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BEFORE THE OIL CONSERVATION DIVISION

OF THE STATE OF NEW MEXICO

IN THE MATTER OF THE APPLICATION
OF YATES PETROLEUM CORPORATION
FOR COMPULSORY POOLING, CHAVES
COUNTY, NEW MEXICO

CASE NO.

.0

AFFIDAVIT OF MAILING

STATE OF NEW MEXICO )
t SS.
COUNTY OF EDDY )

PATTI WIER, being first duly sworn, upon oath, states
that the notice provisions of Rule 1207 of the New Mexico 0il
Conservation Division have been complied with, that Applicant has
caused to be conducted a good-faith diligent effort to find the
correct addresses of all interested persons entitled to receive
notice, and that pursuant to Rule 1207, notice has been given at
the correct addresses as provided by such rule.

In support hereof, affiant states that a true copy of
the Application of Yates Petroleum Corporation for Compulsory
Pooling, Chaves County, New Mexico, was mailed in accordance with
Rule 1207, to each known individual owning an uncommitted lease-
hold interest, an unleased and uncommitted mineral interest, or
royalty interest not subject to a pooling or unitization clause

in the lands affected by such application, which interest must be

YATES PETROLEUM CORP

Case No,
4/26 /89 OC. 9657

Examiner Hegri
Exhibit No. 3 aring

ORATION



committed and has not been voluntarily committed to the area pro-
posed to be pooled or unitized, in a securely sealed, certified
mail, return receipt requested, postage prepaid envelope, address-
ed to the following named party:

W. E. Corn

1300 West Fourth Street

Roswell, New Mexico 88201
on the 22nd day of March, 1989, as reflected by the copy of the

letter transmitting such copy of the Application and the return

receipt executed on behalf of the addressee, attached hereto.

Patti Wier

SUBSCRIBED AND SWORN TO before me this 22nd day of

March, 1989, by PATTI WIER.

My commission expires: . ‘(AALWO—FQuAuQ)

(-2-9D Notary Public




March 22, 1989

CERTIFIED MAIL
RETURN RECEIPT REQUESTED

W. E. Corn
1300 West Fourth Street
Roswell, New Mexico 88201

Re: Bajillo Draw State No. 4 Well
Township 7 South, Range 23 East, N.M.P.M.
Section 28: SW/4

Chaves County, New Mexico

Dear Mr. Corn:

Enclosed, please find a copy of the Application of Yates Petro-
leum Corporation for Compulsory Pooling, Chaves County, New Mex-
ico.

Hearing is scheduled before the New Mexico 0il Conservation Divi-
sion, in Santa Fe, New Mexico, on April 26, 1989.

Please contact the undersigned if you have any questions regard-
ing this application.

Sincerely yours,
DICKERSON, FISK & VANDIVER
Chad Dickerson

CD:pvw
Enclosure

cc: Cy Cowan

Chad Dickerson John Fisk David R. Vandiver James W. Catron DickersoN, Fisk & VANDIVER

. ATTORNEYS AT LAW
Seventh & Mahone / Suite E / Artesia, New Mexico 88210 / (505) 746-9841



PS Form 3800. June 1985

P 920 34k Au4b

RECEIPT FOR CERTIFIED MAIL

NO INSURANCE COVERAGE PROVIDED
NOT FOR INTERNATIONAL MAIL

(See Reverse)

w''E. Corn

Street and No

1300 West 4th St.

P O . State and Z!P Code
Roswell, NM 88201

Postage S

Certitied Fee

Special Delivery Fee

Restrictea Delivery Fee

Return Recept showing
to whom and Date Dehvered

et e Reco p' show ng to whi™
A

Cate and Aaaress of Denery

TOTAL Pestage and Fees 5

Postmark or Date

’ SENDER: Complete items 1 and 2 when additional services are desired, and complete items 3 and 4.

Put your address in the “RETURN TO" space on the reverse side. Failure to do this will prevent this
card from being returned to you. The return receipt fee will

detivered to and the date of delive[(y

. For additional fees the following services are available. Consuit
postmaster for fees and check box{es) for additional service(s) requested.

1. [ Show to whom delivered, date, and addressee’s address.

rovide you the name of the person

2. [ Restricted Delivery.

3. Article Addressed to:

W. E. Corn

1300 West Fourth Street
Roswell, New Mexico

88201

4, Article Number
P 920 346 946

Type of Service:

Registered Insured
ertified coD
Express Mail

Always obtain signature of addressee or
agent and DATE DELIVERED.

oz 7
5. Signature — Addresses - . // )

6. Signature — Agent
X

7. Date of Delivery

2-2¢-£9

8. Addressee’s Address (ONLY if
requested and fee paid)

PS Form 3811, Feb. 1986

DOMESTIC RETURN RECEIPT



| E E CHAIRMAN CF THE BOARD

JOHN A. YATES

) PETROLELM
' CORPORATION L EYTON vaTES

RANDY G. PATTERSON

7 SRR
P ( S. P. YATES
. V' y

MARTIN YATES, Wl
1912 - 1985

FRANK W. YATES
1936 - 1986

SECRETARY

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

April 21, 1989

Ronadero Company Inc.
P. 0. Box 430
Roswell, New Mexico 88202

Attention: Mr. Robert Hanagan -
Re: Township 7 South, Range 23 East, NMPM

Section 7: NE3}SW}
Chaves County, New Mexico

Gentlemen:
Thank you for your letter of April 20, 1989, outlining your proposal for
assigning the captioned acreage. In the event Mr. Corn did not furnish you

with the documents I sent to him, enclosed please find:

1. Operating Agreement for our proposed Bajillo Draw
"WQ" State #4 well.

2. Two copies of the Authority for Expenditure.
3. One copy of the Compulsory Pooling Notice.

Please be advised the captioned acreage is scheduled for hearing on Wednesday,
April 26, 1989 in Santa Fe.

Should you have any questions please contact me.
Thank you for your concern in this matter.
Very truly yours,

YATES PETR UM CORPORATION

Asspciate Landman
CC/bp

Enclosures YATES PETROLEUM CORPORATION

Case No. 9657
4/26/89 Examiner Hearing
Exhibit No. 3



PS Form 3800, June 1985

P 9kb b3k 519

RECE!IPT FOR CERTIFIED MAIL
NO INSURANCE COVERAGE PROVIDED
NOT FOR INTERNATIONAL MAIL

(See Reverse}

*Konadero Company Inc.

" "Box 430

Pﬁb glﬁé T“f’,z‘PN‘?ﬁe Mexico 88201

Postage

g S
Attn: Robert Hannijgan

Certitied Fee

Special Delivery Fee

Restricted Delivemy-Fee

Return Recept showing
to whom and Date Delivered

Return Receipt showing 1o whom,
Date, and Address of Delivery

TOTAL Postage and Fees S

Postmark or Date 4 _ 2] -89

(Rajﬂ]o Drawer WQ St. #4




B onADERD
ST

Roswell, Rew Mexico 88202
VIA CERTIFIED MAIL - RETURN RECEIPT REQUESTED

April 20, 1989

Yates Petroleum Corporation U’I Q\"\V\UQ’S
105 South 4th Street
Artesia, New Mexico 88210

Attn: Cy Cowan, Assoc. Landman

Re: 0il and Gas Lease Submittal
Township 7 South, Range 23 East, N.M.P.M.:
Section 7: NE%SW4%
containing 40.0 acres, more or less
Chaves County, New Mexico

Gentlemen:
Ronadero Company, Inc. is the owner of the above captioned oil
and gas lease (copy attached) and hereby offers an assignment
of same, subject to prior sale and withdrawal without notice
on the following basis:
1) Full Bonus Consideration of Two Hundred Dollars
($200.00) per net acre
(40.0 acres x $200.00 = $8,000.00).
2) Delivery of a 75% net revenue lease.

Should Yates Petrd]eum Corporation’ have an interest in this
proposal, please contact me at your earliest convenience.

Very turly yours,
RONADERO COMPANY, INC.

Ve

Robert W. ﬁaﬁagan

RWH/drs

Enc.



Producer's 88—(Producer's Revised 1981) (Ngw Mexlco) Form 342H BOCK 5 4 FACE 74:}
OIL & GAS LEASE

HIS AGREEMENT made this _15EN _ day of April 19_89 beween ____
William E. Corn, a single man

* t

oRoswell, New Mexico
{Post Office Address)

herein called 1essor (whether one or more) and Ronade ro Compan.y ) Inc . lessee:

1. Lessor, in consideration of TEN AND OTHER DOLLARS in hand palg, receipt ol which Is here acknowledged, and of the royaities herein provided and
of the agreements of the lessee herein contained, hereby grants, leases and lels exclusively unto lassea for the purpose of Investigating, exploring, prospecting, drilling,
and operating for and producing oil and gas, injecting gas, waters, other lluids, and air Into subsurface strata, laying pipe lines, storing oil, bullding tanks, roadways, tele-
phone lines, and other structures and things thereon to produce, save, take care of, treal, process, store and transport sald minerals, the loliowing described land in

Chaves

County, New Maxico, lo-wit:

Township 7 South, Range 23 East, N.M.P.M.:
Section 28: NELSWY

For the purpose of calculating the rental payments hereinafter provided for, said land is estimated to compris 40 : 0 acres, whether it actually com.
prises more or less. on

2. Subject to the other provisions herein contained, this lease shall remaln in force for a term of txoqmoars from this dats (called “primary term"), and as tong
thereafter as oil or gas Is produced from said land or land with which said land Is pooled. one- ﬁ?urﬁ}h 1/4

3. The royalties to be paid by lessee are: (a) on ofl, and on other liquid hydrocarbons saved at the well, ooxﬂm'gaﬂ t uced saved from said land, same to be
delivered at the wells or to the credit of lessgfd I:'\ lt;‘e pipe line to whki:\q;heo‘v:lells rn."sry‘e be oonnelcte'd; ®) (:(\ .'Inchin:'!'l‘r;g caﬁlr\tghesa&mgpmmum‘lam amdme.d.{ l /¢
from said land used off the premises or used in the manu O line or other products, the markel value at the well of ¢ of as us. r 1
sold on or off the premises lge royalty shall be d&&ﬁmﬁ»&%ﬁ%mr& reallzed Trom sucﬁ%ak;hé) and ¢ aT:'?\y me w?wr%\ﬁls%m s not vaﬂ&'ﬁ'e% %r’&h%?;fo%g?s ﬁroo* /¢
and there is a gas and/or condansate well on sald land, or land pooled therewith, but ?as and/or condensate is not being 80 sold or used and such waell Is shut In, either bafore
or alter production therefrom, then on or belore 80 days afler said well is shut in, and thersafier at annual intervals, lesses may pay or tender an advance annual shut-In royalty
equal to the amount of delay rentals provided for in this leasa for tha acreage then held under this lease by the party making such payment or tender, and so long as said shut-n

alty Is paid or tendered this lease shall not terminate and it will be considered under all clauses hereof that is being produced from the leased gremlses in paylng quan-

tities. Each such payment shall be paid or tendered to the party or parties who at the time of such payment would be entitied to recelve the royaitles which would ba paid under
this leasa if the well were in fact producing, or be paid or tendered to the credit of such or partles In the depository bank and In the manner hereinafter provided for the
payment of rentals. Tha amount realized from the sale of on or off the premises shall be the price established by the sales contract entered Into In g faith by Lessee
and gas purchaser lor such term and under such conditlons as are customary in the industry. ‘Price’ shall mean the net amount received by Lesses alter giving etfect to ap-
plicable regulatory orders and after application of any applicabie price adjusiments specified in such contract or regulatory orders.

4, |t operations for drilling are not commenced on sald land or on 1and pooled therewith on or before one (1) year from this date, this fease shall terminate as to both par-
ties, unless on or before one (1) year from this date lessee shall pa{ or tender to the lessor arental of § which shall cover the privilege of deferring
commencement of such operations lor a period of twelve (12) months. In like manner and upon llke payments or tanders, annually, the commencement of said operations may
be funther deferred for successive periods of twelve (12) months sach during the primary term. Payment or tender may be made to the lessor or to the credit of the leasor in the

UNITED NEW MEXICQO BANK AT ROSHE(] Bank

al P. 0. Box 1977 , Roswel ]4 New Mexico 88202 which bank, or any successor thereof, shall continue to be the agent
for the lessor and lessor's heirs and ass(lgns. If such bank & any successor bank) shalt fall, liquidate, or bs succeeded by another bank, or for any reason shall (ail or refuse to
ty

accept rental, lessee shall not be held In default untll thirty after lessor shall dellver to lessee a recordable Instrument making provision for another acceptabie method
of payment or tender, and any depository charge is a liability of the lessor. The payment or tender of rental may be made by check or drait of lessee, malied or detivered to said
bank or lessor, or any lessor if more than one, on or before the rental paying date. Any timely payment or tender of rental or shut-in roylltr which Is made in a bona fide cttnmrl
to make proper payment, but which Is sroneous in whote or in part as o les, amounts, or depositories shall nevertheless be suflicient to prevent termination of this lsasa in
the same manner as though a proper payment had been made; provided, however, lassee shall correct such error within thirty (30) days after lessee has recelved writien notice
thereof by certitied mali from lessor together with such Inatruments as are necessary to enable lessee to make proper payment.

5. Lessee is hereby granted the ngm and power, from time to lime, to pool or combine this iease, the land covered by it or any part or horizon thereof with any other tand,
lease, Isases, mineral estates or parts thereof for the production of oll or gas. Unlits pooled hereunder shall not exceed the standard proration unit fixed bK law or by the New
Mexico Ol Conservation Commission or by other lawful authority for the pool or area in which said land Is situated, plus a lolerance of 10%. Lessee shall llle 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 atier the completion of wells. Drllling
operations on or production from any part of any such unit shall be considered for all rurposes axcept the payment of ro{my, 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 unll that portion of the total production of pooled minerals trom
walls in the unit, after deducting any used in lease or unit operations, which the number of surface acres in the land covered by this lease included in the unit bears 10 the total
number of surface acres in the unit. The rroductlon 80 allocated shall be considered for all purposas, including the payment or dellverY omalty, to be the entire production of
pooted minerals from the portion of sald fand covered hereby and Included in sald unil in the same manner as though produced from sald land under the terms of this lease. Any
pooled unit designated by lesses, as provided herein, may be dissolved by lessee by recording an appropriate instrument In the County whaere the land |s situated at any time
after the completion of a dry hole or the cessation of productlion on said unit. :

6. It prior to the discovery of oll or gas hereunder, lessee should drifl and abandon a gz’hole or holes hereunder, or If atter discovery of oll or gas the production thareot
should cease for any cause, this lease shall not terminate if lessee commences reworking or additional drilling operations within 60 days thereafter and diligently prosecules the
same, o (it it be within the primary term) commences or resumas tha payment or tender of rentals or commences operatlons for drilling or reworking on or before the rental
paying date next ensulng after the expiration of three months from date of abandonment of said dry hole or holes or the cessalion of production. If at the expiration of the
primary term, oll or gas i not belng produced but lessea Is then engaged In operations for dritling or reworking of any well, this lease shall remain In force 80 long as such
operaalons are dlligently prosecuted with no cessation of more than 60 consecutive days. If during the drilling or reworking of ‘,?J waell under this paragraph, lesses loses or
junks the hole or well and after diligent efforts in faith is unable to complete sald ol:matlons then within 30 days atter the abandonment of said rations lessee may com-
mence anather well and drill the same with due diligence. If any drlling, additional dritling, or reworking operations hereunder resull in production, then this lease shall remain
in full force so long thereafter as oll or gas Is produced hereunder.

