--------------------- LEGAL DESCRIPTION ------=-~c==-=ammmen
01 255 26E 17 200.00 4.17
NW4NE4, E2E2
TOTAL ACREAGE  200.00 4.17
OWNERSHIP INFORMATION: Expl R E D
OWNER# WORKING INTEREST OWNER GWI OTHER CO LSE
5000 ABO PETROLEUM CORPORATION .10006000 ‘ﬂnf?
$40010 MYCO INDUSTRIES, INC. .10000000
994100 YATES DRILLING COMPANY .10000000
999900 YATES PETROLEUM CORPORATION 70000000
TOTAL INTEREST 1.00000000 %39
SPECIAL FEATURES/WELL CROSS REFERENCE:
HELD BY PROD... SURFACE DAMAGES... POOLING..0IL GAS

HELD BY UNIT...
SHUT-IN PROV...
PUGH CLAUSE....
REASMT OBLIG...

2 TWO YR
P PUGH

MINIMUM ROYALTY...
RENEWAL OPTION....
LESSER INTEREST...
CONT. DRILLING.... Y

REWORK DAYS.....
MULTI-TRACT.....
SLIDING ROYALTY.

UNIT CLAUSE....

DELAY RENTAL/SHUT-IN INFORMATION:

RENTAL PAID BY......

RENTAL PER ACRE..............
RENTAL AMOUNT/TYPE........
BANK FEE
TOTAL RENTAL..............
COMPANY SHARE.............
RENTAL DUE DATE............
PAYMENT FREQUENCY........

SHUT-IN PAID BY.....

SHUT-IN PER ACRE.............
SHUT-IN AMOUNT............
BANK FEE............ ... .. ...,
TOTAL SHUT-IN.............
COMPANY SHARE.............
SHUT-IN DUE DATE...........
PAYMENT FREQUENCY........
HBP WELL NAME..
MULT/COMB CHECKS

LEASE NUMBER - NM-000403-002513-F



................

105 South Fourth Street
Artesia, NM 88210

November 10, 2004

Working Interest Owners CERTIFIED MAIL
Addressee List Attached RETURN RECEIPT REQUESTED

RE: Guitar BFL Com #1 well

Township 25 South, Range 26 East, NMPM
Section 17: 990" FNL & 1980'FEL

Eddy County, New Mexico
Ladies and Gentlemen:

Yates Petroleum Corporation, as operator, proposes to drill the captioned well pursuant to the
prognosis on the Authority for Expenditure (AFE) and invites you to participate.

Enclosed, please find two (2) copies of an AFE and one (1) copy of the Joint Operating
Agreement (JOA) with one {1} additional signature page, covering the N/2 of Section 17.

If the AFE and JOA meet with your approval, please sign and return one (1) executed copy of
the AFE and the execuied and notarized signature page of the JOA to our office.

This well is on an accelerated scheduling and we request your immediate attention.
Should you have any questions, please do not hesitate contacting me at 505-748-4400.
Thank you.

Very truly yours,

YATES PETROLEUM CORPORATION

Zsson e

Susan Vierra
Associate Landman

SV/am
Enclosure(s)



Yates Petroleum Corporation, et al
Attn: Susan Vierra

105 South Fourth Street

Artesia, NM 88210

James M. & Jerri Alexander &7
P.O. Box 58
Abilene, TX 79604

Janis Lee Polk Harbour
4400 Arcady
Datllas, TX 75202

Whitten Guitar Witherspoon
3833 Arroyo Road
Fort Worth, TX 76109

Marilyn Guitar Galusha @C/
P.O.Box 1438
Abilene, TX 79604

Kelly Woods Leach
312 Greatview Circle
Birmingham, AL 35226-2320

GUITAR BFL COM #1
ADDRESSEE LIST

Murchison Oil & Gas, Inc. @&
1100 Mira Vista Bivd.
Plano, TX 75093-4698

Martha Jane Alexander Rhodes

P.O. Box 58
Abilene, TX 79604

Pressley Hudson Guitar @/
P.O. box 5383
Abilene, TX 79608-5383

Jeri Alexander Lott 6C
9102 Vicksburg Ave., #17
Lubbock, TX 79356

John Guitar Witherspoon, Jr.
7404 Lemonwood Drive
Fort Worth, TX 76133-7012

Anita Grissom Guitargz,
P.O.box 744
Abilene, TX 79605

James Kelly Polk (-
12 Augusta
Abilene, TX 79604

Brett Guitar Wi’rherspooné(f
P.O. Box 100635
Fort Worth, TX 76185

Ruth Ann Polk Caudle
5616 Preston Fairway
Dallas, TX 75252

Wende Witherspoon Morgan
1720 Southwicke
Flower Mound, TX 75022



AFE NO. 04-542-0

AUTHORITY FOR EXPENDITURE AFE DATE 10/29/04
NEW DRILLING, RECOMPLETION & RE-ENTRY AFEND (rev 6/96)
AFE Type: Well Objective:  Well Type: AFE STATUS: 10-34-04
105 SOUTH FOURTH STREET X |New Drilling X|oi X [Development Original
ARTESIA, NEW MEXICO88210 Recompletion X|Gas Exploratory Revised
TELEPHONE (505) 748-1471 Re-entry Injector Final
Supplemental
LEASE NAME Guitar BFL Com. #1 PROJ'D DEPTH 12,000
COUNTY Eddy STATE New Mexico
FIELD HORIZON Morrow
LOCATION Section 17 T25S-R26E, 990' N & 1980' E
DIVISION CODE 100 DIVISION NAME Oil & Gas Division
DISTRICT CODE DISTRICT NAME
BRANCH CODE BRANCH NAME
PROGNOSIS: [New well drilled to 12,000" to test all formations
INTANGIBLE DRILLING COSTS: ' DRY HOLE COMP'D WELL
920-100 Staking, Permit & Legal Fees 3,000 3,000
920-110 Location, Right-0f- W aY s 35,000 35,000
920-120 DrlliNg, FOO G s
920-130 Driling, Daywork & fuel 50 days @ $11,300/day + $45Kformob 647,000 647,000
920-140 Drilling Water, Fasline Rental 35,000 35,000
920-150 Driling Mud & AddItIVES e, 45,000 45,000
920-160 Mud Logging Unit, Sample Bags s 30,000 30,000
920-170 Cementing - Surface Casing & deep intermediate =~~~ 75,000 75,000
920-180 Drill Stem Testing, OHT s
920-190 Electric Logs & Tape Copies e, 60,000 60,000
920-200 Tools & Equip. Rntl., Trkg. & Welding 125,000 125,000
920-205 Control of Well-Insurance e, 5,000 5,000
920-210 Supervision & Overhead e, 50,000 50,000
920-230 Coring, TOOIs & SerVICe e,
920-240 Bits, Tool & Supplies Purchase e, 80,000 80,000
920-350 Cementing - Production Casing 40,000
920-410 Completion Unit - Swabbing e, 30,000
920-420 Water for Completion 5,000
920-430 Mud & Additives for Completion . 1,000
920-440 Cementing - Completion
920-450 Elec. Logs, Testing, Etc. - Completion 20,000
920-460 Tools & Equip. Rental, Etc. - Completion . 50,000
920-470 Stimulation for Completion R S 100,000
920-480 Supervision & O/H - Completion 1,500
920-490 Additional LOC Charges - Completon .. 10,000
920-510 Bits, Tools & Supplies - Completon L 1,500
920-500 Contingency for Completion e,
TOTAL INTANGIBLE DRILLING COSTS . L 1,190,000] 1,449,000|
TANGIBLE EQUIPMENT COSTS:
930-010 Christmas Tree & Wellhead L 5,000 30,000
930-020 Casing . 1338 @400 11,000 11,000
........ 9 S B0 e 27,000 27,000
________ 1@ 8,600 e 108,000 108,000
........ 41020 12,0000 e eee 85,500
930-030 Tubing 2308 @ 11,800 e 49,000
930-040 Packer & Special Equipment
$40-010 Pumping Equipment 1T
940-020 Storage Facilities T 15,000
940-030 Separation Equip., Flowiines, Misc. T TTTmmmmmmmmmmmmmmmmmmemenes 75,000
940-640 Trucking & Construction Costs _______ == T T LT e 15,000
TOTAL TANGIBLE EQUIPMENTCOSTS L 151,000] 415,500/
TOTAL COSTS [ 1,341,000] 1,864,500]

APPROVAL OF THIS AFE CONSTITUTES APPROVAL OF OPERATOR'S OPTIbN TO CHARGE THE JOINT ACCOUNT WITH
TUBULAR GOODS FROM THE OPERATOR'S WAREHOUSE STOCK AT THE RATES STATED ABOVE.

Prepared By Operations
SV Jeremiah Mullen Approval
RPORAT1ON [ T 20.551875% |
[ 10.793125% ]
[ 10.793125% |

| 10.793125Z |




GUITAR BFL COM #1 AFE # 04-542-0

T25S-R26E- SECTION 17
990' FNL & 1980' FEL
EDDY COUNTY, NEW MEXICO

DATE: 11/8/04
Page 2

SHARE
MURCHISON OIL & GAS, INC | 37.500000%|
EARL B. GUITAR, SR. & ANITA GRISSOM GUITAR, REVOCABLE LIVING TRUST, 2.343750%
ANITA GRISSOM GUITAR, SOLE TRUSTEE
| 0.781250%|
| 0.781250%|
JER ALEXANDER LOTT 0.781250%|
:JAMES KELLY POLK 0.781250%]
'lRUTH ANN POLK CAUDLE [ 0.781250%)]
JANIS LEE POLK HARBOUR | 0.781250%|
| 0.584375%)
:PRESSLEY HUDSON GUITAR [ 0.584375%]
:JOHN GUITAR WITHERSPOON, JR. 1 0.293750%|
BRETT GUITAR WITHERSPOON [ 0.293750%|
:\ENENDE WITHERSPOON MORGAN [ 0.293750%)
| 0.293750%)

BY

TOTAL

0.193750%]

100.000000%
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S. P. YATES

I E 5 CHAIRMAN OF THE BOARD

JOHN A. YATES

.

X
MARTIN YATES, lil N FETRU L E u " PRESIDENT
1912 - 1985 // PEYTON YATES
FRANK W. YATES L EDRFDR H T I n N EXECUTIVE VICE PRESIDENT
1936 - 1986 SEETTCITSEL rexestye

RANDY G. PATTERSON
SECRETARY

105 SOUTH FOURTH STREET DENI;"S iJ:":SEY
ARTESIA, NEW MEXICO 88210-2118
TELEPHONE (S505) 748-1471

November 30, 2004

Jeri Alexander Lott
9102 Vicksburg Ave., #17
Lubbock, TX 79424

RE: Guitar BFL Com #1
Township 25 South, Range 26 East, NMPM
Section 17: N/2
Eddy County, New Mexico

Ms. Lott:

I have had several phone calls from many family members concerning either 1) lease options for mineral rights in the
above captioned acreage or 2) participation in the drilling of the Guitar BFL Com #1.

You have been sent an AFE to participate in the drilling of the Guitar well as an unleased mineral owner. Also
included with the AFE was the operating agreement covering the 320-acre spacing unit in the North 4 of section 17.

Since the receipt of the AFE and Operating Agreement, I have had several phone calls to discuss the possibility to
lease your minerals rather than taking a working interest in this well. The renewal period has expired for your
previous leases; therefore all previous negotiations are off the table.

Enclosed please find Yates Petroleum Corporation standard three (3) year paid up lease form, containing a % royalty
for your net mineral acre interest. Should you elect to execute this lease, as is, you will receive the $100.00 per net
acre bonus upon our receipt. The terms and conditions of the lease are not negotiable, as Yates Petroleum
Corporation will be proceeding with the drilling of the Guitar well immediately.

Please return either the executed lease form, as is, or the executed AFE and Operating Agreement at your earliest
convenience, as to avoid a force-pooling situation.

Should you have any questions, I can be reached at 505-748-4400.
Thank you for your consideration.
Very truly yours,

YATES PETROLEUM CORPORATION

Susan Vierra
Associate Landman
/sv
Enclosure(s)



Producers 88 Rev. (3 Year Lease) 5-96 (THREE YEAR PAID UP LEASE) Form 345

YPC Revised Form_ OIL AND GAS LEASE Hall-Poorbaugh Press, Inc.
' Roswell, New Mexico

THIS AGREEMENT made this 30th day of November, 2004, and Effective November 30, 2004, between Jeri Aleiander Lott, dealing in her sole and separate
property, as Lessor (whether one or more), and YATES PETROLEUM CORPORATION-70%; YATES DRILLING COMPANY-10%, ABO PETROLEUM CORPORATION-10% AND
SHARBRO OIL LIMITED CO MPANY.-10%, as Lessee, WITNESSETH:

1. Lessors in consideration of Ten and No/100: Dollars (§___10.00 Y in
hand paid, of the royalties herein provided and of the agreements of Lessee herein contained, hereby grants, leases and lets exclusively unto Lessee for the purpose of investigating, exploring,
prospecting, drilling and mining for and producing oil and gas, laying pipe lines, building roads, tanks, power stations, telephone lines and other structures thereon and on, over and across lands owned
or claimed by Lessor adjacent and contiguous thereto, to produce, save, take care of, treat, transport, and own said products, and housing its employees, the following described land in
Eddy County, New Mexico to-wit:

Township 25 South, Range 26 East, NMPM
Section 17: NW/4NE/4, E/2E/2

Containing 200.00 acres, more or less

2. Without reference to the commencement, prosecution or cessation at any time of drilling or other developrment operations and/or to the discovery, development or cessation at any time of
production of oil or gas and without further payments than the royalties herein provided, and notwithstanding anything else herein contained to the contrary, this lease shall be for a term of three years
from this date (called "primary term") and as long thereafier as oil or gas is produced from said land or land with which said land is pooled hereunder.

3. The royalties to be paid by Lessee are: (2) onoil, 1/4 of that produced and saved from said land, the same to be delivered at the wells or to the credit of Lessor into the pipe line to which the
wells may be connected; Lessee may from time to time purchase any royalty oil in its possession, paying the market price therefore prevailing for the field where produced on the date of purchase; (b)
on gas, including casing head gas or other gaseous substance, produced from said land, and sold, or used off the premises or for the extraction of gasoline or other product there from, the market value
at the well of 1/4  of the gas so sold or used, provided that on gas sold at the wells the royalty shall be _1/4 of the amount realized from such sale; while there is a gas well on this lease or on
acreage pooled therewith but gas is not being sold or used, Lessee may pay or tender as royalty, on or before ninety (90) days after the date on which said well is shut in and thereafter at annual
intervals the sum of $1.00 per acre, and if such payment is made or tendered, this lease shall not terminate and it will be considered that gas is being produced from this lease in paying quantities.
Payment or tender of said shut-in gas royalty may be made by check or draft of Lessee mailed or delivered to the parties entitled thereto on or before the date said payment is due. Lessee shall have
free use of oil, gas, coal and water from said land, except water from Lessor’s wells, for all operations hereunder, and the royalty on oil and gas shall be computed after deducting any so used.

4. Lessee, at its option, is hereby given the right and power to pool or combine the acreage covered by this lease, or any portion thereof as to oil and gas, or either of them, with other land, lease
or leases in the immediate vicinity thereof to the extent, hereinafier stipulated, when in Lessee's judgment it is necessary or advisable to do so in order propetly to explore, or to develop and operate
said leased premises in compliance with the spacing rules of the New Mexico Oil Conservation Commission, or other lawful authority or when to do so would, in the judgment of Lessee, promote the
conservation of oil and gas in and under and that may be produced from said premises. Units pooled for oil hereunder shall not substantially exceed 40 acres each in area, and units pooled for gas
hereunder shall not substantially exceed in area 640 acres each plus a tolerance of 10% thereof, provided that should governmental authority having jurisdiction prescribe or permit the creation of units
larger than those specified, units thereafter created may conform substantially in size with those prescribed by governmental regulations. Lessee under the provisions hereof may pool or combine
acreage covered by this lease, or any portion thereof as above provided as to oil in any one or more strata and as to gas in any one or more strata. The units formed by pooling as to any stratum or
strata need not conform in size or area with the unit or units into which the lease is pooled or combined as to any other stratum or strata, and oil units need not conform as to area with gas units. The
pooling in one or more instances shall not exhaust the rights of the Lessee hereunder to pool this lease or portions thereof into other units. Lessee shall file for record in the appropriate records of the
county in which the leased premises are sitnated an instrument describing and designating the pooled acreage as a pooled unit. Lessee may at its election exercise its pooling option after commencing
operations for or completing an oil or gas well on the leased premises, and the pooled unit may include, but it is not required to include, land or leases upon which a well capable of producing oil or gas
in paying quantities has theretofore been completed or upon which operations for the drilling of a well for oil or gas have theretofore been commenced. Operations for drilling on or production of oil or
gas from any part of the pooled unit which includes all or a portion of the land covered by this lease regardless of whether such operations for drilling were commenced or such production was secured
before or after the execution of this instrument or the instrument designating the pooled unit, shall be considered as operations for drilling on or production of oil and gas from land covered by this lease
whether or not the well or wells be located on the premises covered by this lease, and the entire acreage constituting such unit or units, as to oil and gas, or either of them, as herein provided, shall be
treated for all purposes, except the payment of royalties on production from the pooled unit, as if the same were included in this lease. For the purpose of computing the royalties to which owners of
royalties and payments out of production and each of them, shall be entitled on production of oil and gas, or either of them, from the pooled unit, there shall be allocated to the land covered by this
lease and included in said unit a pro rata portion of the oil and gas, or either of them, produced from the pooled unit after deducting that used for operations on the pooled units. Such allocation shall be
on acreage basis-that is to say, there shall be allocated to the acreage covered by this lease and included in the pooled unit that pro rata portion of the oil and gas, or either of them, produced from the
pooled unit which the number of surface acres covered by this lease and included in the pooled unit bears to the total number of surface acres included in the pooled unit. Royalties hereunder shall be
computed on the portion of such production, whether it be oil and gas, or either of them, so allocated to the land covered by this lease and included in the unit just as though such production were from
such land. The production from an oil well will be considered production from the lease or oil pooled unit from which it is producing and not as production from a gas pooled unit; and production from
a gas well will be considered as production from the lease or gas pooled unit from which it is producing and not from an oil pooled unit. In addition to the foregoing, Lessee at its option is hereby given
the right and power from time to time to commit said land or any part or formation or mineral substance covered hereby to any cooperative or unit agreement or plan of development and operation, and
to any modifications thereof, which have been approved by the New Mexico Oil Conservation Commission or other lawful governmental authority. In such event, the royalty payable to Lessor
hereunder shall be computed and paid on the basis of the oil or gas allocated to such land under the terms of any such agreement or plan of operation, which basis shall be the same by which the
royalty due the United States or the State of New Mexico is computed and paid. This lease shall not expire during the life of such agreement or plan and shall be subject to the terms thereof and said
agreement or plan of operation shall be filed with the New Mexico Oil Conservation Commission, or other lawful authority, and Lessee shall record in the county in which the leased premises are
situated, an instrument describing such agreement or plan of operation and reflecting the commitment thereto, and the same may be recorded either before or after the completion of wells.

5. If at the expiration of the primary term oil or gas is not being produced on said land, or from land pooled therewith, but Lessee is then engaged in drilling or reworking operations thereon, or
shall have completed a dry hole thereon within 60 days prior to the end of the primary terms, the lease shall remain in force so long as operations on said well or for drilling or reworking of any
additional well are prosecuted with no cessation of more than 60 consecutive days, and if they result in the production of oil or gas so long thereafier as oil or gas is produced from said land, or from
land pooled therewith. If, after the expiration of the primary term of this lease and after oil or gas is produced from said land, or from land pooled therewith, the production thereof should cease from
any cause, this lease shall not terminate if Lessee commences operations for drilling or reworking within 60 days after the cessation of such production, but shall remain in force and effect so long as
such operations are prosecuted with no cessation of more than 60 consecutive days, and if they result in the production of oil and gas, so long thereafter as oil or gas is produced from said land, or from
land pooled therewith. Any pooled unit designated by Lessee in accordance with the terms hereof, may be dissolved by Lessee by instrument filed for record in the appropriate records of the county in
which the leased premises are situated at any time after the completion of a dry hole or the cessation of production on said unit. In the event a well or wells producing oil or gas in paying quantities
should be brought in on adjacent land and within 660 feet of and draining the lease premises, or land pooled therewith. Lessee agrees to drill such offset well or wells as a reasonably prudent operator
would drill under the same or similar circumstances. Lessee may at any time execute and deliver to Lessor or place of record a release or releases covering any portion or portions of the above
described premises and thereby surrender this lease as to such portion or portions and be relieved or all obligations as to the acreage surrendered.

6. Lessee shall have the right at any time during or after the expiration of this lease to remove all property and fixtures placed by Lessee on said land, including the right to draw and remove all
casing. When required by Lessor, Lessee will bury all pipelines below ordinary plow depth, and no well shall be drilled within two hundred feet of any residence or barn now on said land without
Lessor's consent.

7. The rights of either party h der may be assigned in whole or in part, and the provisions hereof shall extend to their heirs, successors and assigns but no change or division in ownership of
the land or royalties, however accomplished, shall operate to enlarge the obligations or diminish the rights of Lessee; and no change or division in such ownership shall be binding on Lessee until thirty
(30) days after Lessee shall have been furnished by registered U.S. mail at Lessee's principal place of business with a certified copy of recorded instrument or instruments evidencing same. In the event
of assignment hereof in whole or in part liability for breach of any obligation hereunder shall rest exclusively upon the owner of this lease or of a portion thereof who commits such breach. If six or
more parties become entitled to royalty hereunder, Lessee may withhold payment thereof unless and until furnished with a recordable instrument executed by all such parties designating an agent to
receive payment for all.

8. The breach by Lessee of any obligation arising hereunder shall not work a forfeiture or termination of this lease nor cause a termination or revision of the estate created hereby nor be grounds
for cancellation hereof in whole or in part. In the event Lessor considers that operations are not at any time being conducted in compliance with this lease, Lessor shall notify Lessee in writing of the
facts relied upon as constituting a breach hereof, and Lessee, if in default, shall have sixty days after receipt of such notice in which to commence the compliance with the obligations imposed by virtue
of this instrument. After the discovery of oil or gas in paying quantities on said premises, Lessee shall develop the ge retained h der as a reasonably prudent operator but in discharging this
obligation it shall in no event by required to drill more than one well per forty (40) acres of the area retained hereunder and capable of producing oil in paying quantities and one well per 640 acres plus
an acreage tolerance not to exceed 10% of 640 acres of the area retained hereunder and capable of producing gas in paying quantities.

9. Lessor hereby warrants and agrees to defend the title to said land and agrees that Lessee at its option may discharge any tax, mortgage or other lien upon said land either in whole or in part, and
in event Lessee does so, it shall be subrogated to such lien with the right to enforce same and apply royalties accruing hereunder toward satisfying same Without impairment of Lessee's right under the
warranty in event of failure of title, it is agreed that if Lessor owns an interest in the oil or gas on, in or under said land less than the entire fee simple estate, then the royalties to be paid Lessor shall be
reduced proportionately. Should any one or more of the parties named as Lessors fail to execute this lease, it shall nevertheless be binding upon the party or parties executing the same.

10. Should Lessee be prevented from complying with any express or implied covenant of this lease, from conducting drilling or reworking operations thereon or from producing oil or gas there
from by reason of scarcity of or inability to obtain or to use equipment or material, or by operation of force majeure, any Federal or state law or any order, rule or regulation of governmental authority,
then while so prevented, Lessee's obligation to comply with such covenant shall be suspended, and Lessee shall not be liable in damages for failure to comply therewith; and this lease shall be
extended while and so long as Lessee is prevented by any such cause from conducting drilling or reworking operations on or from producing oil or gas from the leased premises; and the time while
Lessee is so prevented shall not be counted against Lessee, anything in this lease to the contrary notwithstanding.

IN WITNESS WHEREOF, this instrument is executed on the date first above written.

Jeri Alexander Lott




STATE OF

COUNTY OF.

)ss

This instrument was acknowledged before me this

INDIVIDUAL ACKNOWLEDGMENT

day of

, 2004,

by Jeri Alexander Lott

My commission expires

STATE OF

COUNTY OF

)ss.

This instrument was acknowledged before me this

ACKNOWLEDGMENT

day of

Notary Public

2004,

by

as

for

My commission expires,

STATE OF

COUNTY OF

)ss.

This instrument was acknowledged before me this

INDIVIDUAL ACKNOWLEDGMENT

day of

Notary Public

2004,

By

My comrnission expires
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Susan Vierra

TO
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Dated
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This instrument was filed for record on the

o'clock
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t
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By

al

Notary Public

, Deputy

County Clerk

When recorded return to

Yates Petroleum Corporation

105 South Fourth Street
Artesia, NM 88210
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Guitar BFL Com #1

Township 25 South, Range 26 East, NMPM

Section 17: N/2
Eddy County, New Mexico

Mineral Owner:

Net Acres in N/2 Spacing Unit
Percent Working Interest in Unit
Previous Lease dated:
Expiration:

James Kelly Polk
12 Augusta
Abilene, TX 79606

25

0.781250%
10/5/01 (Estate of Mary Guitar Polk)

10/4/04

Lease Renewal and Correspondence Timeline

3/9/04

4/5/04

4/5/04

10/28/04

10/28/04

11/5/04

Current

11/10/04

11/16/04

11/30/04

12/2/04

Offer letter sent to renew previous lease:
Estate of Mary Guitar Polk
c/o James K. Polk
Terms: 3-year term
$100.00 bonus / acre
1/4 royalty

Received signed acceptance to renew lease as per terms offered.
Sent lease documents and bank draft as per terms accepted.

Received executed lease as per term offered.
Also received Deed of Distribution from Estate to 3 heirs - need to void
this lease, send offer to each of 3 heirs.

Expired lease under the Estate of Mary Guitar Polk

Sent lease documents under the above agreed terms, 1/3 interest from
Estate of Mary Guitar Polk

No response from Mr. Polk concerning lease
Sent AFE to participate in the drilling of the Guitar BFL Com #1.
Received certified receipt of sent AFE.

Final offer sent:
Option 1:  Sign AFE to participate in drilling of well
Option 2:  Enclosed Yates lease form (no modifications)
3-year term
$100.00 bonus / acre
1/4 royalty

Received certified receipt of sent final offer.

BEFORE THE OIL CONSERVAITON DIVISION
Santa Fe, New Mexico
Case No. 13398 Exhibit 3-D
Submitted by:
Yates Petroleum Corporation
Hearing Date: January 6, 2005
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Estate of Mary Guitar Polk
c/o James K. Polk

12 Augusta Court

Abilene, TX 79604

Mr. Polk:
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105 South Fourth Street
Artesia, NM 88210
505-748-1471
FAX 505-748-4572

March 9, 2004

RE: Oil & Gas Lease

Township 25 South, Range 26 East, NMPM
Section 17: NW/4NE/4, E/2E/2

Eddy County, New Mexico

Yates Petroleum Corporation would like to extend an offer to re-new your lease in the captioned acreage,

subject to the following terms:

1. A Paid-up Three (3) Year Oil and Gas Lease;

2. A bonus’considefatidn of $100.00 per acre for the 12.5 net mineral acres;

3. Aroyalty reservation of 1/4th of 8/8ths on all oil and gas produced from the leased lands;

4. Offer will expire at office closing on April 9, 2004.

5. Title acceptable to Yates Petroleum Corporation.

If the above meets with your approval, please execute below and return to this office at your earliest
convenience. If you have any questions regarding this matter, please call me at (505) 748-4356.

Thank you.

Isp

Very truly yours,

Yates Petroleum Co?ation

Shirley Pruitt
Land Technici

AGREED and ACCEPTED this_ 3 /_dayof A7 < / | 2004

Estate

4o S @#

Mary Guitar Polk

Jarres Kelly Polk, Executor



105 South Fourth Street
Artesia, NM 88210

505-748-1471
FAX 505-748-4572
April 5, 2004
Estate of Mary Guitar Polk
c/o James K. Polk
12 Augusta Court

Abilene, TX 79604

Re: Oil & Gas Lease

Township 25 South, Range 26 East, NMPM
Section 17: NW/4NE/4, E/2E/2

Eddy County, New Mexico

Mr. Polk:

Enclosed are two (2) copies of our Paid-up Oil and Gas Lease, three (3) year term, providing for a 1/4
royalty, covering your interest in the captioned lands. Also enclosed is one (1) draft in the amount of
$1250.00 which is full bonus consideration of $100.00 per acre for your 12.5 net mineral acre interest.

If the above meets with your approval, please execute the Ol and Gas Lease before a Notary Public.
Also endorse the draft and send_it for collection through your bank, together with the lease to the
address below: e

First National Bank of Artesia

P O Drawer AA

Artesia, New Mexico 88210
Attention: Collection Department

Or you may void the draft and send the executed and notarized lease, with the voided draft,
directly back to me at the Yates Petroleum Corporation address and I will return to you a direct
check.

If you have any questions, please call me at (605) 748-4356. Thank you.

Very truly yours,

YATES PETROLELI.M?RPORATION

Shirley Pruitt
Land Technician

/sp
Enclosure(s)



CUSTOMER'S DRAFT

Courtesy of
THE FIRST NATIONAL BANK

P.O. BOX AA
ARTESIA, NEW MEXICO 88210,

Thirty (30) Banking Days From Sight Subject
To Approval Of Title With Lease Attached

ARTESIA, NEW MEXICO April 5, 2004
PAY TO THE
ORDER OF ___ .
Estate of Mary Guitar Polk, James Kelly Polk, Executor $1250.00
One Thousand Two Hundred Fifty and 00/100 DOLLARS
VALUE RECEIVED AND CHARGE TO ACCOUNT OF WITH EXCHANGE

TO: First National Bank of Artesia XATES PETROLEU
Artesia, New Mexico 88210 3 “
Acct. of Yates Petroleum Corporation

PORATION

Shirley Pruitt, L



Producers 88 Rev. (3 Yeur Lease) 5-96 .' (THREE YEAR PAID UP LEASE) B Form 345
YPC Revised Form ’ OIL AND GAS LEASE Hall-Poorbaugh Press, Inc.
Roswell, New Mexico

THIS AGREEMENT made this 5th day of _April, 2004, but Effective October 5, 2004, between Estate of Mary Guitar Polk, James Kelly Polk,
Executor, as Lessor (whether one or more), and YATES PETROLEUM CORPORATION-70%; YATES DRILLING COMPANY-10%, ABO PETROLEUM CORPORATION-10% AND
MYCO INDUSTRIES, INC.-10%, as Lessee, WITNESSETH:

1. Lessors in consideration of Ten and No/100- Dollars ($ 10.00

) in hand paid, of the royalties herein provided and of the agreements of Lessee herein contained, hereby grants, leases and lets exclusively unto Lessee for the purpose of investigating,
exploring, prospecting, drilling and mining for and producing oil and gas, laying pipe lines, building roads, tanks, power stations, telephone lines and other structures thereon and on, over and
across lands owned or claimed by Lessor adjacent and contiguous thereto, to produce, save, take care of, treat, transport, and own said products, and housing its employees, the following described
land in Eddy County, New Mexico to-wit:

Township 25 South, Range 26 East, NMPM
Section 17: NW/4NE/4, E/2E/2

2. Without reference to the commencement, prosecution or cessation at any time of drilling or other development operations and/or to the discovery, development or cessation at any time of
production of oil or gas and without further payments than the royalties herein provided, and notwithstanding anything else herein contained to the contrary, this lease shall be for a term of three
years from this date (called "primary term") and as long thereafter as oil or gas is produced from said land or land with which said land is pooled hereunder.

3. The royalties to be paid by Lessee are: (a) on oil, 1/4 of that produced and saved from said land, the same to be delivered at the wells or to the credit of Lessor into the pipe line to which
the wells may be connected; Lessee may from time to time purchase any royalty oil in its possession, paying the market price therefore prevailing for the field where produced on the date of
purchase; (b) on gas, including casing head gas or other gaseous substance, produced from said land, and sold, or used off the premises or for the extraction of gasoline or other product there from,
the market value at the well of 1/4 of the gas so sold or used, provided that on gas sold at the wells the royalty shallbe _1/4 of the amount realized from such sale; while there is a gas well on
this lease or on acreage pooled therewith but gas. is not being sold or used, Lessee may pay or tender as royaity, on or.before ninety (90) days after the date on which said welil is shut in and
thereafter at annual intervals the sum of $1.00 per acre, and if such payment is made or tendered, this lease shall not terminate and it will be considered that gas is being produced from this lease in
paying quantities. Payment or tender of said shut-in gas royalty may be made by check or draft of Lessee mailed or delivered to the parties entitled thereto on or before the date said payment is due.
Lessee shall have free use of oil, gas, coal and water from said land, except water from Lessor's wells, for all operations hereunder, and the royalty on oil and gas shall be computed after deducting
any so used.

4, Lessee, at its option, is hereby given the right and power to pool or combine the acreage covered by this lease, or any portion thereof as to oil and gas, or either of them, with other land,
lease or leases in the immediate vicinity thereof to the extent, hereinafter stipulated, when in Lessee's judgment it is necessary or advisable to do so in order properly to explore, or to develop and
operate said leased premises in compliance with the spacing rules of the New Mexico Oil Conservation Commission, or other lawful authority or when to do so would, in the judgment of Lessee,
promote the conservation of oil and gas in and under and that may be produced from said premises. Units pooled for oil hereunder shall not substantially exceed 40 acres each in area, and units
pooled for gas hereunder shall not substantially exceed in area 640 acres each plus a tolerance of 10% thereof, provided that should governmental authority having jurisdiction prescribe or permit
the creation of units larger than those specified, units thereafter created may conform substantially in size with those prescribed by govemmental regulations. Lessee under the provisions hereof
may pool or combine acreage covered by this lease, or any portion thereof as above provided as to oil in any one or more strata and as to gas in any one or more strata. The units formed by pooling
as to any stratum or strata need not conform in size or area with the unit or units into which the lease is pooled or combined as to any other stratum or strata, and oil units need not conform as to
area with gas units. The pooling in one or more instances shall not exhaust the rights of the Lessee hereunder to pool this lease or portions thereof into other units. Lessee shall file for record in the
appropriate records of the county in which the leased premises are situated an instrument describing and designating the pooled acreage as a pooled unit. Lessee may at its election exercise its
pooling option after commencing operations for or completing an oil or gas well on the leased premises, and the pooled unit may include, but it is not required to include, land or leases upon which
a well capable of producing oil or gas in paying quantities has theretofore been completed or upon which operations for the drilling of a well for oil or gas have theretofore been commenced.
Operations for drilling on or production of oil or gas from any part of the pooled unit which includes all or a portion of the land covered by this lease regardless of whether such operations for
drilling were commenced or such production was secured before or after the execution of this instrument or the instrument designating the pooled unit, shall be considered as operations for drilling
on or production of oil and gas from land covered by this lease whether or not the well or wells be located on the premises covered by this lease, and the entire acreage constituting such unit or
units, as 1o oil and gas, or either of them, as herein provided, shail be treated for all purposes, except the payment of royalties on production from the pooled unit, as if the same were included in
this lease. For the purpose of computing the royalties to which owners of royalties and payments out of production and each of them, shall be entitled on production of oil and gas, or either of
them, from the pooled unit, there shall be allocated to the land covered by this lease and included in said unit a pro rata portion of the oil and gas, or either of them, produced from the pooled unit
after deducting that used for operations on the pooled units. Such allocation shall be on acreage basis-that is to say, there shall be allocated to the acreage covered by this lease and included in the
pooled unit that pro rata portion of the oil and gas, or either of them, produced from the pooled unit which the number of surface acres covered by this lease and included in the pooled unit bears to
the total number of surface acres inctuded in the pooled unit. Royalties hereunder shall be computed on the portion of such production, whether it be oil and gas, or either of them, so allocated to
the land covered by this lease and included in the unit just as though such production were from such land. The production from an oil well will be considered production from the lease or oil
pooled unit from which it is producing and not as production from a gas pooled unit; and production from a gas well will be considered as production from the lease or gas pooled unit from which
it is producing and not from an oil pooled unit. In addition to the foregoing, Lessee at its option is hereby given the right and power from time to time to commit said land or any part or formation
or mineral substance covered hereby to any cooperative or unit agreement or plan of development and operation, and to any modifications thereof, which have been approved by the New Mexico
0il Conservation Commission or other lawful governmental authority. in such event, ihe royaity payable io Lessor hereunder shiall be computed arid paid vn the basis of the cil or gas allocated to
such land under the terms of any such agreement or plan of operation, which basis shall be the same by which the royalty due the United States or the State of New Mexico is computed and paid.
This lease shall not expire during the life of such agreement or plan and shall be subject to the terms thereof and said agreement or plan of operation-shall be filed with the New Mexico Oil
Conservation Commission, or other lawful authority, and Lessee shall record in the county in which the leased premises are situated, an instrument describing such agreement or plan of operation
and reflecting the commitment thereto, and the same may be recorded.either before or after the completion of wells.

5. If at the expiration of the primary term oil or gas is not being produced on said land, or from land pooled therewith, but Lessee is then engaged in drilling or reworking operations thereon,
or shall have completed a dry hole thereon within 60 days prior.to the end of the primary terms, the lease shall remain in force so long as operations on said well or for drilling or reworking of any
additional well are prosecuted with no cessation of more than 60 consecutive days, and if they result in the production of oil or gas so long thereafter as oil or gas is produced from said land, or
from land pooled therewith. If, after the expiration of the primary term of this lease and after oil or gas is produced from said land, or from land pooled therewith, the production thereof should
cease from any cause, this lease shall not terniinate if Lessee commences operations for drilling or reworking within 60 days after the cessation of such production, but shall remain in force and
effect so long as such operations are prosecuted with no cessation of more than 60 consecutive days, and if they result in the production of 0il and gas, so long thereafter as oil or gas is produced
from said land, or from land pooled therewith. Any pooled unit designated by Lessee in accordance with the terms hereof, may be dissolved by Lessee by instrument filed for record in the
appropriate records of the county in which the leased premises are situated at any time after the completion of a dry hole or the cessation of production on said unit. In the event a well or wells
producing oil or gas in paying quantities should be brought in on adjacent land and within 660 feet of and draining the lease premises, or land pooled therewith. Lessee agrees to drill such offset
well or wells as a reasonably prudent operator would drill under the same or similar circumstances. Lessee may at any time execute and deliver to Lessor or place of record a release or releases
covering any portion or portions of the above described premises and thereby surrender this lease as to such portion or portions and be relieved or all obligations as to the acreage surrendered.

6. Lessee shall have the right at any time during or after the expiration of this lease to remove all property and fixtures placed by Lessee on said land, including the right to draw and remove
all casing. When required by Lessor, Lessee will bury all pipelines below ordinary plow depth, and no well shall be drilled within two hundred feet of any residence or bam now on said land
without Lessor's consent.

7. The rights of either party hereunder may be assigned in whole or in part, and the provisions hereof shall extend to their heirs, successors and assigns but no change or division in ownership
of the land or royalties, however accomplished, shall operate to enlarge the obligations or diminish the rights of Lessee; and no change or division in such ownership shall be binding on Lessee
until thirty (30) days after Lessee shall have been fumished by registered U.S. mail at Lessee's principal place of business with a certified copy of recorded instrument or instruments evidencing
same. In the event of assignment hereof in whole or in part liability for breach of any obligation hereunder shalt rest exclusively upon the owner of this lease or of a portion thereof who commits
such breach. If six or more parties become entitled to royalty hereunder, Lessee may withhold payment thereof unless and until furnished with a recordable instrument executed by all such parties
designating an agent to receive payment for all.

8. The breach by Lessee of any obligation arising hereunder shall not work a forfeiture or termination of this lease nor cause a termination or revision of the estate created hereby nor be
grounds for cancellation hereof in whole or in part. In the event Lessor considers that operations are not at any time buing conducied in compliance with this iease, Lessor shall notify Lessee in
writing of the facts relied upon as constituting a breach hereof, and Lessee, it in default, shall have sixty days after receipt of such notice in which to commence the compliance with the obligations
imposed by virtue of this instrument. After the discovery of oil or gas in paying quantities on said premises, Lessee shall develop the acreage retained hereunder as a reasonably prudent operator
but in discharging this obligation it shall in no event by required to drill more than one well per forty (40) acres of the area retained hereunder and capable of producing oil in paying quantities and
one well per 640 acres plus an acreage tolerance not to exceed 10% of 640 acres of the area retained hereunder and capable of producing gas in paying quantities.

‘9. Lessor hereby warrants and agrees to defend the title to said land and agrees that Lessee at its option may discharge any tax, mortgage or other lien upon said land either in whole or in part,
and in event Lcssee' does so, it sl'mll be squgated to such lien with the right to enforce same and apply royalties accruing hereunder toward satisfying same Without impairment of Lessee's right
under the warranty in event of failure of title, it is agreed that if Lessor owns an interest in the oil or gas on, in or under said land less than the entire fee simple estate, then the royalties to be paid

Lessor shall be reduced proportionately. Should any one or more of the parties named as Lessors fail to execute this lease, it shall nevertheless be binding upon the party or parties executing the
same.

10. Should Lessee be prevented from complying with any express or implied covenant of this lease, from conducting drilling or reworking operations thereon or from producing oil or gas
there from by reason of scarcity of or inability to obtain or to use equipment or material, or by operation of force majeure, any Federal or state law or any order, rule or regulation of governmental
authority, then while so prevented, Lessee's obligation to comply with such covenant shall be suspended, and Lessee shall not be liable in damages for failure to comply therewith; and this lease
shall be extended while and so long as Lessee is prevented by any such cause from conducting drilling or reworking operations on or from producing oil or gas from the leased prernises; and the *
time while Lessee is so prevented shall not be counted against Lessee, anything in this lease to the contrary notwithstanding.

IN WITNESS WHEREOF, this instrument is executed on the date first above written.
Estate of Mary Guitar Polk




INDIVIDUAL ACKNOWLEDGMENT

STATE OF )
) ss.
COUNTY OF )
This instrument was acknowledged before me this day of , 2004,
By:

My commission expires

Notary Public

ACKNOWLEDGMENT
STATE OF Texas )
/—\ .
COUNTY OF \M‘ Lol
This instrument was acknowledged before me this g\Y—\/‘/\ day of m\) Q){ 2004,

by. James Kelly Polk as Executor of the Estate of Mary Guitar Polk |

)ss.

My commission expires, SERRRPERTR Q <-' O\\/\
— ~ A
RPDEREs N Notary Publlc/'

INDIVIDUAL ACKNOWLEDGMENT

STATE OF )
)ss.
COUNTY OF )
This instrument was acknowledged before me this day of 2004,
By

My commission expires,

Notary Public
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Producers 88 Rev. (  Year Lease) 5-96

Oil and Gas
Lease
FROM
TO
Term
This instrument was filed for record on the

No
Dated
No. Acres

at

Shirley Pruitt




e 538 e 0327

DEED OF DISTRIBUTION

JAMES KELLY POLK, Personal Representative of the Estate of MARY GUITAR
POLK, DECEASED, under Cause No. PB-89-95 S, District Court of Eddy County, State
of New Mexico, whose address is 12 Augusta, Abilene, Texas 79606 (herein called
"Grantor"), as and for Distribution of real property from the Estate of MARY GUITAR
POLK, DECEASED, and as evidence of the Grantees' title pursuant to 45-3-907 NMSA
1978, hereby GRANTS, ASSIGNS, TRANSFERS, AND CONVEYS to the following named
persons, (herein called “Grantees”), in equal undivided interests, and as the sole and
separate property of each, whose names and addresses are shown as follows, to wit:

James Kelly Polk

12 Augusta

Abilene, Texas 79606

Ruth Ann Polk Caudle

5615 Preston Fairways

Dallas, Texas 75202

Janis Lee Polk Harbour

4400 Arcady

Dallas, Texas 75205

All ofthe right, title, ownership and/or interest of MARY GUITAR POLK, Deceased
in, to, or under the following described property located in Eddy County, New Mexico, to
‘wit:

See Exhibit “A” which is attached and incorporated by reference.

TO HAVE AND TO HOLD the above described property together with all and

singular the rights, privileges and appurtenances thereto or in any wise belonging untothe

Grantees, and their Heirs, Successors, Personal Representatives, and Assigns forever.
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This Deed and Cohveyance is made pursuant to the Uniform Probate Code of the
State of New Mexico.

The Grantor further conveys to the Grantees, in equal undivided interests, all other
real property and real property interests of whatever kind or nature, including but not
limited to, all Surface Rights, Water Rights, Oil, Gés, and other Minerals, Mineral interests,
Mineral Rights or Substances, Oil, Gas or Mineral Leasehold, Contract, Working Interests,
Royalty Interests, Overriding Royality Interests, Production Payment interests, and all other
Interests howsoever created, owned by the late MARY GUITAR POLK, as of the date of
her death, located within the County of Eddy, State of New Mexico, without respect to
whether the same be accurately or completely described herein, or whether described
herein, or otherwise.