7. Lessee shall have free use of oil, gas and water from sald land, except water from lessor’s wells and tanks, for all operations hereunder, and the royalty shall bs com-
uted alter 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 (ixtures placed by lessee on said
ﬁmd, including the right to draw and remove all casing. When required by lessor, lessee will bury all plpe lines on culllvated lands below ordinary plow depth, and no well shall
be drilled within two hundred feet (200 tt) ot any residence or barn now on sald land without lessor's consent. Lessor shall have the privilege, at his risk and expense, of using
gas from any gas wall on sald fand for stoves and inside lights In the principal dwelling thereon, out of any surplus gas not needed for operations hereunder.

B. The righis of either party hereunder may be assigned in whole or In part and the provisions hereof shall extend to the heirs, executors, administrators, successors and
assigns; but no change or division in the ownership of the land, or In the ownership of or right (o recelve rentals, royaities or payments, howaver accomplished shall operate to
anlarge the obligations or diminish the rights of lessee; and no such change or division shall be binding u, lessee for any purpose until 30 days after lesses has baen turnish-
ed by certifled mall at lessee’s princlpal place of business with acceptable Instruments or certified coples thereot constituting the chain of title from the original lessor. It any
such change In ownemhlﬁ occurs through the death of the owner, lessee may pay or tender any rentals, royaities or payments 1o the credit of the deceased or his sstate in the
depository bank until such time as lessee has been fumished with evidence salisfactory to lessee as to the persons entitled 10 such sums. In the svent of an assignment of this
lease as to a segregated portion of said land, the rentals payabte hereunder shall be apportioned as between the several leasehold awners mtablr according to the surface area
of each, and delauit In rental payment by one shall not atfect the rights of other leasehold owners hereunder. An assignment of this lease, in whole or In part, shall, to the extent
of such assignment, relieve anJ discharge lessee of any obligations hereunder, and, if 1essee or assignsee of part or rans hereot shall fall or make default In the payment of the
proportionate Fan of the rentals due from such fessee or assignee or fail to comply with any other provision of the lease, such defaull shall not alfact this lease in so far as it
covers a part of said lands upon which lessee or any assignee thereol shall so ly or make such payments. Renlals as used In this paragraph shall also include shut-in royal-
ty.

9. Should lessee bae prevented from complying with an?r express or implled covenant of this lease, or from conducting drilling or reworking operations hereundar, or from
producing oil or gas hereunder by reason of scarclty or inabliity to obtaln or use equipment or materlal, or by opsration of force majeure, or by any Fedaral or state law or any
order, rule or regulation of governmental authority, then while so prevented, lessee’s duly shall be suspended, and lessee shall not be liable for tailure to comply therewith; and
this lease shalil be extended whila and 3o long as lessee |s prevented by any such cause from conducting drilling or reworking operations on or from producing oil or gas
hereunder; and the time while lessee is so prevented shall not be counted againsl lessee, anything in this lease to the contrary notwithstanding.

10. Lessor hereby warrants and afrees to defend the title to said land, and agrees that lessee, al its option, may discharge any tax, mortgage, or other fien upon said land,
and in the event 1essee does 30, it shall be subrogated to such lien with the right to enforce same and apply rentals and royalties accruing hareunder toward salisfying same.
Without impairment of lessee’s rights under the warranty, If this iease covers a less interest in the oll or gas in all or any part of said land than the sntire and undlvided fee sim-
ple estate (whether lessors Interest Is herein specified or not) then the royalties, shut-in royalty, rental, and other payments, if any, accrulng from any part as to which this laasa
covers lass than such full interest, shall be paid only in tha proportion which the interest therein, If any, covered by this lsase, bears to the whole and undivided fee simple estate
therein. Should any one or more of the parties named above as lessors fall to execute this lease, it shall nevertheless be b‘ndlng upon the party of parties executing the same,

11.  Lessee, ils/his successors, helrs, and assigns, shall have the right at any time o surrendaer this leass, in whole or In part, 1o lessor or his helrs, successors, and
afsigns by cellvering or malling a release thereof to the lessor, or by placing a release thereof of record In the county in which sald land Is situated; thereupon lessea shall be
rélieved from all obligations, sxpressed or implied, of this agreement as to acreage so surrendered, and therealter the rentais and shut-in royalty payable hereunder shall be
reduced In the proportion thai the acreage covered heraby Is reduced by sald release or releases.

Executed the cay and year flrst above written.
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STATE OF NEW MEXICO
CORPORATION ACKNOWLEDGMENT (New Mexico Short Form)
County of .-
The foregoing instrument was acknowledged before me this day of , 19
by ' President
of a corporation
on behalf of said corporation.
M! Commission Expirea: Notary Publie
TATE OF
s CORPORATION ACKNOWLEDGMENT (New Mexico Short Form)
County of.
The foregolng instrument was acknowledged before me this day of , 19
by ’ President

f ]
gn behalf of said corporation. corporation

My Commission Expires: Notary Public
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oo ‘ S. P. YATES
I E E CHAIRMAN OF THE BOARD
JOHN A. YATES
yPETROLELM
ORATION

EDRF EXECUTIVE VICE PRESIDENT

RANDY G. PATTERSON
SECRETARY

DENNIS G. KINSEY

ARTESIA, NEW MEXICO 88210 TREASURER
TELEPHONE (505) 748-1471

MARTIN YATES, lll
1912 - 1985

FRANK W. YATES
1936 - 1986

105 SOUTH FOURTH STREET

April 18, 1989

Mr. William E. Corn
1300 West 4th Street
Roswell, New Mexico 88201

-

Re: Township 7 South, Range 23 East, NMPM
Section 7: NE3SWi
Chaves County, New Mexico

Dear Mr. Corn:

Enclosed please find a signature page executed by the Yates group to be
included in the Operating Agreement sent to you on April 10, 1989,

We would like to take a lease from you or have you participate with us in
drilling the Bajillo Draw "WQ" State #4 well.

Would you please contact me at Yates Petroleum Corporation collect (748-1471)
or by mail at the above address?

Very truly yours,

YATES PETROLEUM CORPORATION

Cy Co¢an
Associate Landman

CC/bp

Enclosure
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UNITED STATES POSTAL SERVICE
('. OFFICIAL BUSINESS

Print your name, address, and ZIP
Code in the space below
[ mComplmitoms‘l 2 3,and 4 on
reverse.
® Attach to front of article if
l& otherwise affix mm

SENDER INSTRUCTIONS |

PENALTY FOR PRIVATE
L] Endom article “Return Receipt USE, $300
Requested” sdjacent to number. $
RETURN *. .. .. Print Sender's name, address, and ZIP Code ln tho spoeo bolow

To . - ga .'-' & COIWMBMMIMEL T L W TER

B30




‘SENDER. Complets items 1 and 2 when sdditions! services are desired, and. complcn‘ e
and 4, :

Put your address In the “RETURN TO” Space on tho reverse sldo. Fnl\uro to do this wilf pr

cord from being returned to vou. Th UIn re ou_the name of the

. For oddltloml on the o"owlnc sorv] u are svallable. c

poctmmr 'or feas and check box{es) for additions! service(s) requested.

. O Show to whom delivered, dste, and acddresses’s address. 2. 0 Rwlcm Doﬂv.rv ;
t{Extra charge)t $(Extra chergejt.

3. Article Addressed to: | 4. Articie Number

Mr. William E. Corn . TypfO?;,:

1300 West 4th Street 1 Registered

RosweH New Mex1co 88201} Cortitied
: Express Mall

Always obtain slgnmm of
or sgent and

BaJﬂTo Draw HQ St. #4

7. Date of Delivery ?q
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. RECEIPT FOR CERTIFIED MAIL
NO INSURANGE COVERAGE PROVIDED
NOT FOR INTERNATIONAL MAIL

(See Reverse)

Sent to
l William E._ _Corn
Street and No.
1300 West 4th Street
P.0., State and ZiP Code
Roswell, New Mexica 88201

Postage )

Certified Fee

Special Delivery Fee

Restricted Delivery Fee

Return Receipt showing
to whom and Date Delivered

Return Receipt showing to whom,
Date, and Address of Delivery

TOTAL Postage and Fees s

Postmark or Date 4-18-89

Bajillo Draw WQ State
#4 |

PS Form 3800, June 1985
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SIGHNATURE PAGE ATTACHED TO AND LiADE A PART OF OPERATLING AGREEUENT UATED APRIL 3,
1989 BETWEEN YATES PETROLEUM CORPCRATION, "OPERATOR" AND WILLIAM-E. c<ORN, UT AL
"NON-OPERATORS", COVERING SW} OF SECTION 28, TOWNSHIP 7 sSOUTH, RANGE 23 EAST
N.M.P.M,, CHAVES COUNTY, NEW MEXICO.

YATES DRIL&ING COMPANY

-

B
by 7 e

Attorney-in-Fact -

O

ABO PETROLEGM CORPORATIOU )
-

. e~
. ’/// Retod /,.’/_,.//’/\
By a '/7,/06 ORI

Attorney-in-Fact P

// //

s

id

LILLIE M. YATES
ESTATE OF MARTIN YATES %;I

By ,35242/ yz4 /?fz” ///
annk W. vYates, "Attorney-in-Fact
for Lillie ‘M. Ya es, individually and,
with S. P. Yates, Personal
Representatives of the Estate of
Martin Yates III.

STATE OF NEW MEXICO)

:  ss
COUNTY OF EDDY)
The foregoing instrument was acknowledged before me this P day of
Lot @ , 1989 by e L , Attorney-in-Fact for
YATES DRILLING COMPANY; by S v , Attorney-in-Fact for

ABO PETROLEUM CORPORATION; all New Mex1co corporatlons, on behalf of said
corporations, and by Frank W. Yates, Jr., as Attorney-in-Fact for Lillie M,
Yates, individually and, with S. P. Yates, Personal Representatives of the
Estate of Martin Yates III.

.
- o
2 : SN I}

My comm1551on expires: RN D e e

PN

N e Notary Public




» c #& R SN ( S. P. YATES
v 2 I E 5 CHAIRMAN OF THE BOARD

JOHN A. YATES

MARTIN YATES, IIi

JPETROLEUM
CORPORATION AT

1936 - 1986 R R 1 LAY (AR
RANDY G. PATTERSON

SECRETARY

DENNIS G. KINSEY
TREASURER

105 SOUTH FOURTH STREET
ARTESIA, NEWMEXICO88210
TELEPHONE (505) 748-1471

april 10, 1989

Mr. William E. Coxn
1300 West 4th Street
Roswell, New Mexico 88201

Re: Township 7 South, Range 23 East, NMPM
Section 7: NE4SW3}
Chaves County, New Mexico

Dear Mr. Corn:

As I stated in my letter to you dated April 3, 1989, I would be sending you a
copy of an Authority for Expenditure (AFE) and an Operating Agreement for the
captioned well. Enclosed please find these documents.

1f you wish to participate with us as a working interest owner please sign both
the AFE and Operting Agreement and return them to my attention.

Also I have enclosed a copy of the lease I sent to you on April 3, 1989 in case
you would rather lease to us, retaining a 3/16 override for yourself. We will
begin drilling operations within 90 days of receiving a signed lease from you.

Once again, would you please contact me at Yates Petroleum Corporation collect
(748-1471) at your earliest convenience?

Thank you.
Very truly yours,
YATES PETROLEUM CORPORATION
a’u/ﬁ/n/\—/'
Cy ¢gowan
Associate Landman
cC/bp
Enclosures
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. RECEIPT FOR CERTIFIED MAIL

NO INSURANCE'COVERAGE PROVIDED
«NOT FGR INTERNATIONAL MALL

(See Reverse)

Sent to
William E. Corn

5o Nast 4th Street

P.O.. State and ZtP Code .
Roswell, New Mexico 88201

Postage S

Certified Fee

Special Delivery Fee

Restricted Delivery Fee

Return Receipt showing
to whom and Date Delivered

Return Recelpt showing to whom,
Date. and Address of Delivery

TOTAL Postage and Fees S

Postmark or Date 4_.] 0-89
Bajiilo
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'MARTIN YATES, Hil

1912 - 1985

FRANK W. YATES

1936 - 1986

™ S. P. YATES
4 I E 5 CHAIRMAN OF THE BOARD
/ N . JOHN A. YATES
y FETROLELUM

CORPORATION
EXECUTIVE VICE PRESIDENT
0

RANDY G. PATTERSON

SECRETARY
DENNIS G. KINSEY

ARTESIA, NEWMEXIC0O88210 TREASURER
TELEPHONE (505) 748-1471

105 SOUTH FOURTH STREET

April 3, 1989

Mr. William E. Corn
1300 West 4th Street
Roswell, New Mexico §8201

Re: Township 7 South, Range 23 East, NMPM
Section 7: . NEiswi
Chaveq County, New Mexico

Dear Mr. Corn:

As you Kknow Yates Petroleum Corporation has filed for a Compulsory Pooling
Hearing with the Energy and Minerals Department of the New Mexico 0il
Conservation Division on April 26, 1989 in Santa Fe.

Although we have filed for the hearing we would still like toc obtain a lease
from you subject to the following terms:

1. A royalty reserevation of 3/16 of 8/8ths unto yourself on all
production.

2. A ninety (90) day lease term.
Also, I am preparing an Authority for Expenditure (AFE) and an Operating
Agreement covering the captioned acreage if you would rather participate with

us in drilling our well. These will be sent to you under separate cover.

Would you please contact me at Yates Petroleum Corporation collect (748-1471)
at your earliest convenience?

Thank you.
Very truly yours,
YATES PETROLEUM CORPORATION
Cy CgWwan
Asséciate Landman
CC/bp

Enclosure
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RECEIPT FOR CERTIFIED MAIL

NO INSURANCE COVERAGE PROVIDED
NOT FOR (INTERNATIONAL MAIL

(See Reverse)

W''E. Corn

Street and No

1300 West 4th St.

P O . State and ZIP Code

Roswell, NM 88201

Postage S

Certitied Fee

Special Delivery Fee

Resirnicled Delivery Fee

Return Receipt showing
1> whom ang Date Delverea

et rm Recepnt
Date ans Agare

o oA om
o Denery

“CT AL Postage and Fees s

PS Form 3800, June 1985

Postmark or Date




90 Day Ninety Day

Pgoducers 88 Rev. ( Yevar Lease) 10-37 ¢ XK XX PAID UP LEASE) Form 345
- . Hall-Poorbaugh Press
’ - OIL AND GAS LEASE Roswell, New Mexico

THIS AGREEMENT made this ... 3rd day of..... April

U WILLIAMLE. CORN.. a widower. Lessor.to.YATES PETROLEUM.CORPORATION ... ..

PR Op Lessee, WITNESSETH:
1. Lessor in consideration of ... TendO]]a rs &NQ/] 00-=====--- = mrmcmm=mm oo mo—cmcm—=~cem——=r== Dollars
($oes ]0.00 ..... ) mn hand paid, of the royalties herein provided and of the agreements of Lessee herein contained, hereby grants, leases and lets ex.

clusively unto Lessee for the purpese 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 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
Chaves County, New. Mexico to-wit:

Township 7 South, Range 23 East, N.M.P.M.
Section 28: NE%SW4
Containing 40 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 diacovery, de-
velopment or cessation at any time of production of oil or gas and without further payments than the royalties herein provided, and notwithstanding any-
thing else herein contained to the contrary, this lease shall be for a term of L?_yea;s 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 herednder. n-lnety da VS

3. The royalties to paid by Lessee are: (a) on oil, 3(]6 of that produced and saved from said land, the same to be {le]'ivercd at the hwells 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 therefor prevailing for the field where produced on the date of purchase: (b) on gas, including casinghead gas or other gaseous substance. pro-

duced from said land. and sold, or used off the premises or for the extraction of gasoline or other product therefrom. the market value at the well of 3/]6

of the rras s0 sold or used, provided that on gas sold at the wells the royalty shall he 3/]6 . of the amount realized from such sale: while there is a gas
well on this lease ar 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 un which xaid well is shut.in and thereafter at annual intervals the sum of 81.00 per acre, and if such payment is made or tendered, this lease shall
not terminate and il. 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 hy 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 weils. for all operations hereunder, and the rovalty on oil and gas shall be com-
puted 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 te 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 lawtul 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 excced in area 640 acres each plus a tolerance of 1075 thereof, provided that should government-
al 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 cne 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 desighating 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 i3 not required to include, land or leases upon which a wel}
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 hav -
theretofore been commenced. Operations for drilling on or production of oil or gas from any part of the pooled unit which includes all or & portion of the
land covered by this lease regardless of whether such operations for drilling were commenced or such production was sccured 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 or gas from land covered bv
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, shait
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 an 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 produ-ing
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 cocperative 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, 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
agresment 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.

5. If at the expiration of the primary term oil or gas is not being produced on said [and, 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 con-
secutive days, and if they result in the production of oil or gas sc 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 or gas, so long thereafter as oil or gas is produced from said land, or from land pooled therewith. Any poocled 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
&t 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 of 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, Lg_ssee will bury all pipe lines 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 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 ir 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 estat> created hereby nor be grounds for cancellation hereof in whole or in part. In the event Lessor considers that operations are ot at any time
being condu: ted 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 dizcovery of oil or gas in paying quantities on said premises, Lessee shall develop the acreage retained hereunder as a reasonably prudent operator
but in discherging this obligation it shall in no event be 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 cxceed 107 of 640 acres of the area retained hereunder
and capable ¢f producing gas in paying quantities.

9. Lessor hereby warrants and agreces 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 cither in whole or in part, and in event Lexsee does so, it shall b subrogated to such lien with the right to enforce same and apply royalties
accruing hereunder toward satisfying same. Without impairment of Lessee’s rivht tnder 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 royvalties to be paid Lessor shall be reduced
proportionately. Should any one or more of the parties named as Lessors fail to execute this lcuse, 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 lcase, from conducting drilling or reworking operations
therenn or from prixdneing oil or gas therefrom by reason of seareity of or inability to obiain or to use couipmert or material, or by operation of force
majeure, any Foleral or state law or any order, rule or regulition of go.crnmental authority, then while so prevented, Lessee's obligation to comply with such
covenant shall be suspended, and I.essee shall not be liable in damages for frilure to comply therewith: and this lense shall be extended while and so long
us Lessee is prevented by any such cause from conducting drilling or reworhing operations on or from producing oil or gas from the leased premises; and
the time while Lessce is so prevented shall not be counted against Lessce, anything in this lease to the contrary notwithstanding.

IN WITNESS WHEREOF, this instrument i3 executed on the date first above written.

WILLIAM E. CORN Social Security Number

Lessor Lessor



INDIVIDUAL ACKNOWLEDGMENT

STATE OF NEW MEXICO,
e Ss.
County of
The foregoing instrument was acknowledged before me this day of
19_89 by William E. Corn, a widower
My commission expires 19 Notary Public
CORPORATION ACKNOWLEDGMENT
STATE OF NEW MEXICO }
ss
County of
The foregoing instrument was acknowledged before me this________ day of _ , 19
by President
of a corporation

on behalf of said corporation.

My Commission Expires: Notary Public

INDIVIDUAL ACKNOWLEDGMENT

STATE OF
ss
County of
The foregoing instrument was acknowledged before me this day of
19 by
My commission expires 19 Notary Public
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SN ‘ S. P. YATES

MARTIN YAWES, Il!
J912- 1985
FRANK W. YATES
1936 - 1986
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105 SOUTH FOURTH STREET

CHAIRMAN OF THE BOARD

| PETROLELUM |
QIO ATES

RANDY G. PATTERSON
SECRETARY

DENNIS G. KINSEY

ARTESIA, NEW MEXICO88210 | TREASURER

TELEPHONE (505) 748-1471

January 23, 198?«K

Mr. W. N. Corn
1300 West 4th Street
Roswell, New Mexico 88201

Re:

Dear Mr. Corn:

Township 7 South,;Range 23 East

Section 7: NE}SW%
Chaves County, New Mexico

Yates Petroleum Corporation would like to extend an offer to take a lease from
you in the captioned lands subject to the following terms:

1. A royalty reservation of 3/16 of 8/8ths unto yowrself on all

production.

2. A ninety (90) day lease term.

Please call me at 748-1471 at your earliest convenience.

i

Very truly yocurs,

YATES PETROLEUM CORPORATION

Cy Céwan !

Associate Landman

CC/bp

=
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your
_Code in the space below. :
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?___:rm otherwise affix to

o’ Endorss lrti.cmlo’y"'hmm Recsipt
L Roqunud" asdjacent to number.

Print Sender’s name, address, and ZIP Code in the space-below.

PENALTY FOR PRIVATE
USE, $300

Yates Petroleum Corporation

105 South Fourth Street

_ Artesia, New Mexico 88210

e
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4 | Roswell, New Mexico 88201
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-
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Return Receipt showing
.. | to7whom and Date Delvered
W
8 | Return Receipt showing to whom.
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3
3 Postmark or Dat
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OPERATING AGREEMENT

RPORATION, a
THIS AGREEMENT, entered into by and between YAT_,E__S______PETROLEUM co ?
New Mexico corporation, 105 S. 4th Street, Artesia, NM jereinafter designated and
referred to as “‘Operator”, and the signatory party or parties other than Operator, sometimes hereinafter
referred to individually herein as “Non-Operator”, and collectively as “Non-Operators”,

WITNESSETH:

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

NOW, THEREFORE, it is agreed as follows:

ARTICLE I
DEFINITIONS

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

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

B. The terms ‘“o0il and gas lease”, ‘“lease” and “leasehold” shall mean the oil and gas leases cov-
ering tracts of land lying within the Contract Area which are owned by the parties to this agreement.

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

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

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

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

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

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

»

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

ARTICLE 1L
EXHIBITS

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

XXXX0O
ISR CHeN@ N

If any provision of any exhibit, except Exhibit “E”, is inconsistent with any provision contained
in the body of this agreement, the provisions in the body of this agreement shall prevail.
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1 ARTICLE III.

2 INTERESTS OF PARTIES

3

4 A, Oil and Gas Interests:

5

6 If any party owns an unleased oil and gas interest in the Contract Area, that interest shall be
7 treated for the purpose of this agreement and during the term hereof as if it were a leased interest
3 under the form of oil and gas lease attached as Exhibit “B”. As to such interest, the owner chall re-
9 ceive royalty on production as prescribed in the form of oil and gas lcase attached hereto as Exhibit
10 “B”. Such party shall, however, be subject to all of the provisions of this agreement relating to lessees,
11  to the extent that it owns the lessee interest.

12

13 B. Interest of Parties in Costs and Production:

14

15 Exhibit “A” lists all of the parties and their respective percentage or fractional interests under this

16 agreement. Unless changed by other provisions, all costs and liabilities incurred in operations under
17 this agreement shall be borne and paid, and all equipment and material acquired in operations on the
18 Contract Area shall be owned by the parties as their interests are shown in Exhibit "A” All nroduc-

19  tion of oil and gas from the Contract Area, subject to the payment of lessor's royvalties e i3
20 beorremieieedoiibeeaoanirie shall also be owned by the parties in the same manner during the term

hereof; pxovxded however, this shall not be deemed an assignment or cross-assignment oI interests cov-
ered hereby.

N W to

ARTICLE 1V.
TITLES

w

-1

A. Title Examination:

o @

Title examination shall be made on the drillsite of any proposed well prior to commencement of
drilling operations or, if the Drilling Parties so request, title examination shall be made on the leases
and-or o1l and gas interests included. or planned to be included. in the driiling unit around such well.
The opinion will include the ownership of the working interest, minerals, royalty, overriding royaity
33  and production payvments under the applicable leases. At the time a well is proposed. each party con-
1 tributing leases and ‘or oil and gas interests to the drillsite, or to be included in such drilling unit. shall
5 furnish to Operator all abstracts (including Federal Lease Status Reports), title opinlons, title papers
6 and curative material in its possession free of charge. All such information not in the possession or or
7 made available to Operator by the parties, but necessary for the examination of title. shall be obtained
38 by Operator. Operator shall cause title to be examined by attorneys on its staff or by outside attorneys.

o

[FORCEE PR O T A I SV SV T (R SC Y I V]
o

[

3 Copies of all title opinions shall be furnished to each party hereto. The cost incurred by Operator in
40  this title program shall be borne as follows:

11

— — FATICEVIS TR 1. AR T IO W VSR IT LIV I LY TS A S V-V 1T D~ S LI R il b N SICE IR RPN AT IR R LU
v p— Y - 158 s -
43 preliminary, supplemental, shut-in gas rovalty opinions god GiaaemsmT e opinions) shall be a
i+  part of the udmlnlStT'\""P arent S pxovmea in Exhibit »C,” and shall rnot be a direct charge. whether
ettt fmomge A\le . et L I PN ey i bl HEE TN e .

16

¥1 3 Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside gttorneys
48  for title examination (including preliminary, supplemental, shut-in gas royalty opinions and division
149 order title opinions) shall be borne by the Drilling Parties in the proportion that the interest of each

530 Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Exhibit “A”,
51 Operator shall make no charge for services rendered by its staff attorneys or other personnel in the
32  performance of the above functions.

33

54 Each party shall be responsible for securing curative matter and pooling amendments or agreements
35  required in connection with leases or oil and gas interests contributed by such party, The Operator shall be
56  responsible for the preparation and recording of Pooling Designations or Declarations as well as the
537 conduct of hearings before Governmental Agencies for the securing of spacing or pooling orders. This
58 shall not prevent any party from appearing on its own behalf at any such hearing.

59

50 No well shull be drilled on the Contract Avea until after (1) the title to the drillsite or drilling unit
61 has been examined as above provided, and (2) *he title has been approved bv the examining attorney or

52 title has been accepted by all of the parties who are to participate in the drilling of the well,
53

54 B, Loss of Title:

Bh}

56 1. Tailure of Title: Should any oil and sas interest »or lease, or intevest therein, be lost through
5T failure of title, wineh loss results 1n a reduction of interest from that shown on Exhibit A, this agree-
B ment., nevertheless, =hall conuinue in force as to all remaiming ol and vas leases and interests, and

5y (u) The party whose oil and Jas lease or interest s aifected by the title failure shall bear alone

70 the cnlire ioss and it shall not be entitled to recover trom Operator or the other parties any development

-2
o
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or operating costs which 1t may have theretofore paid. but there shall be no monetary liability on 1ts
part to the other parties hercto for drilling, development, operating or other similar costs by reason of
such title failure: and

{b) There shall be no retroactive adjustment of expenses incurred or revenucs received rom the
operation of the interest which has been lost, but the interests of the parties shall be vevised on an acre-
age basis, as of the time it is determined finally that title failure has occurred, so that the nterest of
the party whose lease or intercst is affected by the title failure witl thercafter be reduced in the Contract
Area by the amount of the interest lost; and

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

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

(e) Any liability to account to a third party for prior production of oil and «¢as which arises by
reason of title failure shail be borne by the party or parties in the same proportions 1n which thev shared
In such prior production; and

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

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

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

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

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

3. Other Losses: All losses incurred, other than those set forth in Articles IV.B.1. and IV.B.2.
above, shall not be considered failure of title but shall be joint losses and shall be borne by all varties
in proportion to their interests. There shall be no readjustment of interests in the remaining portion of
the Contract Area. : .