This Deed is executed and delivered from Grantor to Grantees without warranty of

title, express or implied.

WITNESS MY HAND AND SEAL this | Tﬁ%ay of l @L@Q)f )¢/ ,2003.

L fone A

JAMES KELLY POLK, Personal Representative

STATE OF TEXAS

8s.
COUNTY OF TAYLOR

- e

The foregoing instrument was - acknowledged before me this [ 21 'j day of
he( 2003 by JAMES KELLY POLK, Personal
Representative of the Estate of MARY GUITAR PQLK, DEC D.

My Commission Expires:
O i MITZI LECHARDE

Notary Public State of Texas
My Commission Expires
10-28-2006

Page 2 of 2
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Section 6: NE/ANE/4; W 3/4 SE/4NE/4;
E/2NE/4SE/ANE/4;- W 3/4 NE/4SE/4:
E/2NE/4NE/4SE/4; SW/ASE/4; N/ZNW/4SE/4;
SW/ANW/4SE/4; E/2SE/ANW/ASE/S; .
W/2SE/4SW/4: W/2SE/4SE/4SW/4:
E/2NE/4SE/4SW/4; W 3/4 NE/4SW/4:
E/2NE/ANE/ASW/4; S/2SE/ANW/4;
NW/ASE/ANW/4; SW/ANW/4; N/2NW/4SW/4;
SE/4NW/4SW/4 :

Section 7: Lot & {SW/4SW/8); SE/ASW/4

Section 7: N/2NE/4: N/2SE/ANE/4; W/2NW/4:
S/2NE/ANW/4: NW/ANE/4NW/4;
E/2NE/ANE/ANW/4: N/2SE/4NW/4;

E 3/4 S/2SE/4NW/4;: S/2NE/4SW/4;
NE/4NE/ASW/4: NE/ANW/4SW/4; SW/ANW/4SW/4;
E/2SE/QNW/4SW/4; SW/4SW/ASE/4;
E/2SW/4SE/4

Section 12: NW/4NW/4
Section 18: Lot 1 {NW/4NW/4)
TOWNSHIP 24 SOUTH, RANGE 29 EAST

Tection 20: W/ZNW/4NE7S; NEJANW/4NE/4:
N/2SE/4aNW/4NE/4

Section 21: S/2SE/4 ?
Section 28: N/2NE/4

TOWNSHIP 25 SOUTH, RANGE 26 EAST
Tection 17: N/2ZNE/¥; SE/ANE/4: E/2SE/4

Section 20: E/2NE/4; SW/4NE/4
Section 26: N/2NW/4; SE/4NW/4
Section 27: NE/4NE/4

TOWNSHIP 26 SOUTH, RANGE 27 EAST
Section 23: JSW/4NE/4

Section 23: 'SE/4NW/4; E/2SW/4; SE/4

Lots 20 and 22, Black 5, of the Original
Town of Loving, Eddy County, New Mexico

ALL of the Grantor's right, title, and interest in
and to the . only in_and to the
Bthowing-tots—tvacrs, or parcels of land located

in the County of Eddy, State of New Maxieor—
. 5.




Lot 14 in Block 102

Lot 5 in Block 103
Lot 9 in Block 105.

Lot 4 in Block 114

RECEPTION NO: 0315684 STATE OF
NEW MEXICO, COUNTY OF EDDY

RECORDED 1272272003 &x37 PM
BOOK 0534 PAGE 0327 W
JEAN BLENDEN, COUNTY CLERK
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S. P. YATES

“} 4 I E 5 CHAIRMAN OF THE BOARD
Q . JOHN A. YATES
FETRULEUM
/ CORPORATION S
E u EXECUTIVE VICE PRESIDENT
xR

RANDY G. PATTERSON
SECRETARY

105 SOUTH FOURTH STREET DENﬁls G. KI:ISEV
ARTESIA, NEW MEXICO 88210-2118
TELEPHONE (505) 748-1471

MARTIN YATES, i
1912 - 1985

FRANK W. YATES
1936 - 1986

November 5, 2004

James Kelly Polk
12 Augusta
Abilene, TX 79606

Re: Oil and Gas Lease

Township 25 South, Range 26 East, NMPM
Section 17: NW/4ANE/4, E/2E/2

Containing 200 acres, more or less

Eddy County, New Mexico

Mr. Polk:

Yates Petroleum Corporation would like to extend an offer to lease your mineral interest in the captioned
acreage. | have taken the liberty of enclosing two (2) copies of a Paid-up Oil and Gas Lease, Three-year (3)
term providing for a 1/4 royalty, covering your interest in the captioned lands. Subject to approval of title,
payment will be made to you upon receipt of the executed oil and gas iease at $100.00 per acre for the 4.167 net
mineral acres owned by you.

If the above meets with your approval, please execute the Oil and Gas Lease before a Notary Public and return
to this office. Upon receipt of the properly executed lease we will issue a check in the amount of $416.70 to you.

This offer will expire November 19, 2004 if we have not received your executed lease. If you have any questions,
please call me at (505) 748-4356. Thank you.

Very truly yours,
YATES PETROLEUM CORPORATION

 Prasit?

Shirley Pruitt
Land Technician

Isp
Enclosure(s)
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YPC Revised Form OIL AND GAS LEASE Hall-Poorbaugh Press, Inc.
) ' Roswell, New Mexico
THIS AGREEMENT made this Sth day of __ November » 2004, between James Kelly Polk, dealing in his sole and separate proi)erty, as

Lessor (whether one or more), and YATES PETROLEUM CORPORATION-70%; YATES DRILLING COMPANY-10%, ABO PETROLEUM CORPORATION-10%;
AND MYCO INDUSTRIES, INC.-10%, as Lessee, WITNESSETH:

1. Lessors in consideration of Ten and No/100. Dollars ($__10.00 - ) in
hand paid, of the royalties herein provided and of the agreements of Lessee herein contained, hereby grants, leases and lets exclusively unto Lessee for the purpose of investigating, exploring,
prospecting, drilling and mining for and producing oil and gas, laying pipe lines, building roads, tanks, power stations, telephone lines and other structures thereon and on, over and across lands owned
or claimed by Lessor adjacent and contiguous thereto, to produce, save, take care of, treat, transport, and own said products, and housing its employees, the following described land in
Eddy County, New Mexico. to-wit:

Township 25 South, Range 26 East, NMPM
Section 17: NW/4NE/4, E/2E/2

2. Without reference to the commencement, prosecution or cessation at any time of drilling or other development operations and/or to the discovery, development or cessation at any time of
production of oil or gas and without further payments than the royalties herein provided, and notwithstanding anything else herein contained to the contrary, this lease shall be for a term of three years
from this date (called "primary term") and as long thereafter as oil or gas is produced from said land or land with which said land is pooled hereunder.

3. The royalties to be paid by Lessee are: (a) on 0il, 1/4 of that produced and saved from said land, the same to be delivered at the wells or to the credit of Lessor into the pipe line to which the
wells may be connected; Lessee may from time to time purchase any royalty oil in its possession, paying the market price therefore prevailing for the field where produced on the date of purchase; (b)
on gas, including casing head gas or other gaseous substance, produced from said land, and sold, or used off the premises or for the extraction of gasoline or other product there from, the market value
at the well of 1/4  of the gas so sold or used, provided that on gas sold at the wells the royalty shallbe _1/4  of the amount realized from such sale; while there is a gas well on this lease or on
acreage pooled therewith but gas is not being sold or used, Lessee may pay or tender as royalty, on or before ninety (90) days after the date on which said well is shut in and thereafter at annual
intervals the sum of $1.00 per acre, and if such payment is made or tendered, this lease shall not terminate and it will be considered that gas is being produced from this lease in paying quantities.
Payment or tender of said shut-in gas royalty may be made by check or draft of Lessee mailed or delivered to the parties entitled thereto on or before the date said payment is due. Lessee shall have
free use of oil, gas, coal and water from said land, except water from Lessor's wells, for all operations hereunder, and the royalty on oil and gas shall be computed after deducting any so used.

4. Lessee, at its option, is hereby given the right and power to pool or combine the acreage covered by this lease, or any portion thereof as to oil and gas, or either of them, with other land, lease
or leases in the immediate vicinity thereof to the extent, hereinafter stipulated, when in Lessee's judgment it is necessary or advisable to do so in order properly to explore, or to develop and operate
said leased premises in compliance with the spacing rules of the New Mexico Oil Conservation Commission, or other lawful authority or when to do so would, in the judgment of Lessee, promote the
conservation of oil and gas in and under and that may be produced from said premises. Units pooled for oil hereunder shall not substantially exceed 40 acres each in area, and units pooled for gas
hereunder shall not substantially exceed in area 640 acres each plus a tolerance of 10% thereof, provided that should governmental authority having jurisdiction prescribe or permit the creation of units
larger than those specified, units thereafter created may conform substantially in size with those prescribed by governmental regulations. Lessee under the provisions hereof may pool or combine
acreage covered by this lease, or any portion thereof as above provided as to oil in any one or more strata and as to gas in any one or more strata. The units formed by pooling as to any stratum or
strata need not conform in size or area with the unit or units into which the lease is pooled or combined as to any other stratum or strata, and oil units need pot conform as to area with gas units. The
pooling in one or more instances shall not exhaust the rights of the Lessee hereunder to pool this lease or portions thereof into other units. Lessee shall file for record in the appropriate records of the
county in which the leased premises are situated an instrument describing and designating the pooled acreage as a pooled unit. Lessee may at its election exercise its pooling option after commencing
operations for or completing an oil or gas well on the leased premises, and the pooled unit may include, but it is not required to include, land or leases upon which a well capable of producing oil or gas
in paying quantities has theretofore been completed or upon which operations for the drilling of a well for oil or gas have theretofore been commenced. Operations for drilling on or production of oil or
gas from any part of the pooled unit which includes all or a portion of the land covered by this lease regardless of whether such operations for drilling were comumenced or such production was secured
before or after the execution of this instrument or the instrument designating the pooled unit, shall be considered as operations for drilling on or production of oil and gas from land covered by this lease
whether or not the well or wells be located on the premises covered by this lease, and the entire acreage constituting such unit or units, as to oil and gas, or either of them, as herein provided, shall be
treated for all purposes, except the payment of royalties on production from the pooled unit, as if the same were included in this lease. For the purpose of computing the royalties to which owners of
royalties and payments out of production and each of them, shall be entitled on production of oil and gas, or either of them, from the pooled unit, there shall be allocated to the land covered by this
lease and included in said unit a pro rata portion of the oil and gas, or either of them, produced from the pooled unit after deducting that used for operations on the pooled units. Such allocation shall be
on acreage basis-that is to say, there shall be allocated to the acreage covered by this lease and included in the pooled unit that pro rata portion of the oil and gas, or either of them, produced from the
pooled unit which the number of surface acres covered by this lease and included in the pooled unit bears to the total number of surface acres included in the pooled unit. Royalties hereunder shall be
computed on the portion of such production, whether it be oil and gas, or either of them, so allocated to the land covered by this lease and included in the unit just as though such production were from
such land. The production from an oil well will be considered production from the lease or oil pooled unit from which it is producing and not as production from 2 gas pooled unit; and production from
a gas well will be considered as production from the lease or gas pooled unit from which it is producing and not from an oil pooled unit. In addition to the foregoing, Lessee at its option is hereby given
the right and power from time to time to commit said land or any part or formation or mineral substance covered hereby to any cooperative or unit agreement or plan of development and operation, and
to any modifications thereof, which have been approved by the New Mexico Oil Conservation Commission or other lawful governmental authority. In such event, the royalty payable to Lessor
hereunder shall be computed and paid on the basis of the oil or gas allocated to such land under the terms of any such agreement or plan of operation, which basis shall be the same by which the
royalty due the United States or the State of New Mexico is computed and paid. This lease shall not expire during the life of such agreement or plan and shall be subject to the terms thereof and said
agreement or plan of operation shall be filed with the New Mexico Qil Conservation Commission, or other lawful authority, and Lessee shall record in the county in which the leased premises are
situated, an instrument describing such agreement or plan of operation and reflecting the commitment thereto, and the same may be recorded either before or after the completion of wells.

S. If at the expiration of the primary term oil or gas is not being produced on said land, or from land pooled therewith, but Lessee is then engaged in drilling or reworking operations thereon, or
shall have completed a dry hole thereon within 60 days prior to the end of the primary terms, the lease shall remain in force so long as operations on said well or for drilling or reworking of any
additional well are prosecuted with no cessation of more than 60 consecutive days, and if they result in the production of oil or gas so long thereafier as oil or gas is produced from said land, or from
land pooled therewith. If, after the expiration of the primary term of this lease and after oil or gas is produced from said land, or from land pooled therewith, the production thereof should cease from
any cause, this lease shall not terminate if Lessee commences operations for drilling or reworking within 60 days afier the cessation of such production, but shall remain in force and effect so long as
such operations are pr d with no ion of more than 60 consecutive days, and if they result in the production of oil and gas, so long thereafter as oil or gas is produced from said land, or from
land pooled therewith. Any pooled unit designated by Lessee in accordance with the terms hereof, may be dissolved by Lessee by instrument filed for record in the appropriate records of the county in
which the leased premises are situated at any time after the completion of a dry hole or the cessation of production on said unit. In the event a well or wells producing oil or gas in paying quantities
should be brought in on adjacent land and within 660 feet of and draining the lease prerises, or land pooled therewith. Lessee agrees to drill such offset well or wells as a reasonably prudent operator
would drill under the same or similar circumstances. Lessee may at any time execute and deliver to Lessor or place of record a release or releases covering any portion or portions of the above
described premises and thereby surrender this lease as to such portion or portions and be relieved or all obligations as to the acreage surrendered.

6. Lessee shall have the right at any time during or after the expiration of this lease to remove all property and fixtures placed by Lessee on said land, including the right to draw and remove all
casing. When required by Lessor, Lessee will bury all pipelines below ordinary plow depth, and no well shall be drilled within two hundred feet of any residence or bam now on said land without
Lessor’s consent.

7. The rights of either party hereunder may be assigned in whole or in part, and the provisions hereof shall extend to their heirs, successors and assigns but no change or division in ownership of
the land or royalties, however accomplished, shall operate to enlarge the obligations or diminish the rights of Lessee; and no change or division in such ownership shall be binding on Lessee until thirty
(30) days after Lessee shall have been furnished by registered U.S. mail at Lessee's principal place of business with a certified copy of recorded instrument or instruments evidencing same. In the event
of assignment hereof in whole or in part liability for breach of any obligation hereunder shall rest exclusively upon the owner of this lease or of a portion thereof who commits such breach. If six or

more parties become entitled to royalty hereunder, Lessee may withhold payment thereof unless and until furnished with a recordable instrument executed by all such parties designating an agent to
receive payment for all.

8. The breach by Lessee of any obligation arising hereunder shall not work a forfeiture or termination of this lease nor cause a termination or revision of the estate created hereby nor be grounds
for cancellation hereof in whole or in part. In the event Lessor considers that operations are not at any time being conducted in compliance with this lease, Lessor shall notify Lessee in writing of the
facts relied upon as constituting a breach hereof, and Lessee, if in default, shall have sixty days after receipt of such notice in which to commence the compliance with the obligations imposed by virtue
of this instrument. After the discovery of oil or gas in paying quantities on said premises, Lessee shall develop the acreage retained hereunder as a reasonably prudent operator but in discharging this
obligation it shall in no event by required to driil more than one well per forty (40) acres of the area retained hereunder and capable of producing oil in paying quantities and one well per 640 acres plus
an acreage tolerance not to exceed 10% of 640 acres of the area retained hereunder and capable of producing gas in paying quantities.

9. Lessor hereby warrants and agrees to defend the title to said land and agrees that Lessee at its option may discharge any tax, mortgage or other lien upon said land either in whole or in part, and
in event Lessee does so, it shall be subrogated to such lien with the right to enforce same and apply royalties accruing hereunder toward satisfying same Without impairment of Lessee's right under the
warranty in event of failure of title, it is agreed that if Lessor owns an interest in the oil or gas on, in or under said land less than the entire fee simple estate, then the royalties to be paid Lessor shall be
reduced proportionately. Should any one or more of the parties named as Lessors fail to execute this lease, it shall nevertheless be binding upon the party or parties executing the sarne.

10. Should Lessee be prevented from complying with any express or implied covenant of this lease, from conducting drilling or reworking operations thereon or from producing oil or gas there
from by reason of scarcity of or inability to obtain or to use equipment or material, or by operation of force majeure, any Federal or state law or any order, rule or regulation of governmental authority,
then while so prevented, Lessee's obligation to comply with such covenant shall be suspended, and Lessee shall not be liable in damages for failure to comply therewith; and this lease shall be
extended while and so long as Lessee is prevented by any such cause from conducting drilling or reworking operations on ot from producing oil or gas from the leased premises; and the time while
Lessee is so prevented shall not be counted against Lessee, anything in this lease to the contrary notwithstanding.

IN WITNESS WHEREOF, this instrument is executed on the date first above written,

James Kelly Polk



INDIVIDUAL ACKNOWLEDGMENT

STATE OF Texas )
) ss.
COUNTY OF__ )
This instrument-was acknowledged before me this day of , 2004,

By: James Kelly Polk, dealing in his sole and separate property

My commission expires

Notary Public
ACKNOWLEDGMENT
STATE OF )
)ss.
COUNTY OF )
This instrument was acknowledged before me this day of 2004,
by
My commission expires
Notary Public
INDIVIDUAL ACKNOWLEDGMENT
STATE OF )
)ss.
COUNTY OF )
This instrument was acknowledged before me this day of 2004,
By,
My commission expires
Notary Public
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Shirley Pruitt
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105 South Fourth Street
Artesia, NM 88210

November 10, 2004

Working Interest Owners CERTIFIED MAIL
Addressee List Attached RETURN RECEIPT REQUESTED

RE: Guitar BFL Com #1 well
Township 25 South, Range 26 East, NMPM
Section 17: 990" FNL & 1980'FEL
Eddy County, New Mexico

Ladies and Gentilemen:

Yates Petroleum Corporation, as operator, proposes to drill the captioned well pursuant to the
prognosis on the Authority for Expenditure (AFE) and invites you to participate.

Enclosed, please find two (2) copies of an AFE and one (1) copy of the Joint Operating
Agreement (JOA} with one (1) additional signature page, covering the N/2 of Section 17.

If the AFE and JOA meet with your approval, please sign and return one (1) executed copy of
the AFE and the executed and notarized signature page of the JOA to our office.

This well is on an accelerated scheduling and we request your immediate attention.
Should you have any questions, please do not hesitate contacting me at 505-748-4400.
Thank you.

Very truly yours,

YATES PETROLEUM CORPORATION

&\BXIY\\/)L%EJ%&-——

Susan Viera
Associate Landman

SV/am
Enclosure(s)



Yates Petroleum Corporation, et al
Attn: Susan Vierra

105 South Fourth Street

Artesia, NM 88210

James M. & Jerri Alexander X~
P.O.Box 58
Abilene, TX 79604

Janis Lee Polk Harbour
4400 Arcady
Dallas, TX 75202

Whitten Guitar Witherspoon
3833 Arroyo Road
Fort Worth, TX 76109

Marilyn Guitar Galusha @C/
P.O.Box 1438
Abilene, TX 79604

Kelly Woods Leach
312 Greatview Circle
Birmingham, AL 35226-2320

GUITAR BFL COM #1
ADDRESSEE LIST

Murchison Oil & Gas, Inc. @&
1100 Mira Vista Blvd.
Plano, TX 75093-4498

Martha Jane Alexander Rhodes

P.O.Box 58 |
Abilene, TX 79604

Pressley Hudson Guitar 7
P.O. box 5383
Abilene, TX 79608-5383

Jeri Alexander Lott @&
9102 Vicksburg Ave., #17
Lubbock, TX 79356

John Guitar Witherspoon, Jr.
7404 Lemonwood Drive
Fort Worth, TX 76133-7012

Anita Grissom Guitarg,,
P.O. box 744
Abilene, TX 79605

James Kelly Polk &~
12 Augusta
Abilene, TX 79604

Brett Guitar Witherspoon(pCr
P.O. Box 100635
Fort Worth, TX 76185

Ruth Ann Polk Caudie
5616 Preston Fairway
Dallas, TX 75252

Wende Witherspoon Morgan
1720 Southwicke
Flower Mound, TX 75022



AFE NO. 04-542-0
AUTHORITY FOR EXPENDITURE AFE DATE 10/29/04
NEW DRILLING; RECOMPLETION & RE-ENTRY AFEND (rev 6/98)
AFE Type: Well Objective: Wl Type: AFE STATUS: lo- QQ-O}{
105 SOUTH FOURTH STREET X |New Drilling X |Oil X |Deveiopment Original
ARTESIA, NEW MEXICO88210 Recompletion X|Gas Exploratory Revised
TELEPHONE (505) 748-14T1 Re-entry Injector Final
Supplemental
LEASE NAME Guitar BFL Com. #1 PROJ'D DEPTH 12,000'
COUNTY Eddy STATE New Mexico
FIELD HORIZON Morrow
LOCATION Section 17 T25S-R26E, 990' N & 1980’ E
DIVISION CODE 100 DIVISION NAME Oil & Gas Division
DISTRICT CODE DISTRICT NAME
BRANCH CODE BRANCH NAME
PROGNOSIS: [New well drilled to 12,000' to test all formations
INTANGIBLE DRILLING COSTS: DRY HOLE COMP'D WELL
920-100 Staking, Permit & Legal Fees e, 3,000 3,000
920-110 Location, RiGht-0f-WaY e, 35,000 35,000
920-120 DN, F OO GE e
920-130 Drilling, Daywork & fuel ! 50 days @ $11,300/day + $45K formob 647,000 647,000
920-140 Driling Water, Fasline Rental e 35,000 35,000
920-150 Drilling MUd & AdAItVES s 45,000 45,000
920-160 Mud Logging Unit, Sample Bags e, 30,000 30,000
920-170 Cementing - Surface Casing ___&deepintermediate 75,000 75,000
920-180 Drill Stem Testing, OHT
920-190 Electric Logs & Tape Copies 60,000 60,000
920-200 Tools & Equip. Rnfl., Trkg. & Weilding 125,000 125,000
920-205 Control of Well-Insurance 5,000 5,000
920-210 Supervision & Overhead e, 50,000 50,000
920-230 Coring, Tools & Service
920-240 Bits, Tool & Supplies Purchase e, 80,000 80,000
920-350 Cementing - Production Casing . 40,000
920-410 Completion Unit - Swabbing 30,000
920-420 Water for Completion 5,000
920-430 Mud & Additives for Compleion 1,000
920-440 Cementing - Completion e :::
920-450 Elec. Logs, Testing, Etc. - Completion e 20,000
920-460 Tools & Equip. Rental, Etc. - Completion T 50,000
920-470 Stimulation for Completion T 100,000
920-480 Supervision & O/H - Completion e 1,500
920-490 Additional LOC Charges - Completion e 10,000
920-510 Bits, Tools & Supplies - Completion e 1,500
920-500 Contingency for Completion """
TOTAL INTANGIBLE DRILLING COSTS | 1,190,000| 1,449,000|
TANGIBLE EQUIPMENT COSTS:
930-010 Christmas Tree & Wellhead 5,000 30,000
930-020 Casing . B8 @00 11,000 11,000
........ 958" @1,800" 27,000 27,000
________ T @ 8000 108,000 108,000
........ A 42000 e 85,500
930-030 Tubing .. 238"@11800° T 49,000
930-040 Packer & Special Equipment
940-010 Pumping Equipment "~ T
940-020 Storage Faciltes ~________________UTTTTTTTTTeeTeRmeemeememeeeeeeeeet 15,000
940-030 Separation Equip., Flowlines, Misc. ___otroemmmmommemeer 75,000
940-640 Trucking & Construction Costs """ """ """ 15,000
TOTAL TANGIBLE EQUIPMENT COSTS [ 151,000( 415,500}
TO AL COSTS [ 1,341,000] 1,864,500]

APPROVAL OF THIS AFE CONSTITUTES APPROVAL OF OPERATOR'S OPTICN TO CHARGE THE JOINT ACCOUNT WITH
TUBULAR GOODS FROM THE OPERATOR'S WAREHOUSE STOCK AT THE RATES STATED ABOVE.

Prepared By Operations
SV Jeremiah Muiten Approval
_ ORPORATION l 20.551875% |
. YATES DRILLING COMPANY | 1 10.793125%Z |
[ 10.7931257 |

l 10.793125%Z |



GUITAR BFL COM #1 AFE # 04-542-0

T25S-R26E- SECTION 17 DATE: 11/8/04
990' FNL & 1980' FEL Page 2
EDDY COUNTY, NEW MEXICO
SHARE

MURCHISON OIL & GAS, INC. | 37.500000%|
EARL B. GUITAR, SR. & ANITA GRISSOM GUITAR, REVOCABLE LIVING TRUST, 2.343750%
ANITA GRISSOM GUITAR, SOLE TRUSTEE

0.781250%|
BY
MARTHA JANE ALEXANDER RHODES 0.781250%]
JERI ALEXANDER LOTT ! 0.781250%]
JAMES KELLY POLK 0.781250%|

1 0.781250%|

0.781250%|

0.584375%]
PRESSLEY HUDSON GUITAR 0.584375%|
JOHN GUITAR WITHERSPOON, JR. | 0.293750%|
BRETT GUITAR WITHERSPOON | 0.293750%|
WENDE WITHERSPOON MORGAN { 0.293750%|

| 0.293750%]

WHITTEN GUITAR WITHERSPOON

KELLY WOQODS LEACH

TOTAL

0.193750%]

100.000000%
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s S S. P. YATES
- . : I E 5 CHAIRMAN OF THE BOARD
N\ JOHN A. YATES
1912 1985  PETROLEUM PresoeNT
PEYTON YATES
FRANK W, YATES CORPORATION ExccamvE es PreeenT

1936 - 1986 ZAE LA 1R
RANDY G. PATTERSON
SECRETARY

105 SOUTH FOURTH STREET DENNIS G. KINSEY
TREASURER
ARTESIA, NEW MEXICO 88210-21 18
TELEPHONE (505) 748-1471

MARTIN YATES, Ill

November 30, 2004

James Kelly Polk
12 Augusta
Abilene, TX 79606

RE: Guitar BFL Com #1
Township 25 South, Range 26 East, NMPM
Section 17: N/2
Eddy County, New Mexico

Mr. Polk:

I have had several phone calls from many family members concerning either 1) lease options for mineral rights in the
above captioned acreage or 2) participation in the drilling of the Guitar BFL Com #1.

You have been sent an AFE to participate in the drilling of the Guitar well as an unleased mineral owner. Also
included with the AFE was the operating agreement covering the 320-acre spacing unit in the North 12 of section 17.

Since the receipt of the AFE and Operating Agreement, I have had several phone calls to discuss the possibility to
lease your minerals rather than taking a working interest in this well. The renewal period has expired for your
previous leases; therefore all previous negotiations are off the table.

Enclosed please find Yates Petroleum Corporation standard three (3) year paid up lease form, containing a Y royalty
for your net mineral acre interest. Should you elect to execute this lease, as is, you will receive the $100.00 per net
acre bonus upon our receipt. The terms and conditions of the lease are not negotiable, as Yates Petroleum
Corporation will be proceeding with the drilling of the Guitar well immediately.

Please return either the executed lease form, as is, or the executed AFE and Operating Agreement at your earliest
convenience, as to avoid a force-pooling situation.

Should you have any questions, I can be reached at 505-748-4400.
Thank you for your consideration.
Very truly yours,

YATES PETROLEUM CORPORATION

Susan Vierra
Associate Landman
/sv
Enclosure(s)
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YPC Revised Form . OIL AND GAS LEASE Hall-Poorbaugh Press, Inc.
¢ M Roswell, New Mexico

THIS AGREEMENT made this 30th day of November, 2004, and Effective November 30, 2004, between James Kelly Polk, dealing in his sole and separate
property, as Lessor (whether one or more), and YATES PETROLEUM CORPORATION-70%; YATES DRILLING COMPANY-10%, ABO PETROLEUM CORPORATION-10% AND
SHARBRO OIL LIMITED COMPANY-10%, as Lessee, WITNESSETH:

1. Lessors in consideration of Ten and No/100. : Dollars (§__10.00 ) in
hand paid, of the royalties herein provided and of the agreements of Lessee herein contained, hereby grants, leases and lets exclusively unto Lessee for the purpose of investigating, exploring,
prospecting, drilling and mining for and producing oil and gas, laying pipe lines, building roads, tanks, power stations, telephone lines and other structures thereon and on, over and across lands owned
or claimed by Lessor adjacent and contiguous thereto, to produce, save, take care of, treat, transport, and own said products, and housing its employees, the following described land in
Eddy County, New Mexico to-wit:

Township 25 South, Range 26 East, NMPM
Section 17: NW/4NE/4, E/2E/2
Containing 200.00 acres, more or less

2. Without reference to the commencement, prosecution or cessation at any time of drilling or other development operations and/or to the discovery, development or cessation at any time of
production of oil or gas and without further payments than the royalties herein provided, and notwithstanding anything else herein contained to the contrary, this lease shall be for a term of three years
from this date (called "primary term") and as long thereafter as oil or gas is produced from said land or land with which said land is pooled hereunder.

3. The royalties to be paid by Lessee are: (a) on oil, 1/4 of that produced and saved from said land, the same to be delivered at the wells or to the credit of Lessor into the pipe line to which the
wells may be connected; Lessee may from time to time purchase any royalty oil in its possession, paying the market price therefore prevailing for the field where produced on the date of purchase; (b)
on gas, including casing head gas or other gaseous substance, produced from said land, and sold, or used off the premises or for the extraction of gasoline or other product there from, the market value
at the well of 1/4  of the gas so sold or used, provided that on gas sold at the wells the royalty shall be _1/4 of the amount realized from such sale; while there is a gas well on this lease or on
acreage pooled therewith but gas is not being sold or used, Lessee may pay or tender as royalty, on or before ninety (90) days after the date on which said well is shut in and thereafter at annual
intervals the sum of $1.00 per acre, and if such payment is made or tendered, this lease shall not terminate and it will be considered that gas is being produced from this lease in paying quantities.
Payment or tender of said shut-in gas royalty may be made by check or draft of Lessee mailed or delivered to the parties entitled thereto on or before the date said payment is due. Lessee shall have
free use of oil, gas, coal and water from said land, except water from Lessor's wells, for all operations hereunder, and the royalty on oil and gas shall be computed after deducting any so used.

4. Lessee, at.its option, is hereby given the right and power to pool or combine the acreage covered by this lease, or any portion thereof as to oil and gas, or either of them, with other land, lease
or leases in the immediate vicinity thereof to the extent, hereinafier stipulated, when in Lessee's judgment it is necessary or advisable to do so in order properly to explore, or to develop and operate
said leased premises in compliance with the spacing rules of the New Mexico Oil Conservation Commission, or other lawful authority or when to do so would, in the judgment of Lessee, promote the
conservation of oil and gas in and under and that may be produced from said premises. Units pooled for oil hereunder shall not substantially exceed 40 acres each in area, and units pooled for gas
hereunder shall not substantially exceed in area 640 acres each plus a tolerance of 10% thereof, provided that should governmental authority having jurisdiction prescribe or permit the creation of units
larger than those specified, units thereafter created may conform substantially in size with those prescribed by governmental regulations. Lessee under the provisions hereof may pool or combine
acreage covered by this lease, or any portion thereof as above provided as to oil in any one or more strata and as to gas in any one or more strata. The units formed by pooling as to any stratum or
strata need not conform in size or area with the unit or units into which the lease is pooled or combined as to any other stratum or strata, and oil units need not conform as to area with gas units. The
pooling in one or more instances shall not exbaust the rights of the Lessee hereunder to pool this lease or portions thereof into other units. Lessee shall file for record in the appropriate records of the
county in which the leased premises are situated an instrument desctibing and designating the pooled acreage as a pooled unit. Lessee may at its election exercise its pooling option after commencing
operations for or completing an oil or gas well on the leased premises, and the pooled unit may include, but it is not required to include, land or leases upon which a well capable of producing oil or gas
in paying quantities has theretofore been completed or upon which operations for the drilling of a well for oil or gas have theretofore been commenced. Operations for drilling on or production of oil or
gas from any part of the pooled unit which includes ail or a portion of the land covered by this lease regardless of whether such operations for drilling were commenced or such production was secured
before or after the execution of this instrument or the instrument designating the pooled unit, shall be considered as operations for drilling on or production of oil and gas from land covered by this lease
whether or not the well or wells be located on the premises covered by this lease, and the entire acreage constituting such unit or units, as to oil and gas, or either of them, as herein provided, shail be
treated for all purposes, except the payment of royalties on production from the pooled unit, as if the same were included in this lease. For the purpose of computing the royalties to which owners of
royalties and payments out of production and each of them, shall be entitled on production of oil and gas, or either of them, from the pooled unit, there shall be allocated to the land covered by this
lease and included in said unit a pro rata portion of the oil and gas, or either of them, produced from the pooled unit after deducting that used for operations on the pooled units. Such allocation shall be
on acreage basis-that is to say, there shall be allocated to the acreage covered by this lease and included in the pooled unit that pro rata portion of the oil and gas, or either of them, produced from the
pooled unit which the number of surface acres covered by this lease and included in the pooled unit bears to the total number of surface acres included in the pooled unit. Royalties hereunder shall be
computed on the portion of such production, whether it be oil and gas, or either of them, so allocated to the land covered by this lease and included in the unit just as though such production were from
such land. The production from an oil well will be considered production from the lease or oil pooled unit from which it is producing and not as production from a gas pooled unit; and production from
a gas well will be considered as production from the lease or gas pooled unit from which it is producing and not from an oil pooled unit. In addition to the foregoing, Lessee at its option is hereby given
the right and power from time to time to commit said land or any part or formation or mineral substance covered hereby to any cooperative or unit agreement or plan of development and operation, and
to any modifications thereof, which have been approved by the New Mexico Oil Conservation Commission or other lawful governmental authority. In such event, the royalty payable to Lessor
hereunder shall be computed and paid on the basis of the oil or gas allocated to such land under the terms of any such agreement or plan of operation, which basis shall be the same by which the
royalty due the United States or the State of New Mexico is computed and paid. This lease shall not expire during the life of such agreement or plan and shall be subject to the terms thereof and said
agreement or plan of operation shall be filed with the New Mexico Oil Conservation Commission, or other lawful authority, and Lessee shall record in the county in which the leased premises are
situated, an instrument describing such agreement or plan of operation and reflecting the commitment thereto, and the same may be recorded either before or after the compietion of wells.

5. If at the expiration of the primary term oil or gas is not being produced on said land, or from land pooled therewith, but Lessee is then engaged in drilling or reworking operations thereon, or
shall have completed a dry hole thereon within 60 days prior to the end of the primary terms, the lease shall remain in force so long as operations on said well or for drilling or reworking of any
additional well are prosecuted with no cessation of more than 60 consecutive days, and if they result in the production of oil or gas so long thereafter as oil or gas is produced from said land, or from
land pooled therewith. If, after the expiration of the primary term of this lease and after oil or gas is produced from said land, or from land pooled therewith, the production thereof should cease from
any cause, this lease shall not terminate if Lessee commences operations for drilling or reworking within 60 days after the cessation of such production, but shall remain in force and effect so long as
such operations are prosecuted with no cessation of more than 60 consecutive days, and if they result in the production of oil and gas, so long thereafter as oil or gas is produced from said land, or from
land pooled therewith. Any pooled unit designated by Lessee in accordance with the terms hereof, may be dissolved by Lessee by instrument filed for record in the appropriate records of the county in
which the leased premises are situated at any time after the completion of a dry hole or the cessation of production on said unit. In the event a well or wells producing oil or gas in paying quantities
should be brought in on adjacent land and within 660 feet of and draining the lease premises, or land pooled therewith. Lessee agrees to drill such offset well or wells as a reasonably prudent operator
would drill under the same or similar circumstances. Lessee may at any time execute and deliver to Lessor or place of record a release or releases covering any portion or portions of the above
described premises and thereby surrender this lease as to such portion or portions and be relieved or all obligations as to the acreage surrendered.

6. Lessee shall have the right at any time during or afer the expiration of this lease to remove all property and fixtures placed by Lessee on said land, including the right to draw and remove all
casing. When required by Lessor, Lessee will bury all pipelines below ordinary plow depth, and no well shall be drilled within two hundred feet of any residence or barn now on said land without
Lessor's consent.

7. The rights of either party hereunder may be assigned in whole or in part, and the provisions hereof shall extend to their heirs, successors and assigns but no change or division in ownership of
the land or royalties, however accomplished, shall operate to enlarge the obligations or diminish the rights of Lessee; and no change or division in such ownerskip shall be binding on Lessee until thirty
(30) days after Lessee shall have been furnished by registered U.S. mail at Lessee's principal place of business with a certified copy of recorded instrument or instruments evidencing same. In the event
of assignment hereof in whole or in part liability for breach of any obligation hereunder shall rest exclusively upon the owner of this lease or of a portion thereof who commits such breach. If six or
more parties become entitled to royalty hereunder, Lessee may withhold payment thereof unless and until furnished with a recordable instrument executed by all such parties designating an agent to
receive payment for all.

8. The breach by Lessee of any obligation arising hereunder shall not work a forfeiture or termination of this lease nor cause a termination or revision of the estate created hereby nor be grounds
for cancellation hereof in whole or in part. In the event Lessor considers that operations are not at any time being conducted in compliance with this lease, Lessor shall notify Lessee in writing of the
facts relied upon as constituting a breach hereof, and Lessee, if in default, shall have sixty days afier receipt of such notice in which to commence the compliance with the obligations imposed by virtue
of this instrument. After the discovery of oil or gas in paying quantities on said premises, Lessee shall develop the acreage retained hereunder as a reasonably prudent operator but in discharging this
obligation it shall in no event by required to drill more than one well per forty (40) acres of the area retained hereunder and capable of producing oil in paying quantities and one well per 640 acres plus
an acreage tolerance not to exceed 10% of 640 acres of the area retained hereunder and capable of producing gas in paying quantities.

9. Lessor hereby warrants and agrees to defend the title to said land and agrees that Lessee at its option may discharge any tax, mortgage or other lien upon said land either in whole or in part, and
in event Lessee does so, it shall be subrogated to such lien with the right to enforce same and apply royalties accruing hereunder toward satisfying same Without impairment of Lessee's right under the
warranty in event of failure of title, it is agreed that if Lessor owns an interest in the oil or gas on, in or under said land less than the entire fee simple estate, then the royalties to be paid Lessor shall be
reduced proportionately. Should any one or more of the parties named as Lessors fail to execute this lease, it shall nevertheless be binding upon the party or parties executing the same.

10. Should Lessee be prevented from complying with any express or implied covenant of this lease, from conducting drilling or reworking operations thereon or from producing oil or gas there
from by reason of scarcity of or inability to obtain or to use equipment or material, or by operation of force majeure, any Federal or state law or any order, rule or regulation of governmental authority,
then while so prevented, Lessee's obligation to comply with such covenant shall be suspended, and Lessee shall not be liable in damages for failure to comply therewith; and this lease shall be
extended while and so long as Lessee is prevented by any such cause from conducting drilling or reworking operations on or from producing oil or gas from the leased premises; and the time while
Lessee is so prevented shall not be counted against Lessee, anything in this lease to the contrary notwithstanding.

IN WITNESS WHEREOF, this instrument is executed on the date first above written.

James Kelly Polk




INDIVIDUAL ACKNOWLEDGMENT

STATE OF )
)ss
COUNTY OF )
This instrument was acknowledged before me this day of , 2004,
by James Kelly Polk

My commission expires

Notary Public
ACKNOWLEDGMENT
STATE OF )
)ss.
COUNTY OF )
This instrument was acknowledged before me this day of 2004,
by as
for
My commission expires
Notary Public
INDIVIDUAL ACKNOWLEDGMENT
STATE OF )
)ss.
COUNTY OF )
This instrument was acknowledged before me this day of 2004,
By
My commission expires
Notary Public
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Guitar BFL Com #1
Township 25 South, Range 26 East, NMPM

Section 17: N/2
Eddy County, New Mexico

Mineral Owner: Marilyn Guitar Galusha Trust
P O Box 1438
Abilene, TX 79604

Net Acres in N/2 Spacing Unit 1.875

Percent Working Interest in Unit 0.585938%

Previous Lease dated: 9/21/01

Expiration: 9/20/04

Lease Renewal and Correspondence Timeline
2/13/04 Offer letter sent to renew previous lease:
Terms: 3-year term
$100.00 bonus / acre

1/4 royalty
2/23/04 Received signed acceptance to renew lease as per terms offered.
2/25/04 Sent lease documents and bank draft as per term accepted.
4/23/04 Received executed lease with several modifications and amendments.
4/23/04 Sent letter to explain that terms added are not acceptable to Yates

management. Sent modified compromise lease form.

Several phone conversations - no compromise reached.

9/21/04 No response from Ms. Galusha - lease expired.
11/10/04 Sent AFE to participate in the drilling of the Guitar BFL Com #1.
11/12/04 Received certified receipt of sent AFE.
11/30/04 Final offer sent:

Option 1:  Sign AFE to participate in drilling of well
Option 2:  Enclosed Yates lease form (no modifications)
3-year term
$100.00 bonus / acre
1/4 royalty

12/8/04 Received certified receipt of Final offer letter.

BEFORETHEO&CONS
ERVAITON D
Santa Fe, New Mexico VISION
Case No. 13398 Exhibit 3-£
Submitted by:

Yates Petroleum ¢ i
0
Hearing Date. rporation

January 6_2005
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105 South Fourth Street
Artesia, NM 88210
505-748-1471
FAX 505-748-4572

February 13, 2004

Marilyn Guitar Galusha Trust
P. O. Box 1438
Abilene, TX 79604

RE: Qil & Gas Lease

Township 25 South, Range 26 East, NMPM
Section 17: NW/4NE/4, E/2E/2

Eddy County, New Mexico

Ms. Galusha:

Yates Petroleum Corporation would like to extend an offer to re-new your lease in the captioned acreage,
subject to the following terms:

1. A Paid-up Three (3) Year Oil and Gas Lease;

2. A bonus consideration of $100.00 per acre for the 3.125 net mineral acres;

3. Aroyalty reservation of 1/4th of 8/8ths on all oil and gas produced from the leased lands;
4. Offer will expire at office closing on March 15, 2004.

5. Title acceptable to Yates Petroleum Corporation.

If the above meets with your approval, please execute below and return to this office at your earliest
convenience. If you have any questions regarding this matter, piease call me at (505) 748-4356.

Thank you.
Very truly yours,
Yates Petroleum Corporatig_n
Shirley Pruitt
Land Technicidn
Isp

AGREED and ACCEPTED this__ /8 _ day of 7-&54,«.“4;/, 2004

%Z;; GaluZa _TrUSt %/L/ééﬂ/ m

Trustee
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105 South Fourth Street
Artesia, NM 88210
505-748-1471 _
FAX 505-748-4572

February 25, 2004

Marilyn Guitar Galusha
P. O. Box 1438
Abilene, TX 79604

Re: Oil & Gas Lease

Township 25 South, Range 26 East, NMPM
Section 17: NW/4NE/4, E/2E/2

Eddy County, New Mexico

Ms.Galusha:

Enclosed are two (2) copies of our Paid-up Oil and Gas Lease, three (3) year term, providing for a 1/4
royalty, covering your interest in the captioned lands. Also enclosed is one (1) draft in the amount of
$312.50 which is full bonus consideration of $100.00 per acre for your 3.125 net mineral acre interest.

If the above meets with your approval, please execute the Oil and Gas Lease before a Notary Public.
Also endorse the draft and send it for collection through your bank, together with the lease to the
address below:

First National Bank of Artesia

P O Drawer AA :

Artesia, New Mexico 88210
Attention: Collection Department

Or you may void the draft and send the executed and notarized lease, with the voided draft,
directly back to me at the Yates Petroleum Corporation address and | will return to you a direct
check.

If you have any questions, please call me at (505) 748-4356. Thank you.

Very truly yours,
YATES PETROLEUI\%g!POR»(ATIONI

Shirley Pruitt
Land Technician

/sp
Enclosure(s)
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YPC Revised Form | R OIL AND GAS LEASE Hall-Poorbaugh Press, Inc.
Roswell, New Mexico

THIS AGREEMENT made this 18th day of February » 2004, but Effective September 21, 2004, between Marilyn Guitar Galusha, Trustee of the Marilyn
Guitar Galusha Trust, as Lessor (whether one or more), and YATES PETROLEUM CORPORATION-70%; YATES DRILLING COMPANY-10%, ABO PETROLEUM
CORPORATION-10% AND MYCO INDUSTRIES, INC.-10%, as Lessee, WITNESSETH:

1. Lessors in consideration of Ten and No/100- Dollars ($ 10.00

) in hand paid, of the royalties herein provided and of the agreements of Lessec herein contained, hereby grants, leases and lets exclusively unto Lessee for the purpose of investigating,
exploring, prospecting, drilliné and mining for and producing oil and gas, laying pipe lines, building roads, tanks, power stations, telephone lines and other structures thereon and on, over and
across lands owned or claimed by Lessor adjacent and contiguous thereto, to produce, save, take care of, treat, transport, and own said products, and housing its employees, the following described
land in Eddy County, NewMexico = to-wit:

Township 25 South, Range 26 East, NMPM
Section 17: NW/4NE/4, E2E/2

2. Without reference to the commencement, prosecution or cessation at any time of drilling or other development operations and/or to the discovery, development or cessation at any time of
production of oil or gas and without further payments than the royalties herein provided, and notwithstanding anything else herein contained to the contrary, this lease shall be for a term of three
years from this date (called "primary term") and as long thereafter as oil or gas is produced from said land or land with which said land is pooled hereunder.

3. The royalties to be paid by Lessee are: (a) onoil, 1/4 of that produced and saved from said land, the same to be delivered at the wells or to the credit of Lessor into the pipe line to which
the wells may be connected; Lessee may from time to time purchase any royalty oil in its possession, paying the market price therefore prevailing for the field where produced on the date of
purchase; (b) on gas, including casing head gas or other gaseous substance, produced from said land, and sold, or used off the premises or for the extraction of gasoline or other product there from,
the market value at the well of 1/4 of the gas so sold or used, provided that on gas sold at the wells the royalty shallbe _1/4 of the amount realized from such sale; while there is a gas well on
this lease or on acreage pooled therewith but gas is not being sold or used, Lessee may pay or tender as royalty, on or before ninety (90) days after the date on which said well is shut in ané ”m,
l?f thereailorat-annisat-imtervale the sum of $1.00 per acre, and if such payment is made or tendered, this lease shall not terminate and it will be considered that gas is being produced from this lease in 3—
paying quantities. Payment or tcnder of sald shut-m gas royalty may be made by check or draft of Lessee mailed or dehvcred to the parties entitled thereto on or before the date sald payment is due.
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4. Lcsseet‘;t’?ts‘ogon,q\s hereby!wen hxe right and powc:r bSo or oom nestge‘ac?eageuc:ve ) by‘tgs leasscﬁ)r‘fn‘; por’t\llon thereof as 1o oil and gas, or either of them, with other land,
lease or leases in the immediate vicinity thereof to the extent, hereinafter stipulated, when in Lessee's judgment it is necessary or advisable to do so in order properly to explore, or to develop and
operate said leased premises in compliance with the spacing rules of the New Mexico Oil Conservation Commission, or other lawful authority or when to do so would, in the judgment of Lessee,
promote the conservation of oil and gas in and under and that may be produced from said premises. Units pooled for oil hereunder shall not substantially exceed 40 acres each in area, and units
pooled for gas hereunder shall not substantially exceed in area 640 acres cach plus a tolerance of 10% thereof, provided that should governmental authority having jurisdiction prescribe or permit
the creation of units larger than those specified, units thereafter created may conform substantially in size with those prescribed by governmental regulations. Lessee under the provisions hereof
may pool or combine acreage covered by this lease, or any portion thereof as above provided as to oil in any one or more strata and as to gas in any one or more strata. The units formed by pooling
as to any stratum or strata need not conform in size or area with the unit or units into which the lease is pooled or combined as to any other stratum or strata, and oil units need not conform as to
area with gas units. The pooling in one or more instances shall not exhaust the rights of the Lessee hereunder to pool this lease or portions thereof into other units. Lessee shall file for record in the
appropriate records of the county in which the leased premises are situated an instrument describing and designating the pooled acreage as a pooled unit. Lessee may at its election exercise its
pooling option after commencing operations for or completing an oil or gas well on the leased premises, and the pooled unit may include, but it is not required to include, land or leases upon which
a well capable of producing oil or gas in paying quantities has theretofore been completed or upon which operations for the drilling of a well for oil or gas have theretofore been commenced.
Operations for drilling on or production of oil or gas from any part of the pooled unit which includes all or a portion of the land covered by this lease regardless of whether such operations for
drilling were commenced or such production was secured before or after the execution of this instrument or the instrument designating the pooled unit, shall be considered as operations for drilling
on or production of oil and gas from land covered by this lease whether or not the well or wells be located on the premises covered by this lease, and the entire acreage constituting such unit or
units, as to oil and gas, or either of them, as herein provided, shall be treated for all purposes, except the payment of royalties on production from the pooled unit, as if the same were included in
this lease. For the purpose of computing the royalties to which owners of royaities and payments out of production and each of them, shall be entitled on production of oil and gas, or either of
them, from the pooled unit, there shall be allocated to the land covered by this lease and included in said unit a pro rata portion of the oil and gas, or either of them, produced from the pooled unit
after deducting that used for operations on the pooled units. Such allocation shall be on acreage basis-that is to say, there shall be allocated to the acreage covered by this lease and included in the
pooled unit that pro rata portion of the oil and gas, or either of them, produced from the pooled unit which the number of surface acres covered by this lease and included in the pooled unit bears to
the total number of surface acres included in the pooled unit. Royalties hereunder shall be computed on the portion of such production, whether it be oil and gas, or either of them, so allocated to
the land covered by this lease and included in the unit just as though such production were from such land. The production from an oil well will be considered production from the lease or oil
pooled unit from which it is producing and not as production from a gas pooled unit; and production from a gas well will be considered as production from the lease or gas pooled unit from which
it is producing and not from an oil pooled unit. In addition to the foregoing, Lessee at its option is hereby given the right and power from time to time to commit said land or any part or formation
or mineral substance covered hereby to any cooperative or unit agreement or plan of development and operation, and to any modifications thereof, which have been approved by the New Mexico
Qil Conservation Commission or other lawful governmental authority. In such event, the royalty payable to Lessor hereunder shall be computed and paid on the basis of the oil or gas allocated to
such land under the terms of any such agreement or plan of operation, which basis shall be the same by which the royalty due the United States or the State of New Mexico is computed and paid.
This lease shali not expire during the life of such agreement or plan and shall be subject to the terms thereof and said agreement or plan of operation shall be filed with the New Mexico Oil
Conservation Commission, or other lawful authority, and Lessee shall record in the county in which the leased premises are situated, an instrument describing such agreement or plan of operation
and reflecting the commitment thereto, and the same may be recorded either before or after the completion of wells.

5. If at the expiration of the primary term oil or gas is not being produced on said land, or from land pooled therewith, but Lessee is then engaged in drilling or reworking operations thereon,
or shall have completed a dry hole thereon within 60 days prior to the end of the primary terms, the lease shall remain in force so long as operations on said well or for drilling or reworking of any
additional well are prosecuted with no cessation of more than 60 consecutive days, and if they result in the production of oil or gas so long thereafter as oil or gas is produced from said land, or
from land pooled therewith. If, after the expiration of the primary term of this lease and after oil or gas is produced from said land, or from land pooled therewith, the production thereof should
cease from any cause, this lease shall not terminate if Lessee commences operations for drilling or reworking within 60 days after the cessation of such production, but shall remain in force and
effect so long as such operations are prasecuted with no cessation of more than 60 consecutive days, and if they result in the production of oil and gas, so long thereafter as oil or gas is produced
from said land, or from land pooled therewith. Any pooled unit designated by Lessee in accordance with the terms hereof, may be dissolved by Lessee by instrument filed for record in the
appropriate records of the county in which the leased premises are situated at any time after the completion of a dry hole or the cessation of production on said unit. In the event a well or wells
producing oil or gas in paying quantities should be brought in on adjacent land and within 660 feet of and draining the lease premises, or land pooled therewith. Lessee agrees to drill such offset
well or wells as a reasonably prudent operator would drill under the same or similar circurnstances. Lessee may at any time execute and deliver to Lessor or place of record a release or releases
covering any portion or portions of the above described premises and thereby surrender this lease as to such portion or portions and be relieved or all obligations as to the acreage surrendered.

6. Lessee shall have the right at any time during or after the expiration of this lease to remove all property and fixtures placed by Lessee on said land, including the right to draw and remove
all casing. When required by Lessor, Lessee will bury all pipelines below ordinary plow depth, and no well shall be drilled within two hundred feet of any residence or bam now on said land
without Lessor's consent.

7. The rights of either party hereunder may be assigned in whole or in part, and the provisions hereof shall extend to their heirs, successors and assigns but no change or division in ownership
of the land or royalties, however accomplished, shall operate to enlarge the obligations or diminish the rights of Lessee; and no change or division in such ownership shall be binding on Lessee
until thirty (30) days after Lessee shall have been fumished by registered U.S. mail at Lessee's principal place of business with a certified copy of recorded instrument or instruments evidencing
same. In the event of assignment hereof in whole or in part liability for breach of any obligation hereunder shall rest exclusively upon the owner of this lease or of a portion thereof who commits
such breach. If six or more parties become entitled to royalty hereunder, Lessee may withhold payment thereof unless and until furnished with a recordable instrument executed by all such parties
designating an agent to receive payment for all.

8. The breach by Lessee of any obligation arising hereunder shall not work a forfeiture or termination of this lease nor cause a termination or revision of the estate created hereby nor be
grounds for cancellation hereof in whole or in part. In the event Lessor considers that operations are not at any time being conducted in compliance with this lease, Lessor shall notify Lessee in
writing of the facts relied upon as constituting a breach hereof, and Lessee, if in default, shall have sixty days after receipt of such notice in which to commence the compliance with the obligations
1mposed by virtue of this instrument. After the discovery of oil or gas in paying quantities on said premises, Lessee shall develop the acreage retained hereunder as a reasonably prudent operator
but in discharging this obligation it shall in no event by required to drill more than one well per forty (40) acres of the area retained hereunder and capable of producing il in paying quantities and
one well per 640 acres plus an acreage tolerance not to exceed 10% of 640 acres of the area retained hereunder and capable of producing gas in paying quantities.

! 4’ 9. Lessor hereby waments-and-egrees-to-defond-the-title-to-said-lend-and agrees that Lessee at its option may discharge any tax, mortgage or other lien upon said land either in whole or in part,
and in event Lessee does so, it shall be subrogated to such lien with the right to enforce same and apply royalties accruing hereunder toward satisfying same Without impairment of Lessee's right
under the warranty in event of failure of title, it is agreed that if Lessor owns an interest in the oil or gas on, in or under said land less than the entire fee simple estate, then the royalties to be paid
Lessor shall be reduced proportionately. Should any one or more of the parties named as Lessors fail to execute this lease, it shall nevertheless be binding upon the party or parties executing the
same.

10. Should Lessee be prevented from complying with any express or implied covenant of this lease, from conducting drilling or reworking operations th or from producing oil or gas
there from by reason of scarcity of or inability to obtain or to use equipment or material, or by operation of force majeure, any Federal or state law or any order, rule or regulation of governmental
authority, then while so prevented, Lessee's obligation to comply with such covenant shall be suspended, and Lessee shall not be liable in damages for failure to comply therewith; and this lease
shall be extended while and so long as Lessee is prevented by any such cause from conducting drilling or reworking operations on or from producing oil or gas from the leased premises; and the
time while Lessee is so prevented shall not be counted against Lessee, anything in this lease to the contrary notwithstanding, .

Seg. EXBMt A

IN WITNESS WHEREQOF, this instrument is gxecuted on the date first above written,

Marilyn Guitar Galusha, Trustee of the Z” W W
Marilyn Guitar Galusha Trust m %&%ﬂ M




Exhibit “A”

i Notwithstanding anything else to thé contrary herein, payment of shut-in Gas
Well Royalties will not be permitted to maintain this Lease in force for a period greater
than one year beyond the primary term, at which time this Lease shall automatically

terminate. -

12. Notwithstanding any other provisions hereof, at the end of the primary term, all
acreage not included in a proration unit as designated by the new Mexico Oil
Conservation Division and all depths 100 feet below the deepest producing horizon shall
be automatically eliminated from this Lease and revert to LESSOR, unless LESSEE is
drilling a Well on the leased premises or on lands pooled therewith, in which event the
Lease will be held in its entirety as long as not more than one hundred twenty (120) days
elapse between the completion of one Well and the commencement of another.
“Completion™ shall be defined as (1) the date on which a dry hole is plugged or (2) the
date certified to the New Mexico Oil Conservation Division as the date a Well has been
completed as a producing Well, whichever be appropriate. “Commencement” shali be
defined as the date drilling operations are commenced on the Leased premises or on lands

pooled therewith.

13. As an addition to the terms hereof, it is expressly agreed that all royalty to be paid
hereunder shall be delivered to LESSOR free of all costs of transportation, compression,
processing, treatment, purification, dehydration, separation, stabilization, manufacturing,
measuring or marketing the oil gas, or other hydrocarbons covered by this lease.
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105 South Fourth Street

Artesia, NM 88210
505-748-1471

FAX 505-748-4572

April 23, 2004

Marilyn Guitar Galusha
P. O. Box 1438
Abilene, TX 79604

Re: Oil & Gas Lease

Township 25 South, Range 26 East, NMPM
Section 17: NW/4NE/4, E/2E/2

Containing 200 acres, more or less

Eddy County, New Mexico

Ms. Galusha:

Thank you for your response to our recent lease renewal offer. At this time, we are not able to accept
the lease form and terms you provided. Enclosed please find two (2) copies of Qil and Gas Lease
Form 342P, containing a two (2) year shut-in provision, which we will accept. Also, the lease form you
mailed to us was not notarized. If the enclosed meets with your approval, please execute the lease
before a notary public and return to this office. Upon receipt of the properly executed and notarized
lease, we will issue a direct check to you, per your instructions.

If you have any questions, please call me at (505) 748-4356. Thank you.

Very truly yours,

YATES PETROLE

RPORATION

Shirley Pruitt
Land Technician

Isp
Enclosure(s)



LNDRO? LEASE RECORD SHEET PAGE i
USER-TAMMYV ~ WS-QPADEV000J 10:52:24 *18/2002
9:39:08 3/08/2002 )

LEASE NUMBER - NM-000403-002513-K LEASE NAME GALUSHA, MARILYN GUITAR, TRUST
PROSPECT..... 000000 ACCT. LEASE 270392-001

ACQ CODE......

COUNTY #1....... EDD EDDY BOOK.. 431 PAGE.. 968 REC DATE... 10/05/2001
COUNTY #2....... BOOK. . PAGE. . REC DATE... 0/00/0000
STATE............ NM NEW MEXICO

LEASE DATE.......... 9/21/2001 RECORD STATUS... CM COMPLETE LEASE RECORD
EFFECTIVE DATE...... 9/21/2001 LEASE TYPE....... X FEE LEASE

EXPIRATION DATE..... 9/20/2004 ACQUISITION DATE. 9/21/2001

PRIMARY TERM........ 3 YR LEASE/RENTAL STAT...PDU PAID UP LEASE

ORIGINAL LESSOR..... MARILYN GUITAR CGALUSHA TRUST, MARILYN GUITAR GALUSHA, TRUSTE
ORIGINAL LESSEE..... YPC

ACQUIRED - HOW...... BONUS PER ACRE... 100.00
- FROM..... TOTAL BONUS...... 312.50

LESSEE OF RECORD....

ACREAGES LSE GROSS LEASE NET OUR NET  BASE ACRES.......

TOTAL........ 200.00 3.12 LESSOR MI........

DEVELOPED. ... LESSOR RI........ .25000000

UNDEVELOPED. . 200.00 3.12 TOTAL ORRIL.......

NO TOTALIZE.. LEASE NRI........ .75000000

LEGAL DESCRIPTION INFORMATION:

SEQ TWP RNG SEC LOCATION ABSTRACT # LSE GRS LSE NET
--------------------- LEGAL DESCRIPTION --------------------

01 255 26E 17 200.00 3.12
NW4NE4, EZE2
TOTAL ACRERGE  200.00 3.12

OWNERSHIP INFORMATION: EXPI R E D

OWNER# WORKING INTEREST OWNER GWI OTHER CO LSE
5000 ABO PETROLEUM CORPORATION .10000000
640010 MYCO INDUSTRIES, INC. .10000000
994100 YATES DRILLING COMPANY .10000000
999900 YATES PETROLEUM CORPORATION .70000000
TOTAL INTEREST 1.00000000

SPECIAL FEATURES/WELL CROSS REFERENCE:

HELD BY PROD... SURFACE DAMAGES... POOLING..O0IL GAS
HELD BY UNIT... MINIMUM ROYALTY... REWORK DAYS.....
SHUT-IN PROV... 2 TWO ¥R RENEWAL OPTION.... MULTI-TRACT.....

PUGH CLAUSE.... P PUGH LESSER INTEREST... SLIDING ROYALTY.
REASMT OBLIG... CONT. DRILLING.... Y

UNIT CLAUSE....

DELAY RENTAL/SHUT-IN INFORMATION:

RENTAL PAID BY...... SHUT-IN PAID BY.....

RENTAL PER ACRE.............. SHUT-IN PER RCRE.............

RENTAL AMOUNT/TYPE........ SHUT-IN AMOUNT............

BANK FEE ............. ...t BANK FEE...........coion.

TOTAL RENTAL.............. TOTAL SHUT-IN.............

COMPANY SHARE............. COMPANY SHARE.............

RENTAL DUE DATE............ 0/00/0000  SHUT-IN DUE DATE........... 0/00/0000
PAYMENT FREQUENCY........ PAYMENT FREQUENCY........

HBP WELL NAME..
MULT/COMB CHECKS .......

LEASE NUMBER - NM-000403-002513-K
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S. P. YATES
CHAIRMAN OF THE BOARD

MARTIN YATES, lI JOHN A. YATES

1912 - 1985 PRESIDENT
FRANK W. YATES PEYTON YATES
1936 - 1986 EXECUTIVE VICE PRESIDENT

RANDY G. PATTERSON
SECRETARY

105 SOUTH FOURTH STREET DENNIS G. KINSEY
TREASURER
ARTESIA, NEW MEXICO 88210-2118
TELEPHONE (505) 748-1471

September 23, 2004

Brett Guitar Witherspoon
P. O. Box 100635
Fort Worth, TX 76185

Re: Qil& Gas Lease

Township 25 South, Range 26 East, NMPM
Section 17: NW/4NE/4, E/2E/2

Containing 200 acres, more or less

Eddy County, New Mexico

- Mr. Witherspoon:
Pursuant to our telephone conversation of September 3, 2004, Yates Petroleum Corporation
would like to work with you to compile a lease form acceptable to the Guitar family members and
our corporation.

Our objection to the counter-offer of Marilyn Galusha is the one-year shut-in. The current lease
form provides for a two-year shut-in and amending to one-year is not reasonable. Thisis a
wildcat area and there is no existing infrastructure. If we decide to drill, it could easily take over
one year just to get pipeline in to the area.

Concerning James Alexander’s counter-offer, we have reviewed amended Paragraph 11 to
Exhibit A and discussed it with the other two departments affected, accounting and marketing.
The first paragraph in Paragraph 11 appears to be ambiguous and contradictory to other
paragraphs in the lease. Paragraph 4 allows the same deductions as royalties due the United
States. However, item 11 also states “royalty shall never be less than twenty-five percent of the
gross amount realized by Lessee...." The language is confusing and needs clarification. For
your information, the Yates believe in paying royalty owners on the same basis as they get paid.
As to the second paragraph of Paragraph 11, we will agree to $5.00 per net acre shut-in.
However, we will require amending “this Lease may not be maintained by shut-in payments more
than two (2) (cumulative) years” to _consecutive years. Please consider striking the last
sentence of ltem 11. In ltem 12, we request amending from “below the deepest producing
horizon” to "below the deepest depth drilled”. We believe it is fair to let us keep all the formations
we drill and then determine the most viable order to produce the well.

May we hear from you soon concerning this matter? If you have questions, please call me
at (505) 748-4356.

Very truly yours,
YATES PETROLEUM CORPORATION

Pt

Shirley Pruitt
Land Technicia

/s



Producer's 88-Producer's Revised 1994 New Mexico .- .. m 342P, Paid-up Printed and for .. .- by Hall-Paorbaugh Press, Roswell, N.M.
OIL & GAS LEASE

THIS AGREEMENT made this _ 23rd __ day of April, 2004, but effective_September 21, 2004 between Marilyn Guitar Galusha, Trustee of the Marilyn Guitar Galusha Trust, as
Lessor (whether one or more), and YATES PETROLEUM CORPORATION-70%; YATES DRILLING COMPANY-10%, ABO PETROLEUM CORPORATION-10% and MYCO
INDUSTRIES, INC.-10%, as Lessee:

1. Lessor, In consideration of TEN AND OTHER DOLLARS in hand paid, receipt of which is here acknowledged, and of the royalties herein provided and of the agreements of the lessee
herein contained, hereby grants, leases and lets exclusively unto lessee for the purpose of investigating, exploring, prospecting, drilling, and operating for and producing oil and gas. injecting gas,
waters, other fluids, and air into subsurface strata laying pipelines, storing oil, building tanks, roadways, telephone lines, and other structures and things thereon to produce, save, take care of, treat,
process, store and transport said minerals, the following described land in Eddy County, New Mexico, to-wit:

Township 25 Sou 6 N.M.P.M,
Section 17: NW/4NE/4, E/2E/2

Said land is estimated to comprise 200.00 acres, whether it actually comprises more or less.

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

3. The royalties to be paid by lessee are: (a) on oil, and other liquid hydrocarbons saved at the well, 1/4th of that produced and saved from said land, same to be
delivered at the wells or to the credit of lessor in the pipeline to which the wells may be connected; (b) on gas, including casinghead gas or other gaseous substance
produced from said land and used off the premises or used in the manufacture of gasoline or other products, the market value at the well of 1/4th of the gas used,
provided that on gas sold on or off the premises, the royaities shall be 1/4th of the amount realized from such sale; (c) and at any time when this lease is

not validated by other provisions hereof and there is a gas and/or condensate well on said land, or land pooled therewith, but gas or condensate is not being 50 sold or used and such well is shut in,
either before or after production therefrom, then on or before 90 days after said well is shut in, and thereafier at annual intervals, lessee may pay or tender an advance shut-in royalty equal to $1.00
per net acre of lessor's gas acreage then held under this lease by the party making such payment or tender, and so long as said shut-in royalty is paid or tendered, this lease shall not terminate and it
shall be considered under all clauses hereof that gas is being produced from the leased premises in paying quantities. Each such payment shall be paid or tendered to the party or parties who at the
time of such payment would be entitled to receive the royalties which would be paid under this lease if the well were in fact producing. The payment or tender of royalties and shut-in royalties may
be made by check or draft. Any timely payment or tender of shut-in royalty which is made in a bona fide attempt to make proper payment, but which is erroneous in whole or in part as to parties or
amounts, shall nevertheless be sufficient to prevent termination of this lease in the same manner as though a proper payment had been made if lessee shall correct such error within 30 days after
lessee has received written notice thereof by certified mail from the party or parties entitled to receive payment together with such written instruments (or certified copies thereof) as are necessary to
enable lessee to make proper payment. The amount realized from the sale of gas on or off the premises shall be the price established by the gas sales contract entered into in good faith by lessee and
gas purchaser for such term and under such conditions as are customary in the industry. “Price” shall mean the net amount recenved by lessee aﬁer gwmg effect to apphcable regu.latory ordexs and
after application of any applicable price adjustmems speciﬁed in such contract or regulatory orders. In-the-event-les OFBprosses;-troats;pur dehydrates-suchga ther-oR-6 th
leased-prensises) ports-gas-off the leasedp essee-inr puting royalty-h der-may-ded ‘-ﬂ-:.....,h,,.; & b ,‘ fer—eeeh—eﬂsaeh—ﬁmeﬁeﬂs—peffemed-

4. This is a paid-up lease and lessee shall not be obligated during the primary term hereof to commence or continue any operations of whatsoever character or to make any payments hereunder
in order to maintain this lease in force during the primary term; however, this provision is not intended to relieve lesee of the obligation to pay royalties on actual production pursuant to the
provisions or Paragraph 3 hereof.

5. Lessee is hereby granted the right and power, from time to time, to pool or combine this lease, the land covered by it or any part or horizon thereof with any other land, leases, mineral
estates or parts thereof for the production of oil or gas. Units pooled hereunder shall not exceed the standard proration unit fixed by law or by the Oil Conservation Division of the Energy and
Minerals Department of the State of New Mexico or by any other lawful authority for the pool or area in which said land is situated, plus a tolerance of ten percent. Lessee shall file written unit
designations in the county in which the premises are located and such units may be designated from time to time and either before or after the completion of wells. Drilling operations on or
production from any part of any such unit shall be considered for ail purposes, except the payment of royalty, as operations conducted upon or production from the land described in this lease. There
shall be allocated to the land covered by this lease included in any such unit that portion of the total production of pooled minerals from wells in the unit, after deducting any used in lease or unit
operations, which the net oil or gas acreage in the land covered by this lease included in the unit bears to the total number of surface acres in the unit. The production so allocated shall be considered
for all purposes, including the payment or delivery of royalty, to be the entire production of pooled minerals from the portion of said land covered hereby and included in said unit in the same
manner as though produced from said land under the terms of this lease. Any pooled unit designated by lessee, as provided herein, may be dissolved by lessee by recording an appropriate instrument
in the County where the land is situated at any time after the completion of a dry hole or the cessation of production on said unit.

6. If at the expiration of the primary term there is no well upon said land capable of producing oil or gas, but lessee has commenced operations for drilling or reworking thereon, this lease
shall remain In force so long as operations are prc d with no jon of more than 60 consecutive days, whether such operations be on the same well or on a different or additional well or
wells, and if they result in the production of il or gas, so long thereafter as oil or gas is produced from said land. If, after the expiration of the primary term, all wells upon said land should become
incapable of producing for any cause, this lease shall not terminate if lessee commences operations for additional drilling or for reworking within 60 days thereafter. If any drilling, additional
drilling or reworking operations hereunder result in production, then this lease shall remain in full force so long thereafter as oil or gas is produced hereunder.

7. Lessee shall have free use of oil, gas and water from said land, except water from lessor's wells and tanks, for all operations hereunder, and the royalty shall be computed after deducting
any so used. Lessee shall have the right at any time during or after the expiration of this lease to remove all property and fixtures placed by lessee on said land, including the right to draw and
remove all casing. When required by lessor, lessee will bury all pipe lines on cultivated lands below ordinary plow depth, and no well shall be drilled within two hundred feet (200 ft.) of any
residence or barm now on said land without lessor’s consent, Lessor shail have the privilege, at his risk and expense, of using gas from any gas well on said land for stoves and inside lights in the
principal dwelling thereon, out of any surplus gas not needed for operations hereunder.

8. The rights of either party hereunder may be assigned in whole or in part and the provisions hereof shall extend to their heirs, executors, administrators, successors and assigns; but no
change in the ownership of the land or in the ownership of, or rights to receive, royalties or shut-in royalties, however accomplished shall operate to enlarge the obligations or diminish the rights of
lessee: and no such change or division shall be binding upon lessee for any pwrpose until 30 days after lessee has been furnished by certified mail at lessee's principal place of business with
acceptable instruments or certified copies thereof constituting the chain of title from the original lessor. If any such change in ownership occurs through the death of the owner, lessee may, at its
option, pay or tender any royalties or shut-in royalties in the name of the deceased or to his estate or to his heirs, executor or administrator until such time as lessee has been furnished with evidence
satisfactory to lessee as to the persons entitled to such sums. An assignment of this lease in whole or in part shall, to the extent of such assignment, relieve and discharge lessee of any obligations
hereunder and , if lessee or assignee of part or parts hereof shall fail or make default in the payment of the proportionate part of royalty or shut-in royalty due from such lessee or assignee or fail to
comply with any of the provisions of this lease, such default shall not affect this lease insofar as it covers a part of said lands upon which lessee or any assignee thereof shall properly comply or
make such payments.

9. Should lessee be prevented from complying with any express or implied covenant of this lease, or from conducting drilling or reworking operations hereunder, or from producing oil or gas
hereunder by reason of scarcity or inability to obtain or use equipment or material, or by operation of force majeure, or by any Federal or state law or any order, rule or regulation of governmental
authority, then while so prevented, lessee's duty shail be suspended, and lessee shall not be liable for faiture to comply therewith; and this lease shall be extended while and so long as lessee is
prevented by any such cause from conducting drilling or reworking operations or from producing oil or gas hereunder; and the time while lessee is so prevented shall not be counted against lessee,
anything in this lease to the contrary notwithstanding.

10, Lessor dseset é to-defond-the-title-to-caid-and-and agrees that lessee at is option may discharge any tax, mortgage or other lien upon said land, and in the event lessee
does so it shall be subrogatzd to such llen with the nght to enforce same and to apply royalties and shut-in roya]tles payable hereunder toward satisfying same. Without mnpau-ment of lessee's rights
under the warranty, if this lease covers a less interest in the oil or gas in all or any part of said land than the entire and undivided fee simple estate (whether lessor’s interest is herein specified or not)
then the royalties, shut-in royalty, and other payments, if any, accruing from any part as to which this lease covers less than such full interest, shall be paid only in the proportion which the interest
therein, if any, covered by this lease, bears to the whole and undivided fee simple estate therein. Should any one or more of the parties named above as lessors fail to execute this lease, it shall
nevertheless be binding upon the party or parties executing the same.

11. Lessee, its or his ors, heirs and assigns, shall have the right at any time to surrender this lease, in whole or in part, to lessor or his heirs, successors and assigns by delivering or
mailing a release thereof to the lessor, or by placing a release thereof of record in the county in which said land is situated; thereupon lessee shall be relieved from all obhyt\ons expressed or
implied, of this agreement as to acreage so surrendered, and thereafter the shut-in royalty payable hereunder shall be reduced in the proportion that the acreage covered hereby is reduced by said
release or releases.

Articles 12, 13 and 14 of this Oil and Gas Lease are attached as Exhibit “A”.

Executed the day and year first above written.

Marilyn Guitar Galusha Trust

Marilyn Guitar Galusha, Trustee
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Exhibit “A”

Attached to and made a part of that certain Oil and Gas Lease dated April 23, 2004, by and between Marilyn Guitar
Galusha, Trustee of the Marilyn Guitar Galusha Trust, as Lessor, and Yates Petroleum Corporation, Yates Drilling
Company, Abo Petroleumn Corporation and Myco Industries, Inc., as lessee, covering lands in Eddy County, New Mexic

12. Notwithstanding anything else to the contrary herein, payment of shut-in gas well royalties will not be permitte.
maintain this Lease in force for a period greater than two consecutive years beyond the primary term, at which time
Lease shall automatically terminate.

13. Notwithstanding any other provisions hereof, at the end of the primary term, all acreage not included in a prora
unit as designated by the New Mexico Oil Conservation Division and all depths 100 feet below the deepest produc
horizon shall be automatically eliminated from this Lease and revert to LESSOR, unless LESSEE is drilling a well on
leased premises or on lands pooled therewith, in which event the Lease will be held in its entirety as long as not more t
one hundred twenty (120) days elapse between the completion of one well and the commencement of another. Comple:
shall be defined as (1) the date on which a dry hole is plugged or (2) the date certified to the New Mexico Oil Conserva:
Division as the date a well has been completed as a producing well, whichever be appropriate. “Commencement” shal
defined as the date drilling operations are commenced on the leased premises or on lands pooled therewith.

14. As an addition to the terms hereof, it is expressly agreed that all royalty to be paid hereunder shall
delivered to LESSOR free of all costs of transportation, compression, processing, treatment, purificat

dehydration, separation, stabilization, manufacturing, measuring or marketing the oil, gas or hydrocarb
covered by this lease.
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105 South Fourth Street
Artesia, NM 88210

November 10, 2004

Working Interest Owners CERTIFIED MAIL
Addressee List Attached RETURN RECEIPT REQUESTED

RE: Guitar BFL Com #1 well

Township 25 South, Range 26 East, NMPM
Section 17: 990' FNL & 1980'FEL

Eddy County, New Mexico
Ladies and Gentlemen:

Yates Petroleum Corporation, as operator, proposes to drill the captioned well pursuant to the
prognosis on the Authority for Expenditure (AFE) and invites you to participate.

Enclosed, please find two (2) copies of an AFE and one (1) copy of the Joint Operating
Agreement (JOA} with one (1) additional signature page, covering the N/2 of Section 17.

If the AFE and JOA meet with your approval, please sign and return one (1) executed copy of
the AFE and the executed and notarized signature page of the JOA to our office.

This weli is on an accelerated scheduiing and we request your immediate attention.
Should you have any questions, please do not hesitate contacting me at 505-748-4400.
Thank you.

Very truly yours,

YATES PETROLEUM CORPORATION

&ssom\/L%%t\

Susan Viera
Associate Landman

SV/am
Enclosure(s)



Yates Petroleum Corporation, et al
Attn: Susan Vierra

105 South Fourth Street

Artesia, NM 88210

James M. & Jerri Alexander
P.O.Box 58
Abilene, TX 79604

Janis Lee Polk Harbour
4400 Arcady
Dallas, TX 75202

Whitten Guitar Witherspoon
3833 Arroyo Road
Fort Worth, TX 76109

Marilyn Guitar Galusha @C/
P.O. Box 1438
Abilene, TX 79604

Kelly Woods Leach
312 Greatview Circle
Birmingham, AL 35226-2320

GUITAR BFL COM #1
ADDRESSEE LIST

Murchison Oil & Gas, Inc. ot
1100 Mira Vista Bivd.
Plano, TX 75093-4498

Martha Jane Alexander Rhodes

P.O. Box 58
Abilene, TX 79604

Pressley Hudson Guitar G
P.O. box 5383
Abilene, TX 79608-5383

Jeri Alexander Lott ¢
92102 Vicksburg Ave., #17
Lubbock, TX 79356

John Guitar Witherspoon, Jr.
7404 Lemonwood Drive
Fort Worth, TX 76133-7012

Anita Grissom Guitarz,,
P.O. box 744
Abilene, TX 79605

James Kelly Polk G-
12 Augusta
Abilene, TX 79604

Brett Guitar Witherspoon(plr
P.O. Box 100635
Fort Worth, TX 76185

Ruth Ann Polk Caudie
5616 Preston Fairway
Dallas, TX 75252

Wende Witherspoon Morgan
1720 Southwicke
Flower Mound, TX 75022



11-8-04

AFE NO. 04-542-0
AUTHORITY FOR EXPENDITURE AFE DATE 10/29/04
NEW DRILLING, RECOMPLETION & RE-ENTRY AFEND ({rev 6/98)
AFE Type: Well Objective: ~ Well Type: AFE STATUS: le- 39‘0‘(
105 SOUTH FOURTH STREET X [New Drilling X |0il X |Development Original
ARTESIA, NEW MEXICO 88210 Recompletion X|Gas Exploratory Revised
TELEPHONE (505) T48-14T1 Re-entry Injector Final
Supplemental
LEASE NAME Guitar BFL Com. #1 PROJ'D DEPTH 12,000"
COUNTY Eddy STATE New Mexico
FIELD HORIZON Morrow
LOCATION Section 17 T25S-R26E, 990' N & 1980' E
DIVISION CODE 100 DIVISION NAME Qil & Gas Division
DISTRICT CODE DISTRICT NAME
BRANCH CODE BRANCH NAME
PROGNOSIS: [New well drilled to 12,000’ to test all formations
INTANGIBLE DRILLING COSTS: DRY HOLE COMP'D WELL
920-100 Staking, Permit & Legal Fees 3,000 3,000
920-110 Location, Right-0f-Way 35,000 35,000
920-120 DRllING, FOO G s
920-130 Driling, Daywork & fuel 50 days @ $11,300/day + $45K formob 647,000 647,000
920-140 Driling Water, Fasline Rental e, 35,000 35,000
920-150 Drilling Mud & Additives 45,000 45,000
920-160 Mud Logging Unit, Sample Bags 30,000 30,000
920-170 Cementing - Surface Casing .. .&deepintermediate 75,000 75,000
920-180 Drill Stem Testing, OHT
920-190 Electric Logs & Tape Copies e 60,000 60,000
920-200 Tools & Equip. Rntl., Trkg. & Welding 125,000 125,000
920-205 Control of Well-insurance 5,000 5,000
920-210 Supervision & Overhead 50,000 50,000
920-230 Coring, TOOIs & ServiCe
920-240 Bits, Tool & Supplies Purchase . 80,000 80,000
920-350 Cementing - Production Casing 40,000
920-410 Completion Unit - Swabbing T 30,000
920-420 Water for Completion ~____~ Tt 5,000
920430 Mud & Additives for Completion T 1,000
920-440 Cementing - Completion L
920-450 Elec. Logs, Testing, Etc. - Completion T 20,000
920-460 Tools & Equip. Rental, Etc. - Completion o 50,000
920-470 Stimulation for Completion e 100,000
920-480 Supervision & O/H - Completion e 1,500
920-490 Additional LOC Charges - Completion o 10,000
920-510 Bits, Tools & Supplies - Completion ~__~~~ """~~~ 1,500
920-500 Contingency for Completion ~___ “""""""""""" T
TOTAL INTANGIBLE DRILLING COSTS | 1,190,000! 1,449,000{
TANGIBLE EQUIPMENT COSTS:
930-010 Christmas Tree & Wellhead 5,000 30,000
930-020 Casing . 338 @400 11,000 11,000
________ 9 8 8 @ 1,800 e 27,000 27,000
________ T @ 8,800 108,000 108,000
........ A2 A2 000 e 85,500
930-030 Tubing 238"@11,800° 49,000
930-040 Packer & Special EQUipment
940-010 Pumping Equipment e
940-020 Storage Facilities """"""""""""""""""""""" 15,000
940-030 Separation Equip., Flowiines, Misc. TTTommemmemee 75,000
0060 Truking& Consucton Coss 77T 75,0
TOTAL TANGIBLE EQUIPMENT COSTS | 151,000| 415,500]
TO AL GO S | 1,341,000] 1,864,500]

APPROVAL OF THIS AFE CONSTITUTES APPROVAL OF OPERATOR'S OPTIbN TO CHARGE THE JOINT ACCOUNT WITH
TUBULAR GOODS FROM THE OPERATOR'S WAREHOUSE STOCK AT THE RATES STATED ABOVE.

Prepared By Operations

SV Jeremiah Mullen Approval
m | 20.551875% |
_YATES DRILLING COMPANY [ to-7931257 ]
By s
E(—) PETROLEUM CORPORATION | 10.793125% |

__MYCO TIND

[ 10.7931252 |



GUITAR BFL COM #1
T25S-R26E- SECTION 17

990' FNL & 1980' FEL

EDDY COUNTY, NEW MEXICO

AFE # 04-542-0
DATE: 11/8/04
Page 2

TOTAL

SHARE
MURCHISON OIL & GAS, INC [ 37.500000%]
EARL B. GUITAR, SR. & ANITA GRISSOM GUITAR, REVOCABLE LIVING TRUST, 2.343750%
ANITA GRISSOM GUITAR, SOLE TRUSTEE
[ 0.781250%]
[ 0.781250%|
JERI ALEXANDER LOTT 0.781250%)
:..J'fl:-.\:MES KELLY POLK 0.781250%)|
fQUTH ANN POLK CAUDLE { 0.781250%|
JANIS LEE POLK HARBOUR 0.781250%]
| 0.584375%|
f.sESSLEY HUDSON GUITAR [ 0.584375%]
:.:JOHN GUITAR WITHERSPOON, JR. | 0.293750%)|
BRETT GUITAR WITHERSPOON [ 0.293750%]
XYFNDE WITHERSPOON MORGAN [ 0.293750%]
| 0.293750%]

0.193750%]

100.000000%
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MARTIN YATES. I}

) PETROLEUM
FRANK W. YATES EnRFnRHT'uN

1936 - 1986 e O L 0 P R

105 SOUTH FOURTH STREET
ARTESIA, NEW MEXICO 88210-2118
TELEPHONE (S05) 748-1471

November 30,

Marilyn Guitar Galusha
P O Box 1438
Abilene, TX 79604

RE: Guitar BFL Com #1

S. P. YATES
CHAIRMAN OF THE BOARD

JOHN A. YATES
PRESIDENT
PEYTON YATES
EXECUTIVE VICE PRESIDENT
RANDY G. PATTERSON
SECRETARY

DENNIS G. KINSEY
TREASURER

2004

Township 25 South, Range 26 East, NMPM

Section 17: N/2

Eddy County, New Mexico

Ms. Galusha:

I have had several phone calls from many family members concerning either 1) lease options for mineral rights in the
above captioned acreage or 2) participation in the drilling of the Guitar BFL Com #1.

You have been sent an AFE to participate in the drilling of the Guitar well as an unleased mineral owner. Also
included with the AFE was the operating agreement covering the 320-acre spacing unit in the North 4 of section 17.

Since the receipt of the AFE and Operating Agreement, I have had several phone calls to discuss the possibility to
lease your minerals rather than taking a working interest in this well. The renewal period has expired for your
previous leases; therefore all previous negotiations are off the table.

Enclosed please find Yates Petroleum Corporation standard three (3) year paid up lease form, containing a v royalty
for your net mineral acre interest. Should you elect to execute this lease, as is, you will receive the $100.00 per net
acre bonus upon our receipt. The terms and conditions of the lease are not negotiable, as Yates Petroleum
Corporation will be proceeding with the drilling of the Guitar well immediately.

Please return either the executed lease form, as is, or the executed AFE and Operating Agreement at your earliest
convenience, as to avoid a force-pooling situation.

Should you have any questions, I can be reached at 505-748-4400.
Thank you for your consideration.
Very truly yours,

YATES PETROLEUM CORPORATION

Susan Vierra
Associate Landman
/sv
Enclosure(s)



Producers 88 Rev. (3 Year Lease) 5-96 (THREE YEAR PAID UP LEASE) Form 345
YPC Revised Form OIL AND GAS LEASE Hall-Poorbaugh Press, Inc.
* * Roswell, New Mexico

THIS AGREEMENT made this 30th day of November, 2004, and Effective November 30, 2004, between Marilyn Guitar Galusha, Trustee of the Marilyn Guitar
Galusha Trust, as Lessor (whether one or more), and YATES PETROLEUM CORPORATION-70%; YATES DRILLING COMPANY-10%, ABO PETROLEUM CORPORATION-10%
AND SHARBRO OIL LIMITED CO MPANY.-10%, as Lessee, WITNESSETH:

1. Lessors in consideration of Ten and No/100. Dollars ($__10.00 ) in
hand paid, of the royalties herein provided and of the agreements of Lessee herein contained, hereby grants, leases and lets exclusively unto Lessee for the purpose: of investigating, exploring,
prospecting, drilling and mining for and producing oil and gas, laying pipe lines, building roads, tanks, power stations, telephone lines and other structures thereon and on, over and across lands owned
or claimed by Lessor adjacent and contiguous thereto, to produce, save, take care of, treat, transport, and own said products, and housing its employees, the following described land in
Eddy County, New Mexico. to-wit:

Township 25 South, Range 26 East, NMPM
Section 17: NW/4NE/4, E/2E/2

Containing 200.00 acres, more or less

2. Without reference to the commencement, prosecution or cessation at any time of drilling or other development operations and/or to the discovery, development or cessation at any time of
production of oil or gas and without further payments than the royalties herein provided, and notwithstanding anything else herein contained to the contrary, this lease shall be for a term of three years
from this date (called "primary term”) and as long thereafter as oil or gas is produced from said land or land with which said land is pooled hereunder.

3. The royalties to be paid by Lessee are: (a) on oil, 1/4 of that produced and saved from said land, the same to be delivered at the wells or to the credit of Lessor into the pipe line to which the
wells may be connected; Lessee may from time to time purchase any royalty oil in its possession, paying the market price therefore prevailing for the field where produced on the date of purchase; (b)
on gas, including casing head gas or other gaseous substance, produced from said land, and sold, or used off the premises or for the extraction of gasoline or other product there from, the market value
at the well of 1/4  of the gas so sold or used, provided that on gas sold at the wells the royalty shallbe _1/4 of the amount realized from such sale; while there is a gas well on this lease or on
acreage pooled therewith but gas is not being sold or used, Lessee may pay or tender as royalty, on or before ninety (90) days after the date on which said well is shut in and thereafter at annual
intervals the sum of $1.00 per acre, and if such payment is made or tendered, this lease shall not terminate and it will be considered that gas is being produced from this lease in paying quantities.
Payment or tender of said shut-in gas royalty may be made by check or draft of Lessee mailed or delivered to the parties entitled thereto on or before the date said payment is due. Lessee shall have
free use of oil, gas, coal and water from said land, except water from Lessor’s wells, for all operations hereunder, and the royalty on oil and gas shall be computed after deducting any so used.