ARTICLE V.
OPERATOR

A, DESIGNATION AND RESPONSIBILITIES OF OPERATOR:

YATES PETROLEUM CORPORATION, 105 Souch 4th Street, Artesia, NM 88210 hall be
- DR ity

Operator of the Contract Area, and shall conduct and direet and have full control of all operations on

the Contract Area as permitted and required by, and within the limits o, this agreement. It shall con-
duct all such operations in a good and workmanlike manner, but it shall have no lability as Operator
to the other parties for losses sustained or liabilities incurred, except such as may vesult from gross
negligence or willful misconduct.
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B. Resignation or Removal of Operator and Selection of Successor:

1. Resignation or Remgxgﬁxl ol ()pel'_z)lor: Operator may resign at ainy hme by ving written notice

thercof to Non-Operators. [f Operator terminates its lecal existence. no longer owns an interest in the
Contract Area, or is no longer capable of serving as Opecrator, it shall cease 1o be Operator withonut any

action by Non-Operator, except the selection of a successor. Operator may be removed if 1t fails or
refuses to carry out its duties hercunder, or becomes insolvent, bankrupt or is nlaced in receivership,
by the affirmative vote of two (2) or more Non-Operators owning a majority interest based on owner-
ship as shown on Exhibit “"A", and not on the number of partics remaining atter excluding the voting
interest of Operator. Such resignation or removal shall not become elfcctive until 7:00 o'cloek ALM.
on the first day of the calendar month following the expiration of ninety (90) days alter the Ziving of
notice of resignation by Operator or action by the Non-Operators to remove Operator. unless a successor
QOperator has been selected and assumes the duties of Operator at an eariter date. Operator, after erfect-
ive date of resignation or removal, shall be bound by the terms hercof aus a Non-Operator. A change of
a corporate name or structure of Operator or transter of Operator’s interest to any single subsidiary,
parent or successor corporation shall not be the basis for removal of Operator.

a

2. Selection of Successor Operator: Upon the resignation cr removal ol Operator. a successor Op-

erator shall be sclected bv the Parties. The successor Operator shall be sclected rom the parties owning
an interest in the Contract Area at the time such successor Operator is selected. If the Operator that
is removed fails to vote or votes only to succeed itself. the successor Operator shall be selected by the
atfirmative vote of two (2) or more parties owning a majority interest bused on ownership as shown
on Exhibit "A”, and not on the number of parties remaininz after excluding the voting interest of the
Operator that was removed.

C. Employees:

The number of emplovees used by Operator in conducling operations nercunder, thelr selection,
and the nours of labor and the compensation for services perrormed, anall e vetermined by Operator.
and all such employvees shall be the emplovees ot Operator.

D. Drilling Contraects:

All wells drilled on the Contract Area shall be drilled on a4 compoetitive eontract basis at tne usual
rates prevailing in the area. If it so desires. Operator mayv employv its own tools and equpment in the
drilling of wells, but its charges theretor shall not exceed the prevamiing rates n the area and the rate
of such charges shall be agreed upon by the parties in -vriting before irilling overiuons ure com-
menced. and such work shall be performed by Operator under the same terms and conditions as are
customary and usual in the area in contracis of independent contractors who are doimns work of z sim-
ilar nature.

ARTICLE VI
DRILLING AND DEVELOPMENT

A, Initial Well:

On or before the 30th day of June . 1988 Crerator shall commence the drill-
ing of & well for oil and gas at the following location:
Township 7 South, Range 23 East, M.M.P.M.
Section 28: SW4

and shall thereafter continue the drilling of the weil with due diligence to adequate]y test

the Abo formation approximately 3250

nnless oranite or other practically impenetrable cubstance or condition in the hole. which renders
rurther cdrilling impractical, 15 encountered at a lesser depth, or unless afl parties acree to complete or

abandon the well at a lesser depth.

Uperator shall make reasonable tests ot all formutions encountered during drilling which sive in-
dication of containing oil and gas in quantities sutficient to test, unless this aereement snatl be fimited
in 1ts application to & specific tormation or rormations, 1 which event Owverator shall be required to
test only the formation or formations to wwhich this goveement mav apply.

<l

[f. in Operator's judement. the well ol not produce ol or 2as o vaving gquantities, and it wishes

et o oaanenn the well as oaodry

hofe, it ~hadl st cnre the consent ot all parties and shall
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B. Subscquent Operations:

1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area
other than the well provided for in Article VIA., or to rework, deepen or plug back a dry how anlled
at the joint expense of all partics or a well jointly owned by all the partics and not then producing
in paying quantities, the party desiring to drill. rework. deepen or plug back such a well shall give the
other partics written notice of the proposed operation, specifying the work to be performed. the loca-
tion, proposed depth, objective formation and the estimated cost of the operation. The parties receiv-
ing such a notice shall have thirty (30) days after receipt of the notice within which to notify the
parties wishing to do the work whether they elect to participate in the cost of the proposed operation.
If a drilling rig is on location, notice of proposal to rework. plug back or drill decper may be given
by telephone and the response period shall be limited to forty-cight (48) hours, exclusive ol Saturday,
Sunday or legal holidays. Failure of a party receiving such notice to reply within the period above fixed
shall constitute an election by that party not to participate in the cost of the proposed operation. Any
notice or response given by telephone shall be promptly confirmed in writing.

2. Operations by Less than All Parties: If any party receiving such notice as provided in Article
VIB.l. or VLE.1. elects not to participate in the proposed operation, then, in order to Dbe entitled to
the benefits of this article, the party or parties giving the notice and such other parties as shall elect

— e b b s e e e e
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2 to participate in the operation shall, within sixty (60) dayvs after the expiration of the notice period of
21  thirty (30) davs (or as promptly as possible after the expiration of the jforty-eight (48) hour period
22  where the drilling rig is on location. as the case may be) actually commence work on the proposed
23 operation and complete it with due diligence. Operator shall perform ail work for the account of the
24 Consenting Parties: provided, however. if no drilling rig or other equipment is on location, and if Op-
25 erator is a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform
26 the work required by such proposed operation for the account of the Consenting Parties, or {b) desig-
27  nate one (1) of the Consenting Parties as Operator to perform such work. Consenting Parties. when
28 conducting operations on the Contract Area pursuant to this Article VL.B.2., shall comply with all terms
29 and conditions of this agreement.

3

31 If less than all parties approve any proposed operation. the proposing party. immediately atter the
32  cxpiration of the applicable notice period. shall advise the Consenting Parties of (a) the total interest
33 of the parties approving such operation. and (b) its recommendation as to whether the Consenting Par-
34 ties should proceed with the operation as propesed. Each Consenting Party, within torty-eight (48)
33 hours (exclusive of Saturday. Sunday or legal holidays) after rcceipt of such notice, shall advise the
36 proposing party of its desire to (a) limit participation to such party’s interest as shown on Exhibit A",
37 or (b) carvy its proportionate part of Non-Consenting Parties’ interest. The proposing party, at its
38  election. may withdraw such proposal if there is insufficient participation. and shall promptly notiry
39  all parties of such decision.

10

4 The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in

1

42 the proportions theyv have elected to bear same under the terms of the preceding parazraph. Consenting
43 Parties shall kecep the leasehold estates involved in such operations iree und clear of all liens and
44 encumbrances of every kind created by or arising from the operations of the Consenting Parties. If sueh
15 an operation results in a diry hole, the Consenting Parties shall plug and abandon the well at their sole
46 cost, risk and expense. If any well drilled. reworked, deepened or plugged back under the provisions
47  of this Article results in a producer of oil and ‘or gas in paying quantities, the Consenting Parties shall
48 complete and equip the well to produce at their sole cost and risk, and the well shall then be turned
49  over to Operator and shall be operated by it at the expense and for the account of the Consenting Parties.

50 Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such
31 well by Consenting Parties in accordance with the provisions of this Article, cach Non-Consenting Party
52 shall be deemed to have relinquished to Consenting Parties, and the Consenting Parties shall own and
53 be entitled to receive, in proportion to their respective interests, all of such Non-Consenting Party's
54 interest in the well and share of production therefrom until the proceeds of the sale of such share,
535 calculated at the well, or market value thercof if such share is not sold (after. deducting production

56 taxes, crude 0il excise taxes, royalty, overriding royalty and other interests
57 existing on the effective date hereof, payable out of or measured by the produc-

58 tion from such well accruing with respect to such interest until it reverts) shal)l
59 equal the total of the following:

60 (a) 100% of cach such Non-Consenting Party’s share of the cost of any newly acquired surface
il cquipment beyond the wellhead connections (ncluding, but not limuted 1o, stock tanks, separators,
52 treaters, pumping equipment and piping), plus 100°% of cach such Non-Consenting Party’s share of the
43 cost ol operation ol the well commencing with first production and continuing until cach such Non-
4 Consenting Party’s relinquished interest shall revert to it under other provisions of this Article, it beine
65 agreed that cach Non-Consenting Party's share of such costs and cquipment will be that interest which
66  would have been chargeable to each Non-Consenting Purty had it participated in the well {from the be-
67 wnning ot the operation: and

“3 .,tﬂl»
g (1y) 300 7 1 that portion of the costs and cxpenses of drilline reworking, deepening, or plugging
70 back, testing and completing, arter deducting any cash contiibutions recewved under Arvticle VIILC,, and

-0 -
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1 300 % of that portion of the cost of newly acquired cquipment in the well (to and including the well-
2 head connections), which would have been chargeable to such Non-Consenting Party if it had partici-
3 pated therein.

4

3 Gas production attributable to any Non - Consenting Party’s relinquished interest upon such Party’'s
6 clection, shall be sold to its purchaser, if available, under the terms of its existing ¢as sales con-
7  tract. Such Non - Consenting Party shall direct its purchaser to remit the procceds receivable (rom
8 such sale direct to the Consenting Parties until the amounts provided for in this Article are recov-
9 ered from the Non - Consenting Party’s relinquished interest. If such Non - Consenting Party has not
10  contracted for sale of its gas at the time such gas is available for delivery, or has not made the elec-
11 tion as provided above. the Consenting Parties shall own and be entitled to receive and sell such Non-
12 Consenting Party's share of gas as hereinabove provided during the recoupment period.

13

14 During the period of time Consenting Parties are entitled to receive Non-Consenting Party’s share
15 of production, or the proceeds therefrom, Consenting Parties shall be responsible for the payment of
16 all production, crude 0il excise taxes, severance, gathering and other taxes, and all
17 royalty, overriding royalty and other burdens applicable to Non-Consenting Party's
18 share of production.

19 In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall
20 be permitted to use, free of cost, all casing, tubing and other equipment in the well, but the ownership of
21  all such equipment shall remain unchanged; and upon abandonment of a well after such reworking,
22 plugging back or deeper drilling, the Consenting Farties shall account for all such equipment to the
2 owners thereof, with each party receiving its proportionate part in kind or in value, less cost of
24  salvage.

25

26 Within sixty (60) days after the completion of any operation under this Article. the party con-
27 ducting the operations for the Consenting Parties shall furnish each Non-Consenting Party with an in-
28 ventory of the equipment in and connected to the well, and an itemized statement ot the cost of drilling,
29  deepening, plugging back. testing, completing, and equipping the well for production; or, at its option,
30 the operating party, in lieu of an itemized statement of such costs of operation. may submit a detailed
31 statement of monthly billings. Each month thereafter, during the time the Consenting Parties are being
32 reimbursed as provided above, the Party conducting the operations for the Consentinyg Parties shall furn-
23 ish the Non-Consenting Parties with an itemized statement of all costs and labilities incurred in the

34  operation of the well. together with a statement of the quantity of oil and gas produced from it and the
35 amount of proceeds realized from the sale of the well's working interest production during the preceding
3 month. In determining the quantity of oil and gas produced during any month, Consenting Parties
37 shall use industry accepted methods such as, but not limited to, metering or periodic well tests. Any
38 amount realized from the sale or other disposition of equipment newly ucquired in connection with any
3 such operation which would have been owned by a Non-Consenting Party had it participated theremn
40 shall be credited against the total unreturned costs of the work done and of the equipment purchased.
11 in determining when the interest of such Non-Consenting Party shall revert to it as above provided;
42 and if there is a credit balance, it shail be paid to such Non-Consenting party.

14 If and when the Consenting Parties recover from a Non-Consenting Party’s relinquished interest
15 the amounts provided for above, the relinquished interests of such Non-Consenting Party shall auto-
46 matically revert to it, and, from and after such reversion, such Non-Consenting Party shall own the same
47  interest in such well. the material and equipment in or pertaining thereto. and the production there-
48 from as such Non-Consenting Party would have been entitled to had it participated in the drilling,
49 reworking, deepening or plugging back of said well. Thereafter, such Non-Consenting Party shall be

50 charged with and shall pay its proportionate part of the further costs of the operation of said well in
51 accordance with the terms of this agreement and the Accounting Procedure, attached hereto.

52

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

57

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

tH2 VILA.
Ha

14 C. Right to Take Production in Kind:

6 fach sarty alecting to take in kind or separately dispose of its proportionate share of the production from the Contrict Area

" snall keep accurate records of the volure, sellirg price, royalty and taxes relative to its share of production. on-Uperators

66 srall, upon request, furnish Operator with true and complete copies of the records required to be kept hereunder wrenever, under

- - ; A ) ) .

$T the terms of {n3$ egreerent or any aq\reemnt executed in connection heretnth. 't 3s necessary for Operator to cbtain said informa-
tion, Ang inforzation rurnished to Cperator rereunder cnall te used by Operstor only to the extent necesséry to carry out its

543 suties as Crerator and snall otherwise be kept conficential.

Y

»

Tien Lirty Lnail fese The rigat 0 take in kird or oseparately disposa of its zroperticnate snare of all 311 ird aas srocuced
70 Srom tm@ limteion fraa, excluSive of [roGuction wnich ray e used n cevelcpment and producing cperations and in preparing ana
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1 treating oil far marketing purposes and production unavoidably lost, Any extra expenditure incurred in the tuking in kind or separate
dhnoﬂ;ion by any party of its proportionate share of the production shall te borre by such party. Any party taking .:; inare of

2 E:g;il.acnon in kind shall be required to pay for only its proportionate share of such part of Operator's surface facilities which it
3

4 Each party shall execcute such division orders and contracts us may be necessary for the i or its
3 interest in production from the Contract Arca, and, except as provided in Article VILB., shall be entitled
6 to receive payment direct {rom the purchaser thereof for its share of all production.

i

8 In the event any party shall fail to make the arrangements nccessary to take in kind or separately
9  dispose of its proportionate share of the oil and gas produced from the Contract Area, Operator shall have
10 the right, subject to the revocation at will by the party ewning it, but not the obligation. to purchase such
11 oil and gas or sell it to others at any time and from time to time, for the account of the non-taking
12 party at the best price obtainable in the area for such production. Any such purchase or sale by Op-
13 erator shall be subject always to the right of the owner of the production to ¢xercise at any time its
14 right to take in kind. or separately dispose of. its share of all oil and gas not previously delivered to a
15 purchaser. Any purchase or sale by Operator of any other party’s share of oil and gas shall be only for
16  such reasonable periods of time as are consistent with the minimum nceds of the industry under the
17 particular circumstances, but in no event for a period in excess of one (1) vear. Notwithstanding the
18 foregoing, Operator shall not make a sale, including one into interstate commerce. of any other party’s
13 share of gas production without first giving such other party thirty (30) days notice of such intended
20 sale.