4. Lessee, at its option, is hereby given the right and power to pool or combine the acreage covered by this lease, or any portion thereof as to oil and gas, or either of them, with other land, lease
or leases in the immediate vicinity thereof to the extent, hereinafter stipulated, when in Lessee's judgment it is necessary or advisable to do so in order properly to explore, or to develop and operate
said leased premises in compliance with the spacing rules of the New Mexico Oil Conservation Commission, or other lawful authority or when to do so would, in the judgment of Lessee, promote the
conservation of oil and gas in and under and that may be produced from said premises. Units pooled for oil hereunder shall not substantially exceed 40 acres each in area, and units pooled for gas
hereunder shall not substantially exceed in area 640 acres each plus a tolerance of 10% thereof, provided that should governmental authority having jurisdiction prescribe or permit the creation of units
larger than those specified, units thereafter created may conform substantially in size with those prescribed by governmental regulations. Lessee under the provisions hereof may pool or combine
acreage covered by this lease, or any portion thereof as above provided as to oil in any one or more strata and as to gas in any one or more strata. The units formed by pooling as to any stratum or
strata need not conform in size or area with the unit or units into which the lease is pooled or combined as to any other stratum or strata, and oil units need not conform as to area with gas units. The
pooling in one or more instances shall not exhaust the rights of the Lessee hereunder to pool this lease or portions thereof into other units. Lessee shall file for record in the appropriate records of the
county in which the leased premises are situated an instrument describing and designating the pooled acreage as a pooled unit. Lessee may at its election exercise its pooling option after commencing
operations for or completing an oil or gas well on the leased premises, and the pooled unit may include, but it is not required to include, land or leases upon which a well capable of producing oil or gas
in paying quantities has theretofore been completed or upon which operations for the drilling of a well for oil or gas have theretofore been commenced. Operations for drilling on or production of oil or
gas from any part of the pooled unit which includes all or a portion of the land covered by this lease regardless of whether such operations for drilling were commenced or such production was secured
before or after the execution of this instrument or the instrument designating the pooled unit, shall be considered as operations for drilling on or production of oil and gas from land covered by this lease
whether or not the well or wells be located on the premises covered by this lease, and the entire acreage constituting such unit or units, as to oil and gas, or either of them, as herein provided, shall be
treated for all purposes, except the payment of royalties on production from the pooled unit, as if the same were included in this lease. For the purpose of computing the royalties to which owners of
royalties and payments out of production and each of them, shall be entitled on production of oil and gas, or either of them, from the pooled unit, there shall be allocated to the land covered by this
lease and included in said unit a pro rata portion of the oil and gas, or either of them, produced from the pooled unit after deducting that used for operations on the pooled units. Such allocation shall be
on acreage basis-that is to say, there shall be allocated to the acreage covered by this lease and included in the pooled unit that pro rata portion of the oil and gas, or either of them, produced from the
pooled unit which the number of surface acres covered by this lease and included in the pooled unit bears to the total number of surface acres included in the pooled unit. Royalties hereunder shall be
computed on the portion of such production, whether it be oil and gas, or either of them, so allocated to the land covered by this lease and included in the unit just as though such production were from
such land. The production from an oil well will be considered production from the lease or oil pooled unit from which it is producing and not as production from a gas pooled unit; and production from
a gas well will be considered as production from the lease or gas pooled unit from which it is producing and not from an oil pooled unit. In addition to the foregoing, Lessee at its option is hereby given
the right and power from time to time to commit said land or any part or formation or mineral substance covered hereby to any cooperative or unit agreement or plan of development and operation, and
to any modifications thereof, which have been approved by the New Mexico Oil Conservation Comrmission or other lawful governmental authority. In such event, the royalty payable to Lessor
hereunder shall be computed and paid on the basis of the oil or gas allocated to such land under the terms of any such agreement or plan of operation, which basis shall be the same by which the
royalty due the United States or the State of New Mexico is computed and paid. This lease shall not expire during the life of such agreement or plan and shall be subject to the terms thereof and said
agreement or plan of operation shall be filed with the New Mexico Oil Conservation Commission, or other lawful authority, and Lessee shall record in the county in which the leased premises are
situated, an instrument describing such agreement or plan of operation and reflecting the commitment thereto, and the same may be recorded either before or after the completion of wells.

5. If at the expiration of the primary term oil or gas is not being produced on said land, or from land pooled therewith, but Lessee is then engaged in drilling or reworking operations thereon, or
shall have completed a dry hole thereon within 60 days prior to the end of the primary terms, the lease shall remain in force so long as operations on said well or for drilling or reworking of any
additional well are prosecuted with no cessation of more than 60 consecutive days, and if they result in the production of oil or gas so long thereafter as il or gas is produced from said land, or from
land pooled therewith. If; after the expiration of the primary term of this lease and after oil or gas is produced from said land, or from land pooled therewith, the production thereof should cease from
any cause, this lease shall not terminate if Lessee commences operations for drilling or reworking within 60 days after the cessation of such production, but shall remain in force and effect so long as
such operations are prosecuted with no cessation of more than 60 consecutive days, and if they result in the production of oil and gas, so long thereafter as oil or gas is produced from said land, or from
land pooled therewith. Any pooled unit designated by Lessee in accordance with the terms hereof, may be dissolved by Lessee by instrument filed for record in the appropriate records of the county in
which the leased premises are situated at any time after the completion of a dry hole or the cessation of production on said unit. In the event a well or wells producing oil or gas in paying quantities
should be brought in on adjacent land and within 660 feet of and draining the lease premises, or land pooled therewith. Lessee agrees to drill such offset well or wells as a reasonably prudent operator
would drill under the same or similar circumstances. Lessee may at any time execute and deliver to Lessor or place of record a release or releases covering any portion or portions of the above
described premises and thereby surrender this lease as to such portion or portions and be relieved or all obligations as to the acreage surrendered.

6. Lessee shall have the right at any time during or after the expiration of this lease to remove all property and fixtures placed by Lessee on said land, including the right to draw and remove all
casing. When required by Lessor, Lessee will bury all pipelines below ordinary plow depth, and no well shall be drilled within two hundred feet of any residence or barn now on said land without
Lessor's consent.

7. The rights of either party hereunder may be assigned in whole or in part, and the provisions hereof shall extend to their heirs, successors and assigns but no change or division in ownership of
the land or royalties, however accomplished, shall operate to enlarge the obligations or diminish the rights of Lessee; and no change or division in such ownership shail be binding on Lessee until thirty
(30) days after Lessee shall have been fumished by registered U.S. mail at Lessee's principal place of business with a certified copy of recorded instrument or instruments evidencing same. In the event
of assignment hereof in whole or in part liability for breach of any obligation hereunder shall rest exclusively upon the owner of this lease or of a portion thereof who commits such breach. If six or
more parties become entitled to royalty hereunder, Lessee may withhold payment thereof unless and until furnished with a recordable instrument executed by all such parties designating an agent to
receive payment for all. -

8. The breach by Lessee of any obligation arising hereunder shall not work a forfeiture or termination of this lease nor cause a termination or revision of the estate created hereby nor be grounds
for cancellation hereof in whole or in part. In the event Lessor considers that operations are not at any time being conducted in compliance with this lease, Lessor shall notify Lessee in writing of the
facts relied upon as constituting a breach hereof, and Lessee, if in default, shall have sixty days after receipt of such notice in which to commence the compliance with the obligations imposed by virtue
of this instrument. After the discovery of oil or gas in paying quantities on said premises, Lessee shall develop the acreage retained hereunder as a reasonably prudent operator but in discharging this
obligation it shall in no event by required to drill more than one well per forty (40) acres of the area retained hereunder and capable of producing oil in paying quantities and one well per 640 acres plus
an acreage tolerance not to exceed 10% of 640 acres of the area retained hereunder and capable of producing gas in paying quantities.

9. Lessor hereby warrants and agrees to defend the title to said land and agrees that Lessee at its option may discharge any tax, mortgage or other lien upon said land either in whole or in part, and
in event Lessee does so, it shall be subrogated to such lien with the right to enforce same and apply royalties accruing hereunder toward satisfying same Without impairment of Lessee's right under the
warranty in event of failure of title, it is agreed that if Lessor owns an interest in the oil or gas on, in or under said land less than the entire fee simple estate, then the royalties to be paid Lessor shall be
reduced proportionately. Should any one or more of the parties named as Lessors fail to execute this lease, it shall nevertheless be binding upon the party or parties executing the same.

10. Should Lessee be prevented from complying with any express or implied covenant of this lease, from conducting drilling or reworking operations thereon or from producing oil or gas there
from by reason of scarcity of or inability to obtain or to use equipment or material, or by operation of force majeure, any Federal or state law or any order, rule or regulation of governmental authority,
then while so prevented, Lessee's obligation to comply with such covenant shall be suspended, and Lessee shall not be liable in damages for failure to comply therewith; and this lease shall be
extended while and so long as Lessee is prevented by any such cause from conducting drilling or reworking operations on or from producing oil or gas from the leased premises; and the time while
Lessee is so prevented shall not be counted against Lessee, anything in this lease to the contrary notwithstanding.

IN WITNESS WHEREQOF, this instrument is executed on the date first above written.

Marilyn Guitar Galusha Trust

Marilyn Guitar Galusha, Trustee



INDIVIDUAL ACKNOWLEDGMENT

STATE OF )
)ss
COUNTY OF )
This instrument was acknowledged before me this day of. , 2004,
by i

My commission expires

Notary Public
ACKNOWLEDGMENT
STATE OF )
)ss.
COUNTY OF )
This instrument was acknowledged before me this day of 2004,
by___Marilyn Guitar Galusha as Trustee
for the Marilyn Guitar Galusha Trust
My commission expires
Notary Public
INDIVIDUAL ACKNOWLEDGMENT
STATE OF )
)ss.
COUNTY OF )
This instrument was acknowledged before me this day of 2004,
By,
My commission expires,
Notary Public
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Guitar BFL. Com #1

Township 25 South, Range 26 East, NMPM

Section 17: N/2 _
Eddy County, New Mexico

Mineral Owner:

Net Acres in N/2 Spacing Unit
Percent Working Interest in Unit
Previous Lease dated:
Expiration:

Pressley H. Guitar
P O Box 5383
Abilene, TX 79608

1.875
0.585938%
9/25/01
9/24/04

Lease Renewal and Correspondence Timeline

2/13/04

9/1/04

9/25/04

11/10/04

11/12/04

11/30/04

12/16/04

Offer letter sent to renew previous lease:
Terms: 3-year term
$100.00 bonus / acre
1/4 royalty

Sent revised offer letter & compromise lease form.

No response from Mr. Guitar - lease expired

Sent AFE to participate in the drilling of the Guitar BFL Com #1.
Received certified receipt of sent AFE.

Final offer sent:
Option 1: Sign AFE to participate in drilling of well
Option 2: Enclosed Yates lease form (no modifications)
3-year term
$100.00 bonus / acre
1/4 royalty

Received certified receipt of Final offer letter.

BEFORE THE OIL CONSERVAITON DIVISION
Santa Fe, New Mexico
Case No. 13398 Exhibit 3-F
Submitted by:
Y;

Yates Petroleum Comoration
Hearing Date: January 6, 2005
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105 South Fourth Street
Artesia, NM 88210
505-748-1471
FAX 505-748-4572

February 13, 2004

Pressley H. Guitar
P. O. Box 2365
Big Spring, TX 79721

Mr.

RE: Oil & Gas Lease

Township 25 South, Range 26 East, NMPM
Section 17: NW/4NE/4, E/2E/2

Eddy County, New Mexico

Guitar:

Yates Petroleum Corporation would like to extend an offer to re-new your lease in the captioned acreage,
subject to the following terms:

1.
2
3.
4

5.

A Paid-up Three (3) Year Oil and Gas Lease;

A bonus consideration of $100.00 per acre for the 3.125 net mineral acres;

A royalty reservation of 1/4th of 8/8ths on all il and gas produced from the leased lands;
Offer will expire at office clasing on March 15, 2004.

Title acceptable to Yates Petroleum Corporation.

if the above meets with your approval, please execute below and return to this office at your earliest
convenience. If you have any questions regarding this matter, please call me at (505) 748-4356.

Thank you.
Very truly yours,
Yates Petroleum Cg;s:ration -
Shirley Pruitt
Land Technici
Isp
AGREED and ACCEPTED this day of , 2004

Pressley H. Guitar



MARTIN YATES, Ili
1911985

FRANK W. YATES
1936 - 1986

) PETROLELIM

105 SOUTH FOURTH STREET
ARTESIA, NEW MEXICO 88210-2118
TELEPHONE (505) 748-1471

September 1, 2004

Pressiey H. Guitar
P. O. Box 2365
Big Spring, TX 79721

Mr. Guitar:

Re: Oil & Gas Lease

Township 25 South, Range 26 East, NMPM
Section 17: NW/4ANE/4, EI2E/2

Containing 200 acres, more or less

Eddy County, New Mexico

S. P. YATES
CHAIRMAN OF THE BOARD

JOHN A. YATES
PRESIDENT
PEYTON YATES
EXECUTIVE VICE PRESIDENT
RANDY G. PATTERSON
SECRETARY

DENNIS G. KINSEY
TREASURER

February 13, 2004 Yates Petroleum Corporation extended an offer to re-new your lease in the
captioned acreage. That offer has expired, however, we are still interested in renewing your lease
subject to the following:

1.

> e

5.

A Paid-up Three (3) year Oil and Gas Lease;

A bonus consideration of $100.00 per acre for the 3.125 net mineral acres owned by you;

A royalty reservation of 1/4™ of 8/8ths on all oil and gas produced from the leased lands;

Offer will expire September 15, 2004 at office closing;

Title acceptable to Yates Petroleum Corporation.

| have taken the liberty of enclosing two (2) copies of Oil and Gas Lease Form 342P. If the
enclosed meets with your approval, please execute the lease before a notary public and return to
this office. Upon receipt of the properly executed and notarized lease, we will issue a direct check to
you in the amount of $312.50 as full bonus payment of $100.00 per acre for the 3.125 net mineral
acres owned by you.

if you have any questions, please call me at (505) 748-4356. Thank you.

Isp

Very truly yours,
YATES PETROLEUM CORPORATION

Shirley Pruitt
Land Technician



PFoducer's 88-Producer's Revised 1994 New Mex-=oForm 342P, Paid-up Pinced and for sale by Hall-Poorbaugh Press, Roswell,
N.M.

' ! OIL & GAS LEASE
THIS AGREEMENT made this __Ist day of __September, 2004, but effective_September 25, 2004 between Pressley H. Guitar, dealing in his sole and separate property, as Lessor

(whether one or more), and YATES PETROLEUM CORPORATION-70%; YATES DRILLING COMPANY-10%, ABO PETROLEUM CORPORATION-10% and MYCO
INDUSTRIES, INC.-10%, as Lessee:

1. Lessor, In consideration of TEN AND OTHER DOLLARS in hand paid, receipt of which is here acknowledged, and of the royalties herein provided and of the agreements of the lessee
herein contained, hereby grants, leases and lets exclusively unto lessee for the purpose of investigating, exploring, prospecting, drilling, and operating for and producing oil and gas. injecting gas,
waters, other fluids, and air into subsurface strata laying pipelines, storing oil, building tanks, roadways, telephone lines, and other structares and things thereon to produce, save, take care of, treat,
P , store and port said minerals, the following described land in Eddy Couaty, New Mexico, to-wit:

Township 25 th, Range 26 East, N.M.P.M.
Section 17: NW/4NE/4, E2E/2

Said land is estimated to comprise 200.00 acres, whether it actually comprises more or less.

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

3. The royalties to be paid by lessee are: (a) on oil, and other liquid hydrocarbons saved at the well, 1/4th of that produced and saved from said land, same to be
delivered at the wells or to the credit of lessor in the pipeline to which the wells may be comnected; (b) on gas, including casinghead gas or other gaseous substance
produced from said land and used off the premises or used in the manufacture of gasoline or other products, the market value at the well of 1/4th of the gas used,
provided that on gas sold on or off the premises, the royalties shall be 1/4th of the amount realized from such sale; () and at any time when this lease is

not validated by other provisions hereof and there is a gas and/or condensate well on said land, or land pooled therewith, but gas or condensate is not being so sold or used and such well is shut in,
either before or after production therefrom, then on or before 90 days after said well is shut in, and thereafter at annual intervals, lessee may pay or tender an advance shut-in royalty equal to $1.00
‘per net acre of lessor's gas acreage then held under this lease by the party making such payment or tender, and so long as said shut-in royalty is paid or tendered, this lease shall not terminate and it
shall be considered under all clauses hereof that gas is being produced from the leased premises in paying quantities. Each such payment shall be paid or tendered to the party or parties who at the
time of such payment would be entitled to receive the royalties which would be paid under this lease if the well were in fact producing. The payment or tender of royalties and shut-in royalties may
be made by check or draft. Any timely payment or tender of shut-in royalty which is made in a bona fide attempt to make proper payment, but which is erroneous in whole or in part as to parties or
amounts, shall nevertheless be sufficient to prevent termination of this lease in the same manner as though a proper payment had been made if lessee shall correct such error within 30 days after
Tessee has received written notice thereof by certified mail from the party or parties entitled to receive payment together with such written instruments (or certified copies thereof) as are necessary to
enable lessee to make proper payment. The amount realized from the sale of gas on or off the premises shall be the price established by the gas sales contract entered into in good faith by lessee and

gas purchaser for such term and under such conditions as are customary in the industry. “Price” shall mean the net amount recelved by lessee aﬁer gwmg eﬂ'ect to apphcable xegulamry orders and
aﬁcr applxcanon of any apphcablc pnce adjustmems specxﬁed in such contmct or tegulatory ordcrs n-the-event-k ; le ;

4. This is a paid-up lease and lessee shall not be obligated during the primary term hereof to commence or continue any operations of whatsoever character or to make any payments hereunder
in order to maintain this lease in force during the primary term; however, this provision is not intended to relieve lesee of the obligation to pay royalties on actual production pursuant to the
provisions or Paragraph 3 hereof.

5. Lessee is hereby granted the right and power, from time to time, to pool or combine this lease, the land covered by it or any part or horizon thereof with any other land, leases, mineral
estates or parts thereof for the production of oil or gas. Units pooled hereunder shall not exceed the standard proration unit fixed by law or by the Oil Conservation Division of the Energy and
Minerals Department of the State of New Mexico or by any other lawful authority for the pool or area in which said land is situated, plus a tolerance of ten percent. Lessee shall file written unit
designations in the county in which the premises are located and such units may be designated from time to time and either before or after the completion of wells. Drilling operations on or
production from any part of any such unit shall be considered for all purposes, except the payment of royslty, as operations conducted upon or production from the land described in this lease. There
shall be allocated to the land covered by this lease included in any such unit that portion of the total production of pooled minerals from wells in the unit, after deducting any used in lease or unit
operations, which the net oil or gas acreage in the land covered by this lease included in the unit bears to the total number of surface acres in the unit. The production so allocated shall be considered
for all purposes, including the payment or delivery of royalty, to be the entire production of pooled minerals from the portion of said land covered hereby and included in said unit in the same
manner as though produced from said land under the terms of this lease. Any pooled unit designated by lessee, as provided herein, may be dissolved by lessee by recording an appropriate instrument
in the County where the land is situated at any time after the completion of a dry hole or the cessation of production on said unit.

6. If at the expiration of the primary term there is no well upon said land capable of producing oil or gas, but lessee has commenced operations for drilling or reworking thereon, this lease
shall remain In force so long as operations are prosecuted with no cessation of more than 60 consecutive days, whether such operations be on the same well or on a different or additional well or
wells, and if they result in the production of oil or gas, so long thereafter as oil or gas is produced from said land. If, afier the expiration of the primary term, all wells upon said land should become
incapable of producing for any cause, this lease shall not terminate if lessee commences operations for additional drilling or for reworking within 60 days thereafter. If any driiling, additional
drilling or reworking operations hereunder result in production, then this lease shall remain in full force so long thereafter as oil or gas is produced hereunder.

7. Lessee shall have free use of oil, gas and water from said land, except water from lessor's wells and tanks, for all operations hereunder, and the royalty shall be computed after deducting
any so used. Lessee shall have the right at any time during or after the expiration of this lease to remove all property and fixtures placed by lessee on said land, including the right to draw and
remove all casing. When required by lessor, lessee will bury all pipe lines on cultivated lands below ordinary plow depth, and no well shall be drilled within two hundred feet (200 ft.) of any
residence or barn now on said land without lessor's consent. Lessor shall have the privilege, at his risk-and expense, of using gas from any gas well on said land for stoves and inside lights in the
principal dwelling thereon, out of any surplus gas not needed for operations hereunder.

8. The rights of either party hereunder may be assigned in whole or in part and the provisions hereof shall extend to their heirs, executors, administrators, successors and assigns; but no
change in the ownership of the land or in the ownership of, or rights to receive, royalties or shut-in royalties, however accomplished shall operate to enlarge the obligations or diminish the rights of
lessee: and no such change or division shall be binding upon lessee for any purpose until 30 days after lessee has been furnished by certified mail at lessee's principal place of business with
acceptable instruments or certified copies thereof constituting the chain of title from the original lessor. If any such change in ownership occurs through the death of the owner, lessee may, at its
option, pay or tender any royalties or shut-in royaities in the name of the deceased or to his estate or to his heirs, executor or administrator until such time as lessee has been furnished with evidence
satisfactory to lessee as to the persons entitled to such sums. An assignment of this lease in whole or in part shall, to the extent of such assignment, relieve and discharge lessee of any obligations
hereunder and , if lessee or assignee of part or parts hereof shall fail or make defanlt in the payment of the proportionate part of royalty or shut-in royalty due from such lessee or assignee or fail to
comply with any of the provisions of this lease, such default shall not affect this lease insofar as it covers a part of said lands upon which lessee or any assignee thereof shall properly comply or
make such payments.

9. Should lessee be prevented from complying with any express or implied covenant of this lease, or from conducting drilling or reworking operations hereunder, or from producing oil or gas
hereunder by reason of scarcity or inability to obtain or use equipment or material, or by operation of force majeure, or by any Federal or state law or any order, rule or regulation of governmental
authority, then while so prevented, lessee's duty shall be suspended, and lessee shall not be liable for failure to comply therewith; and this lease shall be extended while and so long as lessee is
prevented by any such cause from conducting drilling or reworking operations or from producing oil or gas hereunder; and the time while lessee is so prevented shall not be counted against lessee,
anything in this lease to the contrary notwithstanding.

10, Lessor hereb id-land-and agrees that lessee at is option may discharge any tax, mortgage or other lien upon said land, and in the event lessee
does 50 it shall be subrogated w such lwn thh t’ne rlght to enfome same and to apply royalties and shut-in royalties payable hereunder toward satisfying same. Without unpanment of lessee's rights
under the warranty, if this lease covers a less interest in the oil or gas in all or any part of said land than the entire and undivided fee simple estate (whether lessor’s interest is herein specified or not)
then the royalties, shut-in royalty, and other payments, if any, accruing from any part as to which this lease covers less than such full interest, shall be paid only in the proportion which the interest
therein, if any, covered by this lease, bears to the whole and undivided fee simple estate therein. Should any one or more of the parties named above as lessors fail to execute this lease, it shall
nevertheless be binding upon the party or parties executing the same.

11. Lessee, its or his successors, heirs and assigns, shall have the right at any time to surrender this lease, in whole or in part, to lessor or his heirs, successors and assigns by delivering or
mailing a release thereof to the lessor, or by placing a release thereof of record in the county in which said land is situated; thereupon lessee shall be relieved from all obhgnt:ons, expressed or
ln;phed, of this agreement as to ge so surrendered, and thereafler the shut-in royalty payable hereunder shall be reduced in the proportion that the acreage covered hereby is reduced by said
release or releases.

Articles 12, 13 and 14 of this Oil and Gas Lease are attached as Exhibit “A”.

Executed the day and year first above written,

Pressley H. Guitar
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Exhibit “A”

Attached to and made a part of that certain Oil and Gas Lease dated September 1, 2004 by and between Pressley H. Guitar,
as Lessor, and Yates Petroleum Corporation, Yates Drilling Company, Abo Petroleum Corporation and Myco Industries,
Inc., as lessee, covering lands in Eddy County, New Mexico.

12. Notwithstanding anything else to the contrary herein, payment of shut-in gas well royalties will not be permitted to
maintain this Lease in force for a period greater than two consecutive years beyond the primary term, at which time this
Lease shall automatically terminate.

13. Notwithstanding any other provisions hereof, at the end of the primary term, all acreage not included in a proration
unit as designated by the New Mexico Oil Conservation Division and all depths 100 feet below the deepest producing
horizon shall be automatically eliminated from this Lease and revert to LESSOR, unless LESSEE is drilling a well on the
leased premises or on lands pooled therewith, in which event the Lease will be held in its entirety as long as not more than
one hundred twenty (120) days elapse between the completion of one well and the commencement of another. Completion
shall be defined as (1) the date on which a dry hole is plugged or (2) the date certified to the New Mexico Oil Conservation
Division as the date a well has been completed as a producing well, whichever be appropriate. “Commencement” shall be
defined as the date drilling operations are commenced on the leased premises or on lands pooled therewith.

14. As an addition to the terms hereof, it is expressly agreed that all royalty to be paid hereunder shall be delivered to
LESSOR free of all costs of transportation, compression, processing, treatment, purification, dehydration, separation,
stabilization, manufacturing, measuring or marketing the oil, gas or hydrocarbons covered by this lease.



LNORO? LEASE RECORD SHEET PAGE 1
USER-TAMMYV  WS-QPAD®=100J 10:52:24 2(08/2002
9:32:11 3/08/200:

. LEASE ‘NUMBER - NM-000403-002513-Y LEASE NAME GUITAR, PRESSLEY H.
PROSPECT..... 000000 ACCT. LEASE 271298-001
ARCQ CODE......
COUNTY #1....... EDD EDDY BOOK.. 449 PAGE.. 119 REC DATE... 2/28/2002
COUNTY #2....... BOOK. . PAGE. . REC DATE... 0/00/0000
STATE............ NM NEW MEXICO
LEASE DATE.......... 9/25/2001 RECORD STATUS... CM COMPLETE LEASE RECORD
EFFECTIVE DATE...... 9/25/2001 LEASE TYPE....... X FEE LEASE
EXPIRATION DATE..... 9/24/2004 ACQUISITION DATE. 9/25/2001
PRIMARY TERM........ 3 YR LEASE/RENTAL STAT...PDU PAID UP LEASE

ORIGINAL LESSOR..... PRESSLEY H. GUITAR, DEALING IN HIS SOLE & SEPARATE PROPERTY
ORIGINAL LESSEE..... YPC

ACQUIRED - HOW...... BONUS PER ACRE... 100.00
- FROM..... TOTAL BONUS...... 312.50

LESSEE OF RECORD....

ACREAGES LSE GROSS LEASE NET QUR NET  BASE ACRES.......

TOTAL........ 200.00 3.12 LESSOR HI........

DEVELOPED. ... LESSOR RI........ .25000000

UNDEVELOPED. . 200.00 3.12 TOTAL ORRI.......

NO TOTALIZE.. LEASE NRLI........ .75000000

LEGAL DESCRIPTION INFORMATION:

SEQ TWP RNG SEC LOCATION ABSTRACT ¢ LSE GRS LSE NET
--------------------- LEGAL DESCRIPTION ----=--------cnnames

01 1558 26E 17 200.00 3.12
NW4NE4, EZE2
TOTAL ACREAGE  200.00 3.12

OWNERSHIP INFORMATION:

OWNER¥ WORKING INTEREST OWNER GW1 OTHER €O LSE Expl R E D

5000 ABC PETROLEUM CORPORATION .10000000
640010 MYCO INDUSTRIES, INC. .10000000

994100 YATES DRILLING COMPANY .10000000 %
999900 YATES PETROLEUM CORPORATION .70000000
TOTAL INTEREST 1.00000000

SPECIAL FEATURES/WELL CROSS REFERENCE: ¥87
HELD BY PROD... SURFACE DAMAGES. .. POOLING..OIL GAS

HELD BY UNIT... MINIMUM ROYALTY... REWORK DAYS.....

SHUT-IN PROV... 2 TWO ¥R RENEWAL OPTION.... MULTI-TRACT.....

PUGH CLAUSE.... B VERT/HRZ LESSER INTEREST... SLIDING ROYALTY.

REASMT OBLIG... CONT. DRILLING.... Y
UNIT CLAUSE....

DELAY RENTAL/SHUT-IN INFORMATION:

RENTAL PAID BY...... SHUT-IN PAID BY.....

RENTAL PER ACRE.............. SHUT-IN PER ACRE.............

RENTAL AMOUNT/TYPE........ SHUT-IN AMOUNT............

BANK FEE ............ ... ..., BANK FEE.............ccout...

TOTAL RENTAL.............. TOTAL SHUT-IN.............

COMPANY SHARE............. COMPANY SHARE.............

RENTAL DUE DATE............ 0/00/0000  SHUT-IN DUE DATE........... 0/00/0000
PAYMENT FREQUENCY........ PAYMENT FREQUENCY........

HBP WELL NAME..
MULT/COMB CHECKS .......

LEASE NUMBER - NHM-000403-002513-Y
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105 South Fourth Street
Artesia, NM 88210

November 10, 2004

Working Interest Owners CERTIFIED MAIL
Addressee List Attached RETURN RECEIPT REQUESTED

RE: Guitar BFL Com #1 well

Township 25 South, Range 26 East, NMPM
Section 17: 990" FNL & 1980'FEL

Eddy County, New Mexico
Ladies and Gentlemen:

Yates Petroleum Corporation, as operator, proposes to drill the captioned well pursuant to the
prognosis on the Authority for Expenditure (AFE) and invites you to participate.

Enclosed, please find two (2) copies of an AFE and one (1) copy of the Joint Operating
Agreement (JOA) with one (1) additional signature page, covering the N/2 of Section 17.

If the AFE and JOA meet with your approval, please sign and return one (1) executed copy of
the AFE and the executed and notarized signature page of the JOA to our office.

This well is on an accelerated scheduling and we request your immediate attention.
Should you have any questions, please do not hesitate contacting me at 505-748-4400.
Thank you.

Very truly yours,

YATES PETROLEUM CORPORATION

&sw\\/'wa%t\

Susan Vierra
Associate Landman

SV/am
Enclosure(s)



Yates Petroleum Corporation, et al
Attn: Susan Vierra

105 South Fourth Street

Artesia, NM 88210

James M. & Jeri Alexander (&
P.O. Box 58
Abilene, TX 79604

Janis Lee Polk Harbour
4400 Arcady
Dailas, TX 75202

Whitten Guitar Witherspoon
3833 Arroyo Road
Fort Worth, TX 76109

Marilyn Guitar Galusha @C/
P.O.Box 1438
Abilene, TX 79604

Kelly Woods Leach
312 Greatview Circle
Birmingham, AL 35226-2320

GUITAR BFL COM #1
ADDRESSEE LIST

Murchison Oil & Gas, Inc. @&
1100 Mira Vista Blvd.
Plano, TX 75093-4698

Martha Jane Alexander Rhodes
P.O.Box 58
Abilene, TX 79604

Pressley Hudson Guitar 7%
P.O. box 5383
Abilene, TX 79608-5383

Jeri Alexander Lott 6¢
92102 Vicksburg Ave., #17
Lubbock, TX 79356

John Guitar Witherspoon, Jr.
7404 Lemonwood Drive
Fort Worth, TX 76133-7012

Anita Grissom Guitarge,
P.O. box 744
Abilene, TX 79605

James Kelly Polk G
12 Augusta
Abilene, TX 79604

Brett Guitar Witherspoon é(/
P.O. Box 100635
Fort Worth, TX 76185

Ruth Ann Polk Caudle
5616 Preston Fairway
Dailas, TX 75252

Wende Witherspoon Morgan
1720 Southwicke
Flower Mound, TX 75022



AFE NO. | 04-542-0
AUTHORITY FOR EXPENDITURE AFE DATE 10/29/04
NEW DRILLING, RECOMPLETION & RE-ENTRY AFEND (rov 6/98]
AFE Type: Well Objective:  Well Type: AFE STATUS: 10-d9-0
105 SOUTH FOURTH STREET X |New Drilling X Oil X |Development Original
ARTESIA, NEW MEXICO88210 Recompletion X|Gas Exploratory Revised
TELEPHONE (505) T48-1471 Re-entry injector Final
Supplemental
LEASE NAME Guitar BFL Com. #1 PROJ'D DEPTH 12,000' B
COUNTY Eddy STATE New Mexico
FIELD HORIZON Morrow ]
LOCATION Section 17 T25S-R26E, 990' N & 1980’ E
DIVISION CODE 100 DIVISION NAME Oil & Gas Division
DISTRICT CODE DISTRICT NAME j
BRANCH CODE BRANCH NAME
PROGNOSIS: |New well drilled to 12,000" to test ail formations
INTANGIBLE DRILLING COSTS: DRY HOLE COMP'D WELL
920-100 Staking, Permit & Legal Fees e 3,000 3,000
920-110 Location, RIGNE-O - Y e 35,000 35,000
920-120 OIING, PO G s |
920-130 Drilling, Daywork ~ & fuel 50 days @ $11,300/day + $45Kformob 647,000 647,000
920-140 Drilling Water, Fasline Rental e 35,000 35,000
920-150 Drlling MU & ADOIIVES s 45,000 45,000
920-160 Mud Logging Unit, Sample Bags e 30,000 30,000
920-170 Cementing - Surface Casing ___ &deepintermediate = 75,000 75,000
920-180 Drll S e Testing, OHT _
920-190 Electric Logs & Tape Copies 60,000 60,000
920-200 Tools & Equip. Rntl., Trkg. & Weiding 125,000 125,000
920-205 Control of Well-Insurance e 5,000 5,000
920-210 Supervision & Overhead e 50,000 50,000
920-230 Coring, Tools & Service ______ . e |
920-240 Bits, Tool & Supplies Purchase e, 80,000 80,000
920-350 Cementing - Production Casing e, 40,000
920-410 Completion Unit - Swabbing e 30,000
920-420 Water for Completion e 5,000
920-430 Mud & Additives for Completion 1,000
920-440 Cementing - Completion e |
920-450 Elec. Logs, Testing, Etc. - Completon 20,000
920-460 Tools & Equip. Rental, Etc. - Completion . 50,000
920-470 Stimulation for Completion " . 100,000
920-480 Supervision & O/H - Completon i, 1,500
920-490 Additional LOC Charges - Completon . 10,000
920-510 Bits, Tools & Supplies - Completon 1,506
920-500 Contingency for Completion e J
TOTAL INTANGIBLE DRILLING cOSTS . | 1,190,000} 1,449,000
TANGIBLE EQUIPMENT COSTS:
930-010 Christmas Tree & Wellhead e, 5,000 30,000
930-020 Casing 1338 @400 11,000 11,000
........ 9 Sl @ 1,800 et 27,000 27,000
________ T 8,800 108,000 108,000
........ A2 42000 e eoeaes 85,500
930-030 Tubing 238"@1,800 49,000
930-040 Packer & Special Equipment e
940-010 PUMPING EQUIDIIENt e
940-020 StOrage FaCilteS e 15,000
940-030 Separation Equip., Flowlines, Misc. e, 75,000
940-G40 Trucking & Construction Costs e, 15,000
TOTAL TANGIBLE EQUIPMENT COSTS | 151,000| 415,500
TOTAL COSTS [___1,341,000] 1,864,500

APPROVAL OF THIS AFE CONSTITUTES APPROVAL OF OPERATOR'S OPTICN TO CHARGE THE JOINT ACCOUNT WITH
TUBULAR GOODS FROM THE OPERATOR'S WAREHOUSE STOCK AT THE RATES STATED ABOVE.

Prepared By Operations
sV Jeremiah Mullen Approval
[ YATES PETROLEOM CORPORATION b 20.551875%
| 10.793125%Z
L 10.793125%
L 10.793125%



GUITAR BFL COM #1

AFE # 04-542-0
T255-R26E- SECTION 17 DATE: 11/8/04
990" FNL & 1980' FEL Page 2
EDDY COUNTY, NEW MEXICO
SHARE
MURCHISON OIL & GAS, INC 37.500000%)
EARL B. GUITAR, SR. & ANITA GRISSOM GUITAR, REVOCABLE LIVING TRUST, 2.343750%
ANITA GRISSOM GUITAR, SOLE TRUSTEE
JAMES M. ALEXANDER & JERRI ALEXANDER 0.781250%)
é
MARTHA JANE ALEXANDER RHODES 0.781250%)
JERTALEXANDER LOTT 0.781250%]
BY:
JAMES KELLY POLK 0.781250%)
RUTH ANN POLK CAUDLE 0.761250%)
JANIS LEE POLK HARBOUR 0.781250%)
MARILYN GUITAR GALUSHA TRUST, MARILYN GUITAR GALUSHA, TRUSTEE _ 0.584375%]
B
PRESSLEY HUDSON GUITAR 0.584375%)
BY:
A e AL L i L g 0.293750%]
BY: )
BRETT GUITAR WITHERSPOON 0.293750%)
0.293750%]
WHITTEN GUITAR WITHERSPOON 0.293750%]
KELLY WOODS LEACH 0.193750%]

BY:

TOTAL

100.000000%
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MARTIN YATES, il

1912- 1985
FRANK W. YATES
1936 - 1986
_ 105 SOUTH FOURTH STREET
ARTESIA, NEW MEXICO 882102118
" TELEPHONE (505) 748-1471
November 30,

Pressley H. Guitar
P O Box 2365
Big Spring, TX 79721

RE: Guitar BFL Com #1

5. P. YATES
CHAIRMAN OF THE BOARD

JOHN A. YATES
PRESIDENT
PEYTON YATES
EXECUTIVE VICE PRESIDENT
RANDY G. PATTERSON
SECRETARY

DENNIS G. KINSEY
TREASURER :

2004

Township 25 South, Range 26 East, NMPM

Section 17: N/2

Eddy County, New Mexico

Mr. Guitar:

I have had several phone calls from many family members concerning either 1) lease options for mineral rights in the
above captioned acreage or 2) participation in the drilling of the Guitar BFL Com #1.

You have been sent an AFE to participate in the drilling of the Guitar well as an unleased mineral owner. Also
induded with the AFE was the operating agreement covering the 320-acre spacing unit in the North V2 of section 17.

Since the receipt of the AFE and Operating Agreement, I have had several phone calls to discuss the possibility to
lease your minerals rather than taking a working interest in this well. The renewal period has expired for your
previous leases; therefore all previous negotiations are off the table.

Enclosed please find Yates Petroleum Corporation standard three (3) year paid up lease form, containing a % royalty
for your net mineral acre interest. Should you elect to execute this lease, as is, you will receive the $100.00 per net

acre bonus upon our receipt. The terms and conditions of the lease are not negotiable, as Yates Petroleum
Corporation will be proceeding with the drilling of the Guitar well immediately.

Please retumn either the executed lease form, as is, or the executed AFE and Operating Agreement at your earliest
convenience, as to avoid a force-pooling situation.

Should you have any questions, I can be reached at 505-748-4400.
Thank you for your consideration.
Very truly yours,
YATES PETROLEUM CORPORATION

Susan Vierra -
. Assaciate Landman

Enclosure(s)



Producers 88 Rev. (3 Year Lease) 5-96 (THREE YEAR PAID UP LEASE) Form 345
#PC Revised Form OIL AND GAS LEASE Hall-Poorbaugh Press, Inc.

Roswell, New Mexico
THIS AGREEMENT made this 30th day of Novemmbey, 2004, and Effective November 30, 2004, between Pressley H, Guitar, dealing in his sole and separate
property, as Lessor (whether one or more), and YATES PETROLEUM CORPORATION-70%; YATES DRILLING COMPANY-10%, ABO PETROLEUM CORPORATION-10% AND
SHARBRO OIL LIMITED CQMPANY-IO%. as Lessee, WITNESSETH: E N ) - . . .
l.Lcssorsinconsideﬁtionofm_mdNo/l“" — e Jmm(s_mm___) n
handpaui,ofthcm ities heretn trovided & of the agiéemeiits of Lasseé hireitr contained, hereby grauts, Iﬂﬂﬂ. mm.qsmwwm]m for- the - purpose of investigating, exploring,
pmwecu‘ng,driﬂingandnﬁningforandpmdmingoilandps,hyhgpipeﬁm&bnﬂdhgmads,mh,mmﬁm,hlcphomﬁmsmdo&umm.mdmovcrandaf:msshndsowned
orclaMdbyLmsoradjaccntandconﬁguomﬂmeto,topmduce,save,taloemot;Mﬂmpmtmdownuidpmdum,mdhoushxiumhyeegmﬁmowmgdesmibedhndm

Eddy County, New Mexico to-wit:

Township 25 South, Range 26 xast,
Section 17: NW/4NE/4, B/2E2
Containing 200.00 acves, more or less

2 Withommferencemtbcconnmnoemt,pmcuﬁmwemaﬁmamyﬁmof&mhswoﬁamhpmmmﬁommymmhdiswmy,(.levelnpmentotcessaﬁonatanytimeof
production of oil or gas and without firther payments than the royaltics herein provided, and notwithstanding anything else hercin contained to the contrary, this lease shall be for a term of three years
from this date (called "primary term") and as long thereafter as oil or gas is produced from said land or land with which said land is pooled hereunder.

3. The royalties to be paid by Lessec are: () onoil, 1/4 of that produced and saved from said land, the same to be delivered at the wells or to the credit of Lessor into the pipe line to which the
wellsnnybecannecwd;steemayﬁnmtin:wmmmmﬁhbwmhmmmmmrmmemmdmofpumhase;(b)
ongas,inchxﬁngeesinghudgnsorothergaseoussubsunce,pmdludﬁomsaidhnd.mdsold.mwoﬂﬁcmmhmmofmmammmmmm_mtm
atthe wellof 1/4 of the gas so s0ld or used, provided that on gas sold at the wells the royalty shalibe _1/4 of&enmmtml‘medﬁomsuchadn;wpﬂeﬂm_usag?swenonﬂnsluseoron
acmgepooledtlmewiﬂ:butgasisnotbehgsoldormed.Luseemypayortcnderasmyauy,onoxbefounMy(%)daysnﬂerﬂ:zd:h‘onv.vhichwdwen:sshqtmmd.d:ma'ﬁuatqqual
inmvnlsthesmnofSl.OOperaue,andit‘suchpaymzmisundeotudued,thismmmmmﬁﬂhMMmmbmW.ﬁom&m@emwmqm.
Paymwrwnderofsaidsmn-ﬁlgasmyaltymybemdebycheckotdmﬁoﬂmeemiledordeﬁvuedmthepuﬁaeuﬁﬂedﬂ:exebonabeﬂnucthedﬂeaxdpaymg:sduc.usseeslmllhave
frec use of oil, gas, coal and water from said land, except water from Lessor's wells, for all operations hereunder, and the royalty on oil and gas shall be computed after deducting any so used.

4. Lessee, at its option, is hereby given the right and power to pool or combine the acreage covered by this lease, or any portion thereof as to oil and gas, or either of them, with other land, lease
or Jeases in the immediate vicinity thereof to the extent, hereinafter stipulated, when in Lessee’s judgmeat it is necessary or advisable to do so in arder properly to explore, or to- develop and operate
said leased premises in compliance with the spacing rules of the New Mexico Oil Conservation Commisgion, or other lawful authority or when to do so would, in the judgment of Lessee, promote the
conservation of oil and gas in and under and that may be produced from said premises. Units pooled for oil hereunder shall not substantially exceed 40 acres each in area, and unifs pooled for gas
hereunder shall not substantially exceed in area 640 acres each plus a tolerance of 10% thereof, provided that should governmental authority having jurisdiction prescribe or permit the creation of nits
larger than those specified, units theveafter created may conform substantially in size with those prescribed by governmental regulations. Lessee under the provisions hereof may pool or combine
acreage covered by this lease, or auy portion thereof as above provided as to oil in any one or more strata and as to gas in any one or more strata. The units fonmed by pooling as to any stratum or
strata need not conform in size or area with the unit or units into which the lease is pooled or combined as to any other stratum or strats, and oil units need not conform as to area with gas units. The
pooling in one or more instances shall not exhaust the rights of the Lessee hereunder to pocl this Jease or portians thereof into other units. Lessee shall file for record in the appropriate records of the
county in which the leased premises are situated an instrament describing and designating the pooled acreage as a pooled unit. Lessee nmy at its election exercise its pooling option after commencing
operations for or completing an oil or gas well on the leased premises, and the pooled unit may inchude, but it is not required to include, land or leases upon which a well capable of producing oil or gas
in paying quantities has theretofore been completed or upon which operstions for the drilling of a well for oil or gas have theretofore been commenced. Operations for drilling on or production of oil or
gas from any part of the pooled unit which includes all or a portion of the land covered by this lease rogardless of whether such operations for drilling were commenced or such production was secured
before or after the execution of this instrument or the instrament designating the pooled wnit, shall be considered as operations for drilling on or production of ofl and gas from land covered by this lease
whether or not the well or wells be located on the premises covered by this lease, and the entire acreage oonstituting such unit or mits, 88 to ofl and gas, or either of them, as herein provided, shall be

d for all purposes, pt the payment of royalties on production from the pooled unit, as if the same were included in this lease. For the purpose of computing the royalties to which owners of
royalties and payments out of production and each of them, shall be entitied on production of oil and gas, or either of them, from the pooled unit, there shall be allocated to the land covered by this
lease and inchuded in said unit a pro rata portion of the oil and gas, or either of them, produced from the pooled unit after deducting that used fior operations on the pooled units. Such allocation shall be
on acreage basis-that is to say, there shall be allocated to the acreage covered by this lease and included in e pooled unit that pro rata portion of the oil and gas, or cither of them, produced from the
pooled unit which the number of surfice acres covered by this lease and included in the pooled unit bears to the total number of surface acres included in the pooled unit. Royalties hereunder shall be
computed on the portion of such production, whether it be oil and gas, or either of them, so allocated to the land covered by this lease and inchuled in the unit just as though such production were from
such land. The production from an oil well will be considered production from the lease or oil pooled unit from which it is producing and not as production from a gas pooled unit; and production from
a gas well will be considered 2s production from the lease or gas pooled unit from which it is producing and not from an il pooled unit. In addition to the foregoing, Lessee at its option is hereby given
the right and power from time to time to conmit said land or any part or formation or mineral substance covered hereby to any cooperative or unit agreement or plan of development and operation, and
o any modifications thereof, which have been approved by the New Mexico Oil Conservation Commission or other lawful governmental anthority. In such event, the royalty payable to Lessor
hereunder shall be computed and paid on the basis of the oil or gas allocated to such land under the terms of any such agreement or plan of operation, which basis shall be the same by which the
Toyalty due the United States or the State of New Mexico is computed and paid. This lease shall not expire during the fife of such agreement or plan and shall be subject to the terms thereof and said
agreement or plan of operation shall be filed with the New Mexico Oil Conservation Commission, or other lawful authority, and Lessee sball record in the county in which the leased premises are
situated, an instrument describing such agreement or plan of operation and reflecting the cormmitment thereto, and the same may be recorded eitber before or after the completion of wells,

5. If at the expiration of the primary term oil or gas is not being produced on said land, or fom land pocled therewith, but Lesses is then engaged in drilling or reworking operations thereon, or
shall have completed a dry bole thereon within 60 days prior to the end of the primary terms, the lease shall remain in force so long as operations on said well or for drilling or reworking of any
additional well are prosecuted with no cessation of more than 60 consecutive days, and if they result in the production of oil or gas so long thereafter as oil or gas is produced from said land, or from
land pooled therewith. If, afier the expiration of the primary term of this lease and after oil or gas is produced from said land, or from land pooled therewith, the production thereof should cease from
any cause, this lease shall not terminate if Lessee commences operations for drilling or reworking within 60 days after the cessation of such production, but shall retnain in force and effect so long as
such operations are prosecuted with 10 cessation of more than 60 consecutive days, sud if they result in the production of ot and gas, so long thereafier a3 ol or gas is produced from said land, or from
landpooledthemwith.Anypooledunitdesigmwdbyusseehwmummﬂuyumwwmwwmﬁrmhhwmofthecountyin
which the leased premises are situated at any time after the completion of a dry hole or the cessation of production on said unit, In the event a well or wells producing oil or gas in paying quantities
should be brought in on adjacent land and within 660 feet of and draining the lease premises, or land pooled therewith. Lessee agroes to drill such offset well or wells as a reasonably prudent operator
wcmudrinunderthesameorsimihrcimmumImemyatmyﬁmamnddeﬁmblmmmpheedmdanmwmwmiumypmﬁonmpmﬁomoftheabove
described premises and thereby surrender this lease as to such portion or portions and be relicved or all obligations as to the acreage surrendered. :

‘6.Lesseesfnl}hawthcrightatanyﬁmedm‘ngorgﬂgfthcexphﬁonéfdﬁslu!chminwaﬂmtyandﬁnuphcedbyh&ueonmidminch:dhgtheligbttodmwandremovéall
casmg.Whmxeqmmdby._lmsor,Lesseewillburyallplpehnesbelnwotdimryplnwdgpth.Mmmnmuh&ﬂhdwmnmm&m&muﬁdme,ormmmmmmm
Lessor's consent.’ S ‘ . , Co

7. The rights of either party hereunder may be assigned in whole or in part, aud the provisions hereof shall extend to their heirs, successors and assigns but no change or division in ownership of
the land or royalties, howevaacconmlishd,shallopememmln_gethzoblfaﬁmordimhkbﬂmﬁghﬁofunu;Mmchmgewdiﬁﬁonhsmhowmhipahﬂbebhﬁngonusseeunﬁlﬂﬂny
(30)daysaﬁabessceshal]haveMWWWU&Muwwmamm;mwwwmummMeMmhmm
ofassignmenthcmofinwholeorinp-xtliabilizyﬁrrbmchofmywﬁpﬁmmmmmmhdvdymﬂwomofﬁahmmofapmﬂmmawfvihocomﬁﬁmsuchbmach, If six or
mpmisbeu;xﬂinﬁﬂedmmymyhamda,lmeennywﬁhholdpaymwmMmmmamkmmwmmmm&gmwm
receive payment

8.Thel_machbyl_.&sseeofanyobligzﬁonarisinghammdeuhallnotwoﬂufoﬁeihmormmﬂmﬁonofﬂﬁslemmrcauseueunimﬁonotuvisionoftbsesmauedhmbymrbegmumls
forcm.elhuonhueofm.whnleorinpmh&mmmww&mmmnmﬁmb@gmhwmmm Lessor shall notify Lessee in writing of the
ﬁm.m.heduponasconstmlﬁn.gabxmhhueoﬂ sndl.essee,ifindeﬁnh.ahllhavuinydnynﬁumeiptoﬁnchmhwmmemmeﬁewmpﬁmwhh&eobﬁgaﬁmshnposedbyvm
of@m-mmwofoﬂmpsmmmqmmammmmmmmmmuamawwmmbmmdmmmm
obhynonltslmnmnoevunbyrequnedmdn’llmeﬁanomweﬂpcﬁny(ﬂ)mofhmr&hedhammduaﬂmbko{m&whgoﬂhwmqmnﬁﬁesandoneweﬂper“()mphls
an gcreage tolerance not to exceed 10% of 640 acres of the area retained hereunder and capable of producing gas in paying quantities.

. 9.Lcssarherebywa.namsandagmeswdzﬁendﬁwﬁﬂemsaidlmdandnmdmtluueniuopﬁonmydischngemmWuo&alﬁnmsﬁdhndeiﬂminwholeorhpm,and
in event Lessee does so, xtshallbesdmxawdtoswhHznwithﬂnlishnomcemmdmplywyﬂﬁuwaﬁnghsmdawwuduﬁsfyhnghhmhwﬁmmoﬂasw%ﬁgmmdam

wanmnyiuevc?toffaﬂmofdﬂe, iti.ugmedthazifLeasm'ownsanimumhtheoilammhamuidhndlmlhnﬂnenﬁnﬁesinpbmﬁmhmyaldﬁmbe id Lessor shall be
reduced proportionately, Shouldanyoneormeofthepuﬁummdulmmﬁﬂwmﬂﬁshu.ﬁmmmmmmmwpuﬁumuﬁnghug:d

IN WITNESS WHEREOF, this instrument is executed on the date first above written.

Pressley H. Guitar




, 2004,
2004,

Notary Public
Notary Public

Notary Public

INDIVIDUAL ACKNOWLEDGMENT
day of
ACKNOWLEDGMENT
day of
INDIVIDUAL ACKNOWLEDGMENT
day of

This instrument was acknowledged before me this .

This instrument was acknowledged before me this

By,

My commission expires

STATE OF

COUNTY OF

My commission expires
STATE OF

COUNTY OF

STATE OF

COUNTY OF

My commission expires

This instrument was acknowledged before me this
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Guitar BFL. Com #1

Township 25 South, Range 26 East, NMPM

Section 17: N/2
Eddy County, New Mexico

Mineral Owner:

Net Acres in N/2 Spacing Unit
Percent Working Interest in Unit
Previous Lease dated:
Expiration:

John Guitar Witherspoon, Jr.
7404 Lemonwood Drive
Fort Worth, TX 76133-7012

0.9375
0.292969%
11/1/01
10/31/04

Lease Renewal and Correspondence Timeline

3/9/04 Offer letter sent to renew previous lease:
Terms: 3-year term
$100.00 bonus / acre
1/4 royalty
4/8/04 Letter of acceptance received as per terms offered.
4/8/04 Lease documents & bank draft sent as per terms accepted in offer letter
5/11/04 No response from sent documents. Sent cover letter with compromise
lease form, acceptable to Yates management.
11/1/04 No response from Mr. Witherspoon - lease expired.
11/10/04 Sent AFE to participate in the drilling of the Guitar BFL Com #1.
11/19/04 Received certified receipt of sent AFE.
11/30/04 Final offer sent:
Option 1:  Sign AFE to participate in drilling of well
Option 2: Enclosed Yates lease form (no modifications)
3-year term
$100.00 bonus / acre
1/4 royalty
12/3/04 Received certified receipt of final offer letter.

BEFORE THE OIL CONSERVAITON DIVISION
- Santa Fe, New Mexico
Case No. 13398 Exhibit 3-G
Submitted by:
Yates Petroleum Corporation
Hearing Date: January 6, 2005



105 South Fourth Street
Artesia, NM 88210
505-748-1471
FAX 505-748-4572

March 9, 2004

John Guitar Witherspoon, Jr.
7404 Lemonwood Drive
Fort Worth, TX 76133-7012
RE: Oil & Gas Lease

Township 25 South, Range 26 East, NMPM
Section 17: NW/4NE/4, E/2E/2

Eddy County, New Mexico
Mr. Witherspoon:

Yates Petroleum Corporation would like to extend an offer to re-new your lease in the captioned acreage,
subject to the following terms:

1. A Paid-up Three (3) Year Oil and Gas Lease;

2. A bonus consideration of $100.00 per acre for the 1.5626 net mineral acres;

3. Avroyalty reservation of 1/4th of 8/8ths on all oil and gas produced from the leased lands;
4, Offer will expire at office closing on April 9, 2004.

5. Title acceptable to Yates Petroleum Corporation.

If the above meets with your approval, please execute below and return to this office at your earliest
convenience. If you have any questions regarding this matter, please call me at (505) 748-4356.

Thank you.
. Very truly yours,

Yates Petroleum Cgu;ﬁtion .

Shirley Pruitt
Land Technicia

?//%)9/? /C , 2004

/sp
AGREED and ACCEPTED this J 77 ’fiay of




105 South Fourth Street
Artesia, NM 88210
505-748-1471
FAX 505-748-4572

May 11, 2004

John Guitar Witherspoon, Jr.
7404 Lemonwood Drive
-Fort Worth, TX 76133-7012

Re: Oil & Gas Lease

Township 25 South, Range 26 East, NMPM
Section 17: NW/ANE/4, E/2E/2

Containing 200 acres, more or less
Eddy County, New Mexico

Mr. Witherspoon:

Pursuant to my telephone conversation on May 7, 2004 with Mr. Brett Guitar Witherspoon, enclosed
please find two (2) copies of Oil and Gas Lease Form 342P. If the enclosed meets with your approval,
please execute the lease before a notary public and return to this office. Upon receipt of the properly
executed and notarized lease, we will issue a direct check to you in the amount of $156.26 as full
bonus payment of $100.00 per acre for the 1.5626 net mineral acres owned by you.

If you have any questions, please call me at (505) 748-4356. Thank you.

Very truly yours,

YATES PETROLEUM CORPORATION

Shirley Pruitt

L.and Technician

Isp
Enclosure(s)



CUSTOMER'S DRAFT

Courtesy of
THE FIRST NATIONAL BANK

P.O. BOX AA
ARTESIA, NEW MEXICO 88210 -

Thirty (30) Banking Days From Sight Subject
To Approval Of Title With Lease Attached

ARTESIA, NEW MEXICO April 8, 2004
PAY TO THE -
ORDEROF ____ .
John Guitar Witherspoon, dealing in his sole and separate property $156.25
One Hundred Fifty-six and 25/100 DOLLARS
VALUE RECEIVED AND CHARGE TO ACCOUNT OF WITH EXCHANGE
TO: First National Bank of Artesia YATES PETROLEUM

ORATION
Artesia, New Mexico 88210 .
Acct. of Yates Petroleum Corporation
Shirley Pruitt,



Producer's 88-Producer's Revised 1994 New M. Form 342P, Paid-up } _ed and for sale by Hall-Poorbaugh Press, Roswell,
N.M. '

N .

- OIL & GAS LEASE

THIS AGREEMENT made this _ _llth  day of ____ May, 2004, but effective November 1, 2004 between John Guitar Witherspoon, Jr., dealing in his sole and separate
property, as Lessor (whether one or more), and YATES PETROLEUM CORPORATION-70%; YATES DRILLING COMPANY-10%, ABO PETROLEUM CORPORATION-10% and

MYCO INDUSTRIES, INC.-10%, as Lessee:

1. Lessor, In consideration of TEN AND OTHER DOLLARS in hand paid, receipt of which is here acknowledged, ‘and of the royalties herein provided and of the agreements of the lessee
herein contained, hereby grants, leages and lets exclusively unto lessee for the purpose of investigating, exploring, prospecting, drilling, and operating for and producing oil and gas. injecting gas,
waters, other fluids, and air into subsurface strata laying pipelines, storing oil, building tanks, roadways, telephone lines, and other structures and things thereon to produce, save, take care of, treat,
process, store and transport said minerals, the following described land in Eddy County, New Mexico, to-wit:

Township 25 South, Range 26 East. NM.P.M
Section 17: NW/4NE/4, E/2E/2

Said land is estimated to comprise 200.00 acres, whether it actually comprises more or less.

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

3. The royalties to be paid by lessee are: (a) on oil, and other liquid hydrocarbons saved at the well, 1/4th of that produced and saved from said land, same to be
delivered at the wells or to the credit of lessor in the pipeline to which the wells may be connected; (b) on gas, including casinghead gas or other gaseous substance
produced from said land and used off the premises or used in the manufacture of gasoline or other products, the market value at the well of 1/4th of the gas used,
provided that on gas sold on or off the premises, the royalties shall be 1/4th of the amount realized from such sale; (c) and at any time when this lease is

not validated by other provisions hereof and there is a gas and/or condensate well on said land, or land pooled therewith, but gas or condensate is not being so sold or used and such well is shut in,
either before or after production therefrom, then on or before 90 days after said well is shut in, and thereafier at annual intervals, lessee may pay or tender an advance shut-in royalty equal to $1.00
per net acre of lessor's gas acreage then held under this lease by the party making such payment or tender, and so long as said shut-in royalty is paid or tendered, this lease shall not terminate and it
shall be considered under all clauses hereof that gas is being produced from the leased premises in paying quantities, Each such payment shall be paid or tendered to the party or parties who at the
time of such payment would be entitled to receive the royalties which would be paid under this lease if the well were in fact producing. The payment or tender of royalties and shut-in royalties may
be made by check or draft. Any timely payment or tender of shut-in royaity which is made in a bona fide attempt to make proper payment, but which is erroneous in whole or in part as to parties or
amounts, shall nevertheless be sufficient 1o prevent termination of this lease in the same manner as though a proper payment had been made if lessee shall correct such error within 30 days after
lessee has received written notice thereof by certified mail from the party or parties entitled to receive payment together with such written instruments (or certified copies thereof) as are necessary to
enable lessee to make proper payment. The amount realized from the sale of gas on or off the premises shall be the price established by the gas sales contracl entered into in good faith by lessee and
gas purchaser for such term and under such conditions as are customary in the industry. “Price” shall mean the net amount received by lessee after giving effect to applicable regulatory orders and
after application of any applicable price adjustments specified in such contract or regulatory orders. eventJessee-compressestreats;purifies-or-dehydrates-such-ges (whetheron-oroff the
b v H Ay 3 H 2}

maw-ded
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4, This is a paid-up lease and fessee shall not be obligated during the primary term hereof to commence or continue any operations of whatsoever character or to make any payments hereunder
in order to maintain this lease in force during the primary term; however, this provision is not intended to relieve lesee of the obligation to pay royaities on actual production pursuant to the
provisions or Paragraph 3 hereof.

5. Lessee is hereby granted the right and power, from time to time, to pool or combine this lease, the land covered by it or any part or horizon thereof with any other land, leases, mineral
estates or parts thereof for the production of oil or gas. Units pooled hereunder shall not exceed the standard proration unit fixed by law or by the Oil Conservation Division of the Energy and
Minerals Department of the State of New Mexico or by any other lawful authority for the pool or area in which said land is situated, plus a tolerance of ten percent. Lessee shall file written unit
designations in the county in which the premises are located and such units may be designated from time to time and either before or after the completion of wells. Drilling operations on or
production from any part of any such unit shall be considered for all purposes, except the payment of royalty, as operations conducted upon or production from the land described in this lease. There
shall be allocated to the land covered by this lease included in any such unit that portion of the total production of pooled minerals from wells in the unit, after deducting any used in lease or unit
operations, which the net oil or gas acreage in the land covered by this lease included in the unit bears to the total number of surface acres in the unit. The production so allocated shall be considered
for all purposes, including the payment or delivery of royalty, to be the entire production of pooled minerals from the portion of said land covered hereby and included in said unit in the same
manner as though produced from said land under the terms of this lease. Any pooled unit designated by lessee, as provided herein, may be dissolved by lessee by recording an appropriate instrument
in the County where the land is situated at any time after the completion of a dry hole or the cessation of production on said unit.

6. If at the expiration of the primary term there is no well upon said land capable of producing oil or gas, but lessee has commenced operations for drilling or reworking thereon, this lease
shall remain In force so long as operations are prosecuted with no cessation of more than 60 consecutive days, whether such operations be on the same well or on a different or additional well or
wells, and if they result in the production of oil or gas, so long thereafter as oil or gas is produced from said land. If, after the expiration of the primary term, all wells upon said land should become
incapable of producing for any cause, this lease shall not terminate if lessee commences operations for additional drilling or for reworking within 60 days thereafter. If any drilling, additional
drilling or reworking operations hereunder result in production, then this lease shall remain in full force so long thereafter as oil or gas is produced hereunder.

7. Lessee shall have free use of oil, gas and water from said land, except water from lessor's wells and tanks, for all operations hereunder, and the royalty shall be computed after deducting
any so used. Lessee shall have the right at any time during or after the expiration of this lease to remove all property and fixtures placed by lessee on said land, including the right to draw and
remove all casing. When required by lessor, lessee will bury all pipe lines on cultivated lands below ordinary plow depth, and no well shall be drilled within two hundred feet (200 ft.) of any
residence or barn now on said land without lessor's consent. Lessor shall have the privilege, at his risk and expense, of using gas from any gas well on said land for stoves and inside lights in the
principal dwelling thereon, out of any surplus gas not needed for operations hereunder.

8. The rights of either party hereunder may be assigned in whole or in part and the provisions hereof shall extend to their heirs, executors, administrators, successors and assigns; but no
change in the ownership of the land or in the ownership of; or rights to receive, royalties or shut-in royalties, however accomplished shall operate to enlarge the obligations or diminish the rights of
lessee: and no such change or division shall be binding upon lessee for any purpose until 30 days after lessee has been furnished by certified mail at lessee’s principal place of business with
acceptable instruments or certified copies thereof constituting the chain of title from the original lessor. If any such change in ownership occurs through the death of the owner, lessee may, at its
option, pay or tender any royalties or shut-in royalties in the name of the deceased or to his estate or to his heirs, executor or administrator until such time as lessee has been furnished with evidence
satisfactory to lessee as to the persons entitled to such sums. An assignment of this lease in whole or in part shall, to the extent of such assignment, relieve and discharge lessee of any obligations
hereunder and , if lessee or assignee of part or parts hereof shall fail or make default in the payment of the proportionate part of royalty or shut-in royalty due from such lessee or assignee or fail to
comply with any of the provisions of this lease, such default shall not affect this lease insofar as it covers a part of said lands upon which lessee or any assignee thereof shall properly comply or
make such payments.

9. Should lessee be prevented from complying with any express or implied covenant of this lease, or from conducting drilling or reworking operations hereunder, or from producing oil or gas
hereunder by reason of scarcity or inability to obtain or use equipment or material, or by operation of force majeure, or by any Federal or state law or any order, rule or regulation of governmental
authority, then while so prevented, lessee's duty shall be suspended, and lessee shall not be liable for failure to comply therewith; and this lease shall be extended while and so long as lessee is
prevented by any such cause from conducting drilling or reworking operations or from producing oil or gas hereunder; and the time while lessee is so prevented shall not be counted against lessee,
anything in this lease to the contrary notwithstanding.

10, Lessor hereb

arrants-and-agrees-to-defend-the-title-to-said-land-and agrees that lessee at is option may discharge any tax, mortgage or other lien upon said land, and in the event lessee
does so it shall be subrogated to such lien with the right to enforce same and to apply royalties and shut-in royalties payable hereunder toward satisfying same. Without impairment of lessee's rights
under the warranty, if this lease covers a less interest in the oil or gas in all or any part of said land than the entire and undivided fee simple estate (whether lessor’s interest is herein specified or not)
then the royalties, shut-in royalty, and other payments, if any, accruing from any part as to which this lease covers less than such full interest, shall be paid only in the proportion which the interest
therein, if any, covered by this lease, bears to the whole and undivided fee simple estate therein. Should any one or more of the parties named above as lessors fail to execute this lease, it shall
nevertheless be binding upon the party or parties executing the same.

n 11. Lessee, its or his successors, heirs and gssigns, shall have the right at any time to surrender this lease, in whole or in part, to lessor or his heirs, successors and assigns by delivering or
mailing a release thereof to the lessor, or by placing a release thereof of record in the county in which said land is situated; thereupon lessee shall be relieved from all obligations, expressed or

implied, of this agreement as to acreage so surrendered, and thereafter the shut-in royalty payable hereunder shall be reduced in the proportion that the acreage covered hereby is reduced by said
release or releases.

Articles 12, 13 and 14 of this Oil and Gas Lease are attached as Exhibit “A”.

Executed the day and year first above written.

John Guitar Witherspoon, Jr.
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Exhibit “A”

Attached to and made a part of that certain Oil and Gas Lease dated May 11, 2004, by and between John Guitar
Witherspoon, Jr., dealing in his sole and separate property, as Lessor, and Yates Petroleum Corporation, Yates Drilling
Company, Abo Petroleum Corporation and Myco Industries, Inc., as lessee, covering lands in Eddy County, New Mexico.

12. Notwithstanding anything else to the contrary herein, payment of shut-in gas well royalties will not be permitted to
maintain this Lease in force for a period greater than two consecutive years beyond the primary term, at which time this
Lease shall automatically terminate.

13. Notwithstanding any other provisions hereof, at the end of the primary term, all acreage not included in a proration
unit as designated by the New Mexico Oil Conservation Division and all depths 100 feet below the deepest producing
horizon shall be automatically eliminated from this Lease and revert to LESSOR, unless LESSEE is drilling a well on the
leased premises or on lands pooled therewith, in which event the Lease will be held in its entirety as long as not more than
one hundred twenty (120) days elapse between the completion of one well and the commencement of another. Completion
shall be defined as (1) the date on which a dry hole is plugged or (2) the date certified to the New Mexico Oil Conservation
Division as the date a well has been completed as a producing well, whichever be appropriate. “Commencement” shall be
defined as the date drilling operations are commenced on the leased premises or on lands pooled therewith.

14. As an addition to the terms hereof, it is expressly agreed that all royalty to be paid hereunder shall be delivered to
LESSOR free of all costs of transportation, compression, processing, treatment, purification, dehydration, separation,
stabilization, manufacturing, measuring or marketing the oil, gas or hydrocarbons covered by this lease.
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105 South Fourth Street
Artesia, NM 88210

November 10, 2004

Working Interest Owners CERTIFIED MAIL
Addressee List Attached RETURN RECEIPT REQUESTED

RE: Guitar BFL Com #1 well
Township 25 South, Range 26 East, NMPM
Section 17: 990" FNL & 1980'FEL
Eddy County, New Mexico

Ladies and Genllemen:

Yates Petroleum Corporation, as operator, proposes to drill the captioned well pursuant to the
prognosis on the Authority for Expenditure (AFE) and invites you to participate.

Enclosed, please find two (2} copies of an AFE and one (1) copy of the Joint Operating
Agreement (JOA) with one (1) additional signature page, covering the N/2 of Section 17,

if the AFE and JOA meet with your approval, please sign and return one {1) executed copy of
the AFE and the executed and notarized signature page of the JOA to our office.

This well is on an accelerated scheduling and we request your immediate attention.
Should you have any questions, please do not hesitate contacting me at 505-748-4400.
Thank you.

Very truly yours,

YATES PETROLEUM CORPORATION

3»5@(\\/&:)3%——

Susan Vierra
Associate Landman

SV/am
Enclosure(s)



Yates Petroleum Corporation, et al
Attn: Susan Vierra

105 South Fourth Street

Artesia, NM 88210

James M. & Jerri Alexander (&
P.O. Box 58
Abilene, TX 79604

Janis Lee Polk Harbour
4400 Arcady
Dallas, TX 75202

Whitten Guitar Witherspoon
3833 Arroyo Road
Fort Worth, TX 76109

Marityn Guitar Galusha (oC/
P.O. Box 1438
Abilene, TX 79604

Kelly Woods Leach
312 Greatview Circle
Birmingham, AL 35226-2320

GUITAR BFL COM #1
ADDRESSEE LIST

Murchison Qil & Gas, Inc. ot
1100 Mira Vista Blvd.
Plano, TX 75093-4698

Martha Jane Alexander Rhodes

P.O. Box 58
Abilene, TX 79604

Pressley Hudson Guitar 7%
P.O. box 5383
Abilene, TX 79608-5383

Jeri Alexander Lott ¢
9102 Vicksburg Ave., #17
Lubbock, TX 79356

John Guitar Witherspoon, Jr.
7404 Lemonwood Drive
Fort Worth, TX 76133-7012

Anita Grissom Guitarze,
P.O. box 744
Abilene, TX 79605

James Kelly Polk G-
12 Augusta
Abilene, TX 79604

Brett Guitar Wh‘herspooné[/
P.O. Box 100635 ’
Fort Worth, TX 76185

Ruth Ann Polk Caudie
5616 Preston Fairway
Dalias, TX 75252

Wende Witherspoon Morgan
1720 Southwicke
Flower Mound, TX 75022



e AFE NO. 04-542-0
Wy T_El-_Ei , AUTHORITY FOR EXPENDITURE AFE DATE 10/29/04
/// ROLELM NEW DRILLING, RECOMPLETION & RE-ENTRY AFEND (row 598)
o i“.[.. L IuN AFE Type: Well Objective: Well Type: AFE STATUS: 16~ 39'0‘(
105 SOUTH FOURTH STREET X |New Drilling X|oil X |Development Original

ARTESIA, NEWMEXICO88210 Recompletion X|Gas Exploratory Revised
TELEPHONE (505) 748-1471 Re-entry Injector Final
Supplemental
LEASE NAME Guitar BFL Com. #1 PROJD DEPTH 12,000
COUNTY Eddy STATE New Mexico
FIELD HORIZON Morrow
LOCATION Section 17 T25S-R26E, 990' N & 1980' E
DIVISION CODE 100 DIVISION NAME Oil & Gas Division
DISTRICT CODE DISTRICT NAME
BRANCH CODE BRANCH NAME
PROGNOSIS: [New well drilled to 12,000' to test all formations
INTANGIBLE DRILLING COSTS: DRY HOLE COMP'D WELL
920-100 Staking, Permit & Legal Fees 3,000 3,000
920-110 Location, Right-of-Way 35,000 35,000
920-120 DNG, FOO G
920-130 Drilling, Daywork & fuel 50 days @ $11,300/day + $45Kformob 647,000 647,000
920-140 Drilling Water, Fasline Rental L 35,000 35,000
920-150 Driling Mud & Additives 45,000 45,000
920-160 Mud Logging Unit, SampleBags i, 30,000 30,000
920-170 Cementing - Surface Casing .. .&deepintermediate 75,000 75,000
920-180 Drill Stem Testing, OHT
920-190 Electric Logs & Tape Copies 60,000 60,000
920-200 Tools & Equip. Rntl., Trkg. & Weldng 125,000 125,000
920-205 Control of Well-insurance e, 5,000 5,000
920-210 Supervision & Overhead 50,000 50,000
920-230 Coring, Tools & Service
920-240 Bits, Tool & Supplies Purchase . 80,000 80,000
920-350 Cementing - Production Casing . 40,000
920-410 Completion Unit - Swabbing . 30,000
920-420 Water for Completion 5,000
920-430 Mud & Additives for Completon . 1,000
920-440 Cementing - Completion
920-450 Elec. Logs, Testing, Etc. - Completon . 20,000
920-460 Tools & Equip. Rental, Etc. - Compleion 50,000
920-470 Stimulation for Completion 100,000
920-480 Supervision & O/H - Completon i, 1,500
920-490 Additional LOC Charges - Completon 10,000
920-510 Bits, Tools & Supplies - Completon . 1,500
920-500 Contingency for Completion e,
TOTAL INTANGIBLE DRILLING COSTS | 1,190,000} 1,449,000{
TANGIBLE EQUIPMENT COSTS:
930-010 Christmas Tree & Welthead 5,000 30,000
930-020 Casing 13 308" @400 11,000 11,000
,,,,,,,, 9 I8 @ 1 800 e 27,000 27,000
________ T @ 8,800 108,000 108,000
........ A2 42,000 e enae 85,500
930-030 Tubing 238 @ 11,8000 i 49,000
930-040 Packer & Special EQuipment .
940-010 Pumping Equipment e
940-020 Storage Facilies 15,000
940-030 Separation Equip., Flowfines, Misc. TR 75,000
940-640 Trucking & Construction Costs """ 15,000
TOTAL TANGIBLE EQUIPMENT COSTS | 151,000] 415,500]
TOTAL COSTS | 1,341,000 1,864,500

APPROVAL OF THIS AFE CONSTITUTES APPROVAL OF OPERATOR'S OPTION TO CHARGE THE JOINT ACCOUNT WITH
TUBULAR GOODS FROM THE OPERATOR'S WAREHOUSE STOCK AT THE RATES STATED ABOVE.

Prepared By Operations
sV Jeremiah Mullen Approval
‘m | 20.551875% |
[ YATES DRILLING COMPANY | 10.793125Z |
| 10.7931252 |

I 10.793125Z |



GUITAR BFL. COM #1 AFE # 04-542-0

T25S-R26E- SECTION 17 DATE: 11/8/04
990" FNL & 1980' FEL Page 2
EDDY COUNTY, NEW MEXICO
SHARE
MURCHISON OIL & GAS, INC. | 37.500000%]|
EARL B. GUITAR, SR. & ANITA GRISSOM GUITAR, REVOCABLE LIVING TRUST, 2.343750%
ANITA GRISSOM GUITAR SOLE TRUSTEE
{ 0.781250%|
{ 0.781250%
JERI ALEXANDER LOTT il 0.781250%|
JAMES KELLY POLK | 0.781250%|
RUTH ANN POLK CAUDLE | 0.781250%|
JANIS LEE POLK HARBOUR B 0.781250%]
0.584375%|
PRESSLEY HUDSON GUITAR 0.584375%]|
JOHN GUITAR WITHERSPOON, JR. | 0.293750%]
BRETT GUITAR WITHERSPOON | 0.293750%|
WENDE WITHERSPOON MORGAN ( 0.293750%|
WHITTEN GUITAR WITHERSPOON | 0.293750%|

0.193750%|

T

TOTAL

100.000000%
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MARTIN YATES, Il

S. P. YATES
CHAIRMAN OF THE BOARD

JOHN A, YATES
PEYTON YATES
EXECUTIVE VICE PRESIDENT

RANDY G. PATTERSON

DENNIS G. KINSEY

1912 - 1985 /\' FETRDLEU" PRESIDENT
FRANK W. YATES EURPURHTIDN
1936 - 1986 BT o I RO R RS TR SR SOOIy
SECRETARY
105 SOUTH FOURTH STREET
TREASURER
ARTESIA, NEW MEXICO 88210-21 i8
TELEPHONE (505) 748-1471
November 30, 2004
John Guitar Witherspoon, Jr.

7404 Lemonwood Drive
Fort Worth, TX 76133-7012

RE: Guitar BFL. Com #1

Township 25 South, Range 26 East, NMPM
Section 17: N/2
Eddy County, New Mexico

Mr. Witherspoon:

I have had several phone calls from many family members concerning either 1) lease options for mineral rights in the
above captioned acreage or 2) participation in the drilling of the Guitar BFL Com #1.

You have been sent an AFE to participate in the drilling of the Guitar well as an unleased mineral owner. Also
included with the AFE was the operating agreement covering the 320-acre spacing unit in the North V2 of section 17.

Since the receipt of the AFE and Operating Agreement, I have had several phone calls to discuss the possibility to
lease your minerals rather than taking a working interest in this well. The renewal period has expired for your
previous leases; therefore all previous negotiations are off the table.

Enclosed please find Yates Petroleum Corporation standard three (3) year paid up lease form, containing a Va royalty
for your net mineral acre interest. Should you elect to execute this lease, as is, you will receive the $100.00 per net
acre bonus upon our receipt. The terms and conditions of the lease are not negotiable, as Yates Petroleum
Corporation will be proceeding with the drilling of the Guitar well immediately.

Please return either the executed lease form, as is, or the executed AFE and Operating Agreement at your earliest
convenience, as to avoid a force-pooling situation.

Should you have any questions, I can be reached at 505-748-4400.
Thank you for your consideration.
Very truly yours,

YATES PETROLEUM CORPORATION

‘Susan Vierra
Associate Landman
/sv
Enclosure(s)



Producers 88 Rev. (3 Year Lease) 5-96 (THREE YEAR PAID UP LEASE) Form 345
YPC Revised Form OIL AND GAS LEASE Hall-Poorbaugh Press, Inc.
- C Roswell, New Mexico

THIS AGREEMENT made this 30th day of November, 2004, and Effective November 30, 2004, between John Guitar Witherspoon, Jr., dealing in his sole and
separate property, as Lessor (whether one or more), and YATES PETROLEUM CORPORATION-70%; YATES DRILLING COMPANY-10%, ABO PETROLEUM CORPORATION-
10% AND SHARBRO OIL LIMITED CO MPANY.-10%, as Lessee, WITNESSETH:

1. Lessors in consideration of Ten and No/100. Dollars (§__10.00 ) in
hand paid, of the royalties herein provided and of the agreements of Lessee herein contained, hereby grants, leases and lets exclusively unto Lessee for the purpose of investigating, exploring,
prospecting, drilling and mining for and producing oil and gas, laying pipe lines, building roads, tanks, power stations, telephone lines and other structures thereon and on, over and across lands owned
or claimed by Lessor adjacent and contiguous thereto, to produce, save, take care of, treat, transport, and own said products, and housing its employees, the following described land in
Eddy County, New Mexico to-wit:

Township 25 South, Range 26 East, NMPM
Section 17: NW/4NE/4, E/2E/2
Containing 200.00 acres, more or less

2. Without reference to the commencement, prosecution or cessation at any time of drilling or other development operations and/or to the discovery, development or cessation at any time of
production of oil or gas and without further payments than the royalties herein provided, and notwithstanding anything else herein contained to the contrary, this lease shall be for a term of three years
from this date (called "primary term™) and as long thereafter as oil or gas is produced from said land or land with which said land is pooled hereunder.

3. The royalties to be paid by Lessee are: (a) onoil, 1/4 of that produced and saved from said land, the same to be delivered at the wells or to the credit of Lessor into the pipe line to which the
wells may be connected; Lessee may from time to time purchase any royalty oil in its possession, paying the market price therefore prevailing for the field where produced on the date of purchase; (b)
on gas, including casing head gas or other gaseous substance, produced from said land, and sold, or used off the premises or for the extraction of gasoline or other product there from, the market value
at the well of 1/4  of the gas so sold or used, provided that on gas sold at the wells the royalty shali be _1/4 of the amount realized from such sale; while there is a gas well on this lease or on
acreage pooled therewith but gas is not being sold or used, Lessee may pay or tender as royalty, on or before ninety (90) days after the date on which said well is shut in and thereafter at annual
intervals the sum of $1.00 per acre, and if such payment is made or tendered, this lease shall not terminate and it will be considered that gas is being produced from this lease in paying quantities.
Payment or tender of said shut-in gas royalty may be made by check or draft of Lessee mailed or delivered to the parties entitled thereto on or before the date said payment is due. Lessee shall have
free use of oil, gas, coal and water from said land, except water from Lessor's wells, for all operations hereunder, and the royalty on oil and gas shall be computed after deducting any so used.

4. Lessee, at its option, is hereby given the right and power to pool or combine the acreage covered by this lease, or any portion thereof as to oil and gas, or either of them, with other land, lease
or leases in the immediate vicinity thereof to the extent, hereinafter stipulated, when in Lessee's judgment it is necessary or advisable to do so in order properly to explore, or to develop and operate
said leased premises in compliance with the spacing rules of the New Mexico Oil Conservation Commission, or other lawful authority or when to do so would, in the judgment of Lessee, promote the
conservation of oil and gas in and under and that may be produced from said premises. Units pooled for oil hereunder shall not substantially exceed 40 acres each in area, and units pooled for gas
hereunder shall not substantially exceed in area 640 acres each plus a tolerance of 10% thereof, provided that should governmental authority having jurisdiction prescribe or permit the creation of units
larger than those specified, units thereafter created may conform substantially in size with those presctibed by governmental regulations. Lessee under the provisions hereof may pool or combine
acreage covered by this lease, or any portion thereof as above provided as to oil in any one or more strata and as to gas in any one or more strata. The units formed by pooling as to any stratum or
strata need not conform in size or area with the unit or units into which the lease is pooled or combined as to any other stratum or strata, and oil units need not conform as to area with gas units. The
pooling in one or more instances shall not exhaust the rights of the Lessee hereunder to pool this lease or portions thereof into other units. Lessee shall file for record in the appropriate records of the
county in which the leased premises are situated an instrument describing and designating the pooled acreage as a pooled unit. Lessee may at its election exercise its pooling option after commencing
operations for or completing an oil or gas well on the leased premises, and the pooled unit may include, but it is not required to include, land or leases upon which a well capable of producing oil or gas
in paying quantities has theretofore been completed or upon which operations for the drilling of a well for oil or gas have theretofore been commenced. Operations for drilling on or production of oil or
gas from any part of the pooled unit which includes all or a portion of the land covered by this lease regardless of whether such operations for drilling were commenced or such production was secured
before or afier the execution of this instrument or the instrument designating the pooled unit, shall be considered as operations for drilling on or production of oil and gas from land covered by this lease
whether or not the well or wells be located on the premises covered by this lease, and the entire acreage constituting such unit or units, as to oil and gas, or either of them, as herein provided, shall be
treated for all purposes, except the payment of royalties on production from the pooled unit, as if the same were included in this lease. For the purpose of cormputing the royalties to which owners of
royalties and payments out of production and each of them, shall be entitled on production of oil and gas, or either of them, from the pooled unit, there shall be allocated to the land covered by this
lease and included in said unit a pro rata portion of the oil and gas, or either of them, produced from the pooled unit after deducting that used for operations on the pooled units. Such allocation shail be
on acreage basis-that is to say, there shall be allocated to the acreage covered by this lease and included in the pooled unit that pro rata portion of the oil and gas, or either of them, produced from the
pooled unit which the number of surface acres covered by this lease and included in the pooled unit bears to the total number of surface acres included in the pooled unit. Royalties hereunder shall be
computed on the portion of such production, whether it be oil and gas, or either of them, so allocated to the land covered by this lease and included in the unit just as though such production were from
such land. The production from an oil well will be considered production from the lease or oil pooled unit from which it is producing and not as production from a gas pooled unit; and production from
a gas well will be considered as production from the lease or gas pooled unit from which it is producing and not from an oil pooled unit. In addition to the foregoing, Lessee at its option is hereby given
the right and power from time to time to commit said land or any part or formation or mineral substance covered hereby to any cooperative or unit agreement or plan of development and operation, and
to any modifications thereof, which have been approved by the New Mexico Oil Conservation Commission or other lawful govemmental authority. In such event, the royalty payable to Lessor
hereunder shall be computed and paid on the basis of the oil or gas allocated to such land under the terms of any such agreement or plan of operation, which basis shall be the same by which the
royalty due the United States or the State of New Mexico is computed and paid. This lease shall not expire during the life of such agreement or plan and shall be subject to the terms thereof and said
agreement or plan of operation shall be filed with the New Mexico Oil Conservation Commission, or other lawful authority, and Lessee shall record in the county in which the leased premises are
situated, an instrument describing such agreement or plan of operation and reflecting the commitment thereto, and the same may be recorded either before or after the completion of wells.

5. If at the expiration of the primary term oil or gas is not being produced on said land, or from land pooled therewith, but Lessee is then engaged in drilling or reworking operations thereon, or
shall have completed a dry hole thereon within 60 days prior to the end of the primary terms, the lease shall remain in force so long as operations on said well or for drilling or reworking of any
additional well are prosecuted with no cessation of more than 60 consecutive days, and if they result in the production of oil or gas so long thereafter as oil or gas is produced from said land, or from
land pooled therewith. If, after the expiration of the primary term of this lease and after oil or gas is produced from said land, or from land pooled therewith, the production thereof should cease from
any cause, this lease shall not terminate if Lessee commences operations for drilling or reworking within 60 days after the cessation of such production, but shall remain in force and effect so long as
such operations are prosecuted with no cessation of more than 60 consecutive days, and if they result in the production of oil and gas, so long thereafter as oil or gas is produced from said land, or from
land pooled therewith. Any pooled unit designated by Lessee in accordance with the terms hereof, may be dissolved by Lessee by instrument filed for record in the appropriate records of the county in
which the leased premises are situated at any time after the completion of a dry hole or the cessation of production on said unit. In the event a well or wells producing oil or gas in paying quantities
should be brought in on adjacent land and within 660 feet of and draining the lease premises, or land pooled therewith. Lessee agrees to drill such offset well or wells as a reasonably prudent operator
would drill under the same or similar circumstances. Lessee may at any time execute and deliver to Lessor or place of record a release or releases covering any portion or portions of the above
described premises and thereby surrender this lease as to such portion or portions and be relieved or all obligations as to the acreage surrendered.

6. Lessee shall have the right at any time during or after the expiration of this lease to remove all property and fixtures placed by Lessee on said land, including the right to draw and remove all
casing. When required by Lessor, Lessee will bury all pipelines below ordinary plow depth, and no well shall be drilled within two hundred feet of any residence or bamn now on said land without
Lessor's consent.

7. The rights of either party hereunder may be assigned in whole or in part, and the provisions hereof shall extend to their heirs, successors and assigns but no change or division in ownership of
the land or royalties, however accomplished, shall operate to enlarge the obligations or diminish the rights of Lessee; and no change or division in such ownership shall be binding on Lessee until thirty
(30) days after Lessee shall have been fumished by registered U.S. mail at Lessee's principal place of business with a certified copy of recorded instrument or instruments evidencing same. In the event
of assignment hereof in whole or in part liability for breach of any obligation h der shall rest exclusively upon the owner of this lease or of a portion thereof who commits such breach. If six or
more parties become entitled to royalty hereunder, Lessee may withhold payment thereof unless and until furnished with a recordable instrument executed by all such parties designating an agent to
receive payment for all.

8. The breach by Lessee of any obligation arising hereunder shall not work a forfeiture or termination of this lease nor cause a termination or revision of the estate created hereby nor be grounds
for cancellation hereof in whole or in part. In the event Lessor considers that operations are not at any time being conducted in compliance with this lease, Lessor shall notify Lessee in writing of the
facts relied upon as constituting a breach hereof, and Lessee, if in default, shall have sixty days after receipt of such notice in which to commence the compliance with the obligations imposed by virtue
of this instrument. After the discovery of oil or gas in paying quantities on said premises, Lessee shall develop the acreage retained hereunder as a reasonably prudent operator but in discharging this
obligation it shall in no event by required to drill more than one well per forty (40) acres of the area retained hereunder and capable of producing oil in paying quantities and one well per 640 acres plus
an acreage tolerance not to exceed 10% of 640 acres of the area retained hereunder and capable of producing gas in paying quantities.