21

99 In the event any party hereto 1s not at any time taking or marketing its share of gas

production and Operator is either (1) unwilling to purchase or sell or (il) unable to

23 obtain the prior written consent to purchase or sell such party's share of gas production,

24 or in the event any party has contracted to sell its share of gas produced from the Contract
25 Area to a purchaser which does not at any time while this agreement is in effect take the

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

;é incorporated herein shall automatically become effective.

29 D. Access to Contract Area and Information:

30
31 Each party shall have access to the Contract Area at all reasonable times. at its sole risk to inspect
32 or observe operations. and shall have access at reasonable times to information pertaining to the de-

33 velopment or operation thereof. including Operator's books and records relating thereto. Operator. upon
34 request. shall furnish each of the other parties with copies of all forms or reports rfiled with govern-
353 mental agencies. daily drilling reports, well logs. tank tables, daily gauge and run tickets and reports
36  of stock on hand at the first of each month. and shall make available samples of anv cores or cuttings
37 taken from any well drilled on the Contract Area. The cost of gathering and rurnishinz information to
38 XNon-Operator. other than that specified above. shall be charged to the Non-Operator that requests the
39  information.

40

41 E. Abandonment of Wells:

2

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

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

54 2. Abandonment of Wells that have Produced: Except for any well which has been drilled or re-
55 worked pursuant to Article VI.B.2. hereof for which the Consenting Parties have -not been fully reim-
56  bursed us therein provided, any well which has been completed as a producer shall not be plugged and
57 abandoned without the consent of all parties. If all parties consent to such abandonment, the well shall
58 be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense
59  of all the parties hercto. If, within thirty (30) days after receipt of notice ot the proposed abandonment
60  of such well, all parties do not agree to the abandonment of any well, those wishing to continue its op-

61 cration shall tender to cach ot the other partics its propovtionate share of the value of the well's salvable
62 material and equipment, determined in accordance with the provisions of  [Exhibit “C". less the estimated
63 cost of salvaging and the estimated cost of plugging and abandoning,  Each abandoning party  shall
64 assign to the non-abandoning parties, without warranty, express or implied, as to title or as to quantity.,
65  quality, or fitness for use of the eguipment and material, all of its interest in the well and velated equip-
66 ment, together with its interest in the leasehold estate as to, but only as to. the interval or intervals of the
67 formation or formations then open to production. If the interest of the abandoning party is or includes
658  un oil and gas interest, such party shall execute and deliver téhthe non-ubandoning party or parties an
69 ol wnd cas icase, dinuted to the mterval orointervals of the tormation or formations then open to produc-
W0 Lon. for 4 term of one year and so lony thereatter as oil and or ¢as is produced trom the interval or inter-

-
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vals of the formation or formations covered thereby, such lease to be on the torm attached as Exhibit

[&]

“B™. The assignments or leases so limited shall encompass the “drilling unit”™ upon which the well i3
3 Jocated. The payments by, and the assignments or leases Lo, the assignees shadl be o ratio bascd upon
4+ the relationship of thewr respective percentages of participation in the Contract Area to theaggregate of
5 the percentages of participation in the Contract Arvea of all assignees. There shall be no readjustment
6 of interest in the rematning portion of the Contract Arca,

7

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

14

15 ARTICLE VII,

16 EXPENDITURES AND LIABILITY OF PARTILS

17

18  A. Liability of Parties:

19

20 The liability of the parties shall be several, not joint or collective. Each party shall be responsible
21  only for its obligations. and shall be liable only for its proportionate share of the costs of developing
22  and operating the Contract Area. Accordingly, the liens granted among the parties in Article VIL.B. are
23  given 1o secure oniy the debts of each severally. It is not the intention of the partics to create. nor shall
21 this agreement be construed as creating, a mining or other partnership or association. or to render the
25 parties liable as partners. It 1is not the intention of the partles that this contract is
26 made or intended for the benefit of any third person.

27 B. Liens and Payment Defauits:

28

29 Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area. and a
30 securitv interest in its share of oil and or gas when extracted and its interest in all equipment. to secure
31 payment o1 its share of cxpense. together with interest thereon at the rate provided in the Accountng
52 Procedure attacned hereto as Exhibit C”. To the extent that Operator has a security interest under the
33 Uniform Commercial Code of the State, Operator shall be entitled to excrcise the rights and remedies
'+ of a secured party under the Code. The bringing of a suit and the obtainine or judgment by Operator
33  for the secured indebtedness shall not be deemed an election of remedies or otherwise aifect the lien
36  rights or security interest as security for the payvment thereor. In addition. upon derauit by anv Non-
37 Operator in the pavment of 1ts share of expense, Operator shall have the richt. without prejudice 0
38  other éights or remedjes. to Eoll(lz.ct no?ethe fgrq&gger Lmnréxoce_eds 1 Q_m the s a}hm such \05 Deraror’s
39 l».?xgréz o]fr%) ggaasoc;nai Snﬁl tl?e %%unt owed by sucg .?un Opemtox /Dlm mtmest nabasyen S‘?fixqﬁ.}laecgcy'
40 purchaser shail be entitled to rely upon Operator's written statement concerning the amount of any de-
+1 fault. Operator grants a like lien and security interest to the Non-Operators to secure payment of Op-
42 erator's proportionate share of expense.

+3

14 If any party rails or is unable to pay its share of expense within sixty (80) davs after rendizion af
43 a statement therefor hy Opcrator. the non-defaulting parties. including Operatov. shail. upon request by
46 Operator, pay the unpaid amount in the proportion that the interest of each such party bears to the in-
47 terest of all such parties. Each party so paying its share of the unpaid amount shall. to obtain reimburse-
48 ment therecof. be subrogated to the security rights described in the foregoing paragraph.

49

30 C. Payments and Accounting: '
31

32 Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses
53 incurred in the development and operation of the Contract Area pursuant to this agreement and shall
34 charge each of the parties hereto with their respective proportionate shares upon the expense basis pro-
35  vwvided in the Accounting Procedure uttached hereto as Exhibit *C”. Operator shall keep un aceurate
56  cecord of the joint account hereunder, showing expenses incurred and charees and credits made and

a7 recetved.

8

39 Operator, at its clection, shall have the vight from time to time to demand and receive {vom the
60 other parties payment in advance ol the:r respective shares of the estimated amount o1 the expense o
651 b incurred in operations hereunder during the mext succeeding month, which richt may be L}XOl‘(‘l;\'Od oniy
52 by submission to each such party of an itemized statement of such estimated expense. togother with
R an invoree tor its share thereot, Fach such statement and Invoice tor the pavment in advance or Nt~
a4 mated expense shall be sabmitted on or betore the 20th day of the next preceding month., Euch party
5 Chall pay to Operator its proportionate shure ot such estuimate within fifteen (15) davs atter such cs-
4506 timate and invorce is recetved. If any party tails to pay its share orf said estimate within said nime, the
57 amount cfue +hall bear interest as provided in Exhibit “C” until paid. Proper adjustment shall be
58 made monthly between advances and actual expense to the i@ that cach party shall bear and pay its
R sronor Share ot actual expenses ncurred, and o onnre,

-8 -
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1 D.  Limitation of Expenditures:

2

3 L Drill or Deepen: Without the  -nsent of all parties, no well shail be drilled or deepened. ex-
4 cept any well drilled or deepened purstant to the provisions of Article VI.D.2. of this Adreement, it being

3 understood that the consent to the di. g or deepening shall include:

a4
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10 g Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When
11 such well has reached its authorized depth, und all tests have been completed, Operator shall dive im-
12 mediate notice to the Non-Operators who have the right to participate in the completion costs. The parties
13 veceiving such notice shall have forty-cight (48) hours (exclusive of Saturday, Sunday and legal holi-
14 days) in which to elect to participate in the setting of casing and ‘the completion attempt. Such clection,
15 when made, shall include consent to all necessary expenditures for the completing and equipping of such
16 well, including necessary tankage and,or surface facilities. Failure of any party receiving such notice
17 to reply within the period above fixed shall constitute an election by that party not to participate in
18 the cost of the completion attempt. If one or more, but less than all of the parties. cleet to set pipe and
19 to attempt a completion, the provisions of Article VI.B.2. hereof (the phrase “reworking, deepening ov
20 plugging back” as contained in Article VI.B.2. shall be deemed to include “‘completing™) shall apply to
21 the operations thereafter conducted by less than all parties.

22

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

28
29 3. Other Operations: Operator shall not undertake any single project reasonably estimated to require
3 an expenditure in excess of _TWENTY FIVE THOUSAND~——~——w——w——-——-Dollars {325, 000.00 )

0

31  except in connection with a well, the drilling, reworking, deepening, completing, recompieting, or plug-
2 zing back of which has been previously authorized by or pursuant to this agreement: provided. how-
23 ever, that, in case or explosion. fire, flood or other sudden emergency. whether of the =ame or dirferent
24 nature. Operator may take such steps and incur such expenses as in its opinion are vequired to deal with
53 the emergency to safeguard life and property but Operator, d&s promptly as possible, shall veport the emer-
36  zency to the other parties. If Operator prepares “~Authority for Expenditures” {or its own use.

37 Operator. upon request. shall furnish copies of its “Authority for Expenditures” for any single project
38  costing in excess of [ LFTEEN THOUSAND————~—= e et Dollars ($ 12,200,000 ).
39

40 E. Royalties, Overriding Royvalties and Other Payments:

41

42 Each party shall pay or deliver, or cause to be paid or delivercd, all rovalties to the extent or
43 1/8 of 8/8ths due on its share of production and shall hold the other parties rree

44 from any liability therefor. If the interest of any party in any oil and cas lease covered by this agree-
135 ment is subject to any royalty, overriding royalty, production payment, or other charce over and above
46 the aforesaid royalty, such party shall assume and alone bear all such obligations and shall account
47  for or cause to be accounted for, such interest to the owners thereof.

48 No party shall ever be responsible, on any price basis higher than the price received by such party, to any other rarty's lessor
or royalty owner; and if any such other party's lessor or rovalty owner should demand and receive settlements on a higher price basis,
49 the party contributing such lease shall bear the royalty burden insofar as such higher price is concerned.
50 Tt is reccznized by the parties hereto that in addition to each party's share of working interest production as shown in Exhidie
51 A", such party shall have the right, subject to existing ccntracts, to narket the rovalty gas attributable to each lease which it
rontributes to the Comtract Area and o recelve payments due for such royalty gas produced from or allocacted to such lease or leases.

(S]]
[\
r

2reed that, rezardless of whether each party narkets or contracts for its share of gas, including the royalty gas undar the
e3ses thch it contributed to the Contract Area, Such party agrees to pay or cause to be paid to the royalty cwners under its lease
or leases the proceeds attributable to thelr respective rovalty interest and to hold all other parties hereto harmless for its fa:ilure
to do so.

i3 2

3]
%)
-

54 F. Rentals, Shut-in YWell Payments and Minimum Royalties:

55 -~ -

56 Rentals, shut-in well payments and minimum rovalties which may be required under the terms of
57  any lease shall be paid by the party or parties who subjected such lease to this agreement at its or their
538 cxpensc. [n the event two or more parties own and have contributed interests in the same lease to this
59  ugreement. such parties may designate one of such partics to make said payvments for and on behalf of all
60  such parties. Any party may request, and shall be entitled to receive, proper cvidence ot all such pay-
6l ments. In the cvent of failure to make proper payment of any rental, shut-in well payment or minimum
52 rovalty through mistake or oversight where such payment is required to continue the lease in foree.

- any loss which results from such non-payment shall be borne in accordance with the provisions og Article
4 [v.n.i

63

He Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shut-
57 ting in or return to production of a producing gas well, at least five (5) days (excluding Saturday, Sun-
s8  dav and holidavs), or at the carliest opportunity permutted by*eircumstances, prior to laking such action,

[t} nut assumes no lability for Jatlure to do so. In the event of taijure by Opecrator to so notify Non-
T0 O Gperiior cne loss of any lease contributed hereto by Non-Onperator ror railure to make tmely payments

-9 .
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of any shut-in well payment shatl be borne jomntly by the parties hereto under the provions ot Ar

IV.B.3.
G. Taxes:

Beginning with the tirst calendar year after the cffective date hereof. Operator hall render for ad
valorem taxation all property subject to this agreement which by law should be rendered tor such
taxes. and it shall pay all such taxes assessed thercon before they become delinquent. Priov to the ren-
dition date. cach Non-Operator shall furnish Operator information as to burdens (to include, but not be
limited to, vovalties. overriding royalties and production payments) on leases and oil and gas interests con-
tributed by such Non-Operator. If the assessed valuation of any leaschold estate is reduced by reason of its
being 'subject to outstanding excess royalties, overriding 1‘0}'111119:5 or production payments, the reduction in
ad valorem taxes resulting therefrom shall inure to the benefit <§f the owner or owners of such icaschold
estate. and Operator shall adjust the charge to such owner or nwners so as to reflect the benefit of such
reduction. Operator shall bill other parties for their proportionate share of all tax payments in the man-
ner provided in Exhibit ~C”.

{f Operator considers any tax assessment improper. Operator may. at its discretion. protest within
the time and manner prescribed by law, and prosecute the protest to a final determination. uniess all
parties agree to abandon the protest prior to final determination. During the pendency of admin
or judicial proceedings, Operator may elect to pay. under protest. ail such taxes and anv interest and
penality. When any such protested assessment shall have been finally determined. Operator shail pav
the 1ax for the joint account, together with any interest and penalty accrued. and the total cost shall then
be assessed against the parties, and be paid by them. as provided in Exhibit “C".

istrative

Each party shall pav or cause to be paid all production. severance. —“athering and other taves im-
posed upon or with respect to the production or handling of such partv's =hare of oil und or :as pro-
duced under the terms of this agreement.

fI. Insurance:

At all times while operations are conducted hereunder. Operator shail comply with the Workmen's
Compensation Law of the State whnere the operations arerbeing conducted: provided. hnowever. hat Op-
crator mayv be a self-insurer for liability under said compensation laws in which event “he oniv charoe
that shall be made to the joint account shall be an amount equivalent to the premium which would have
been paid had such insurance been obtained. Operator shall also carry or provide insurance Zor the
venefit orf the joint account of the parties as outlined in Exhibit "D attached to and made a nars hereol.
Operator shall require all contractors engaged in work on or tfor the Contract Areca ‘o comply with the
Workmen's Compensation Law of the State where the operations are ocing conducted nd 0 maintain
such other insurance as Operator may require.