9. Lessor hereby warrants and agrees to defend the title to said land and agrees that Lessee at its option may discharge any tax, mortgage or other lien upon said land either in whole or in part, and
in event Lessee does so, it shall be subrogated to such lien with the right to enforce same and apply royalties accruing hereunder toward satisfying same Without impairment of Lessee's right under the
warranty in event of failure of title, it is agreed that if Lessor owns an interest in the oil or gas on, in or under said land less than the entire fee simple estate, then the royalties to be paid Lessor shall be
reduced proportionately. Should any one or more of the parties named as Lessors fail to execute this lease, it shall nevertheless be binding upon the party or parties executing the same.

10. Should Lessee be prevented from complying with any express or implied covenant of this lease, from conducting drilling or reworking operations thereon or from producing oil or gas there
from by reason of scarcity of or inability to obtain or to use equipment or material, or by operation of force majeure, any Federal or state law or any order, rule or regulation of governmental authority,
then while so prevented, Lessee's obligation to comply with such covenant shall be suspended, and Lessee shall not be liable in damages for failure to comply therewith; and this lease shall be
extended while and so long as Lessee is prevented by any such cause from conducting drilling or reworking operations on or from producing oil or gas from the leased premises; and the time while
Lessee is so prevented shall not be counted against Lessee, anything in this lease to the contrary notwithstanding.

IN WITNESS WHEREOQF, this instrument is executed on the date first above written.

John Guitar Witherspoon, Jr.




INDIVIDUAL ACKNOWLEDGMENT

STATE OF )
)ss
COUNTY OF )
This instrument was acknowledged before me this day of , 2004,
by John Guitar Witherspoon, Jr.

My commission expires

Notary Public
ACKNOWLEDGMENT
STATEOF __ )
)ss.
COUNTY OF )
This instrument was acknowledged before me this day of 2004,
by. as
for
My commission expires
Notary Public
INDIVIDUAL ACKNOWLEDGMENT
STATE OF )
)ss.
COUNTY OF )
This instrument was acknowledged before me this day of 2004,
By
My commission expires
Notary Public
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Guitar BFL Com #1

Township 25 South, Range 26 East, NMPM
Section 17: N/2

Eddy County, New Mexico

Mineral Owner: Brett Guitar Witherspoon
P O Box 100635
Fort Worth, TX 76185

Net Acres in N/2 Spacing Unit 0.9375
Percent Working Interest in Unit 0.292969%
Previous Lease dated: 11/1/01
Expiration: 10/31/04
Lease Renewal and Correspondence Timeline
3/9/04 Offer letter sent to renew previous lease:
Terms: 3-year term
$100.00 bonus / acre
1/4 royalty
5/7/04 Phone conversation with Shirley Pruitt concerning lease terms.

Additional provisions added to lease form.
5/11/04 Compromise lease form with amendments sent.

Undated Compromise lease from returned with many more revisions and
amendments. Lease form reviewed by supervisors from
land, accounting, and marketing departments. Lease
form unacceptable to Yates management.

9/3/04 Phone conversation with Shirley Pruitt - negotiations to agree on a
lease form acceptable to both Mr. Guitar and Yates
management.

9/23/04 Second compromised lease form sent.
11/5/04 Letter of explanation sent, concerning the terms of Mr. Guitar lease

not acceptable to Yates management.

11/10/04 Sent AFE to participate in the drilling of the Guitar BFL Com #1.
11/16/04 Received certified receipt of sent AFE.
11/24/04 Final offer sent:

Option 1:  Sign AFE to participate in drilling of well
Option 2: Enclosed Yates lease form (no modifications)
3-year term
$100.00 bonus / acre
1/4 royalty

BEFORE THE OIL CONSERVAITON DIVISION
Santa Fe, New Mexico
Case No. 13398 Exhibit 3-H
Submitted by:
Y:

Hearing Date: January 6, 2005



105 South Fourth Street
Artesia, NM 88210
505-748-1471
FAX 505-748-4572

March 9, 2004

Brett Guitar Witherspoon
P. O. Box 100635
Fort Worth, TX 76185
RE: Qil & Gas Lease

Township 25 South, Range 26 East, NMPM
Section 17: NW/4NE/4, E/2E/2

Eddy County, New Mexico
Mr. Witherspoon:

Yates Petroleum Corporation would like to extend an offer to re-new your lease in the captioned acreage,
subject to the following terms:

1. A Paid-up Three (3) Year Oil and Gas Lease;

2. A bonus consideration of $100.00 per acre for the 1.5626 net mineral acres;

3. Aroyalty reservation of 1/4th of 8/8ths on all oil and gas produced from the leased lands;
4. Offer will expire at office closing on April 9, 2004,

5. Title acceptable to Yates Petroleum Corporation.

If the above meets with your approval, please execute below and retumn to this office at your earliest
convenience. If you have any questions regarding this matter, please call me at (505) 748-4356.

Thank you.
Very truly yours,
Yates Petroleum %
Shirley Pruitt
Land Technician
/sp
AGREED and ACCEPTED this day of , 2004

Brett Guitar Witherspoon



105 South Fourth Street
Artesia, NM 88210
505-748-1471
FAX 505-748-4572

May 11, 2004

Brett Guitar Witherspoon
P. O. Box 100635
Fort Worth, TX 76185

Re: Oil & Gas Lease

Township 25 South, Range 26 East, NMPM
Section 17: NW/4NE/4, E/2E/2

Containing 200 acres, more or less

Eddy County, New Mexico

Mr. Witherspoon:

Pursuant to our telephone conversation on May 7, 2004, enclosed please find two (2) copies of Oil and
Gas Lease Form 342P. If the enclosed meets with your approval, please execute the lease before a
notary public and return to this office. Upon receipt of the properly executed and notarized lease, we
will issue a direct check to you in the amount of $156.26 as full bonus payment of $100.00 per acre for
the 1.5626 net mineral acres owned by you.

If you have any questions, please call me at (505) 748-4356. Thank you.

Very truly yours,

ETROLEUM CO RATION

A/

Shirley Pruitt
Land Technician

I/sp
Enclosure(s)



Producer's 88-Producer's Revised 1994 New M. Form 342P, Paid-up }  ed and for sale by Hall-Poorbaugh Press, Roswell,
NM.
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OIL & GAS LEASE

THIS AGREEMENT made this _ _11th _ dayof ____May, 2004, but effective November 1, 2004  between Brett Guitar Witherspoon, dealing in his sole and separate property,
as Lessor (whether one or more), and YATES PETROLEUM CORPORATION-70%; YATES DRILLING COMPANY-10%, ABO PETROLEUM CORPORATION-10% and MYCO

INDUSTRIES, INC.-10%, as Lessee:

1. Lessor, In consideration of TEN AND OTHER DOLLARS in hand paid, receipt of which is here acknowledged, and of the royalties herein provided and of the agreements of the Jessee
herein contained, hereby grants, leases and lets exclusively unto lessee for the purpose of investigating, exploring, prospecting, drilling, and operating for and producing oil and gas. injecting gas,
waters, other fluids, and air into subsurface strata laying pipelines, storing oil, building tanks, roadways, telephone lines, and other structures and things thereon to produce, save, take care of| treat,
process, store and transport said minerals, the following described land in Eddy County, New Mexico, to-wit:

Township 25 South, Ran .M.P
Section 17: NW/4NE/4, E2E/2

Said land is estimated to comprise 200.00 acres, whether it actually comprises more or less.

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

3. The royalties to be paid by lessee are: (a) on oil, and other liquid hydrocarbons saved at the well, 1/4th of that produced and saved from said land, same to be
delivered at the wells or to the credit of lessor in the pipeline to which the wells may be connected; (b) on gas, including casinghead gas or other gaseous substance
produced from said land and used off the premises or used in the manufacture of gasoline or other products, the market value at the well of 1/4th of the gas used,
provided that on gas sold on or off the premises, the royalties shall be 1/4th of the amount realized from such sale; (c) and at any time when this lease is

not validated by other provisions hereof and there is a gas and/or condensate well on said land, or land pooled therewith, but gas or condensate is not being so sold or used and such well is shut in,
either before or after production therefrom, then on or before 90 days after said well is shut in, and thereafter at annual intervals, lessee may pay or tender an advance shut-in royalty equal to $1.00
per net acre of lessor's gas acreage then held under this lease by the party making such payment or tender, and so long as said shut-in royalty is paid or tendered, this lease shall not terminate and it
shall be considered under all clauses hereof that gas is being produced from the leased premises in paying quantities. Each such payment shall be paid or tendered to the party or parties who at the
time of such payment would be entitled to receive the royalties which would be paid under this lease if the well were in fact producing. The payment or tender of royalties and shut-in royalties may
be made by check or draft. Any timely payment or tender of shut-in royalty which is made in a bona fide attempt to make proper payment, but which is erroneous in whole or in part as to parties or
amounts, shall nevertheless be sufficient to prevent termination of this lease in the same manner as though a proper payment had been made if lessee shall cotrect such error within 30 days after
lessee has received written notice thereof by certified mail from the party or parties entitled to receive payment together with such written instruments (or certified copies thereof) as are necessary to
enable lessee to make proper payment. The amount realized from the sale of gas on or off the premises shall be the price established by the gas sales contract entered into in good faith by lessee and
gas purchaser for such term and under such conditions as are customary in the industry, “Price” shall mean the net amount received by lessee after giving effect to applicable regulatory orders and
after application of any applicable price adjustments specified in such contract or regulatory orders, in-the-event-lesseo-compresses;-treats,-purifies-er-dehydrates-sueh-gas-(whether-on-or-off-the
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4. This is a paid-up lease and lessee shall not be obligated during the primary term hereof to commence or continue any operations of whatsoever character or to make any payments hereunder
in order to maintain this lease in force during the primary term; however, this provision is not intended to relieve lesee of the obligation to pay royalties on actual production pursuant to the
provisions or Paragraph 3 hereof.

5. Lessee is hereby granted the right and power, from time to time, to pool or combine this lease, the land covered by it or any part or horizon thereof with any other land, leases, mineral
estates or parts thereof for the production of oil or gas. Units pooled hereunder shall not exceed the standard proration unit fixed by law or by the Oil Conservation Division of the Energy and
Minerals Department of the State of New Mexico or by any other lawful authority for the pool or area in which said land is situated, plus a tolerance of ten percent. Lessee shall file written unit
designations in the county in which the premises are located and such units may be designated from time to time and either before or after the completion of wells. Drilling operations on or
production from any part of any such unit shall be considered for all purposes, except the payment of royalty, as operations conducted upon or production from the land described in this lease. There
shall be allocated to the land covered by this lease included in any such unit that portion of the total production of pooled minerals from wells in the unit, after deducting any used in lease or unit
operations, which the net oil or gas acreage in the land covered by this lease included in the unit bears to the total number of surface acres in the unit. The production so allocated shall be considered
for all purposes, including the payment or delivery of royalty, to be the entire production of pooled minerals from the portion of said land covered hereby and included in said unit in the same
manner as though produced from said land under the terms of this lease. Any pooled unit designated by lessee, as provided herein, may be dissolved by lessee by recording an appropriate instrument
in the County where the land is situated at any time after the completion of a dry hole or the cessation of production on said unit.

6. If at the expiration of the primary term there is no well upon said land capable of producing oil or gas, but lessee has commenced operations for drilling or reworking thereon, this lease
shall remain In force so long as operations are prosecuted with no cessation of more than 60 consecutive days, whether such operations be on the same well or on a different or additional well or
wells, and if they result in the production of oil or gas, so long thereafter as oil or gas is produced from said land. If, after the expiration of the primary term, all wells upon said land should become
incapable of producing for any cause, this lease shall not terminate if lessee commences operations for additional drilling or for reworking within 60 days thereafter. If any drilling, additional
drilling or reworking operations hereunder result in production, then this lease shall remain in full force so long thereafter as oil or gas is produced hereunder.

7. Lessee shall have free use of oil, gas and water from said land, except water from lessor's wells and tanks, for all operations hereunder, and the royalty shall be computed after deducting
any so used. Lessee shall have the right at any time during or after the expiration of this lease to remove all property and fixtures placed by lessee on said land, including the right to draw and
remove all casing. When required by lessor, lessee will bury all pipe lines on cultivated lands below ordinary plow depth, and no well shall be drilled within two hundred feet (200 ft.) of any
residence or bam now on said land without lessor's consent. Lessor shall have the privilege, at his risk and expense, of using gas from any gas well on said land for stoves and inside lights in the
principal dwelling thereoun, out of any surplus gas not needed for operations hereunder.

8. The rights of either party hereunder may be assigned in whole or in part and the provisions hereof shall extend to their heirs, executors, administrators, successors and assigns; but no
change in the ownership of the land or in the ownership of, or rights to receive, royalties or shut-in royalties, however accomplished shall operate to enlarge the obligations or diminish the rights of
lessee: and no such change or division shall be binding upon lessee for any purpose until 30 days after lessee has been furnished by certified mail at lessee's principal place of business with
acceptable instruments or certified copies thereof constituting the chain of title from the original lessor. If any such change in ownership occurs through the death of the owner, lessee may, at its
option, pay or tender any royalties or shut-in royalties in the name of the deceascd or to his estate or to his heirs, executor or administrator until such time as lessee has been furnished with evidence
satisfactory to lessee as to the persons entitled to such sums. An assignment of this lease in whole or in part shall, to the extent of such assignment, relieve and discharge lessee of any obligations
hereunder and , if lessee or assignee of part or parts hereof shall fail or make default in the payment of the proportionate part of royalty or shut-in royalty due from such lessee or assignee or fail to
comply with any of the provisions of this lease, such default shall not affect this lease insofar as it covers a part of said lands upon which lessee or any assignee thereof shall properly comply or
make such payments.

9. Should lessee be prevented from complying with any express or implied covenant of this lease, or from conducting drilling or reworking operations hereunder, or from producing oil or gas
hereunder by reason of scarcity or inability to obtain or use equipment or material, or by operation of force majeure, or by any Federal or state law or any order, rule or regulation of governmental
authority, then while so prevented, lessee’s duty shall be suspended, and lessee shall not be liable for failure to comply therewith; and this lease shall be extended while and so long as lessee is
prevented by any such cause from conducting drilling or reworking operations or from producing oil or gas hereunder; and the time while lessee is 50 prevented shall not be counted against lessee,
anything in this lease to the contrary notwithstanding.

10, Lessor hereb

arrants-and-agrees-to-defond-th o-said-land-and agrees that lessee at is option may discharge any tax, mortgage or other lien upon said land, and in the event lessee
does so it shall be subrogated to such lien with the right to enforce same and to apply royalties and shut-in royalties payable hereunder toward satisfying same. Without impairment of lessce’s rights
under the warranty, if this lease covers a less interest in the oil or gas in all or any part of said land than the entire and undivided fee simple estate (whether lessor’s interest is herein specified or not)
then the royalties, shut-in royalty, and other payments, if any, accruing from any part as to which this lease covers less than such full interest, shall be paid only in the proportion which the interest
therein, if any, covered by this lease, bears to the whole and undivided fee simple estate therein. Should any one or more of the parties named above as lessors fail to execute this lease, it shall
nevertheless be binding upon the party or parties executing the same.

11. Lessee, its or his successors, heirs and assigns, shall have the right at any time to surrender this lease, in whole or in pan, to lessor or his heirs, successors and assigns by delivering or
mailing a release thereof to the lessor, or by placing a release thereof of record in the county in which said land is situated; thereupon lessee shall be relieved from all obligations, expressed or

implied, of this agreement as to acreage so surrendered, and thereafter the shut-in royalty payable hereunder shall be reduced in the proportion that the acreage covered hereby is reduced by said
release or releases.

Articles 12, 13 and 14 of this Oil and Gas Lease are attached as Exhibit “A”.

Executed the day and year first above written.

Brett Guitar Witherspoon
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' Exhibit “A”

Attached to and made a part of that certain Oil and Gas Lease dated May 11, 2004, by and between Brett Guitar
Witherspoon, dealing in his sole and separate property, as Lessor, and Yates Petroleum Corporation, Yates Drilling
Company, Abo Petroleum Corporation and Myco Industries, Inc., as lessee, covering lands in Eddy County, New Mexico.

12 Notwithstanding anything else to the contrary herein, payment of shut-in gas well royalties will not be permitted to
maintain this Lease in force for a period greater than two consecutive years beyond the primary term, at which time this
Lease shall automatically terminate.

13. Notwithstanding any other provisions hereof, at the end of the primary term, all acreage not included in a proration
unit as designated by the New Mexico Oil Conservation Division and all depths 100 feet below the deepest producing
horizon shall be automatically eliminated from this Lease and revert to LESSOR, unless LESSEE is drilling a well on the
leased premises or on lands pooled therewith, in which event the Lease will be held in its entirety as long as not more than
one hundred twenty (120) days elapse between the completion of one well and the commencement of another. Completion
shall be defined as (1) the date on which a dry hole is plugged or (2) the date certified to the New Mexico Qil Conservation
Division as the date a well has been completed as a producing well, whichever be appropriate. “Commencement” shall be
defined as the date drilling operations are commenced on the leased premises or on lands pooled therewith.

14. As an addition to the terms hereof, it is expressly agreed that all royalty to be paid hereunder shall be delivered to
LESSOR free of all costs of transportation, compression, processing, treatment, purification, dehydration, separation,
stabilization, manufacturing, measuring or marketing the oil, gas or hydrocarbons covered by this lease.



Producers 88 Rev. (3 Year Lease) 5-96 (THREE YEAR PAID UP LEASE) Form 345

YPC Revised Form - OIL AND GAS LEASE o Hall-Poorbaugh Press, Inc.
, \ Roswell, New Mexico
THIS AGREEMENT made this 16th day of February , 2004, but Effective September 21, 2004, between James M. Alexander, dealing in bis sole and

separate property, as Lessor (whether one or more), and YATES PETROLEUM CORPORATION-70%; YATES DRILLING COMPANY-10%, ABO PETROLEUM CORPORATION-
10% AND MYCO INDUSTRIES, INC.-10%, as Lessee, WITNESSETH:

1. Lessors in consideration of Ten and No/100: Dollars (3, 10.00

) in hand paid, of the royalties herein provided and of the agreements of Lessee herein contained, hereby grants, leases and lets exclusively unto Lessee for the purpose of investigating,
exploring, prospecting, drilling and mining for and producing oil and gas, laying pipe lines, building roads, tanks, power stations, telephone lines and other structures thereon and on, over and
across lands owned or claimed by Lessor adjacent and contiguous thereto, to produce, save, take care of, treat, transport, and own said products, and housing its employees, the following described /
land in Eddy County, New Mexico to-wit: /

Township 25 South, Range 26 E MPM
Section 17: NW/4NE/4, E2E/2

2. Without reference to the commencement, prosecution or cessation at any time of drilling or other development operations and/or to the discovery, development or cessation at any time of
production of oil or gas and without further payments than the royalties herein provided, and notwithstanding anything else herein contained to the contrary, this lease shall be for a term of three
years from this date (called "primary term") and as long thereafter as oil or gas is produced from said land or land with which said land is pooled hereunder.

{ the wells may be connectedT essee-smay ffom time to time purchase any royalty its possession, paying the market price therefore prevailing-fos- ETd where produced on the date of
purchase; (b) on gas, including casing head gas or otfer-gasee bstance, produced from said land, and sold, or used off the premises-or Yot the extraction of gasoline or other product there from,
the market value at the well of 1/4 of the gas so sold or used, provided ThTomge 2 6 103 sialTbe _1/4 of the amount realized from such sale; while there is a gas well on
this lease or on acreage pooled therewith but gas is not being sold or used, Lessco max-pay OF lCICr-as-sayaliy, on or before ninety (90) days after the date on which said well is shut in and
thereafter at annual intervals the sum of $1.00 per acre, and | h-peryT@TI 18 made or tendered, this lease shall not are-amd=saillbe considered that gas is being produced from this lease in
paying quantities. Payment or tender_of said-sirat=1f gas royalty may be made by check or draft of Lessee mailed or delivered to the parties entitled Meretcenarhgfore the date said payment is due.
Lessee shall haue-free-us® ST o1l, gas, coal and water from said land, except water from Lessor's wells, for all operations hereunder, and the royalty on oil and gas shall be cOmMmputed-aficr deducting

Ty so-usee

4. Lessee, at its option, is hereby given the right and power to pool or combine the acreage covered by this lease, or any portion thereof as to oil and gas, or either of them, with other land,
lease or leases in the immediate vicinity thereof to the extent, hereinafter stipulated, when in Lessee’s judgment it is necessary or advisable to do so in order properly to explore, or to develop and
operate said leased premises in compliance with the spacing rules of the New Mexico Oil Conservation Commission, or other lawful authority or when to do so would, in the judgment of Lessee,
promote the conservation of oil and gas in and under and that may be produced from said premises. Units pooled for oil hereunder shall not substantially exceed 40 acres each in area, and units
pooled for gas hereunder shall not substantially exceed in area 640 acres each plus a tolerance of 10% thereof, provided that should governmental authority having jurisdiction prescribe or permit
the creation of units larger than those specified, units thereafter created may conform substantially in size with those prescribed by govemmental regulations. Lessee under the provisions hereof
may pool or combine acreage covered by this lease, or any portion thereof as above provided as to oil in any one or more strata and as to gas in any one or more strata, The units formed by pooling
as to any stratum or strata need not conform in size or area with the unit or units into which the lease is pooled or combined as to any other stratum or strata, and oil units need not conform as to
area with gas units. The pooling in one or more instances shali not exhaust the rights of the Lessee hereunder to pool this lease or portions thereof into other units, Lessee shall file for record in the
appropriate records of the county in which the leased premises are situated an instrument describing and designating the pooled acreage as a pooled unit. Lessee may at its election exercise its
pooling option after commencing operations for or completing an oil or gas well on the leased premises, and the pooled unit may include, but it is not required to include, land or leases upon which
a well capable of producing oil or gas in paying quantities has theretofore been completed or upon which operations for the drilling of a well for oil or gas have theretofore been commenced.
Operations for drilling on or production of oil or gas from any part of the pooled unit which includes all or a portion of the land covered by this lease regardless of whether such operations for
drilling were commenced or such production was secured before or after the execution of this instrument or the instrument designating the pooled unit, shall be considered as operations for drilling
on or production of oil and gas from land covered by this lease whether or not the well or wells be located on the premises covered by this lease, and the entire acreage constituting such umit or
units, as to oil and gas, or either of them, as herein provided, shall be treated for ail purposes, except the payment of royalties on production from the pooled unit, as if the same were included in
this lease. For the purpose of computing the royaltics to which owners of royalties and payments out of production and each of them, shall be entitled on production of oil and gas, or either of
themn, from the pooled unit, there shall be allocated to the land covered by this lease and included in said unit a pro rata portion of the oil and gas, or either of them, produced from the pooled unit
after deducting that used for operations on the pooled units. Such allocation shall be on acreage basis-that is to say, there shall be allocated to the acreage covered by this lease and included in the
pooled unit that pro rata portion of the oil and gas, or either of them, produced from the pooled unit which the number of surface acres covered by this lease and included in the pooled unit bears to
the total number of surface acres included in the pooled unit. Royalties hereunder shall be computed on the portion of such production, whether it be oil and gas, or either of them, so allocated to
the land covered by this lease and included in the unit just as though such production were from such land. The production from an oil well will be considered production from the lease or oil
pooled unit from which it is producing and not as production from a gas pooled unit; and production from a gas well will be considered as production from the lease or gas pooled unit from which
it is producing and not from an oil pooled unit. In addition to the foregoing, Lessee at its option is hereby given the right and power from time to time to commit said land or any part or formation
or mineral substance covered hereby to any cooperative or unit agreement or plan of development and operation, and to any modifications thereof, which have been approved by the New Mexico
Qil Conservation Commission or other lawful governmental authority, In such event, the royalty payable to Lessor hereunder shall be computed and paid on the basis of the oil or gas allocated to
such land under the terms of any such agreement or plan of operation, which basis shall be the same by which the royalty due the United States or the State of New Mexico is computed and paid.
This lease shall not expire during the life of such agreement or plan and shall be subject to the terms thereof and said agreement or plan of operation shall be filed with the New Mexico Qil
Conservation Commission, or other lawful authority, and Lessec shall record in the county in which the leased premises are situated, an instrument describing such agreement or plan of operation
and reflecting the commitment thereto, and the same may be recorded either before or after the completion of wells.

5. If at the expiration of the primary term oil or gas is not being produced on said land, or from land pooled therewith, but Lessee is then engaged in drilling or reworking operations thereon,
or shall have completed a dry hole thereon within 60 days prior to the end of the primary terms, the lcase shall remain in force so long as operations on said well or for drilling or reworking of any
additional well are prosecuted with no cessation of more than 60 consecutive days, and if they result in the production of oil or gas so long thereafter as oil or gas is produced from said land, or
from land pooled therewith. If, after the expiration of the primary term of this lease and after oil or gas is produced from said land, or from land pooled therewith, the production thereof should
cease from any cause, this lease shall not terminate if Lessee commences operations for drilling or reworking within 60 days after the cessation of such production, but shall remain in force and
effect so long as such operations are prosecuted with no cessation of more than 60 consecutive days, and if they result in the production of oil and gas, so long thereafter as oil or gas is produced
from said land, or from land pooled therewith. Any pooled unit designated by Lessee in accordance with the terms hereof, may be dissolved by Lessee by instrument filed for record in the
appropriate records of the county in which the leased premises are situated at any time after the completion of a dry hole or the cessation of production on said unit. In the event a well or wells
producing oil or gas in paying quantities should be brought in on adjacent land and within 660 feet of and draining the Icase premises, or land pooled therewith. Lessce agrees to drill such offset
well or wells as a reasonably prudent operator would drill under the same or similar circumstances. Lessee may at any time execute and deliver to Lessor or place of record a release or releases
covering any portion or portions of the above described premises and thereby surrender this lease as to such portion or portions and be relieved or all obligations as to the acreage surrendered.

6. Lessee shall have the right at any time during or after the expiration of this icase to remove all property and fixtures placed by Lessee on said land, including the right to draw and remove
all casing. When required by Lessor, Lessee will bury all pipelines below ordinary plow depth, and no well shall be drilled within two hundred feet of any residence or bam now on said land
without Lessor's consent.

7. The rights of either party hereunder may be assigned in whole or in part, and the provisions hereof shalt extend to their heirs, successors and assigns but no change or division in ownership
of the iand or royalties, however accomplished, shall operate to enlarge the obligations or diminish the rights of Lessee; and no change or division in such ownership shall be binding on Lessee
until thirty (30) days after Lessee shall have been fumished by registered U.S. mail at Lessee's principal place of business with a certified copy of recorded instrument or instruments evidencing
same. In the event of assignment hereof in whole or in part liability for breach of any obligation hereunder shall rest exclusively upon the owner of this lease or of a portion thereof who commits
such breach. If six or more parties become entitled to royalty hereunder, Lessee may withhold payment thereof unless and until fumnished with a recordable instrument executed by all such parties
designating an agent to receive payment for all. '

8. The breach by Lessee of any obligation arising hereunder shall not work a forfeiture or termination of this lease nor cause a termination or revision of the estate created hereby nor be
grounds for cancellation hereof in whole or in pait. In the event Lcssor considers that operations are not at any time being conducted in compliance with this lease, Lessor shall notify Lessee in
writing of the facts relied upon as constituting a breach hereof, and Lessee, if in default, shall have sixty days after receipt of such notice in which to commence the compliance with the obligations
imposed by virtue of this instrument. After the discovery of oil or gas in paying quantities on said premises, Lessee shall develop the acreage retained hereunder as a reasonably prudent operator
but in discharging this obligation it shall in no event by required to drill more than one well per forty (40) acres of the area retained hereunder and capable of producing oil in paying quantities and
one well per 640 acres plus an acreage tolerance not to exceed 10% of 640 acres of the area retained hereunder and capable of producing gas in paying quantities.

9. Lessor hereby-uassenie-and-agiadsmio-delond-the-tithesroprid-tmvdrand agrees that Lessee at its option may discharge any tax, mortgage or other lien upon said land either in whole or in part,

and in event Lessee does so, it shall be subrogated to such lien with the right to enforce same and apply royalties accruing hereunder toward satisfying same Without impairment of Lessee’s right

{ under the warranty in event of failure of title, it is agreed that if Lessor owns an interest in the oil or gas on, in or under said land less than the entire fee simple estate, then the royalties to be paid

- Lessor shall be reduced proportionately. Should any one or more of the parties named as Lessors fail to execute this lease, it shall nevertheless be binding upon the party or parties executing the
same.

10. Should Lessee be prevented from complying with any express or implied covenant of this lease, from conducting drilling or reworking operations thercon or from producing oil or gas
there from by reason of scarcity of or inability to obtain or to use equipment or material, or by operation of force majeure, any Federal or state law or any order, rule or regulation of govermnmental
authority, then while so prevented, Lessee's obligation to comply with such covenant shall be suspended, and Lessee shall not be liable in damages for failure to comply therewith; and this lease
shall be extended while and so long as Lessee is prevented by any such cause from conducting drilling or reworking operations on or from producing oil or gas from the leased premises; and the
tinye while Lessee is so prevented shall not be counted against Lessee, anghin in this lease to the contrary notwithstanding.

27‘ Articles 11 through 12 of _thi if and Gas Lease are included in Exhibit A.

IN wx_\csﬁWVmeF, this ing

James M. Mntyf 77

date first above written.
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EXHIBIT A
Exhibit A to that certain Oil and Gas Lease covering T25S R26E, Sec 17, NW4NE4, E2E2, Eddy County,
New Mexico.

11. Subject to the right of election reserved to Lessor to take its share of production in kind, the royalties
to be paid by Lessee are twenty-five percent (25%) of eight-eighths (8/8ths) of: (a) the greater of the
market value at the well or the amount realized from the sale of oil and liquid petroleum products
recovered at the well and (b) the market value of gas produced from the Leased Premises determined as
follows: (i) at the well for gas sold at the well, (i) at the point of sale for gas sold or used off the Leased
Premises or (jii) on gas delivered to a processing plant, the market value at the tailgate of the plant to which
the gas is delivered, plus the market value of the products recovered when such gas is processed; provided
that on oil, gas and related hydrocarbons, the royalty shall never be less than twenty-five percent (25%) of
the gross amount realized by Lessee from such sale. Royalty is to be paid on all payments received by Lessee
under or as a result of a gas purchase contract, including, but not limited to reservation charges and, subject
to credit to Lessee when gas for which payment has been made earlier is eventually produced, take-or-pay
or contract settlement proceeds and amounts paid for gas not taken. Lessee shall have free use of oil and gas
from said land for operations on the Leased Premises, and the royalty on oil and gas shall be computed after
deducting any production so used. The royalties payable under this Lease shall be free and clear of costs or
deductions for exploration, drilling, development, and production, including but not limited to, costs of
marketing, dehydration, storage, compression, separation by mechanical means and stabilization of the
hydrocarbons.

If there is a gas well on the Leased Premises or on land pooled therewith capable of producing in
paying quantities, but from which gas is not being sold, and in the absence of oil or other production from
the Leased Premises or on land pooled therewith sufficient to maintain this Lease in full force and effect,
this Lease shall be extended for a period of ninety (90) days from the date such well is or was shut-in,
whereupon this Lease shall terminate unless Lessee shall pay to Lessor as royalty, a sum equal to Five
Dollars ($5.00) per net acre covered by this Lease which payment shall be made to Lessor at P.O. Box 58,
Abilene, Texas 79604, on or before the ninetieth (90*) day from and after the date on which such well is or
was shut-in, and annually thereafter a similar payment may be made on or before the anniversary date on
which such well was shut-in. If such payment, or payments, are timely made, it shall be considered that gas
is being produced in paying quantities from the Leased Premises under all the terms and provisions of this
Lease (but only for so long as the well continues to be capable of producing in paying quantities); however,
this Lease may not be maintained by shut-in payments more than two (2) (cumulative) years after the end of
the primary term. Lessee shall be obligated to use diligence to market gas capable of being produced in
paying quantities from a shut-in well.

12. Notwithstanding any other provisions hereof at the end of the primary term, all acreage not included
in a proration unit as designated by the New Mexico Oil Conservation Division and all depths 100 feet
below the deepest producing horizon shall be automatically eliminated from this Lease and revert to Lessor,
unless Lessee is drilling a well on the leased premises or on lands pooled therewith, in which event the
Lease will be held in its entirety as long as not more than one hundred twenty (120) days elapse between
the completion of one well and commencement of another. “Completion” shall be defined as (1) the date
on which a dry hole is plugged or (2) the date certified to the New Mexico Oil Conservation Division as the
date a well has been completed as a producing well, whichever be appropriate. “Commencement” shall be
defined as the date drilling operations are commenced on the Leased premises or on lands pooled



Tom and J.B.:
Chuck asked me to send this lease to each of you. Please review the first paragraph of ltem 11

under Exhibit A to see if we can live with this clause. Tom, please give your opinion and send to
J.B. in marketing. J.B., please give your opinion and return Tuesday if possible, to Susan Vierra

in the Land Dept. Thank you, Shirley

Ty Vrowchete o
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Susan,

The revenue distribufion system can accommedate the-language in the-first
paragraphof itenr11. I am confused as to whether gas royalties are based
on gross proceeds or not. The last sentence in the first paragraph of item 11
does not exclude transportation or processing deductions. Also paragraph 4
allows the same deductions as royalties due the United States. However
item 11 also states “...royalty shall never be less than twenty-five percent of
the gross amount realized by Lessee...”. Please interpret for me...thanks,
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S. P. YATES
CHAIRMAN OF THE BOARD
IN ¥ TES= m JOHN A. YATES™ 7=~
MARTIN YA 3 '

PRESIDENT -
191Z-1985. . o PEVTON VATESST™ "
FRANK W. YATES EXECUTIVE VICE PRESIDENT
1936 - 1986 RANDY G. PATTERSON
SECRETARY
105 SOUTH FOURTH STREET DENNIS G. KINSEY
TREASURER
ARTESIA, NEW MEXICO 88210-2118
TELEPHONE (505) 748-1471
November 5, 2004
Brett Guitar Witherspoon
P O Box 100635

Fort Worth, TX 76185

RE: Oil & Gas Lease
Township 25 So Range 26 East, NMPM
Section 17: NW/4NE/4, E/2E/2
Containing 200.00 acres, more or less
Eddy County, New Mexico

Mr. Witherspoon:

Pursuant to our previous telephone conversation and in reference to letter dated September 23, 2004 from Shirey Pruitt, concerning
the renewal of your minerals in the above captioned acreage, the following items are unacceptable to Yates management.

Yates Petroleum Corporation, etal had accepted lease terms as negotiated containing:
1) Standard Yates Petroleum Corporation lease form: 342P, Paid-up
- Three (3) year term
- Varoyalty
- $100.00 net acre bonus consideration
2) Two year shut-in (two consecutive years)
3) Pugh clause, at the end of the primary term, acreage not included within prorated spacing unit would expire,
And minerals rights below the deepest producing horizon would expire.
4) Royalty shall be delivered free of all costs of transportation, compression, processing,
Treatment, purification, dehydration, separation, stabilization, manufacturing, measuring, or marketing.

Your counter offer was unacceptable because:

1) A one-year shut-in (as proposed by Marilyn Galusha) was unacceptable with Yates Petroleum Corporation management.

2) A two-year cumulative shut-in was unacceptable.

3) Language concerning Royalty payments was unacceptable (please refer to letter dated September 23, 2004).
Land Technician, Shirley Pruitt has tried for several months to negotiate and resolve the lease requirements of the Guitar family
members in a manner that would also be acceptable with the management of Yates Petroleum Corporation. In your case, lease
negotiations began on March 9, 2004 and as of November 2004 a compromise has not been reached.

Should you wish to further pursue the renewal of your lease or if you should have any questions, I can be reached at 505-748-4400.

Very truly yours,
YATES PETROLEUM G0RPORATION
Susan Vierra

Associate Landman

[sv
Enclosure(s)




S. P. YATES
T CHAIRMAN OF THE BOARD

J PETROLELIM ™

MARTIN YATES, lii
‘1912 - 1988

FRANK W. YATES EDRFDR HT l uN PEYTON YATES
1936 - 1986 .. 1 _ AN __LALR NE EXECUTIVE VICE PRESIDENT

" RANDY G. PATTERSON
SECRETARY

105 SOUTH FOURTH STREE‘I" DENNIS G. KINSEY
TR UHER
ARTESIA, NEW MEXICO 88210-21 18 -
TELEPHONE (505) 748-1471

September 23, 2004

Brett Guitar Witherspoon
P. O. Box 100635
Fort Worth, TX 76185

Re: Qil& Gas Lease

Township 25 South, Range 26 East, NMPM
Section 17: NW/4ANE/4, E/2E/2

Containing 200 acres, more or less

Eddy County, New Mexico

Mr. Witherspoon:

Pursuant to our telephone conversation of September 3, 2004, Yates Petroleum Corporation
would like to work with you to compile a lease form acceptable to the Guitar family members and
our corporation.

Our objection to the counter-offer of Marilyn Galusha is the one-year shut-in. The current lease
form provides for a two-year shut-in and amending to one-year is not reasonable. This is a
wildcat area and there is no existing infrastructure. If we decide to drill, it could easily take over
one year just to get pipeline in to the area.

Concerning James Alexander’s counter-offer, we have reviewed amended Paragraph 11 to
Exhibit A and discussed it with the other two departments affected, accounting and marketing.
The first paragraph in Paragraph 11 appears to be ambiguous and contradictory to other
paragraphs in the lease. Paragraph 4 allows the same deductions as royalties due the United
States. However, item 11 also states “royalty shall never be less than twenty-five percent of the
gross amount realized by Lessee....” The language is confusing and needs clarification. For
your information, the Yates believe in paying royalty owners on the same basis as they get paid.
As to the second paragraph of Paragraph 11, we will agree to $5.00 per net acre shut-in.
However, we will require amending “this Lease may not be maintained by shut-in payments more
than two (2) (cumulative) years” to _consecutive years. Please consider striking the last
sentence of Item 11. In Item 12, we request amending from “below the deepest producing
horizon” to “below the deepest depth drilled”. We believe it is fair to let us keep all the formations
we drill and then determine the most viable order to produce the well.

May we hear from you soon concerning this matter? If you have questions, please call me
at (505) 748-4356.

Very truly yours,
YATES PETROLEUM CORPORATION

Pt

Shirley Pruitt
Land Technicia

Is
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<//X///) PBETROLELIM
<4/ CORPORATION

105 South Fourth Street
Artesia, NM 88210

November 10, 2004

Working Interest Owners CERTIFIED MAIL
Addressee List Attached RETURN RECEIPT REQUESTED

RE: Guitar BFL. Com #1 well

Township 25 South, Range 26 East, NMPM
Section 17: 990" FNL & 1980'FEL

Eddy County, New Mexico
Ladies and Gentlemen:

Yates Petroleum Corporation, as operator, proposes to drill the captioned well pursuant to the
prognosis on the Authority for Expenditure (AFE) and invites you to participate.

Enclosed, please find two (2) copies of an AFE and one (1) copy of the Joint Operating
Agreement (JOA)} with one (1) additional signature page, covering the N/2 of Section 17.

If the AFE and JOA meet with your approval, please sign and return one (1) executed copy of
the AFE and the executed and notarized signature page of the JOA to our office.

This well is on an accelerated scheduling and we request your immediate attention.
Should you have any questions, please do not hesitate contacting me at 505-748-4400.
Thank you.

Very truly yo.urs,

YATES PETROLEUM CORPORATION

83\35@(\\/)(,%—

Susan Vierra
Associate Landman

SV/am
Enclosure(s)



Yates Petroleum Corporation, et al
Attn: Susan Vierra

105 South Fourth Street

Artesia, NM 88210

James M. & Jemi Alexander (&7
P.O. Box 58
Abilene, TX 79604

Janis Lee Polk Harbour
4400 Arcady
Dallas, TX 75202

Whitten Guitar Witherspoon
3833 Arroyo Road
Fort Worth, TX 76109

Marilyn Guitar Galusha @Cj
P.O.Box 1438
Abilene, TX 79604

Kelly Woods Leach
312 Greatview Circle
Birmingham, AL 35226-2320

GUITAR BFL COM #1
ADDRESSEE LIST

Murchison Oil & Gas, Inc. @&
1100 Mira Vista Blvd.
Plano, TX 75093-4698

Martha Jane Alexander Rhodes

P.O.Box 58
Abilene, TX 79604

Pressiey Hudson Guitar @0
P.O. box 5383
Abilene, TX 79608-5383

Jeri Alexander Lott ¢
9102 Vicksburg Ave., #17
Lubbock, TX 79356

John Guitar Witherspoon, Jr.
7404 Lemonwood Drive
Fort Worth, TX 76133-7012

Anita Grissom Guitarze,
P.O.box 744
Abilene, TX 79605

James Kelly Polk &L
12 Augusta
Abilene, TX 79604

Brett Guitar Wi’fherspooné(f
P.O. Box 100635
Fort Worth, TX 76185

Ruth Ann Polk Caudle
5616 Preston Fairway
Dallas, TX 75252

Wende Witherspoon Morgan
1720 Southwicke
Flower Mound, TX 75022



AFE NO. | 04-5420
AUTHORITY FOR EXPENDITURE AFE DATE 10/29/04
NEW DRILLING, RECOMPLETION & RE-ENTRY AFEND (rev 6/96)
AFE Type: Well Objective:  Well Type: AFE STATUS: 10-3d9-0
105 SOUTH FOURTH STREET X ]New Driliing X]oil X |Development Original
ARTESIA, NEW MEXICO88210 Recompletion X|Gas Exploratory Revised
TELEPHONE (505) T48-1471 Re-entry Injector Final
Supplemental
LEASE NAME Guitar BFL Com. #1 PROJ'D DEPTH 12,000'
COUNTY Eddy STATE New Mexico
FIELD HORIZON Morrow
LOCATION Section 17 T255-R26E, 990" N & 1980° E
DIVISION CODE 100 DIVISION NAME Oil & Gas Division
DISTRICT CODE DISTRICT NAME
BRANCH CODE BRANCH NAME
PROGNOSIS: [New well drilled to 12,000’ to test all formations
INTANGIBLE DRILLING COSTS: DRY HOLE COMP'D WELL
920-100 Staking, Permit & Legal Fees s 3,000 3,000
920-110 Location, Right-0f- WV aY e ———— 35,000 35,000
920-120 DrilliNg, FOO GO e ——— _
920-130 Drilling, Daywork & fuel 50 days @ $11,300/day + 345K formob 647,000 647,000
920-140 Drilling Water, Fasline Rental e, 35,000 35,000
920-150 Drilling Mud & AdAItiVeS e, 45,000 45,000
920-160 Mud Logging Unit, Sample Bags e, 30,000 30,000
920-170 Cementing - Surface Casing .. &deepintermediate 75,000 75,000
920-180 Drill Stem Testing, OHT _
920-190 Electric Logs & Tape Copies e 60,000 60,000
920-200 Tools & Equip. Rntl.,, Trkg. & Welding e, 125,000 125,000
920-205 Control of Well-insurance e 5,000 5,000
920-210 Supervision & Overhead 50,000 50,000
920-230 Coring, Tools & Service
920-240 Bits, Tool & Supplies Purchase e, 80,000 80,000
920-350 Cementing - Production Casing e, 40,000
920-410 Completion Unit - Swabbing e, 30,000
920-420 Water for Completion e 5,000
920-430 Mud & Additives for Completion e, 1,000
920-440 Cementing - Completion
920-450 Elec. Logs, Testing, Etc. - Completon 20,006
920-460 Tools & Equip. Rental, Etc. - Completon 50,000
920-470 Stimulation for Completion e, 100,000'
920480 Supervision & O/H - Completon i, 1,500:
920-490 Additional LOC Charges - Completon . 10,000
920-510 Bits, Tools & Supplies - Completon 1,500
920-500 Contingency for Completion e, |
TOTAL INTANGIBLE DRILLING COSTS e, | 1,190,000]| 1,449,000
TANGIBLE EQUIPMENT COSTS:
930-010 Christmas Tree & Wellhead e, 5,000 30,000
930-020 Casing 8 38 @ 00 11,000 11,000
________ 958" @1,800° 27,000 27,000
________ T @8,600" 108,000 108,000
........ 4/2% 42,0007 " 85,500
930-030 Tubing 238 @11,800" e 49,000
930-040 Packer & Special Equipment
940-010 Pumping EQUIPmEnt
940-020 Storage FaClites e 15,000
940-030 Separation Equip., Flowlines, Misc. . 75,000
940-640 Trucking & Construction Costs e, 15,000
TOTAL TANGIBLE EQUIPMENTCOSTS | 151,000] 415,500
TOTAL COSTS | 1,341,000] 1,864,500

APPROVAL OF THIS AFE CONSTITUTES APPROVAL OF OPERATOR'S OPTION TO CHARGE THE JOINT ACCOUNT WITH
TUBULAR GOODS FROM THE OPERATOR'S WAREHOUSE STOCK AT THE RATES STATED ABOVE.