In the event Automobile Public Liability Insurance is specified in said Exhibit “D" or subsequently
recelves the upproval of the parties. no direct charge shall be made by Operator for premiums paid for
such insurance for Operator's fully owned automotive egquipment.

ARTICLE VIIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases covered by this agreement. insofar as they embrace acreage in the Contract Area. shall
ot be surrendered in whole or in part unless all parties consent thereto.

However, should any party desire to surrender its interest in any lease or in any pottion thereot. and
other parties do not agree or:consent thereto.-the party desiring to surtender shall assign, without expross
or implied warranty of title, all of its interest in such lease, or portion thereot, and anv well, material and
cquipment which may be located thereon and any rights in production therealter secured. to the parties
not desiring to surrender it. If the interest of the arsigning party includes an oil and uas interest, the ase
slgning party shail exccute and deliver to the party or parties not desiring to survender an ml and eas
and.or cas
is produced from the land covered thereby. »uch lease to be on the form attached hereto as Exhibit sy

lease covering such oil and gas interest tor a term ot one vear and so long thereafter as ol

Upon =uch assignment. the assigning party shall be reheved from all oblizations thereatter eerumo

but not theretotore accrued, with respect to the aercave assigned and the operation of anv weyl thereon,
and the ussigning party shall have no turther mterest in the fease assianed and its cquupment and pro-
duction other than the royalties retamed in any lease made under the terms of this Article, Thoe partics
assignee shall pay to the party assignor the reasonable salvige value ot the latter's interest in any wells
and cquipment on the assigned acreage. The value of all material shall he deterrmned in sccordance
with 'ne provisions ot exnibit “C70 less the ostimated cost m”s:ll\'u:ln:: and the estimated cost of plug-

1
gy

Led oaoandemno, I the assiznment csoin favor of more than one partv, the assioned snterest shall

-0~
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1 be shared by the parties assignee in the proportions that the interest of cach bears 'o rhe mterest of all
2 parties assignee.

3 -

4 Any assignment or surrender m - under this provision shall not reduce or change the assignor's or
5 surrenderving parties’ interest, as it wus immediately betore the assignment, in the balance of the Contract
6  Area: and the acreage assigned or surrendered, and subsequent operations thercon, shall not thercafter
7 be subject to the terms and provisions of this agreement.

3

9 B. Renewal or Extension of Leases:

10

11 If any party secures a renewal of any oil and gas [case subject to this Agreement, all other parties
12 shall be notified promptly, and shall have the right tor a period of thirty (30) days following receipt
13 of such notice in which to elect to participate in the ownership of the renewal lease, insofar as such
14 lease affects lands within the Contract Area, by paying to the party who acquired it their several proper
15 proportionate shares of the acquisition cost allocated to that part of such lease within the Contract Arvea,
16 which shall be in proportion to the interests held at that tume by the parties in the Contract Area.

17

18 If some, but less than all, of the parties elect to participate in the purchase of a renewal lease, it
19  shall be owned by the parties who elect to participate therein, in a ratio based upon the relationship of
2 their respective percentage of participation in the Contract Area to the aggregate of the percentages
21  of participation in the Contract Area of all parties participating in the purchase of such renewal lease.

22 Any renewal lease in which less than all parties elect to participate shall not be subject o this agreement.

without warrar
24 Each party who participates in the purchase of a renewal lease shall be given an assignment/of its

25  proporticnate interest therein by the acquiring party.

28

27 The provisions of this Article shall apply to renewal leases whether thev are for the entire interest
28 covered by the expiring lease or cover oniy a portion of its area or an interest theremn. Any renewal lease
29  taken before the expiration of its predecessor lease, or taken or contracted for within six (6) months arter
20 the expiration of the existing lease shall be subject to this provision: but anyv lease taken or contracted
31 {or more than six (6) months after the expiration of an existing lease shall not be cecemed a renewal
32 lease and shall not be subject to the provisions of this agreement.

33 '

24 The provisions in this Article shall apply also and in like manncr :0 extensions of oil and gas
35 leases. The provisions of this Article VIII-B shall only apply to leases, or portions
26 of leases, located within the Unit Area.

ST C. Acreage or Cash Contributions:

38

3 While this agreement is in force, if any party contracts for a contribution ot cash toward the arilling
40 of a well or any other operation on the Contract Arca. such contribution snail be paid 10 the party who
41 conducted the drilling or other operation and shall be applied by it acainst the cost of such drilling or
+2  other operation. If the contribution be in the lform of acreage, the party to whom ‘he contribution is

43 made shall promptly tender an assignment of the acrecage, without warranty or title, to the Drilling
14  Parties in the proportions said Drilling Parties shared the cost of drilling the well. If all parties hereto
45 are Drilling Parties and accept such tender, such acreage shall become a part of the Contract Area and
46 be governed by the provisions of this agreement. If less than all parties hereto are Drilling Parties and
47 accept such tender, such acreage shall not become a part of the Contract Area. Each party shall prompt-
18 ly notify all other parties of all acreage or money contributions it may obtain in support of any well or

49  uny other operation on the Contract Area.

50

31 If any party contracts for any consideration relating to disposition of such party’s share of substances
32 produced hereunder, such consideration shall not be deemed a contribution as contemplated in this
53 Article VIII.C, This paragraph shall not be applicable to the contribution of acreage
54 DY the Contributing Parties toward the Initial, Substitute, or Option Test Well.
35 D. Subsequently Created Interest:

36

37 Notwithstanding the provisions ol Articie VIILE. and VIILG.. if any party hereto shall, subsequent
538 to exceution of this agreement, create an overviding vovalty, production payment, or net proceeds inter-
29 est. which such imterests are hereinatter veferred to as subscquently created intevest”, such subsequently

10 created interest snall be speertically mude subject to atl or the terms and provisions of this agreement
Hi follows:

PN

I L If non-consent operations are conducted pursuant to any provision ot this agrecement, and the
4 party conducting such operations becomes entitled to receive the prodauction attributable to the interest
63 out ot which the subscquently coeated interest os derived, such party shall receive same free and clear
86 of such subsequently created interest. The party creating swme shall bear and pay all such subsequently
Uy created interests and shall indemnify and hold the other parties hereto tree and harmiless from any and
a8 Wll djability resuiting thereteom,

T

- 11! -
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1 2. If the owner of the interest 'rom which the subsequently created mterest o denved (1) tatls to
2 pay. when due. its share ot expoens ~argeable hercunder, or (2) elects to abandon o well nnder pro-

3 visions of Article VLE. herevol, ar _ clects to surrender o lease under provisions ot Article VI
4 hereof, the subscquently created rst oshall be chargeable with the pro rata portion of all expenses
5 hereunder in the same manner as .. such interest were a working interest. For purposes of collecting
6 such chargeable cxpenses, the party or parties who receive assignments as a result of (2) or ¢3) above
7 shall have the right to enforce all provisions of Article VILI. hereof awimst such Luvsequently created
3 interest.

9

10 E. Maintenance of Uniform Interest:

11

12 For the purpose of maintaining uniformity of ownership in the oil and gas icaschold interests

13 covered by this agreement, and notwithstanding any other provisions to the contrary. no partv zhall
14 sell. encumber. transfer or make other disposition of its interest in the leases embraced within the Con-
15 tract Area and in wells, equipment and production unless such disposition covers either:

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

18 .

19 2. an equal undivided interest in all leases and cquipment and production in the Contract Arca.
20

21 Every such sale, encumbrance, transter or other disposition made by anv party shall be made ex-

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

24 If, at any time the interest of any party is divided amonz and owned bv four or more co-owners.

23 Operator. at its discretion. may require such co-owners to appoint a sinele trustee or acent with full
26 authority to receive notices. approve expenditures. receive billings ror and woprove and pay sucn narty's
2% share of the joint cxpenses. and to deal generalliv with., and with power to bind, the co-owners of such

8  party’s interests within the scope of the operations embraced in this aurcement: however., all such

9 co-owners shall have the iight to enter into and execute all contracts or agreements tor the disposition
20 of thelr respective shares of the oil and cas produced from the Contract Area and thev =hall have the

1

2

i

vight to receive, separatelv. payment of the sale proceeds hereof,

3
B . Waiver of Right to Partition:
34
33 If permitted by the laws of the state or states in which the prowvertv covered hereny 15 located. cach
36 party hereto owning an undivided interest in the Contract Area waives anv and all rizhts it mav have
n to partition and have set aside to it 1n severalty its undivided interest *herein.
33
0 L )8 JVPIYY 4 LI cdatd 2o i o
s

+0
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42 interests in the Contract Area. it shail promptly give written notice to the other parties. witleeTT nfor-

=3 mation concerning its proposed sale. -wineh shail include the name and address ci-f™ prospective pur-

4 chaser (who must be ready. willine and awvle to purchase), the purchiuisemce. and all other :orms or

+3  the otfer. The other parties shall then have an optional prigs 1t, for a period of ten (10) dawvs after
16 receipt of the notice, to purchase on the same terms conditions the interest wwhich the other party
47 proposes to seil: and. if this optional righeT cxercised. the purchasing parties shall share the pur-

18 chased Interest in the proportings at the interest of each bears to the total interest of all nurchasing

49 parties. However, they il be no preferential right to purchase in those cases where any partyv wishes
30 to morteaves iterests, or to dispose of its interests by merger, reorganization. consolidation, ov saje
51 Ol 01 substantially all of its assets to a subsidiary or parent company or to a subsidiary of a1 parent

= i ambaacini ey " nirpmipieiei et i
= LRES Eas s an * ey LAznca—2 2 sl L \RE $ o ey Azen 12 4

54 ARTICLE IX.

55 INTERNAL REVENUE CODE ELECTION

36

37 This agreement is not intended to create, und shall not be construed to create, a velationsnip of poyr-
53 vership or an association tor protit between or among the parties hercto. Notwithstanding ANy Hro-
59 visions herein that the cights and liabilities hereunder ave several and not joint or coltective, or thay s
60 woreement and operations hereunder snall not constitute a partnership, i1 Yor Fedeval income + o« Pur-
61 poses, this agreement nd the oncrations hereander ave regarded as o partnership, cach DAY hereby

W2 affected clects to be excluded rom the application of all of the provisions of Subchapter "K' hanter

3 I subtitle A7 of the Tnternal Revenue Code of 1954, as permitted and authorized by Sceetion TH1 oy
d4 0 he Code and the resuiations promulzated thereunder. Operator s authorized and directed to oxeente on
"3 behall of each party hereby aifected wqeh cvidenee ot thiz clection as may e requited by the Sceretary
g6 or the Treasury of the United States or the Federal Internal Revenue sServiee, including specitieally, but
67 not by way ol limitatton, all of the returns, statements, and the data required by Federan Resula-

u

G tona Lol should Caere beoaew CGretent hnl cien paaty Bereby atlected give irther evizence ot
o Shrecncevion cach suen sarty seall ccrceute en clocumients ond furnshosuch other evidenee as masy bhe
) coripred oy the Federan intonnag LUC SCTUICC Or 08 000y LG D ecrenid Y 0 cvIUene e Tl o sechnioil No
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such party shall give any notices or take any other action inconsistent with the clection made hereby.
If any present or future income tax ' ws of the state or states in which the Contract Area is located or
any future income tax laws of the 1' Lcd States contain provisions similar to those in Subchapter K
Chapter 1, Subtitle “A”, of the Inter . Revenue Code of 1954, under which an election similar to that
provided by Scction 761 of the Code is permitted. cach party hereby affected shall make such clection as
may be permitted or required by such laws. In making the foresoing election, cach such party states that
the income derived by such party from Operations hereunder can be adequately determined without the
computation of partnership taxable income.

ARTICLE X.
CLAIMS AND LAWSUITS

Operator may settle any single damage claim or suit arising from operations hereunder if the ex-

penditure does not exceed FIFTEEN THOUSAND-———w-——m————————————e—m o m 7 Dollars
(8 15,000,00 ) and if the payment is in complete settlement of such claim or suit. If the amount

required for settlement excceds the above amount, the parties hereto shall assume and take over the
further handling of the claim or suit, unless such authority is delegated to Operator. All costs and ex-
pense of handling, settling, or otherwise discharging such claim or suit shall be at the joint ¢xpense
of the parties. If a claim is made against any party or if any party is sued on account of any matter
arising from operations hereunder over which such individual has no control because ot the rights aiven
Operator by this agreement. the party shall immediately notify Operator. and the claim or suit shall
be itreated as any other claim or suit involving operations hereunder.

ARTICLE XI.
FORCE MAJEURE

If any party is rendered unable, wholly or in part. by force majeure to carry out its oblieations
under this agreement. other than the obligation to make money payments, that party shall give to all
other parties prompt written notice of the force majeure with reasonably rull particulars concerning it:
thereupon. the obligations of the party giving the notice, so far as they arc affected by the force majeure.
shall be suspended during. but no longer than. the continuance of the force majeure. The attfected party
shall use all reasonable diligence to remove the force majeure situation as quickly as practicable.

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

The term “‘force majeure’’. as here emploved. shall mean an act of God. strike. lockout. or other
industrial disturbance. act of the public enemy. war, blockade. public riot, lichtning, {ive, storm, :lood.
explosion, governmental action, governmental delay. restraint or inaction. unavailability of equipment.
and any other cause. whether of the kind specifically enumerated above or otherwise. which is not
reasonably within the control of the party claiming suspension.

ARTICLE XIL
NOTICES

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

ARTICLE XIII.
TERM OF AGREEMENT

This acreement shall remain in full foree and ctfeet as to the vil and vas leases and or oil and gas -
rerests subjected hereto Tor the period of time selected below: provided, however, no party hereto shall
cver be construed as having any rieht, ttle or mterest in or to any lease, or oil and gas interest con-

buted by any other party beyond the term of this agreement.