Prepared By Operations
SV Jeremiah Mullen Approval
[ 20.551875%
] 10.793125Z
| 10.7931252Z
1 12



GUITAR BFL COM #1 AFE # 04-542-0
T25S-R26E- SECTION 17 DATE: 11/8/04
990' FNL & 1980' FEL Page 2
EDDY COUNTY, NEW MEXICO
SHARE
MURCHISON OIL & GAS, INC 37.500000%|
EARL B. GUITAR, SR. & ANITA GRISSOM GUITAR, REVOCABLE LIVING TRUST, 2.343750%
ANITA GRISSOM GUITAR, SOLE TRUSTEE
0.781250%|
0.781250%|
JERI ALEXANDER LOTT 0.781250%|
JAMES KELLY POLK 0.781250%|
RUTH ANN POLK CAUDLE 0.781250%|
JANIS LEE POLK HARBOUR 0.781250%|
MARILYN GUITAR GALUSHA TRUST, MARILYN GUITAR GALUSHA, TRUSTEE 0.584375%|
PRESSLEY HUDSON GUITAR 0.584375%|
JOHN GUITAR WITHERSPOON, JR 0.293750%|
BRETT GUITAR WITHERSPOON 0.293750%|
0.293750%|
0.293750%|

0.193750%|

TOTAL

100.000000%
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R St S. P. YATES
3 T E 5 . o CHAIRMAN OF THE BOARD
JPETROLEUM. " exesont

|

MARTIN YATES, il
1912 - 1985
; ) PEYTON YATES
FRA:“Q';SVY’;Q;‘TES Nk ‘ n N EXECUTIVE VICE PRESIDENT
““““““““““ RANDY G. PATTERSON
SECRETARY
105 SOUTH FOURTH STREET DENNIS G. KINSEY
TREASURER
ARTESIA, NEW MEXICO 882102118
TELEPHONE (S05) 748-1471
November 24, 2004
Brett Guitar Witherspoon

P O Box 100635
Fort Worth, TX 76185

RE: Oil & Gas Lease

Township 25 South, Range 26 East, NMPM
Section 17: NW/4NE/4, E/2E/2

Containing 200.00 acres, more or less
Eddy County, New Mexico

Mr. Witherspoon:

Enclosed please find a copy of the letter sent to you on November 5, 2004. I apologize that you have never received
this correspondence. Also enclosed you will find a letter dated September 23, 2004 from Shirley Pruitt, which
explains in detail the reasons Yates Petroleum Corporation could not accept your counter lease terms.

At this point in time all previous offers have expired and further negotiations are off the table. Enclosed is our
standard lease form. This lease, should you choose to lease your mineral interest, rather than participate in the
drilling of the Guitar BFL. Com #1, is non-negotiable.

We are asking that you either return this executed lease, as is, or return the executed AFE and Operating Agreement
signature pages to participate in the drilling of the Guitar BFL. Com #1, in order to avoid a force-pooling situation.

Thank you for your consideration.

Should you have any questions, I can be reached at 505-748-4400.

Very truly yours,
YATES PETROLEUM CORPORATION

Susan Vierra
Associate Landman

/sv
Enclosure(s)




Producers 88 Rev. (3 Year Lease) 5-96 (THREE YEAR PAID UP LEASE) ‘ Form 345

YPC Revised Form "OIL AND GAS LEASE ' Hall-Poorbaugh Press, Inc.
Roswell, New Mexico
THIS AGREEMENT made this 24th day of Mﬂ 2004,‘and Effective November 24, 2004, between Brett Guitar Witherspoon, dealing in his sole and

sepearate property, as Lessor (whether one or more), and YATES PETROLEUM CORPORATION-70%; YATES DRILLING COMPANY-10%, ABO PETROLEUM CORPORATION-
10% AND SHARBRO OIL LIMITED COMPANY .-10%, as Lessee, WITNESSETH:

1. Lessors in consideration of Ten and No/100 -Dollars (3__10,00 ) in
hand paid, of the royalties herein provided and of the agreements of Lessee herein contained, hereby grants, leases and lets exclusively unto Lessee for the purpose of investigating, exploring,
prospecting, drilling and mining for and producing oil and gas, laying pipe lines, building roads, tanks, power stations, telephone lines and other structures thereon and on, over and across lands owned
or claimed by Lessor adjacent and contiguous thereto, to produce, save, take care of, treat, transport, and own said products, and housing its employees, the following described land in
Eddy County, New Mexico to-wit:

T ip 25 t! ) 4
Section 17: NW/4ANE/4, E/2E/2
Containing 200.00 acres, more or less

2. Without reference to the commencement, prosecution or cessation at any time of drilling or other development operations and/or to the discovery, development or cessation at any time of
production of oil or gas and without further payments than the royalties herein provided, and notwithstanding anything else herein contained to the contrary, this lease shall be for a term of three years
from this date (called "primary term”) and as long thereafter as oil or gas is produced from said land or land with which said land is pooled hereunder.

3. The royalties to be paid by Lessee are: (a) on oil, 1/4 of that produced and saved from said land, the same to be delivered at the wells or to the credit of Lessor into the pipe line to which the
wells may be connected; Lessee may from time to time purchase any royalty oil in its possession, paying the market price therefore prevailing for the field where produced on the date of purchase; (b)
on gas, including casing head gas or other gaseous substance, produced from said land, and sold, or used off the premises or for the extraction of gasoline or other product there from, the market value
at the well of 1/4  of the gas so sold or used, provided that on gas sold at the wells the royalty shall be _1/4  of the amount realized from such sale; while there is a gas well on this lease or on
acreage pooled therewith but gas is not being sold or used, Lessee may pay or tender as royalty, on or before ninety (90) days after the date on which said well is shut in and thereafter at annual
intervals the sum of $1.00 per acre, and if such payment is made or tendered, this lease shall not terminate and it will be considered that gas is being produced from this lease in paying quantities.
Payment or tender of said shut-in gas royalty may be made by check or draft of Lessee mailed or delivered to the partics entitled th on or before the date said payment is due. Lessee shall have
free use of oil, gas, coal and water from said land, except water from Lessor's wells, for all operations hereunder, anddmroyaltyonoilandgasshallbe computed after deducting any so used. :

4. Lessee, at its option, is hereby given the right and power to pool or combine the acreage covered by this lease, or any portion thereof as to oil and gas, or either of them, with other land, lease
or leases in the immediate vicinity thereof to the extent, hereinafter stipulated, when in Lessee's judgment it is necessary or advisable to do so in order properly to explore, or to develop and operate
said leased premises in compliance with the spacing rules of the New Mexico Oil Conservation Commission, or other lawful authority or when to do so would, in the judgment of Lessee, promote the
conservation of oil and gas in and under and that may be produced from said premises. Units pooled for oil hereunder shall not substantially exceed 40 acres each in area, and units pooled for gas
hereunder shall not substantially exceed in area 640 acres each plus a tolerance of 10% thereof, provided that should governmental authority having jurisdiction prescribe or permit the creation of units
larger than those specified, units thereafter created may conform substantially in size with those prescribed by governmental regulations. Lessee under the provisions hereof may pool or combine
acreage covered by this lease, or any portion thereof as above provided as to oil in any one or more strata and as to gas in any one or more sfrata. The units formed by pooling as to any stratum or
strata need not conform in size or area with the unit or units into which the lease is pooled or combined as to any other stratum or strata, and oil units need not conform as to area with gas units. The
pooling in one or more instances shall not exhaust the rights of the Lessee hereunder to pool this lease or portions thereof into other units. Lessee shall file for record in the appropriate records of the
county in which the leased premises are situated an instrument describing and designating the pooled acreage as a pooled unit. Lessee may at its election exercise its pooling option after commencing
operations for or completing an oil or gas well on the leased premises, aud the pooled unit may include, but it is not required to include, land or leases upon which a well capable of producing oil or gas
in paying quantities has theretofore been completed or upon which operations for the drilling of a well for oil or gas have theretofore been commenced. Operations for drilling on or production of oil or
gas from any part of the pooled unit which includes all or a portion of the land covered by this lease regardless of whether such operations for drilling were commenced or such production was secured
before or after the execution of this instrument or the instrument designating the pooled unit, shall be considered as operations for drilling on or producticn of oil and gas from land covered by this lease
whether or not the well or wells be located on the premises covered by this lease, and the entire acreage constituting such unit or units, as to oil and gas, or either of them, as herein provided, shall be
treated for all purposes, except the payment of royalties on production from the pooled unit, as if the same were included in this lease. For the purpose of computing the royalties to which owners of
royalties and payments out of production and each of them, shall be entitled on production of oil and gas, or either of them, from the pooled unit, there shall be allocated to the land covered by this
lease and included in said unit a pro rata portion of the oil and gas, or either of them, produced from the pooled unit after deducting that used for operaticns on the pooled units. Such allocation shall be
on acreage basis-that is to say, there shall be allocated to the acreage covered by this lease and included in the pooled unit that pro rata portion of the oil and gas, or either of them, produced from the
pooled unit which the number of surface acres covered by this lease and included in the pooled unit bears to the total number of surface acres included in the pooled unit. Royalties hereunder shall be
computed on the portion of such production, whether it be oil and gas, or either of them, so allocated to the land covered by this lease and included in the unit just as though such production were from
such land. The production from an oil well will be considered production from the lease or oil pooled unit from which it is producing and not as production from a gas pooled unit; and production from
a gas well will be considered as production from the lease or gas pooled unit from which it is producing and not from an oil pooled unit. In addition to the foregoing, Lessee at its option is hereby given
the right and power from time to time to commit said land or any part or formation or mineral substance covered hereby to any cooperative or unit agreement or plan of development and operation, and
to any modifications thereof, which have been approved by the New Mexico Oil Conservation Commission or other lawful governmental authority. In such event, the royaity payable to Lessor
hereunder shall be computed and paid on the basis of the oil or gas allocated to such land under the terms of any such agreement or plan of operation, which basis shall be the same by which the
royalty duc the United States or the State of New Mexico is computed and paid. This lease shall not expire during the life of such agreement or plan and shall be subject to the terms thereof and said
agreernent or plan of operation shall be filed with the New Mexico Qil Conservation Commission, or other lawful authority, and Lessee shall record in the county in which the leased premises are
situated, an instrament describing such agr or plan of operation and reflecting the commitment thereto, and the same may be recorded either before or after the completion of wells.

5. If at the expiration of the primary term oil or gas is not being produced on said land, or from land pooled therewith, but Lessee is then engaged in drilling or reworking operations thereon, or
shall have completed a dry hole thereon within 60 days prior to the end of the primary terms, the lease shall remain in force so long as operations on said well or for drilling or reworking of any
additional well are prosecuted with no cessation of more than 60 consecutive days, and if they result in the production of oil or gas so long thereafier as oil or gas is produced from said land, or from
land pooled therewith. If, after the expiration of the primary term of this lease and after oil or gas is produced from said land, or from land pooled therewith, the production thereof should cease from
any cause, this lease shall not terminate if Lessee commmences operations for drilling or reworking within 60 days after the cessation of such production, but shall rerain in force and effect so long as
such operations are prosecuted with no cessation of more than 60 consecutive days, and if they result in the production of oil and gas, so long thereafter as oil or gas is produced from said land, or from
land pooled therewith. Any pooled unit designated by Lessee in accordance with the terms hereof, may be dissolved by Lessee by instrument filed for record in the appropriate records of the county in
which the leased premises are situated at any time after the completion of a dry hole or the cessation of production o said unit. In the event a well or wells producing oil or gas in paying quantities
should be brought in on adjacent land and within 660 feet of and draining the lease premises, or land pooled therewith. Lessee agrees to drill such offset well or wells as a reasonably prudent operator
would drill under the same or similar circumstances. Lessee may at any time execute and deliver to Lessor or place of record a release or releases covering any portion or portions of the above
described premises and thereby surrender this lease as to such portion or portions and be relieved or all obligations as to the acreage surrendered.

6. Lessee shall have the right at any time during or after the expimioxi of this lease to remove all pmpem; and fixtures placed by Lessee on said land, including the right to draw and remove all
casing. When required by Lessor, Lessee will bury all pipelines below ordinary plow depth, and no well shall be drilled within two hundred feet of any residence or bam now on said land without
Lessor's consent.

7. The rights of either party hereunder may be assigned in whole or in part, and the provisions hereof shall extend to their heirs, successors and assigns but no change or division in ownership of
the land or royalties, however accomplished, shall operate to enlarge the obligations or diminish the rights of Lessee; and no change or division in such ownership shall be binding on Lessee until thirty
(30) days after Lessee shall have been furnished by registered U.S. mail at Lessee's principal place of business with a certified copy of recorded instrument or instruments evidencing same. In the event
of assignment hereof in whole or in part liability for breach of any obligation hereunder shall rest exclusively upon the owner of this lease or of a portion thereof who commits such breach, If six or
more partics become entitled to royalty hereunder, Lessee may withhold payment thereof unless and until famished with a recordable instrument executed by all such parties designating an agent to
receive payment for all.

8. The breach by Lessee of any obligation arising h der shall not work a forfeiture or termination of this lease nor cause a termination or revision of the estate created hereby nor be grounds
for cancellation hereof in whole or in part. In the event Lessor considers that operations are not at any time being conducted in compliance with this lease, Lessor shall notify Lessee in writing of the
facts relied upon as constituting a breach hereof, and Lessee, if in default, shall have sixty days after receipt of such notice in which to commence the compliance with the obligations imposed by virtue
of this instrument. After the discovery of oil or gas in paying quantities on said premises, Lessee shall develop the acreage retained hereunder as a reasonably prudent operator but in discharging this
obligation it shall in no event by required to drill more than one well per forty (40) acres of the area retained hereunder and capabie of producing oil in paying quantities and one well per 640 acres plus
an acreage tolerance not to exceed 10% of 640 acres of the area retained hereunder and capable of producing gas in paying quantities.

9. Lessor hereby warrants and agrees to defend the title to said land and agrees that Lessee at its option may discharge any tax, mortgage or other lien upon said land either in whole or in part, and
in event Lessee does so, it shall be subrogated to such lien with the right to enforce same and apply royalties accruing hereunder toward satisfying same Without impairment of Lessee's right under the
warraaty in event of failure of title, it is agreed that if Lessor owns an interest in the oil or gas on, in or under said land less than the entire fee simple estate, then the royalties to be paid Lessor shall be
reduced proportionately. Should any one or more of the parties named a3 Lessors fail to execute this lease, it shall nevertheless be binding upon the party or parties executing the same.

10. Should Lessee be prevented from complying with any express or implied covenant of this lease, from conducting drilling or reworking operations thereon or from producing oil or gas there
from by reason of scarcity of or inabilityto obmin or to use equipment or material, or by operation of force majeure, any Federal or state law or any order, rule or regulation of governmental authority,
then while so pr d, Lessee's obligation to comply with such covenant shall be suspended, and Lessee shall not be liable in damages for failure to comply therewith; and this lease shall be
extended while and so long as Lessee mpneventedbyany such cause from conducting drilling or reworking operations on or from producing oil or gas from the leased premises; and the time while
Lessee is so prevented shall not be counted against Lessee, anything in this lease to the contrary notwithstanding.

IN WITNESS WHEREOF, this instrument is executed on the date first above written,

Brett Guitar Witherspoon



INDIVIDUAL ACKNOWLEDGMENT <

STATE OF ' )
)ss
COUNTY OF . )
This instrument was acknowledged before me this day of. , 2003,
by Brett Guitar Witherspoon
My commission expires
Notary Public
ACKNOWLEDGMENT
STATE OF )
)ss.
COUNTY OF )
This instrument was acknowledged before me this day of 2003,
by. as
of the
My commission expires
Notary Public
INDIVIDUAL ACKNOWLEDGMENT
STATE OF )
)ss.
COUNTY OF )
This instrument was acknowledged before me this, day of 2003,
By
My commission expires
Notary Public
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Guitar BFL Com #1

Township 25 South, Range 26 East, NMPM

Section 17: N/2
Eddy County, New Mexico

Mineral Owner:

Net Acres in N/2 Spacing Unit
Percent Working Interest in Unit
Previous Lease dated:
Expiration:

Wende Guitar Witherspoon Morgan
1720 Southwicke
Flower Mount, TX 75022

0.9375
0.292969%
11/1/01
10/31/04

|.ease Renewal and Correspondence Timeline

5/7/04

11/1/04

11/10/04

11/17/04

11/30/04

12/6/04

Offer letter sent to renew previous lease:
Terms: 3-year term
$100.00 bonus / acre
1/4 royalty

No response from Ms. Morgan - lease expired.
Sent AFE to participate in the drilling of the Guitar BFL Com #1.
Received certified receipt of sent AFE.

Final offer sent:
Option 1:  Sign AFE to participate in drilling of well
Option 2: Enclosed Yates lease form (no modifications)
3-year term
$100.00 bonus / acre
1/4 royalty

Received certified receipt of final offer letter.

BEFORE THE OIL CONSERVATION DIVISION
Santa Fe, New Mexico
Case No. 13398 Exhibit 3-1
Submitted by:

Yates Petroleurn Corporation
Hearing Date: January 6, 2005



105 South Fourth Street
Artesia, NM 88210
505-748-1471
FAX 505-748-4572

May 11, 2004

Wende Witherspoon Morgan
1720 Southwicke
Flower Mount, TX 75022

Re: Oil & Gas Lease

Township 25 South, Range 26 East, NMPM
Section 17: NW/ANE/4, E/2E/2

Containing 200 acres, more or less

Eddy County, New Mexico

Ms. Morgan:

Pursuant to my telephone conversation on May 7, 2004 with Mr. Brett Guitar Witherspoon, enclosed
please find two (2) copies of Oil and Gas Lease Form 342P. If the enclosed meets with your approval,
please execute the lease before a notary public and return to this office. Upon receipt of the properly
executed and notarized lease, we will issue a direct check to you in the amount of $156.26 as full
bonus payment of $100.00 per acre for the 1.5626 net mineral acres owned by you.

If you have any questions, please call me at (505) 748-4356. Thank you.

Very truly yours,

YATES PETROLEUM CORPORATION

Bt

Shirley Pruitt
Land Technician

Isp
Enclosure(s)



Producer's,88-Producer's Revised 1994 New Me¢.___. Form 342P, Paid-up F.__...d and for sale by Hall-Poorbaugh Press, Roswell,
N.M. Tk » .

’ OIL & GAS LEASE

THIS AGREEMENT made this _ _1ith __ day of May, 2004, but effective November 1, 2004 between Wende Witherspoon Morgan, dealing in her sole and separate
property, as Lessor (whether on—e or more), and YATES PETROLEUM CORPORATION-70%; YATES DRILLING COMPANY-10%, ABO PETROLEUM CORPORATION-10% and

MYCO INDUSTRIES, INC.-10%, as Lessee:

1. Lessor, In consideration of TEN AND OTHER DOLLARS in hand paid, receipt of which is here acknowledged, gnd of }h; royalties herc_in provided and otj the ?greemems.o.f the lessee
herein contained, hereby grants, leases and lets exclusively unto lessee for the purpose of investigating, exploring, prospecting, drilling, and operating for and producing oil and gas. injecting gas,
waters, other fluids, and air into subsurface strata laying pipelines, storing oil, building tanks, roadways, telephone lines, fmd othq structures and things thereon to produce, save, take care of, treat,
process, store and transport said minerals, the following described land in , Eddy. County, New Mexico, to-wit:

ip 25 Sou ) 6
Section 17: NW/4NE/4, E2E/2

Said land is estimated to comprise 200.00 acres, whether it actually comprises more or less.

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

3, The royalties to be paid by lessee are: (a) on oil, and other liquid hydrocarbons saved at the well, 1/4th of that produced and saved from said land, same to be
delivered at the wells or to the credit of lessor in the pipeline to which the wells may be connected; (b) on gas, including casinghead gas or other gaseous substance
produced from said land and used off the premises or used in the manufacture of gasoline or other products, the market value at the well of 1/4th of the gas used,
provided that on gas sold on or off the premises, the royalties shall be 1/4th of the amount realized from such sale; (c) and at any time when this lease is

not validated by other provisions hereof and there is a gas and/or condensate well on said land, or land pooled therewith, but gas or condensate is not being so sold or used and such well is shut in,
either before or after production therefrom, then on or before 90 days after said well is shut in, and thereafter at annual intervals, lessee may pay or tender an advan_ce shut-in royalty equ.al to SI.OQ
per net acre of lessor's gas acreage then held under this lease by the party making such payment or tender, and so long as said shut-in royalty is paid or tendered, this lease shall not terminate and it
shall be considered under all clauses hereof that gas is being produced from the leased premises in paying quantities. Each such payment shall be paid or tendered to the party or parties who at the
time of such payment would be entitled to receive the royalties which would be paid under this lease if the well were in fact producing. The payment or tender of royaities and.shut-in myaltieg may
be made by check or draft. Any timely payment or tender of shut-in royalty which is made in a bona fide attempt to make proper payment, but which is erroneous in whole or in part as to parties or
amounts, shall nevertheless be sufficient to prevent termination of this lease in the same manner as though a proper payment had been made if lessee shall correct such error within 30 days after
lessee has received written notice thereof by certified mail from the party or parties entitled to receive payment together with such written instruments (or certified copies thereof) as are necessary to
enable lessee to make proper payment. The amount realized from the sale of gas on or off the premises shall be the price established by the gas sales contract entered into in good faith by lessee and
gas purchaser for such term and under such conditions as are customary in the industry. “Price” shall mean the net amount received by lessee after giving effect to applicable regulatory orders and
after application of any applicable price adjustments specified in such contract or regulatory orders. In-the-event-lessee-compresses,-treais-purifies-or-dehydrates-sueh—gas-(whether-on-oroffthe
. e . . ) g

tha-laagad 5 rovaltu-h
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4. This is a paid-up lease and lessee shall not be obligated during the primary term hereof to commence or continue any operations of whatsoever character or to make any payments hereunder
in order to maintain this lease in force during the primary termy; however, this provision is not intended to relieve lesee of the obligation to pay royalties on actual production pursuant to the
provisions or Paragraph 3 hereaf.

5. Lessee is hereby granted the right and power, from time to time, to pool or combine this lease, the land covered by it or any part or horizon thereof with any other land, leases, mineral
estates or parts thereof for the production of oil or gas. Units pooled h der shail not a the dard proration unit fixed by law or by the Oil Conservation Division of the Energy and
Minerals Department of the State of New Mexico or by any other lawful authority for the pool or area in which said land is situated, plus a tol of ten p Lessee shall file written unit
designations in the county in which the premises are located and such units may be designated from time to time and either before or after the completion of wells. Drilling operations on or
production from any part of any such unit shall be considered for all purposes, except the payment of royalty, as operations conducted upon or production from the land described in this lease. There
shall be allocated to the land covered by this lease included in any such unit that portion of the total production of pooled minerals from wells in the unit, after deducting any used in lease or unit
operations, which the net oil or gas acreage in the land covered by this lease included in the unit bears to the total number of surface acres in the unit. The production so allocated shall be considered
for all purposes, including the payment or delivery of royalty, to be the entire production of pooled minerals from the portion of said land covered hereby and included in said unit in the same
manner as though produced from said land under the terms of this lease. Any pooled unit designated by lessee, as provided herein, may be dissolved by lessee by recording an appropriate instrument
in the County where the land is situated at any time after the completion of a dry hole or the cessation of production on said unit.

6. If at the expiration of the primary term there is no well upon said land capable of producing oil or gas, but lessee has commenced operations for drilling or reworking thereon, this lease
shall remain In force so long as operations are prosecuted with no cessation of more than 60 consecutive days, whether such operations be on the same well or on a different or additional well or
wells, and if they result in the production of oil or gas, so long thereafter as oil or gas is produced from said land. If, after the expiration of the primary term, all wells upon said land should become
incapable of producing for any cause, this lease shall not terminate if lessee commences operations for additional drilling or for reworking within 60 days thereafter. If any drilling, additional
drilling or reworking operations hereunder result in production, then this lease shall remain in full force so long thereafter as oil or gas is produced hereunder.

7. Lessee shall have free use of oil, gas and water from said land, except water from lessor's wells and tanks, for all operations hereunder, and the royalty shall be computed after deducting
any so used. Lessee shall have the right at any time during or afier the expiration of this lease to remove all property and fixtures placed by lessee on said land, including the right to draw and
remove all casing. When required by lessor, lessee will bury all pipe lines on cultivated lands below ordinary piow depth, and no well shall be drilled within two hundred feet (200 ft.) of any
Tesidence or barn now on said land without lessor's consent. Lessor shall have the privilege, at his risk and expense, of using gas from any gas well on said land for stoves and inside lights in the
principal dwelling thereon, out of any surplus gas not needed for operations hereunder.

8. The rights of either party hereunder may be assigned in whole or in part and the provisions hereof shall extend to their heirs, executors, administrators, successors and assigns; but no
change in the ownership of the land or in the ownership of, or rights to receive, royalties or shut-in royalties, however accomplished shall operate to enlarge the obligations or diminish the rights of
lessee: and no such change or division shall be binding upon lessee for any purpose until 30 days after lessee has been furnished by certified mail at lessee's principal place of business with
acceptable instruments or certified copies thereof constituting the chain of title from the original lessor. If any such change in ownership occurs through the death of the owner, lessee may, at its
option, pay or tender any royalties or shut-in royalties in the name of the deceased or to his estate or to his heirs, executor or administrator unti} such time as lessee has been furnished with evidence
satisfactory to lessee as to the persons entitled to such sums. An assignment of this lease in whole or in part shall, to the extent of such assignment, relieve and discharge lessee of any obligations
hereunder and , if lessee or assignee of part or parts hereof shall fail or make default in the payment of the proportionate part of royalty or shut-in royaity due from such lessee or assignee or fail to
cor:ply with any of the provisions of this lease, such default shall not affect this lease insofar as it covers a part of said lands upon which lessee or any assignee thereof shall properly comply or
make such payments.

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

lq, Lessor hereby end-agrees-to-defend-the-title-to-said-land-and agrees that lessee at is option may discharge any tax, mortgage or other lien upon said land, and in the event lessee
does so it shall be sgbm_gated to such lien with the right to enforce same and to apply royalties and shut-in royalties payable hereunder toward satisfying same. Without impairment of lessee's rights
under the warranty, if this lease covers a less interest in the oil or gas in all or any part of said land than the entire and undivided fee simple estate (whether lessor’s interest is herein specified or not)
then ghe }'oya]tles. shut-in myglty, and other payments, if any, accruing from any part as to which this lease covers less than such full interest, shall be paid only in the proportion which the interest
therein, if any, covered by this lease, bears to the whole and undivided fee simple estate therein. Should any one or more of the parties named above as lessors fail to execute this lease, it shall
nevertheless be binding upon the party or parties executing the same. ,

. 11. Lessee, its or his successors, heirs and gssigns, shall have the right at any time to surrender this lease, in whole or in part, to lessor or his heirs, successors and assigns by delivering or
fnmh'ng a rele.ase thereof to the lessor, or by placing a release thereof of record in the county in which said land is situated; thereupon lessee shall be relieved from all obligations, expressed or
m‘lnphed, of tlhxs agreement as to acreage so surrendered, and thereafter the shut-in royalty payable hereunder shall be reduced in the proportion that the acreage covered hereby is reduced by said
release or releases.

Articles 12, 13 and 14 of this Oil and Gas Lease are attached as Exhibit “A”,

Executed the day and year first above written.

Wende Witherspoon Morgan



Exhibit “A”

Attached to and made a part of that certain Oil and Gas Lease dated May 11, 2004, by and between Wende Witherspoon
Morgan, dealing in her sole and separate property, as Lessor, and Yates Petroleum Corporation, Yates Drilling Company,
Abo Petroleum Corporation and Myco Industries, Inc., as lessee, covering lands in Eddy County, New Mexico.

12. Notwithstanding anything else to the contrary herein, payment of shut-in gas well royalties will not be permitted to
maintain this Lease in force for a period greater than two consecutive years beyond the primary term, at which time this
Lease shall automatically terminate.

13. Notwithstanding any other provisions hereof, at the end of the primary term, all acreage not included in a proration
unit as designated by the New Mexico Oil Conservation Division and all depths 100 feet below the deepest producing
horizon shall be automatically eliminated from this Lease and revert to LESSOR, unless LESSEE is drilling a well on the
leased premises or on lands pooled therewith, in which event the Lease will be held in its entirety as long as not more than
one hundred twenty (120) days elapse between the completion of one well and the commencement of another. Completion
shall be defined as (1) the date on which a dry hole is plugged or (2) the date certified to the New Mexico Oil Conservation
Division as the date a well has been completed as a producing well, whichever be appropriate. “Commencement” shall be
defined as the date drilling operations are commenced on the leased premises or on lands pooled therewith,

14. As an addition to the terms hereof, it is expressly agreed that all royalty to be paid hereunder shall be delivered to
LESSOR free of all costs of transportation, compression, processing, treatment, purification, dehydration, separation,
stabilization, manufacturing, measuring or marketing the oil, gas or hydrocarbons covered by this lease.
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CORFPORATION

105 South Fourth Street
Artesia, NM 88210

November 10, 2004

Working Interest Owners CERTIFIED MAIL
Addressee List Attached RETURN RECEIPT REQUESTED

RE: Guitar BFL Com #1 well

Township 25 South, Range 26 East, NMPM
Section 17: 990" FNL & 1980'FEL

Eddy County, New Mexico
Ladies and Gentlemen:

Yates Petroleum Corporation, as operator, proposes to drill the captioned well pursuant to the
prognosis on the Authority for Expenditure (AFE) and invites you to participate.

Enclosed, please find two (2) copies of an AFE and one (1) copy of the Joint Operating
Agreement (JOA) with one (1) additional signature page, covering the N/2 of Section 17.

If the AFE and JOA meet with your approval, please sign and return one (1) executed copy of
the AFE and the executed and notarized signature page of the JOA to our office.

This well is on an accelerated scheduling and we request your immediate attention.
Should you have any questions, please do not hesitate contacting me at 505-748-4400.
Thank you.

Very truly yoﬁrs,

YATES PETROLEUM CORPORATION

&&A\/L%%A\

Susan Vierra
Associate Landman

SV/am
Enclosure(s)



Yates Petroleum Corporation, et al
Attn: Susan Viera

105 South Fourth Street

Artesia, NM 88210

James M. & Jerri Alexander (&7
P.O.Box 58
Abilene, TX 79604

Janis Lee Polk Harbour
4400 Arcady
Dallas, TX 75202

Whitten Guitar Witherspoon
3833 Arroyo Road
Fort Worth, TX 76109

Marilyn Guitar Galusha GC/
P.O.Box 1438
Abilene, TX 79604

Kelly Woods Leach
312 Greatview Circle
Birmingham, AL 35226-2320

GUITAR BFL COM #1
ADDRESSEE LIST

Murchison Oil & Gas, Inc. @&
1100 Mira Vista Blvd.
Plano, TX 75093-4498

Martha Jane Alexander Rhodes

P.O. Box 58
Abilene, TX 79604

Pressley Hudson Guitar 7%
P.O. box 5383
Abilene, TX 79608-5383

Jeri Alexander Lott ©C
92102 Vicksburg Ave., #17
Lubbock, TX 79356

John Guitar Witherspoon, Jr.
7404 Lemonwood Drive
Fort Worth, TX 76133-7012

Anita Grissom Guitarz,,
P.O. box 744
Abilene, TX 79605

James Kelly Polk L~
12 Augusta
Abilene, TX 79604

Brett Guitar Wi’rherspoonécf
P.O. Box 100635

;Fort Worth, TX 76185

Ruth Ann Polk Caudle
5616 Preston Fairway
Dallas, TX 75252

Wende Witherspoon Morgan
1720 Southwicke
Flower Mound, TX 75022



11-8-04

AFE NO. 04-542-0
TER AUTHORITY FOR EXPENDITURE AFE DATE 10/29/04
| FETROLELM NEW DRILLING, RECOMPLETION & RE-ENTRY prry——
CORPORATION AFE Type: Well Objective: ~ Well Type: AFE STATUS: 10-d9-04
105 SOUTH FOURTH STREET X [New Diriliing X|oil X |Development Original
ARTESIA, NEW MEXICO88210 Recompletion X|Gas Exploratory Revised
TELEPHONE (505) T48-1471 Re-entry Injector
. Supplemental
LEASE NAME Guitar BFL Com. #1 PROJ'D DEPTH 12,000
COUNTY Eddy STATE New Mexico
FIELD HORIZON Morrow
LOCATION Section 17 T25S-R26E, 990' N & 1980'E
DIVISION CODE 100 DIVISION NAME Qil & Gas Division
DISTRICT CODE DISTRICT NAME
BRANCH CODE BRANCH NAME
PROGNOSIS: [New well drilled to 12,000’ to test all formations
INTANGIBLE DRILLING COSTS: DRY HOLE COMP'D WELL
920-100 Staking, Permit & Legal Fees 3,000 3,000
920-110 Location, RIght-0f-WWay e 35,000 35,000
920-120 DriliNG, FOOAGE e
920-130 Drilling, Daywork ~ &fuel ~__ 50 days @ $11,300/day + $45K formob 647,000 647,000
920-140 Driling Water, Fasline Rental 35,000 35,000
920-150 Drilling MUd & AQIIVES e 45,000 45,000
920-160 Mud Logging Unit, Sample Bags e, 30,000 30,000
920-170 Cementing - Surface Casing ___ &deep intermediate 75,000 75,000
920-180 Drill Stem Testing, OHT e
920-190 Electric Logs & Tape Copies e 60,000 60,000
920-200 Tools & Equip. Rntl., Trkg. & Welding . 125,000 125,000
920-205 Control of Well-Insurance 5,000 5,000
920-210 Supervision & Overhead e, 50,000 50,000
920-230 Coring, Tools & Service e,
920-240 Bits, Tool & Supplies Purchase . 80,000 80,000
920-350 Cementing - Production Casing . 40,000
920-410 Completion Unit - Swabbing i, 30,000
920-420 Water for Completion """t 5,000
920-430 Mud & Additives for Completion """~ T 1,000
920-440 Cementing - Completion e
920-450 Elec. Logs, Testing, Etc. - Completion " """ 20,000
920-460 Tools & Equip. Rental, Etc. - Completion T 50,000
920-470 Stimulation for Completion e 100,000
920-480 Supervision & O/H - Completion e 1,500
920-490 Additional LOC Charges - Completion e 10,000
920-510 Bits, Tools & Supplies - Completion """ """~~~ 1,500
920-500 Contingency for Completion ~______ ~~ """t
TOTAL INTANGIBLE DRILLING COSTS 1,190,000 1,449,000)
TANGIBLE EQUIPMENT COSTS:
930-010 Christmas Tree & Wellheed 5,000 30,000
030020 Casing 138" @e Tl 11,000 11,000
........ 9 508 @ 1,800 e 27,000 27,000
________ D 8,800 e 108,000 108,000
........ 4127 120000 e ———e 85,500
030030  Tubing T REEF@AT,E00 I 49,000
930-040 Packer & Special Equipment
940-010 Pumping Equipment T
940-020 Storage Faciliies ~___TTTmmmTTmTmmTTIemmemmeeeeeeee 15,000
940-030 Separation Equip., Flowlines, Misc. _TTrrmmmmemee 75,000
940640 Trucking & Construction Costs 77777 15,000
TOTAL TANGIBLE EQUIPMENT COSTS . 151,000 415,500}
TOTAL COST S 1,341,000] 1,864,500

APPROVAL OF THIS AFE CONSTITUTES APPROVAL OF OPERATOR'S OPTIbN TO CHARGE THE JOINT ACCOUNT WITH
TUBULAR GOODS FROM THE OPERATOR'S WAREHOUSE STOCK AT THE RATES STATED ABOVE.

Prepared By Operations
sV Jeremiah Mullen Approval
20.5518752 ]
10.793125% |
10.793125% |

[ 10.793125Z |



GUITAR BFL COM #t1
T25S-R26E- SECTION 17

990' FNL & 1980' FEL

EDDY COUNTY, NEW MEXICO

AFE # 04-542-0
DATE: 11/8/04
Page 2

SHARE
MURCHISON OIL & GAS, INC. | 37.500000%|
EARL B. GUITAR, SR. & ANITA GRISSOM GUITAR, REVOCABLE LIVING TRUST, 2.343750%
ANITA GRISSOM GUITAR, SOLE TRUSTEE
JAMES M. ALEXANDER & JERRI ALEXANDER [ 0.781250%|
BY:
MARTHA JANE ALEXANDER RHODES { 0.781250%|
JERI ALEXANDER LOTT [ 0.781250%|
JAMES KELLY POLK [ 0.781250%|
| 0.781250%|
&y
JANIS LEE POLK HARBOUR [ 0.781250%|
| 0.584375%|
BY
PRESSLEY HUDSON GUITAR | 0.584375%|
JOHN GUITAR WITHERSPOON, JR. | 0.293750%)]
| 0.293750%]
| 0.293750%)]
| 0.293750%]

B T .

TOTAL

0.193750%|

100.000000%
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S. P. YATES

I E 5 CHAIRMAN OF THE BOARD

JOHN A. YATES

] $

e ) PETROLELM
1912-1985 4 pEvp:;iJDf(NATTEs
FRANK W. YATES v ) E u R F u R H T l u N EXECUTIVE VICE PRESIDENT
1936 - 1986 ek s

RANDY G. PATTERSON
SECRETARY

105 SOUTH FOURTH STREET DENNIS G. KINSEY
TREASURER
ARTESIA, NEW MEXICO 882102118
TELEPHONE (505) 748-1471

November 30, 2004

Wende Witherspoon Morgan
1720 Southwicke
Flower Mount, TX 75022

RE: Guitar BFL Com #1
Township 25 South, Range 26 East, NMPM
Section 17: N/2
Eddy County, New Mexico

Ms. Morgan:

I have had several phone calls from many family members concerning either 1) lease options for mineral rights in the
above captioned acreage or 2) participation in the drilling of the Guitar BFL Com #1.

You have been sent an AFE to participate in the drilling of the Guitar well as an unleased mineral owner. Also
included with the AFE was the operating agreement covering the 320-acre spacing unit in the North 12 of section 17.

Since the receipt of the AFE and Operating Agreement, I have had several phone calls to discuss the possibility to
lease your minerals rather than taking a working interest in this well. The renewal period has expired for your
previous leases; therefore all previous negotiations are off the table.

Enclosed please find Yates Petroleum Corporation standard three (3) year paid up lease form, containing a % royalty
for your net mineral acre interest. Should you elect to execute this lease, as is, you will receive the $100.00 per net

acre bonus upon our receipt. The terms and conditions of the lease are not negotiable, as Yates Petroleum
Corporation will be proceeding with the drilling of the Guitar well immediately.

Please return either the executed lease form, as is, or the executed AFE and Operating Agreement at your earliest
convenience, as to avoid a force-pooling situation.

Should you have any questions, I can be reached at 505-748-4400.
Thank you for your consideration.
Very truly yours,

YATES PETROLEUM CORPORATION

Susan Vierra
Associate Landman
Jsv
Enclosure(s)



Producers 88 Rev. (3 Year Lease) 5-96 (THREE YEAR PAID UP LEASE) Form 345

YPC Revised qum s OIL AND GAS LEASE Hall-Poorbaugh Press, Inc.
Roswell, New Mexico

THIS AGREEMENT made this 30th day of November, 2004, and Effective November 30, 2004, between Wende Witherspoon Morgan, dealing in her sole and
separate property, as Lessor (whether one or more), and YATES PETROLEUM CORPORATION-70%; YATES DRILLING COMPANY-10%, ABO PETROLEUM CORPORATION-
10% AND SHARBRO OIL LIMITED COMPANY-10%, as Lessee, WITNESSETH:

1. Lessors in consideration of Ten and No/100: Dotlars ($__10.00 ) in
hand paid, of the royalties herein provided and of the agreements of Lessee herein contained, hereby grants, leases and lets exclusively unto Lessee for the purpose of investigating, exploring,
prospecting, drilling and mining for and producing oil and gas, laying pipe lines, building roads, tanks, power stations, telephone lines and other structures thereon and on, over and across lands owned
or claimed by Lessor adjacent and contiguous thereto, to produce, save, take care of, treat, transport, and own said products, and housing its employees, the following described land in
Eddy County, New Mexico to-wit:

Township 25 South, Range 26 East, NMPM
Section 17: NW/4NE/4, E/2E/2

Containing 200.00 acres, more or less

2. Without reference to the commencement, prosecution or cessation at any time of drilling or other development operations and/or to the discovery, development or cessation at any time of
production of oil or gas and without further payments than the royalties herein provided, and notwithstanding anything else herein contained to the contrary, this lease shall be for a term of three years
from this date (called "primary term") and as long thereafter as oil or gas is produced from said land or land with which said land is pooled hereunder.

3. The royalties to be paid by Lessee are: (a) on oil, 1/4 of that produced and saved from said land, the same to be delivered at the wells or to the credit of Lessor into the pipe line to which the
wells may be connected; Lessee may from time to time purchase any royalty oil in its possession, paying the market price therefore prevailing for the field where produced on the date of purchase; (b)
on gas, including casing head gas or other gaseous substance, produced from said land, and sold, or used off the premises or for the extraction of gasoline or other product there from, the market value
at the well of 1/4  of the gas so sold or used, provided that on gas sold at the wells the royalty shall be _1/4 of the amount realized from such sale; while there is a gas well on this lease or on
acreage pooled therewith but gas is not being sold or used, Lessee may pay or tender as royalty, on or before ninety (90) days after the date on which said well is shut in and thereafter at annual
intervals the sum of $1.00 per acre, and if such payment is made or tendered, this lease shall not terminate and it will be considered that gas is being produced from this lease in paying quantities.
Payment or tender of said shut-in gas royalty may be made by check or draft of Lessee mailed or delivered to the parties entitled thereto on or before the date said payment is due. Lessee shall have
free use of oil, gas, coal and water from said land, except water from Lessor's wells, for all operations hereunder, and the royalty on oil and gas shall be computed after deducting any so used.

4, Lessee, at its option, is hereby given the right and power to pool or combine the acreage covered by this lease, or any portion thereof as to oil and gas, or either of them, with other land, lease
or leases in the immediate vicinity thereof to the extent, hereinafter stipulated, when in Lessee's judgment it is necessary or advisable to do so in order properly to explore, or to develop and operate
said leased premises in compliance with the spacing rules of the New Mexico Oil Conservation Commission, or other lawful authority or when to do so would, in the judgment of Lessee, promote the
conservation of oil and gas in and under and that may be produced from said premises. Units pooled for oil hereunder shall not substantially exceed 40 acres each in area, and units pooled for gas
hereunder shall not substantially exceed in area 640 acres each plus a tolerance of 10% thereof, provided that should governmental authority baving jurisdiction prescribe or permit the creation of units
larger than those specified, units thereafter created may conform substantially in size with those prescribed by governmental regulations. Lessee tnder the provisions hereof may pool or combine
acreage covered by this lease, or any portion thereof as above provided as to oil in any one or more strata and as to gas in any one or more strata. The units formed by pooling as to any stratum or
strata need not conform in size or area with the unit or units into which the lease is pooled or combined as to any other stratum or strata, and oil units need not conform as to area with gas units. The
pooling in one or more instances shall not exhaust the rights of the Lessee hereunder to pool this lease or portions thereof into other units. Lessee shall file for record in the appropriate records of the
county in which the leased premises are situated an instrument describing and designating the pooled acreage as a pooled unit. Lessee may at its election exercise its pooling option after commencing
operations for or completing an oil or gas well on the leased premises, and the pooled unit may include, but it is not required to include, land or leases upon which a well capable of producing oil or gas
in paying quantities has theretofore been completed or.upon which operations for the drilling of a well for oil or gas have theretofore been commenced. Operations for drilling on or production of oil or
gas from any part of the pooled unit which includes all or a portion of the land covered by this lease regardless of whether such operations for drilling were commenced or such production was secured
before or after the execution of this instrument or the instrument designating the pooled unit, shall be considered as operations for drilling on or production of oil and gas from land covered by this lease
whether or not the well or wells be located on the premises covered by this lease, and the entire acreage constituting such unit or units, as to oil and gas, or either of them, as herein provided, shall be
treated for all purposes, except the payment of royalties on production from the pooled unit, as if the same were included in this lease. For the purpose of computing the royalties to which owners of
royalties and payments out of production and each of them, shall be entitled on production of oil and gas, or either of them, from the pooled unit, there shall be allocated to the land covered by this
lease and included in said unit a pro rata portion of the oil and gas, or either of them, produced from the pooled unit after deducting that used for operations on the pooled units. Such allocation shall be
on acreage basis-that is to say, there shall be allocated to the acreage covered by this lease and included in the pooled unit that pro rata portion of the oil and gas, or either of them, produced from the
pooled unit which the number of surface acres covered by this lease and included in the pooled unit bears to the total number of surface acres included in the pooled unit. Royalties hereunder shall be
computed on the portion of such production, whether it be oil and gas, or either of them, so allocated to the land covered by this lease and included in the unit just as though such production were from
such land. The production from an oil well will be considered production from the lease or oil pooled unit from which it is producing and not as production from a gas pooled unit; and production from
a gas well will be considered as production from the lease or gas pooled unit from which it is producing and not from an oil pooled unit. In addition to the foregoing, Lessee at its option is hereby given
the right and power from time to time to commit said land or any part or formation or mineral substance covered hereby to any cooperative or unit agreement or plan of development and operation, and
to any modifications thereof, which have been approved by the New Mexico Oil Conservation Commission or other lawful governmental authority. In such event, the royalty payable to Lessor
hereunder shall be computed and paid on the basis of the oil or gas allocated to such land under the terms of any such agreement or plan of operation, which basis shall be the same by which the
royalty due the United States or the State of New Mexico is computed and paid. This lease shall not expire during the life of such agreement or plan and shall be subject to the terms thereof and said
agreement or plan of operation shall be filed with the New Mexico Oil Conservation Commission, or other lawful authority, and Lessee shall record in the county in which the leased premises are
situated, an instrument describing such agreement or plan of operation and reflecting the commitment thereto, and the same may be recorded either before or after the completion of wells.