Tproduction, extension, renewal or other-
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{ area or any portian thereof in force and effect, or (3) earn or preserve an interest in ard to oil ard/c

X Q!_D_ti_orl__é'_()_.__g_:_ In the event the well described in Article VLA, or any subsequent well drlled
under any provision of this agreemen® -osults in production of oil and/or gas in payinu aquantities, this
agreement shall continue in force so I. = as any such well or wells produce, or are capable of produc-
tion, and for an additional period of . _ 130 days from cessation of all production; provided, however,
if, prior to the expiration of such auacitional period, one or more of the parties hercto are engaged in
drilling or reworking a well or wells hereunder, this agreement shall continue in force until such op-
crations have been completed and if production results therefrom, this agreement shall continue 1n
force as provided herein. In the cvent the well described in Article VLA, or any subscquent well
drilled herecunder, results in a dry hole, and no other well is producing, or capable of preducing oil
ar\d,"or gas from the Contract Area, this agrcement shall terminate unless drilling or reworking opcera-
tions are commenced within _ 120 days from the date of abandonment of said well.

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

ARTICLE XIV.
COMPLIANCE WITII LAWS AND REGULATIONS

A. Laws, Regulations and Orders: ~

This agreement shall be subject to the conservation laws of the state in which the committed
acreage is located, to the wvalid rules, regulations, and orders of any duly constituted regulatory tody of
said state: and to all other applicable federal, state, and local laws, ordinances, rules, regulations, and’
orders.

B. Governing Law:

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

ARTICLE XV..
OTHER PROVISIONS

TY

A. Not included.
B, ot included.
C. Not included.
D. Notwithstarding any other provisions herein, if during the term of this acreement, a well Is reguirsc

to be drilled, deepened, rewcrked, plugged back, sidetracked, or reoarpleted, or any other coeraticn tha
may be required in'crder to (1) contirmue a lease or leases in force and erfect, or (2) raintain a unitics

ges and other minerals whiich may be cwned by a third party or which, failing in such cperaticn, may rever

: to a third party, cx, (4) caply with an order issued by a requlatory body havirng jurisdicticn in th

cremises, failing in which certain rights would terminate, the followirg s’nal_l_ap‘ply. Shouid less than a

of the parties hereto elect to participate and pay thelr proporticnate part of the costs to be incurred U

. such operatiecn, those parties desiring to participate shall have the right to do so at their sole cost
i rick, and exense. Prawtly following the conclusion of such operation, each of those partiss e

participating agree to execute and deliver an_ appropriate assigrment to the total interest cf eac
ron-participating party in and to the lease, leases, or rights which would have terminated ar whic
otherwise may have been preserved by virtue of such cperation, and in amd to the lease, leases or right

| within the balance of the drilling unit upon which the well was drilled, excepting, however, well

theretofore campleted and capable of producing in paying quantities. Such assigrment shall be delivered ¢
the participating parties 1in the prcporticn that they bore the expense attribucable ot
ncn-participating parties' interest. )

E. No prcduction, whether oil or gas, may be sold from the lease acreage, or lands pooled tharewith, t
any party's subsidiaries, affiliates, or asscciates, without each party's prior written consent. Al
production sold fram the lease acreage, or linds pooled therewith, will be an am's length trade with
third party purchaser. It is expressly agreed if prior written consent is given to a party sellirg ¢
thamselves, 1ts subsidiaries, affiliates, or asscciates, the cother parties to this agreement will have tr
cpticn to also sell to said purchaser, at the same or better price. In the event any party hereto, make
an arm's length trade with a third party purchaser, the remaining parties will have the ooticn to also se.
at the came cr higher price.
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ARTICLE XVI.
MISCELLANEOUS

This agreement shall be binding 1. .n and shall inure to the benetit of the parties hereto and to their
respective heirs, devisees, legal representatives, successors and assigns.

This instrument may be executed in any number of counterparts, cach of which shall be considered
an original for all purposes.

IN WITNESS WHEREOF, this agreement shall be effective as of _/th  day of April )
19 89 o

OPERATOR |
YATES ii}ROLEUM CORPORATION

By 74,///

rn y-in-Fact Ce

o

NON-OPERATORS

RONADERO COMPANY INC.

jo)
S

STATE OF NEW MEXICO)

. SS
COUNTY OF  EDDY)

The foregoing instrument was acknowledged before me this 7th day of

Apri] » 1989, by John A. Yates , Attorney-in-Fact
for YATES PETROLEUM CORPORATION, a New Mexico corporation, on behalf of said
corporation.

My commission expires: /fsii;=41¢;L G“?fy 74;2444;442

August 28, 1991 Notary Public
STATE OF )
1SS
COUNTY OF ")
The foregoing instrument was acknowledaed before me this day
of , 1989 by Ronadero Company Inc.

My commission expires:

Motary Public

Revised 4-21-89



SIGNATURE PAGE ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT DATED APRIL 3,

1989 BETWEEN YATES PETROLEUM CORPORATION, "OPERATOR" AND Ronadero Company, Inc.
"NON-OPERATORS", COVERING SW} OF SECTION 28, TOWNSHIP 7 SOUTH, RANGE 23 EAST,
N.M.P.M., CHAVES COUNTY, NEW MEXICO.
YATES DRIQLING COMPANY
By W%C( et 7~
Attothey 1n—Fact
~
ABO PETRO;%UM CORPORATION -
7 /: ,/’
By 77 =
Attorney/ln -Fact .-
LILLIE M. YATES
ESTATE OF MARTIN YATES ;}
f72éa/[z47; 4;//1/7
Ftank W. Yatés, agf Attorney-in-Fact
for Lillie M. Yafes, individually and,
w1th S. P. Yates, Personal
Representatives of the Estate of
Martin Yates III.
STATE OF NEW MEXICO)
: sSS
COUNTY OF EDDY)
The foregoing instrument was a owledged before me this S day of
/'¢51L¢ , 1989 by L Ao LjoTio , Attorney-in-Fact for
YATES DRILLING COMPANY; by IS /:,;Zﬁwk, , Attorney-in-Fact for

ABO PETROLEUM CORPORATION; &l1 New Mexico corporations, on behalf of said
corporations, and by Frank W. Yates, Jr., as Attorney-in-Fact for Lillie M.
Yates, individually and, with S. P. Yates, Personal Representatives of the
Estate of Martin Yates III.
7y - . BN
My commission expires: AR R - x/b{’i -
P S Notary Public
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Poaviced 4-71-R09

et al.,



ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT DATED APRIL 3, 1989 BETWEEN
YATES PETROLEUM CORPORATION, "“OPERATCR", AND RONADERO COMPANY INC, ET AL, AS
"NON- OPERATORS", COVERING SWi OF SECTION 28 TOWNSHIP 7 SOUTH, RANGE 23 EAST,
N.M.P.M., CHAVES COUNTY, NEW MEXICO.

EXHIBIT "A"

I. 1. Lands Subject to Agreement:
Township 7 South, Range 23 East, NMPM
Section 28: SWi}
Containing 160.00 acres, more or less
Chaves County, New Mexico

2. ‘Depth Restriction: None

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

II. Percentage Interests of Parties Under the Agreement:

INITITAL TEST INITIAL TEST

WELL BEFORE WELL AFTER
NAME ACRES %$0OF UNIT PAYOUT PAYOUT
Yates Petroleum Corporation 48.00 30.00% 30.00% 30.00%
Yates Drilling Company 24.00 15.00 15.00 15.00
Abo Petroleum Corporation 24.00 15.00 15.00 15.00
Lillie M. Yates 12.00 7.50 7.50 7.50
Estate of Martin Yates III 12.00 7.50 7.50 7.50
Ronadero Company Inc. 40.00 25.00 25.00 25.00
160.00 100.00% 100.00% 100.00%
III. Leasehold Interest of Each Party:
1. Lessor: State of New Mexico
Present Lessee: Yates Petroleum Corporation - 40%
Yates Drilling Company - 20%
Abo Petroleum Corporation - 20%
Lillie M. Yates - 10%
Estate of Martin Yates III - 10%
Expiration Date: Held by Production
Serial Number: LG-6682
Description: Township 7 South, Range 23 East, NMPM
Section 28: NWiSWi, Siswi
Chaves County, New Mexico
Containing 120.00 net acres
2. Lessor: William E. Corn
Present Lessee: Ronadero Company Inc. - 100%
Expiration Date: April 15, 1990
Serial Number: Fee
Description: Township 7 South, Range 23 East, NMPM

Section 28: NEiSWi}
Chaves County, New Mexico
Containing 40.00 acres, more or less

Revised 4-21-89



ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT DATED APRIL 3, 1989 BETWEEN
YATES PETROLEUM CORPORATION, "OPERATOR", AND RONADERO COMPANY INC, ET AL, AS
"NON- OPERATORS", COVERING SWi OF SECTION 28 TOWNSHIP 7 SOUTH, RANGE 23 EAST,
N.M.P.M., CHAVES COUNTY, NEW MEXICO.

IV. Addresses of Parties to Which Notices Should be Sent:

Ronadero Company Inc.

P. O. Box 430

Roswell, New Mexico 88202
Attn: Robert Hanagan

Yates Petroleum Corporation
Yates Drilling Company

Abo Petroleum Corporation
Lillie M. Yates

Estate of Martin Yates III
105 South Fourth Street
Artesia, New Mexico 88210
Attn: Cy Cowan

Revised 4-21-89
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Attached to and made a part-of . .OPERATING AGRFEMENT. DATED APRIL..3, 1989,
BETWEEN_YATES PETROLEUM..CORPORAT.ION,...OPERATQR" _AND.RONADERO COMPANY, INC. "NON-
OPERATOR!,..COVERING... . SWy OF SECTION.28, TOWNSHIP. 7. SOUTH, .RANGE.23 EAST,
N.M.P.M., CHAVES. CﬂUlIY ..... NEW MEXICO.. ... e

ACCOUNTING PROCEDURE
JOINT OPERATIONS

1. GENERAL PROVISIONS

Definitions

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

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

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

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

“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct
supervision of other employees and/or contract labor directly employed on the Joint Property in a fieid operat-
ing capacity.

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

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

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

Statement and Billings

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

Advances and Payments by Non-Operators

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

Each Non-Operator shali pay its proportion of all bills wiithin fifteen (15) days after receipt. If payment is not
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (12¢¢) per
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint
Property is located, whichever is the lesser, plus attorney’s tees, court costs, and other costs in connection with
the collection of unpaid amounts. -

Adjustments

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

Audits

A. Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the rieht to aqudit Ope-
rator’s accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month
period following the end of such calendar year; provided, however, the making or an audit shall not extend the
tfime for the taking of wrilten cxeeption to and the adjustments of accounts as provided for in Paragraph 4 of this
Section 1. Where there ave two or more Non-Operators, the Non-Operators shull make every reasonable effort to
sonduet joint or simultaneous audits in u manner which will result in a minimum of inconvenience to the Opera-
tor. Operator shall bear no portion ot the Non-Operators’ audit cost incarred under this paragraph unless aoereed
to by the Operator.

Approval by Non-Operators

thc an approval or other agreement of the Parties or Non- Opuatom 15 expressly vequired under other sec-
ions of this Accounting Procedure and it the agreement to which this Accounting Procedure is attached contiuns
.0 contrary provisions in recard thereto, Operator shall notify all Non-Operators of the Operator's proposal, and
the goreement or approval ot aomajority inointerest ot the Non-Operdtors shail be controlling on all Non-Opera-
LOIS.

Revised 4-21-89



II. DIRECT CHARGES

Operator shall charge the Joint Account with 1be following items:

1.

Rentals and Royalties -
Lease rentals and royalties paid by Operator v the Joint Operations.
Labor

A (D) S{llari_cs and wages of Operator’s ficld employees directly employed on the Joint Property in the conduct
ot Joint Opcrations,

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

(3) Salaries ax'\d wages of Technical Employees directly emploved on the Joint Property if such charces are
excluded from the Overhead rates.

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

C. E.\:pgnditures or contributions made pursuant to assessments imposed hy- governmental authority which are
applicable to Operator’'s costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec-
tion IL \

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

Employee Benefits

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

Material

Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only
such Material shall be purchased for or transterred to the Joint Property as mav be required sor immediate use
and 1s reasonably practical and consistent with etficient and economical operations. The usccumulation of sur-
plus stocks shail be avoided.

Transportation

Transportation of employvees and Material necessary tor the Joint Operations but subject to the following :mita-
tions: k

A, If Material is moved to the Joint Property rrom the Operator’s warehouse or other properties. 1o charge shall
te made to the Joint Account for a distance greater than the distance from the nearest reliavle suppiyv store.
recagnized barge terminal. or railway receiving point where like material is normaily available, uniless sereed
to by the Parties.

B. If surplus Material is moved to Operator’s warehouse or other storage point, no charge shall be mace 10 the
Joint Account for a distance greater than the distance to the nearest reliable supply store. recognized barge
terminal, or railway receiving point unless agreed to by the Parties. No charge shall te made to the Joint Ac-
count for moving Material to other properties belonging to Operator, unless agreed to by the Parties.

C. In the application of Subparagraphs A and B above. there shall be no equalization of actual zross iruckine cost
of 3200 or less excluding accessorial charges.

Services

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

Equipment and Facilities Furnished by Operator

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

.. In iicu ot charges in Paracraph TA above, Operator may clect to use averave commercial rates prevailing in
- M =

the immediate area of the Joint Property luss 2070, For automotive equipment, Operator mayv clect 1o use rates
published by the Petroleum Motor Transport Association.

Damages and Losses to Joint Property

A eosts or expenses necessary for the vepatr or replacement of Joint Property made necessary because of dam

ages or losses tneurred by tire, tlood, storm. thell, aeerdent, or other’cause, exeept those resulting trom Operator's
4 . Oy . : t A =S

aross negligence or o willtul misconduct, Operator hoat lurnish Non-Operator written notice of damases or losses

ipeurred as soon as practicable atter aoreport thereol has been received by Operator. :

Leval Expense

Bxpense of handling, investigatine and setthing itisitwon or claims, discharging of liens, bayment or jadements
and cunounts patd Gor settlement of clanms mcurred wroor resuwlting (rom operations under e duteement or
necessary 1o protect or recover the Joint Property. except that no charge for services of Operator’s lecal atatg
DI fees or expense ol outside attorneys shall be made vilers previously agsreed to by the Parties. Al other feoal
expense is corsidered to be covered by the overhead provisions ot Scetion U undess otherwise aoreed 1o by the
Jarties, exeent Leosioavided o Scection oUeraaraph 8. ’




10.

11,

s

All taxes of every kind und nature asses - .i or levied upon or in connection with the Joint Property, the opera-
tion thereof, or the production therefrom, :r. which taxes have been paid by the Operator tor the benefit of the
Parties. -

Taxes

Insurance

Net premiums paid for insurance requived to be carrted for the Joint Operations {or the protection of the Par-
ties. In the event Joint Operations are conducted in a state in which Operator may act as self-tnsurer for Work-
men’s Compensation and/or Employers Liability under the respective state’s luws, Operator may, at its election,
include the risk under its self-insurance program and in that event, Operator shall include a charge at Operator’s
cost not to exceed manual rates.