5. If at the expiration of the primary term oil or gas is not being produced on said land, or from land pooled therewith, but Lessee is then engaged in drilling or reworking operations thereon, or
shall have completed a dry hole thereon within 60 days prior to the end of the primary terms, the lease shall remain in force so long as operations on said well or for drilling or reworking of any
additional well are prosecuted with no cessation of more than 60 consecutive days, and if they result in the production of oil or gas so long thereafter as oil or gas is produced from said land, or from
land pooled therewith. If, after the expiration of the primary term of this lease and after oil or gas is produced from said land, or from land pooled therewith, the production thereof should cease from
any cause, this lease shall not terminate if Lessee commences operations for drilling or reworking within 60 days after the cessation of such production, but shall remain in force and effect so long as
such operations are prosecuted with no cessation of more than 60 consecutive days, and if they result in the production of oil and gas, so long thereafter as oil or gas is produced from said land, or from
land pooled therewith. Any pooled unit designated by Lessee in accordance with the terms hereof, may be dissolved by Lessee by instrument filed for record in the appropriate records of the county in
which the leased premises are situated at any time after the completion of a dry hole or the cessation of production on said unit. In the event a well or wells producing oil or gas in paying quantities
should be brought in on adjacent land and within 660 feet of and draining the lease premises, or land pooled therewith. Lessee agrees to drill such offset well or wells as a reasonably prudent operator
would drill under the same or similar circumstances. Lessee may at any time execute and deliver to Lessor or place of record a release or releases covering any portion or portions of the above
described premises and thereby surrender this lease as to such portion or portions and be relieved or all obligations as to the acreage surrendered.

6. Lessee shall have the right at any time during or after the expiration of this lease to remove all property and fixtures placed by Lessee on said land, including the right to draw and remove all
casing. When required by Lessor, Lessee will bury all pipelines below ordinary plow depth, and no well shall be drilled within two hundred feet of any residence or barn now on said land without
Lessor's consent. .

7. The rights of either party hereunder may be assigned in whole or in part, and the provisions hereof shall extend to their heirs, successors and assigns but no change or division in ownership of
the land or royalties, however accomplished, shall operate to enlarge the obligations or diminish the rights of Lessee; and no change or division in such ownership shall be binding on Lessee until thirty
(30) days after Lessee shall have been fumished by registered U.S. mail at Lessee's principal place of business with a certified copy of recorded instrument or instruments evidencing same. In the event
of assignment hereof in whole or in part liability for breach of any obligation hereunder shall rest exclusively upon the owner of this lease or of a portion thereof who commits such breach. If six or
more parties become entitled to royalty hereunder, Lessee may withhold payment thereof unless and until furnished with a recordable instrument executed by ail such parties designating an agent to
receive payment for all.

8. The breach by Lessee of any obligation arising hereunder shall not work a forfeiture or termination of this lease nor cause a termination or revision of the estate created hereby nor be grounds
for cancellation hereof in whole or in part. In the event Lessor considers that operations are not at any time being conducted in compliance with this lease, Lessor shall notify Lessee in writing of the
facts relied upon as constituting a breach hereof, and Lessee, if in default, shall have sixty days after receipt of such notice in which to commence the compliance with the obligations imposed by virtue
of this instrument. After the discovery of oil or gas in paying quantities on said premises, Lessee shall develop the acreage retained hereunder as a reasonably prudent operator but in discharging this
obligation it shall in no event by required to drill more than one well per forty (40) acres of the area retained hereunder and capable of producing oil in paying quantities and one well per 640 acres plus
an acreage tolerance not to exceed 10% of 640 acres of the area retained hereunder and capable of producing gas in paying quantities.

9. Lessor hereby warrants and agrees to defend the title to said land and agrees that Lessee at its option may discharge any tax, mortgage or other lien upon said land either in whole or in part, and
in event Lessee does 5o, it shall be subrogated to such lien with the right to enforce same and apply royalties accruing hereunder toward satisfying same Without impairment of Lessee's right under the
warranty in event of failure of title, it is agreed that if Lessor owns an interest in the oil or gas on, in or under said land less than the entire fee simple estate, then the royalties to be paid Lessor shall be
reduced proportionately. Should any one or more of the parties named as Lessors fail to execute this lease, it shall nevertheless be binding upon the party or parties executing the same.

10. Should Lessee be prevented from complying with any express or implied covenant of this lease, from conducting drilling or reworking operations thereon or from producing oil or gas there
from by reason of scarcity of or inability to obtain or to use equipment or material, or by operation of force majeure, any Federal or state law or any order, rule or regulation of govemmental authority,
then while so prevented, Lessee's obligation to comply with such covenant shall be suspended, and Lessee shall not be liable in damages for failure to comply therewith; and this lease shall be
extended while and so long as Lessee is prevented by any such cause from conducting drilling or reworking operations on or from producing oil or gas from the leased premises; and the time while
Lessee is so prevented shall not be counted against Lessee, anything in this lease to the contrary notwithstanding.

IN WITNESS WHEREOF, this instrument is executed on the date first above written.

Wende Witherspoon Morgan




INDIVIDUAL ACKNOWLEDGMENT

STATE OF )
)ss
COUNTY OF )
This instrument was acknowledged before me this day of , 2004,
by Wende Witherspoon Morgan

My commission expires

Notary Public
ACKNOWLEDGMENT
STATE OF )
)ss.
COUNTY OF )
This instrument was acknowledged before me this day of 2004,
by as
for
My commission expires
Notary Public
INDIVIDUAL ACKNOWLEDGMENT
STATE OF )
)ss.
COUNTY OF )
This instrument was acknowledged before me this day of 2004,
By,
My commission expires
Notary Public
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Guitar BFL Com #1

Township 25 South, Range 26 East, NMPM

Section 17: Nf2
Eddy County, New Mexico

Mineral Owner:!

Net Acres in N/2 Spacing Unit
Percent Working Interest in Unit
Previous Lease dated:
Expiration:

Whitten Guitar Witherspoon
4508 Tall Meadow Lane
Fort Worth, TX 76133

0.9375
0.292969%
11/1/01
10/31/04

Lease Renewal and Correspondence Timeline

3/9/04

5/7/04

5/11/04

11/1/04

11/10/04

11/15/04

11/30/04

12/13/04

Offer letter sent to renew previous lease:
Terms: 3-year term
$100.00 bonus / acre
1/4 royalty ‘

Phone conversation requesting revised lease form.

Revised lease documents sent.

No response from Mr. Witherspoon - lease expired.

Sent AFE to participate in the drilling of the Guitar BFL Com #1.
Received certified receipt of sent AFE.

Final offer sent:
Option 1:  Sign AFE to participate in drilling of well
Option 2: Enclosed Yates lease form (no modifications)
3-year term
$100.00 bonus / acre
1/4 royalty

Received certified receipt of Final offer letter.

BEFORE THE OIL CONSERVAITON DIVISION
Santa Fe, New Mexico
Case No. 13398  Exhibit 3-J
Submitted by:
Yates Petroleum Corporation
Hearing Date: January 6, 2005
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' FETROLELM
CORPORATION

105 South Fourth Street
Artesia, NM 88210
505-748-1471
FAX 505-748-4572

March 9, 2004

Whitten Guitar Witherspoon

4508 Tall Meadow Lane
Fort Worth, TX 76133

Mr. Witherspoon:

RE: Oil & Gas Lease

Township 25 South, Range 26 East, NMPM
Section 17: NW/4NE/4, E/2E/2

Eddy County, New Mexico

Yates Petroleum Corporation would like to extend an offer to re-new your lease in the captioned acreage,

subject to the following terms:
1. A Paid-up Three (3) Year Qil and Gas Lease;

2. A bonus consideration of $100.00 per acre for the 1.5626 net mineral acres;

3. Aroyalty reservation of 1/4th of 8/8ths on all oil and gas produced from the leased lands;

4. Offer will expire at office closing on April 9, 2004,

5. Title acceptable to Yates Petroleum Corporation.

If the above meets with your approval, please execute below and return to this office at your earliest
convenience. If you have any questions regarding this matter, please call me at (505) 748-4356.

Thank you.
Very truly yours,
Yates Petroleum Co;?tion r
Shirley Pruitt W
Land Technicia

Isp

AGREED and ACCEPTED this day of , 2004

Whitten Guitar Witherspoon




105 South Fourth Street
Artesia, NM 88210
505-748-1471
FAX 505-748-4572

May 11, 2004

Whitten Guitar Witherspoon
4508 Tall Meadow Lane
Fort Worth, TX 7613322

Re: Oil & Gas Lease

Township 25 South, Range 26 East, NMPM
Section 17: NW/ANE/4, E/2E/2

Containing 200 acres, more or less

Eddy County, New Mexico

Mr. Witherspoon:

Pursuant to my telephone conversation on May 7, 2004 with Mr. Brett Guitar Witherspoon, enclosed
please find two (2) copies of Oil and Gas Lease Form 342P. If the enclosed meets with your approval,
please execute the lease before a notary public and return to this office. Upon receipt of the properly
executed and notarized lease, we will issue a direct check to you in the amount of $156.26 as full
bonus payment of $100.00 per acre for the 1.5626 net mineral acres owned by you.

If you have any questions, please call me at (505) 748-4356. Thank you.

Very truly yours,

YATES PETROLEUM CORPORATION

Shirley Pruitt

Land Technician

fsp
Enclosure(s)
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OIL & GAS LEASE

-

THIS AGREEMENT made this _ _11th __ day of May, 2004, but effective_November 1, 2004 between Whitten Guitar Witherspoon, dealing in his sole and separate
" ] 109
property, as Lessor (whether one or more), and YATES PETROLEUM CORPORATION-70%; YATES DRILLING COMPANY-10%, ABO PETROLEUM CORPORATION-10% and

MYCO INDUSTRIES, INC.-10%, as Lessee:

‘ i i i i i ich i f the royalties herein provided and of the agreements of the lessee
1. Lessor, In consideration of TEN AND OTHER DOLLARS in hand paid, receipt pt‘ Wh.lch i here ack'mwledged, gnd of the 4 [ the of the
herein contained, hereby grants, leases and lets exclusively unto lessee for the purpose of investigating, exploring, prospecting, drilling, and operating for and producing oil and gas. m;ecu;.lg uizs,
waters, other fluids, and air into subsurface strata laying pipelines, storing oil, building tanks, roadways, telephone lines, ?nd ot.hei: structures and things thereon to produce, save, take care of, treat,
process, store and transport said minerals, the following described land in __Eddy_ County, New Mexico, to-wit:

ip 25 6
Section 17: NW/4NE/4, E2E/2

Said land is estimated to corprise 200.00 acres, whether it actually comprises more or less.

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

3. The royalties to be paid by lessee are: (a) on oil, and other liquid hydrocarbons saved at the well, . Imh‘ of that produced and saved from said land, same to be
delivered at the wells or to the credit of lessor in the pipeline to which the wells may be connected; (b) on gas, including casinghead gas or other gaseous substance
produced from said land and used off the premises or used in the manufacture of gasoline or other products, the market value at the well of 1/4th of the gas used,
provided that on gas sold on or off the premises, the royalties shall be 1/4th of the amount realized from such sale; (c) and at any time when this lease is

not validated by other provisions hereof and there is a gas and/or condensate well on said land, or land pooled therewith, but gas or condensate is not being so sold or used and such well is shut in,
either before or after production therefrom, then on or before 90 days after said well is shut in, and thereafier at annual intervals, lessee may pay or tender an advan'ce shut-in royalty eqt!al to $l.q0
per net acre of lessor's gas acreage then held under this lease by the party making such payment or tender, and so long as said shut-in royalty is paid or tendered, this lease shall not terminate and it
shall be considered under ail clauses hereof that gas is being produced from the leased premises in paying quantities, Each such payment shall be paid or tendered to the party or parties whp at the
time of such payment would be entitled to receive the royalties which would be paid under this lease if the well were in fact producing. The payment or tender of royalties and'shm-m mya]txeg may
be made by check or drafi. Any timely payment or tender of shut-in royalty which is made in a bona fide attempt to make proper payment, but which is eroneous in whole or in part as to parties or
amounts, shall nevertheless be sufficient to prevent termination of this lease in the same manner as though a proper payment had been made if lessee shall correct such error within 30 days after
lessee has received written notice thereof by certified mail from the party or parties entitled to receive payment together with such written instruments (or certified copies thereof) as are necessary to
enable lessee to make proper payment. The amount realized from the sale of gas on or off the premises shall be the price established by the gas sales contract entered into in good faith by lessee and
gas purchaser for such term and under such conditions as are customary in the industry. “Price” shall mean the net amount received by lessee after giving effect to applicable regulatory orders and
after application of any applicable price adjustments specified in such contract or regulatory orders. fn-the ni-lessee-oempresses;-treats, purifies—or-dehydrates-sush-gas-{whether-on-or-off-the
i ises-legsee-i i der-may-dedue

leased-p )-oF ports-gas-off- the-leased-p —essee-if puting-rovelty-h

4. This is a paid-up lease and lessee shall not be obligated during the primary term hereof to commence or continue any operations of whatsoever character or to make any payments hereunder
in order to maintain this lease in force during the primary term; however, this provision is not intended to relieve lesee of the obligation to pay royalties on actual production pursuant to the
provisions ot Paragraph 3 hereof.

5. Lessee is hereby granted the right and power, from time to time, to pool or combine this lease, the land covered by it or any part or horizon thereof with any other land, leases, mineral
estates or parts thereof for the production of oil or gas. Units pooled hereunder shall not exceed the standard proration unit fixed by law or by the Qil Conservation Division of the Energy and
Minerals Department of the State of New Mexico or by any other lawful authority for the pool or area in which said land is situated, plus a tolerance of ten percent. Lessee shall file written unit
designations in the county in which the premises are located and such units may be designated from time to time and either before or after the compietion of wells. Drilling operations on or
production from any part of any such unit shall be considered for all purposes, except the payment of royalty, as operations conducted upon or production from the land described in this lease. There
shall be allocated to the land covered by this lease included in any such unit that portion of the total production of pooled minerals from wells in the urit, after deducting any used in lease or unit
operations, which the net oil or gas acreage in the land covered by this Jease included in the unit bears to the total number of surface acres in the unit. The production so allocated shall be considered
for all purposes, including the payment or delivery of royalty, to be the entire production of pooled minerals from the portion of said land covered hereby and included in said unit in the same
manner as though produced from said land under the terms of this lease. Any pooled unit designated by lessee, as provided herein, may be dissolved by lessee by recording an appropriate instrument
in the County where the land is situated at any time after the completion of a dry hole or the cessation of production on said unit.

6. If at the expiration of the primary term there is no well upon said land capable of producing oil or gas, but lessee has commenced operations for drilling or reworking thereon, this lease
shall remain In force so long as operations are prosecuted with no cessation of more than 60 consecutive days, whether such operations be on the same well or on a different or additional well or
wells, and if they result in the production of oil or gas, so long thereafter as oil or gas is produced from said land. If, after the expiration of the primary term, ail wells upon said land should become
incapable of producing for any cause, this lease shall not terminate if lessece commences operations for additional drilling or for reworking within 60 days thereafter. If any drilling, additional
drilling or reworking operations hereunder result in production, then this lease shall remain in full force so long thereafter as oil or gas is produced hereunder.

7. Lessee shall have free use of oil, gas and water from said land, except water from lessor's wells and tanks, for all operations hereunder, and the royalty shall be computed after deducting
any so used. Lessee shall have the right at any time during or after the expiration of this lease to remove all property and fixtures placed by lessee on said land, including the right to draw and
remove all casing. When required by lessor, lessee will bury all pipe lines on cultivated lands below ordinary plow depth, and no well shall be drilled within two hundred feet (200 R.) of any
residence or barn now on said land without lessor's consent. Lessor shall have the privilege, at his risk and expense, of using gas from any gas well on said land for stoves and inside lights in the
principal dwelling thereon, out of any surplus gas not needed for operations hereunder.

8. The rights of either party h der may be assigned in whole or in part and the provisions hereof shall extend to their heirs, executors, administrators, successors and assigns; but no
change in the ownership of the land or in the ownership of, or rights to receive, royalties or shut-in royalties, however accomplished shall operate to enlarge the obligations or diminish the rights of
lessee: and no such change or division shall be binding upon lessee for any purpose until 30 days after lessee has been furnished by certified mail at lessee's principal place of business with
acceptable instruments or certified copies thereof constituting the chain of title from the original lessor. If any such change in ownership occurs through the death of the owner, lessee may, at its
option, pay or tender any royalties or shut-in royalties in the name of the deceased or to his estate or to his heirs, executor or administrator until such time as lessee has been furnished with evidence
satisfactory to lessee as to the persons entitled to such sums. An assignment of this lease in whole or in part shall, to the extent of such assignment, relieve and discharge lessee of any obligations
hereunder and , if lessee or assignee of part or parts hereof shall fail or make default in the payment of the proportionate part of royalty or shut-in royalty due from such lessee or assignee or fail to
comply with any of the provisions of this lease, such default shall not affect this lease insofar as it covers a part of said lands upon which lessee or any assignee thereof shall properly comply or
make such payments,

9. Should lessee be prevented from complying with any express or implied covenant of this lease, or from conducting drilling or reworking operations hereunder, or from producing oil or gas
hereunder by reason of scarcity or inability to obtain or use equipment or material, or by operation of force majeure, or by any Federal or state law or any order, rule or regulation of governmental
authority, then while so prevented, lessee's duty shall be suspended, and lessee shall not be liable for failure to comply therewith; and this lease shall be extended while and so long as lessee is
prevented by any such cause from conducting drilling or reworking operations or from producing oil or gas hereunder; and the time while lessee is so prevented shall not be counted against lessee,
anything in this lease to the contrary notwithstanding,

10, Lessor hereby and-agroes-to-defend-the-title-to-seid-land-und agrees that lessee at is option may discharge any tax, mortgage or other lien upon said land, and in the event lessee
does so it shall be subrogated to such lien with the right to enforce same and to apply royalties and shut-in royalties payable hereunder toward satisfying same. Without impairment of lessee's rights
under the warranty, if this lease covers a less interest in the oil or gas in all or any part of said land than the entire and undivided fee simple estate (whether lessor’s i is herein specified or not)
then the royalties, shut-in royalty, and other payments, if any, accruing from any part as to which this lease covers less than such full interest, shall be paid only in the proportion which the interest
therein, if any, covered by this lease, bears to the whole and undivided fee simple estate therein. Should any one or more of the parties named above a3 lessors fail to execute this lease, it shall
nevertheless be binding upon the party or parties executing the same.

Rt Lessee, its or his successors, heirs and assigns, shall have the right at any time to surrender this lease, in whole or in part, to lessor or his heirs, successors and assigns by delivering or
fnalh'ng a relefase thereof to the lessor, or by placing a release thereof of record in the county in which said land is situated; thereupon lessee shall be relieved from all obligations, expressed or
implied, of this agreement as to acreage so surrendered, and thereafter the shut-in royaity payable h der shall be reduced in the proportion that the acreage covered hereby is reduced by said
release or releases. : )

Articles 12, 13 and 14 of this Qil and Gas Lease are attached as Exhibit “A”.

Executed the day and year first above written.

Whitten Guitar Witherspoon
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’ Exhibit “A”

Attached to and made a part of that certain Qil and Gas Lease dated May 11, 2004, by and between Whitten Guitar
Witherspoon, dealing in his sole and separate property, as Lessor, and Yates Petroleum Corporation, Yates Drilling
Company, Abo Petroleum Corporation and Myco Industries, Inc., as lessee, covering lands in Eddy County, New Mexico.

12. Notwithstanding anything else to the contrary herein, payment of shut-in gas well royalties will not be permitted to
maintain this Lease in force for a period greater than two consecutive years beyond the primary term, at which time this
Lease shall automatically terminate.

13. Notwithstanding any other provisions hereof, at the end of the primary term, all acreage not included in a proration
unit as designated by the New Mexico Oil Conservation Division and all depths 100 feet below the deepest producing
horizon shall be automatically eliminated from this Lease and revert to LESSOR, unless LESSEE is drilling a well on the
leased premises or on lands pooled therewith, in which event the Lease will be held in its entirety as long as not more than
one hundred twenty (120) days elapse between the completion of one well and the commencement of another. Completion
shall be defined as (1) the date on which a dry hole is plugged or (2) the date certified to the New Mexico Qil Conservation
Division as the date a well has been completed as a producing well, whichever be appropriate. “Commencement” shall be
defined as the date drilling operations are commenced on the leased premises or on lands pooled therewith.

14. As an addition to the terms hereof, it is expressly agreed that all royalty to be paid hereunder shall be delivered to
LESSOR free of all costs of transportation, compression, processing, treatment, purification, dehydration, separation,
stabilization, manufacturing, measuring or marketing the oil, gas or hydrocarbons covered by this lease.
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| FETROLELIM
YA/ CORPORATION

105 South Fourth Street
Artesia, NM 88210

November 10, 2004

Working Interest Owners CERTIFIED MAIL
Addressee List Attached RETURN RECEIPT REQUESTED

RE: Guitar BFL Com #1 well

Township 25 South, Range 26 East, NMPM
Section 17: 990" FNL & 1980'FEL

Eddy County, New Mexico
Ladies and Gentlemen:

Yates Petroleum Corporation, as operator, proposes to drill the captioned well pursuant to the
prognosis on the Authority for Expenditure (AFE) and invites you to participate.

Enclosed, please find two (2) copies of an AFE and one (1) copy of the Joint Operating
Agreement (JOA) with one (1) additional signature page, covering the N/2 of Section 17.

If the AFE and JOA meet with your approval, please sign and return one (1) executed copy of
the AFE and the executed and notarized signature page of the JOA to our office.

This well is on an accelerated scheduling and we request your immediate attention.
Should you have any questions, please do not hesitate contacting me at 505-748-4400.
Thank you.

Very truly onrs,

YATES PETROLEUM CORPORATION

Pissan Vs oma

Susan Viera
Associate Landman

SV/am
Enclosure(s)



Yates Petroleum Corporation, et al
Attn: Susan Vierra

105 South Fourth Sireet

Artesia, NM 88210

James M. & Jeri Alexander (A&7
P.O. Box 58
Abilene, TX 79604

Janis Lee Polk Harbour
4400 Arcady
Dallas, TX 75202

Whitten Guitar Witherspoon
3833 Arroyo Road
Fort Worth, TX 76109

Marilyn Guitar Galusha @C/
P.O.Box 1438
Abilene, TX 79604

Kelly Woods Leach
312 Greatview Circle
Birmingham, AL 35226-2320

GUITAR BFL COM #1
ADDRESSEE LIST

Murchison Qil & Gas, Inc. ot
1100 Mira Vista Bivd.
Plano, TX 75093-4698

Martha Jane Alexander Rhodes
P.O. Box 58
Abilene, TX 79604

Presstey Hudson Guitar 5
P.O. box 5383
Abilene, TX 79608-5383

Jeri Alexander Lott &
9102 Vicksburg Ave., #17
Lubbock, TX 79356

John Guitar Witherspoon, Jr.
7404 Lemonwood Drive
Fort Worth, TX 76133-7012

Anita Grissom Guitargz,
P.O.box 744
Abilene, TX 79605

James Kelly Polk &
12 Augusta
Abilene, TX 79604

Brett Guitar Witherspoon (ol
P.O. Box 100635
Fort Worth, TX 76185

Ruth Ann Polk Caudle
5616 Preston Fairway

Dallas, TX 75252

Wende Witherspoon Morgan
1720 Southwicke
Flower Mound, TX 75022



AFE NO. 04-542-0
AUTHORITY FOR EXPENDITURE AFE DATE 10/29/04
NEW DRILLING, RECOMPLETION & RE-ENTRY AFEND {rev 6/98)
AFE Type: Well Objective:  Well Type: AFE STATUS: 10-d9-04
105 SOUTH FOURTH STREET X |New Drilling X|oil X {Development Orig.inal
ARTESIA, NEWMEXICO88210 Recompletion X|Gas Exploratory Revised
TELEPHONE (505) 748-1471 Re-entry Injector Final
Supplemental
LEASE NAME Guitar BFL. Com. #1 PROJD DEPTH 12,000’
COUNTY Eddy STATE New Mexico
FIELD HORIZON Morrow
LOCATION Section 17 T258-R26E, 990' N & 1980' E
DIVISION CODE 100 DIVISION NAME Oil & Gas Division
DISTRICT CODE DISTRICT NAME
BRANCH CODE BRANCH NAME
PROGNOSIS: |New well drilled to 12,000 to test ali formations
INTANGIBLE DRILLING COSTS: DRY HOLE COMP'D WELL
920-100 Staking, Permit & Legal Fees e ——————— 3,000 3,000
920-110 Location, Right-0f- WAy s 35,000 35,000
920-120 DrlliNg, FOO G e rn——————————eeee—ees————
920-130 Driling, Daywork ~ & fuel ~__ 50 days @ $11,300/day + $45K formob 647,000 647,000
920-140 Drilling Water, Fasline Rental e e———————as 35,000 35,000
920-150 Driling MUd & AddIIVES e ———————————— 45,000 45,000
920-160 Mud Logging Unit, Sample Bags e, 30,000 30,000
920-170 Cementing - Surface Casing _...&deepintermediate 75,000 75,000
920-180 Dl Stem Testing, OHT e,
920-190 Electric Logs & Tape Copies e 60,000 60,000
920-200 Tools & Equip. Ratl., Trkg. & Welding e, 125,000 125,000
920-205 Control of Well-Insurance 5,000 5,000
920-210 Supervision & Overhead 50,000 50,000
920-230 Coring, TO0IS & SeIVICE e
920-240 Bits, Tool & Supplies Purchase e, 80,000 80,000
920-350 Cementing - Production Casing e, 40,000
920-410 Completion Unit - Swabbing e, 30,000
920-420 Water for Completion e 5,000
920-430 Mud & Additives for Completion e, 1,000
920-440 Cementing - Completion e
920-450 Elec. Logs, Testing, Etc. - Completon . 20,000
920-460 Tools & Equip. Rental, Etc. - Completion 50,000
920-470 Stimulation for Completion e, 100,000
920-480 Supervision & O/H - Completon . 1,500
920-490 Additional LOC Charges - Completon . 10,000
920-510 Bits, Tools & Supplies - Completon .. 1,500
920-500 Contingency for Completion e,
TOTAL INTANGIBLE DRILLING COSTS . | 1,190,000] 1,449,000/
TANGIBLE EQUIPMENT COSTS:
930-010 Christmas Tree & Wellhead e, 5,000 30,000
930-020 Casing B 308 @ 00, 11,000 11,000
________ 0 8 8 @ 1,800 . e, 27,000 27,000
________ T @ 8,000 108,000 108,000
........ 41127 12,000 e ten e eeean s 85,500
930-030 Tubing 2 38 @ 11,800 49,000
930-040 Packer & Special Equipment e,
940-010 PUMPING BQUIDMI Ot e
940-020 Storage Facilities 15,000
940-030 Separation Equip., Flowlines, Misc. 75,000
940-G40 Trucking & ConstructionCosts . 15,000
TOTAL TANGIBLE EQUIPMENT COSTS . | 151,000/ 415,500]
TOTAL COSTS | 1,341 ,000! 1,864,500|

----------------------------------------------------------------------------------------

APPROVAL OF THIS AFE CONSTITUTES APPROVAL OF OPERATOR'S OPleN TO CHARGE THE JOINT ACCOUNT WITH
TUBULAR GOODS FROM THE OPERATOR'S WAREHOUSE STOCK AT THE RATES STATED ABOVE.

Prepared By Operations
SV Jeremiah Mullen Approval
20.551875% |
10.7931252 J
10.793125% |
0 12




GUITAR BFL COM #1 AFE # 04-542-0

T25S-R26E- SECTION 17 DATE: 11/8/04
990' FNL & 1980' FEL Page 2
EDDY COUNTY, NEW MEXICO
SHARE
MURCHISON OIL & GAS INC | - 37.500000%)|
EARL B. GUITAR, SR. & ANITA GRISSOM GUITAR, REVOCABLE LIVING TRUST, 2.343750%
ANITA GRISSOM GUITAR, SOLE TRUSTEE
JAMES M. ALEXANDER & JERRI ALEXANDER { 0.781250%)
[ 0.781250%)
| 0.781250%)
JAMES KELLY POLK | 0.781250%|
RUTH ANN POLK CAUDLE { 0.781250%|
JANIS LEE POLK HARBOUR [ 0.781250%|
MARILYN GUITAR GALUSHA TRUST, MARILYN GUITAR GALUSHA, TRUSTEE { 0.584375%|
PRESSLEY HUDSON GUITAR [ 0.584375%|
JOHN GUITAR WITHERSPOON, JR [ 0.293750%|
BRETT GUITAR WITHERSPOON { 0.293750%|
WENDE WITHERSPOON MORGAN | 0.293750%]
WHITTEN GUITAR WITHERSPOON { 0.293750%|
KELLY WOODS LEACH [ 0.193750%|

B

TOTAL

100.000000%
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MARTIN YATES, i

) PETROLELIM

1912 - 1985
FRANK W. YATES ¥ CORPORABTION
105 SOUTH FOURTH STREET
ARTESIA, NEW MEXICO 88210-2118
TELEPHONE (505) 748-1471
November 30, 2004
Whitten Guitar Witherspoon

4508 Tall Meadow Lane
Fort Worth, TX 76133

RE: Guitar BFL Com #1

S. P. YATES
CHAIRMAN OF THE BOARD

JOHN A. YATES
PRESIDENT
PEYTON YATES
EXECUTIVE VICE PRESIDENT
RANDY G. PATTERSON
SECRETARY

DENNIS G. KINSEY
TREASURER

Township 25 South, Range 26 East, NMPM

Section 17: N/2
Eddy County, New Mexico

Mr. Witherspoon:

I have had several phone calls from many family members concerning either 1) lease options for mineral rights in the
above captioned acreage or 2) participation in the drilling of the Guitar BFL. Com #1.

You have been sent an AFE to participate in the drilling of the Guitar well as an unleased mineral owner. Also
included with the AFE was the operating agreement covering the 320-acre spacing unit in the North 2 of section 17.

Since the receipt of the AFE and Operating Agreement, I have had several phone calls to discuss the possibility to
lease your minerals rather than taking a working interest in this well. The renewal period has expired for your
previous leases; therefore all previous negotiations are off the table.

Enclosed please find Yates Petroleum Corporation standard three (3) year paid up lease form, containing a V4 royalty
for your net mineral acre interest. Should you elect to execute this lease, as is, you will receive the $100.00 per net
acre bonus upon our receipt. The terms and conditions of the lease are not negotiable, as Yates Petroleum
Corporation will be proceeding with the drilling of the Guitar well immediately.

Please return either the executed lease form, as is, or the executed AFE and Operating Agreement at your earliest
convenience, as to avoid a force-pooling situation.

Should you have any questions, I can be reached at 505-748-4400.
Thank you for your consideration.
Very truly yours,

YATES PETROLEUM CORPORATION

Susan Vierra
Associate Landman
/sv
Enclosure(s)



Producers 88 Rev. (3 Year Lease) 5-96 (THREE YEAR PAID UP LEASE) Form 345
YPC Revised Form OIL AND GAS LEASE Hall-Poorbaugh Press, Inc.
Roswell, New Mexico

w .

THIS AGREEMENT made this 30th day of November, 2004, and Effective November 30, 2004, between Whitten Guitar ‘Witherspoon, dealing in his sole and
separate property, as Lessor (whether one or more), and YATES PETROLEUM CORPORATION-70%; YATES DRILLING COMPANY-10%, ABO PETROLEUM CORPORATION-
10% AND SHARBRO OIL LIMITED COMPANY-10%, as Lessee, WITNESSETH:

1. Lessors in consideration of Ten and No/100. Dollars ($__10.00 ) in
hand paid, of the royalties herein provided and of the agreements of Lessee herein contained, hereby grants, leases and lets exclusively unto Lessee for the purpose of investigating, exploring,
prospecting, drilling and mining for and producing oil and gas, laying pipe lines, building roads, tanks, power stations, telephone lines and other structures thereon and on, over and across lands owned
or claimed by Lessor adjacent and contiguous thereto, to produce, save, take care of, treat, transport, and own said products, and housing its employees, the following described land in
Eddy County, New Mexico to-wit:

Township 25 South, Range 26 Fast, NMPM
Section 17: NW/4NE/4, E2E/2

Containing 200.00 acres, more or less

2. Without reference to the commencement, prosecution or cessation at any time of drilling or other development operations and/or to the discovery, development or cessation at any time of
production of oil or gas and without further payments than the royalties herein provided, and notwithstanding anything else herein contained to the contrary, this lease shall be for a term of three years
from this date (called "primary term") and as long thereafter as oil or gas is produced from said land or land with which said land is pooled hereunder.

3. The royalties to be paid by Lessee are: (a) onoil, 1/4 of that produced and saved from said land, the same to be delivered at the wells or to the credit of Lessor into the pipe line to which the
wells may be connected; Lessee may from time to time purchase any royalty oil in its possession, paying the market price therefore prevailing for the field where produced on the date of purchase; (b)
on gas, including casing head gas or other gaseous substance, produced from said land, and sold, or used off the premises or for the extraction of gasoline or other product there from, the market value
at the well of 1/4  of the gas so sold or used, provided that on gas sold at the wells the royalty shallbe _1/4  of the amount realized from such sale; while there is a gas well on this lease or on
acreage pooled therewith but gas is not being sold or used, Lessee may pay or tender as royalty, on or before ninety (90) days after the date on which said well is shut in and thereafter at annual
intervals the sum of $1.00 per acre, and if such payment is made or tendered, this lease shall not terminate and it will be considered that gas is being produced from this lease in paying quantities.
Payment or tender of said shut-in gas royalty may be made by check or draft of Lessee mailed or delivered to the parties entitled thereto on or before the date said payment is due. Lessee shall have
free use of oil, gas, coal and water from said land, except water from Lessor's wells, for all operations hereunder, and the royalty on oil and gas shall be computed after deducting any so used.

4. Lessee, at its option, is hereby given the right and power to pool or combine the acreage covered by this lease, or any portion thereof as to oil and gas, or either of them, with other land, lease
or leases in the immediate vicinity thereof to the extent, hereinafter stipulated, when in Lessee's judgment it is necessary or advisable to do so in order properly to explore, or to develop and operate
said leased premises in compliance with the spacing rules of the New Mexico Oil Conservation Commission, or other lawful authority or when to do so would, in the judgment of Lessee, promote the
conservation of oil and gas in and under and that may be produced from said premises. Units pooled for oil hereunder shall not substantially exceed 40 acres each in area, and units pooled for gas
hereunder shall not substantially exceed in area 640 acres each plus a tolerance of 10% thereof, provided that should governmental authority having jurisdiction prescribe or permit the creation of units
larger than those specified, units thereafter created may conform substantially in size with those prescribed by governmental regulations. Lessee under the provisions hereof may pool or combine
acreage covered by this lease, or any portion thereof as above provided as to oil in any one or more strata and as to gas in any one or more strata. The units formed by pooling as to any stratum or
strata need not conform in size or area with the unit or units into which the lease is pooled or combined as to any other stratum or strata, and oil units need not conform as to area with gas units. The
pooling in one or more instances shall not exhaust the rights of the Lessee hereunder to pool this lease or portions thereof into other units. Lessee shall file for record in the appropriate records of the
county in which the leased premises are situated an instrument describing and designating the pooled acreage as a pooled unit. Lessee may at its election exercise its pooling option after commencing
operations for or completing an oil or gas well on the leased premises, and the pooled unit may include, but it is not required to include, land or leases upon which a well capable of producing oil or gas
in paying quantities has theretofore been completed or upon which operations for the drilling of a well for oil or gas have theretofore been commenced. Operations for drilling on or production of oil or
gas from any part of the pooled unit which includes all or a portion of the land covered by this lease regardless of whether such operations for drilling were commenced or such production was secured
before or after the execution of this instrument or the instrument designating the pooled unit, shall be considered as operations for drilling on or production of oil and gas from land covered by this lease
whether or not the well or wells be located on the premises covered by this lease, and the entire acreage constituting such unit or units, as to oil and gas, or either of them, as herein provided, shall be
treated for all purposes, except the payment of royalties on production from the pooled unit, as if the same were included in this lease. For the purpose of computing the royalties to which owners of
royalties and payments out of production and each of them, shall be entitled on production of oil and gas, or either of them, from the pooled unit, there shall be allocated to the land covered by this
lease and included in said unit a pro rata portion of the oil and gas, or either of them, produced from the pooled unit after deducting that used for operations on the pooled units. Such allocation shall be
on acreage basis-that is to say, there shall be allocated to the acreage covered by this lease and included in the pooled unit that pro rata portion of the oil and gas, or either of them, produced from the
pooled unit which the number of surface acres covered by this lease and included in the pooled unit bears to the total number of surface acres included in the pooled unit. Royalties hereunder shall be
computed on the portion of such production, whether it be oil and gas, or either of them, so allocated to the land covered by this lease and included in the umit just as though such production were from
such land. The production from an oil well will be considered production from the lease or oil pooled unit from which it is producing and not as production from a gas pooled unit; and production from
a gas well will be considered as production from the lease or gas pooled unit from which it is producing and not from an oil pooled unit. In addition to the foregoing, Lessee at its option is hereby given
the right and power from time to time to cornmit said land or any part or formation or mineral substance covered hereby to any cooperative or unit agreement or plan of development and operation, and
to any modifications thereof, which have been approved by the New Mexico Oil Conservation Commission or other lawful governmental authority. In such event, the royalty payable to Lessor
hereunder shall be computed and paid on the basis of the oil or gas allocated to such land under the terms of any such agreement or plan of operation, which basis shall be the same by which the
royalty due the United States or the State of New Mexico is computed and paid. This lease shall not expire during the life of such agreement or plan and shall be subject to the terms thereof and said
agreement or plan of operation shall be filed with the New Mexico Oil Conservation Commission, or other lawful authority, and Lessee shall record in the county in which the leased premises are
situated, an instrument describing such agreement or plan of operation and reflecting the commitment thereto, and the same may be recorded either before or afier the completion of wells.

5. If at the expiration of the primary term oil or gas is not being produced on said land, or from land pooled therewith, but Lessee is then engaged in drilling or reworking operations thereon, or
shall have completed a dry hole thereon within 60 days prior to the end of the primary terms, the lease shall remain in force so long as operations on said well or for drilling or reworking of any
additional well are prosecuted with no cessation of more than 60 consecutive days, and if they result in the production of oil or gas so long thereafter as oil or gas is produced from said land, or from
land pooled therewith. If, after the expiration of the primary term of this lease and after oil or gas is produced from said land, or from land pooled therewith, the production thereof should cease from
any cause, this lease shall not terminate if Lessee commences operations for drilling or reworking within 60 days after the cessation of such production, but shall remair in force and effect so long as
such operations are prosecuted with no cessation of more than 60 consecutive days, and if they result in the production of oil and gas, so long thereafter as oil or gas is produced from said land, or from
land pooled therewith. Any pooled unit designated by Lessee in accordance with the terms hereof, may be dissolved by Lessee by instrument filed for record in the appropriate records of the county in
which the leased premises are situated at any time after the completion of a dry hole or the cessation of production on said unit. In the event a well or wells producing oil or gas in paying quantities
should be brought in on adjacent land and within 660 feet of and draining the lease premises, or land pooled therewith. Lessee agrees to drill such offset well or wells as a reasonably prudent operator
would drill under the same or similar circumstances. Lessee may at any time execute and deliver to Lessor or place of record a release or releases covering any portion or portions of the above
described premises and thereby surrender this lease as to such portion or portions and be relieved or all obligations as to the acreage surrendered.

6. Lessee shall have the right at any time during or after the expiration of this lease to remove all property and fixtures placed by Lessee on said land, including the right to draw and remove all
casing. When required by Lessor, Lessee will bury all pipelines below ordinary plow depth, and no well shall be drilled within two hundred feet of any residence or barn now on said land without
Lessor’s consent.

7. The rights of either party h der may be assigned in whole or in part, and the provisions hereof shall extend to their heirs, successors and assigns but no change or division in ownership of
the land or royalties, however accomplished, shall operate to enlarge the obligations or diminish the rights of Lessee; and no change or division in such ownership shall be binding on Lessee until thirty
(30) days after Lessee shall have been fumnished by registered U.S. mail at Lessee's principal place of business with a certified copy of recorded instrument or instruments evidencing same. In the event
of assignment hereof in whole or in part liability for breach of any obligation hereunder shall rest exclusively upon the owner of this lease or of a portion thereof who cormits such breach. If six or
more parties become entitled to royalty hereunder, Lessee may withhold payment thereof unless and until furnished with a recordable instrument executed by all such parties designating an agent to
receive payment for all.

8. The breach by Lessee of any obligation arising hereunder shall not work a forfeiture or termination of this lease nor cause a termination or revision of the estate created hereby nor be grounds
for cancellation hereof in whole or in part. In the event Lessor considers that operations are not at any time being conducted in compliance with this lease, Lessor shall notify Lessee in writing of the
facts relied upon as constituting a breach hereof, and Lessee, if in default, shall have sixty days afier receipt of such notice in which to commence the compliance with the obligations imposed by virtue
of this instrument. After the discovery of oil or gas in paying quantities on said premises, Lessee shall develop the acreage retained hereunder as a reasonably prudent operator but in discharging this
obligation it shall in no event by required to drill more than one well per forty (40) acres of the area retained hereunder and capable of producing oil in paying quantities and one well per 640 acres plus
an acreage tolerance not to exceed 10% of 640 acres of the area retained hereunder and capable of producing gas in paying quantities.

9. Lessor hereby warrants and agrees to defend the title to said land and agrees that Lessee at its option may discharge any tax, mortgage or other lien upon said land either in whole or in part, and
in event Lessee does so, it shall be subrogated to such lien with the right to enforce same and apply royalties accruing hereunder toward satisfying same Without impairment of Lessee's right under the
warranty in event of failure of title, it is agreed that if Lessor owns an interest in the oil or gas on, in or under said land less than the entire fee simple estate, then the royalties to be paid Lessor shall be
reduced proportionately. Should any one or more of the parties named as Lessors fail to execute this lease, it shall nevertheless be binding upon the party or parties executing the same.

10. Should Lessee be prevented from complying with any express or implied covenant of this lease, from conducting drilling or reworking operations thereon or from producing oil or gas there
from by reason of scarcity of or inability to obtain or to use equipment or material, or by operation of force majeure, any Federal or state law or any order, rule or regulation of governmental authority,
then while so prevented, Lessee's obligation to comply with such covenant shall be suspended, and Lessee shall not be liable in damages for failure to comply therewith; and this lease shall be
extended while and so long as Lessee is prevented by any such cause from conducting drilling or reworking operations on or from producing oil or gas from the leased premises; and the time while
Lessee is so prevented shall not be counted against Lessee, anything in this lease to the contrary notwithstanding.

IN WITNESS WHEREOF, this instrument is executed on the date first above written.

Whitten Guitar Witherspoon




INDIVIDUAL ACKNOWLEDGMENT v “

STATE OF )
)ss
COUNTY OF )
This instrument was acknowledged before me this day of. , 2004,
by Whitten Guitar Witherspoon

My commission expires,

Notary Public
ACKNOWLEDGMENT
STATE OF )
)ss.
COUNTY OF )
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