Other Expenditures

Any otr}er gxpenditure not covered or dealt with in the foregoing prbvisions of this Section II. or in Scction III,
and which Is incurred by the Operator in the necessary and proper conduct of the Joint Operations.

IlII. OVERHEAD

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

A. Overhead - Fixed Rate Basis _

(1) Operator shall charge the Joint Account at the following rates per well per month:
Drilling Well Rate 5_2,900.00 _ -

Producing Well Rate $__290.00

(2) Application of Overhead ~ Fixed Rate Basis shall be as follow;:

(a} Driiling Well Rate

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

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

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

(b) Producing Well Rates

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

[2] Each active completion in a multi-completed well in which production 1s not commingled down
hole shall be considered as a one-well charge providing each completion is considered a separate
well by the governing regulatory authority.

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

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

[531 All other inactive wells (including but not limited to inactive wells covered Ly unit allowable,
lease allowable, transterred allowable, cte.) shall not qualify tor an overhead charge,

{3) The well rates shall be adjusted as of the tirst day of April cach year rollowinug the eorfective date of the
apreement to which this Accounting Pracedure is ;x_!!uched. -The adjustment shall be computed by muiti-
plying the rate currently i use by the percentage increase or decrease in the average weekly carmnes of
Crude Petroleum and Gus Production Workers for the last calendar year compiared to the calendar vear
preceding as shown by the index of average weekly carnings of Crude Petroleum and Gas Fields Produc-
tion Workers us publisihed by the United States Department of Labor, Burceau of Labor Statistics, or the
~quivident Conadian index as published by Statisties Cunada, us applicuble. The adjusted rates shall be
"he cutes currently nouse, plus orominus the computed adjustment.

—3
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B. Overhead - Percentage Basis
(1) Operator shall charge the Joint Acce -t at the tollowing rates:

(a) Development

Percent (¢ the cost of Development of the Jomnt Property exclusive ol costs
provided under Paragraph 9 o  -ction I and all salvare credits.
(b) Operating

—  Percent ( ‘7)) of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Section IT. ull salvage credits, the value of injected substances purchased
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the min-
eral interest in and to the Joint Property.

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

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Scction III, de-
vplopment shall include all costs in connection with drilling, rddrilling, deepening or any rvemedial opera-
tions on any or all wells involving the use of drilling crew and equipment: uiso, preliminary expenditures
necessary In preparation for drilling and expenditures incurred in abandoning when the well is not com-
pleted as a producer, and original cost of construction or installation of fixed assets. the expansion of fixed
assets and any other project clearly discernible as a fixed asset, except Major Construction as ceo: ted in
Paragraph 2 of this Section III. All other costs shall be considered as Operating.

Overhead - Major Construction

o

To compensate Operator for overhead costs incurred in the construction and instailation of fixed assets, the ex-
pansion or tixed assets, and any other project clearly discernible as a fixed asset required for the development and
operation of the Joint Property, Operator shall either negotiate a rate prior to the bedinning ol construction. or shall
charge the Joint Account for Overhead based on the following rates for any Major Construction project 1n excess

of $ b : :

A. __5___% of total costs if such costs are more than $_ 29,000.00 but less than S,LO,Q;QQ,O_-O_L; Dius
B. _3_% of total costs in excess of $ 100,000. 00 but less than 31,000.000: plus

C. —2—% of total costs in excess of $1.000,000.

Total cost shall mean the gross cost of any one project. For the purpose of (his puragraph. the componant narts
o1 a single project shall not be treated separately and the cost of driiling and workover wells snall be ¢xciuded.

3. Amendment of Rates

The Overhead rates provided for in this Section III may be amended from time to time onlv by mutual azreement
between the Parties hereto if, in practice, the rates are rfound to be insutficient or excessive.

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

QOperator is responsible for Joint Account Material and shall make proper und timely charges and credits :or all ma-
terial movements arfecting the Joint Property. Operator saall provide all Material for use on the Joint Propertyv: how-
ever, at Operator’s option, such Material may be suppiiea by the Non-Operator. Operator shall make timelv dispositzon
of tdle and or surplus Material, such disposal being made eitner through sale to Operator or Non-Operator. .iivision in
xind, or sale to outsiders.. Operator may purchase, but sha:d Te under no obligation to purchase, interest ot Non-Quera-
tors in surplus condition A or B Material. The disposal ot surplus Controllable Material not purchased by the Opera-
tor shall be agreed to by the Parties.

1. Purchases
MMaterial purchased shall be charged at the price paid by Operator arter deduction or all discounts received. In case
of alaterial found to be defective or returned to vendor :or any other reason, creait shall be passed to e Joint
Account when adjustment has been received by the Operator.

2. Transfers and Dispositions

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

A. New Material (Condition A)

(1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movement on a
maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest
published price f.0.b. railway receiving point or recognized barge terminal nearest the Joint Property
where such Material is normally available. :

(2) Line Pipe
(a) Movement of less than 30.000 pounds shall be priced at the current new price, in effect at date of
mouvement, as listed by a reliable supply-store nearest the Joint Property where such Material is nor.
muaily avatlable.
(b) Movement of 20.000 pounds or more shall be priced under provisions ot tubular coods pricing in Para-
araph 2A (1) of this Section IV.
(3) Other slaterial shall Lo priced ot the current new price, in effect at date of movement, as listed by
supply store or Lob. rathway receiving potnt nearest the Jomt Propecty where such Material
availuble,

a veltable
Fonormally
3. ood Uoed Material (Condition 1)
Lfateral inooound and cerviceanle conditton and surtable tor reuse without teconditioning:
“1) Material moved to the Joint Peeperty
fa) At seventy-tive percent (7570 ) of carrent new price, as determmed by Paragrapn 2\ of this Secton GV
iy Llaterind moved from the Jomnt Property :

v
H

) AL cventveicse pereent (T30 ol current new price wdetermined by Draoraph 2 ot this Section 1V
Tl g s veinnany charced o the Jomt ecount as new Aaterl, e
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(b) at sixty-five percent (65%) of current new price, as determined by Paragraph 2aA ot this Scction
IV, if Material was originally charged to the Joint Account as pood used Material at reventy-hve per-
cent (75¢) of current new pric

The cost of reconditioning, if any, shall b.r absorbed by the transterring property.
C. Other Used Material (Condition C and D}
(1) Condition C

Material which is not in seund and serviceable condition and not suitable for its orginal function until
after reconditioning shall be priced at fifty percent (50¢.) of current new price as determined by Para-
g}‘aph 2A of this Section IV, The cost of reconditioning shall be charged to the receiving property, pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B value.

(2) Condition D

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

D. Obsolete Material

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

E. Pricing Conditions

(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (13¢) per
hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained. when
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section II.

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

3. Premium Prices

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

Warranty of Material Furnished by Operator

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

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Material.

Periodic Inventories, Notice and Representation

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

Reconciliation and Adjustment of Inventories

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

Special Inventories

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

Expense of Conducting Periodic Inventories '

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

£




EXHIBIT "D

ATTACHED TO AND MADE A PART OF
OPERATING AGREEEMENT

ADDITIONAL INSURANCE PROVISIONS

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

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

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

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

(3) Public Liability Insurance:

Badily Injury - 3500,000.,00 cach occcurrence.
() Automobile Public Liability Insurance:

Bodily Injury - $250,000.00 each person.

$500,000.00 each occurrence.

Property Damage - $100,000.00 cach occurcnce.

Except as authorized by this Exhibit "D", Operator shall not make any charge to

the joint iccount for insurance premiums, Losses not covercd by Operator's

- insurance (or by insurance required by this agreement to be carriad for the

henefit and at the expense of the parties hereto) shall be chargzed to the

joint account.



STTTTIIOOL et
RSN .

GLS BATANCTNG AGTFRMEMT

The parties to the Operating Agreement sc which thig adgreement 15 af-
tached own the working intrerest in the aas rights underlving “he lands  overed
by such agreement (the "Contract Area”) in accordance with rhe nercentages of
participation as set forth in Exzhibkit "A" to the ONreratina J¢reement (the "rmar-

ticipation percentage").

. In accordance with the +terms of th2 Operatina ~oreement, each =arty
thereto has the right to take its share of gas produced Zrom the Contract -rea
and market the same. In the event anv of the parties hereto collectively cowning
participation percentages of less than 50% are not at any time taking or marzet-
ing their share of gas or have contracted to sell their share of gas preduced
from the Contract Area to a purchaser which dces not at anv time while &his
agreement is in effect take the full share of gas attributable %o the interest
of such parties, this agreement shall automatically becoma =2ffective upon =zhe
terms hereinafter set forth.

1. During the period or periods when any varties hereto collectively
owning participation percentages of less than 0% have ro rmarket for thelr share
of gas prcduced from any proration unit within the Contract Area, or their cur-—
chaser does not take its full share of gas produced {rom 3zuch proration unit
other parties collectively owning participation percentages of more than S0%
shall be entitled to produce each month 100% of the lesser of a) allcwakle c¢as
production assigned to such proration unit by apvlicable state rcgulatcrv au-
thority or b) the delivery capacity of gas Irom such proration unit; crovided,
however, no party who does not have gas in place shall ke entitled to take or
deliver to a purchaser gas production in excess of 200% of +he lesser of c¢) its
share of the volumes of gas capable of being delivered on a daily basis cr 4a)
its share of allowable gas production. All narties hereto shall share in and
own the liquid hydrocarbons recovered from sueh cas by lease ecuipment in accor-
dance with their respective interests and subject to the Crerating Agreement to
which this agreement is attached, but the party or parties taking such gas shall
own all of the gas delivered to its or their purchaser.

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

3. At all times while gas is produced from the Contract Area, each
party hereto will make settlement with the respective rovalty owners to whom
they are each accountable, just as if each party were taking or delivering to a
purchaser its share, and its share only. Each party hereto agrees to hold each
other party harmless from any and all claims for royalty payments asserted by
royalty owners to whom each party 1s accountable. The term "royalty owner"
shall include owners of royvalty, overriding royalties, production payments and
other similar interests. .

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

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



place and the denominator of which i3 the total porcon’ ue Lntorect in i pro-
ration unit of all parties with gas in place currently taking or delivering rc a
purchaser.

5. NMothing herein shall be construed to deny any party the right,
from time to time, to produce and take or deliver to its purchaser its rull
share of the allcwable gas production *“o meet the deliverability tests recuired
by its purchaser, provided that said *test should be reasonable in length, nor-
mally not to exceed 72 hours.

6. If a proration unit ceases %o produce gas and/or liquid hydrocar-
bons in paying quantities before the gas account is balanced, settlement will be
made between the underproduced and overproduced parties. In making such settle-
ment, the underproduced party or parties will be paid a sum of money hy the over-
produced party or parties attributable to the overprocduction which said overpro-
duced party received, less applicable taxes theretcfore paid, at the applicable
price defined below for the delivery of a volume of gas equal to that for which
settlement is made. For gas, the price of which is not regulated by federal,
state or other governmental agencies, the price basis shall be the price re-
ceived for the sale of the gas. For gas, the price of which is subject to regu-~
lation by federal, state or other governmental authorities, the wvrice basis
shall be the rate collected, from time to time, which is nct subject to possible
refund, as provided by the Federal Energy Regqulatory Commission or any other gov-
ernmental authority, pursuant to final orxrder or settlement appliceble to the aqas
sold from such well, plus any additional collected amount which 1is not ulti-
mately required to be refunded by such authority, such additional collected
amount to be accounted for at such time as final determination is made with
respect hereto.

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

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

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



(1)

(2}

(3)

(6)

EXHIBIT "

EQUAL EMPLOYMENT OPPORTUNITY PRCVISICH

During the performance cf this centract, the Cperator agrees as tollow:s:
The Operator will not discriminate against any ecmployee or applicant

for empleoyment because of race, color, religicn, naticnal ~rigin or

sex. The Operator will take affirmative action o cnsure that appli-

cants are employed, and that cmployces are treated durina ~rmployment,
without regard to their race, color, religion, national origin or 5ex.
Such action shall include, but not be limited to the following: Implov-

ment, upgrading, demotion, or transfer, recruitment or recruitment ad-
vertising; layoff or termination; rates of pay or other £

Y cr com=
pensation; and selection for training, including apprenti ip. The
Operator agrees to rost in conspicucus places, available nlovees
and applicants for employrment notices to be provided for the contract-
ing officer setting forth the provisicns of this non-discrimiration

clause.

The Cperator will, in all solicitations or advertisements for emnlcvees
placed by or on benhalf of the Operator, state that all au
cants will receive consideration for emplovyment without r
color, religion, national origin or sex.

alified arpli-
ccard to race,

The Cperator will send to each labor union ¢ e
with which it has a collective bargaining agreement
or understanding, a notice to be proviced the cy ahl
officer, advising the labor union or workers' representative cf th
Opcerator's commitments under Sectiocn 202 cf Fxecutive Qrdexr 11246 of
September 24, 1965, and shall post copies of the notice in conspicuous
places available to employees and applicants Zor employment.

other contract
contracting
e

The Operator will comply with all provisions of -Executive Crder 11246
of September 24, 1965, and of the rules, regulations, and relevent orders
of the Secretary of Labor.

The Operator will furnish all information and reports required by Zxecutive
Order 11246 of September 24, 1865, and by the rules, reculations, and orders
of the Secretary of Labor, or pursuant thereto, and will germit access to
its books, records, and accounts by the contracting agency and the Secretary
of Labor for purposes of ‘investigation to ascertain compliance with such
rules, regulaticns, and orders.

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

Exhibit "F"
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(7) The Operator will include the provisions of Paraqraphs (1) through
(7) in every subcontract or purchase order unless cxempted by rnles,
regulations, or orders of the Secretary of Labor issucd purcuant Lo
Section 204 of Exccutive Order 11246 of September 24, 1965, so that
such provisions will be binding upon each subcontractor or vendor.
The Operator will take such action with respecct to any subcontract
or purchase order as the contracting agency may dircct as a means ot
enforcing such provisions including sanctions for non-compliance:
Provided, however, that in the event the Opcrator beccomes involved
in, or is threatened with, litigation with a subcontractor or vendor
as a result of such direction by the contracting agency, the Operator
may request the United States to enter into sucnh litigation to pro-
tect the interests of the United States,

Operator acknowledges that it may be required to file Standard Form 100
(EEO-1) promulgated jointly by the Cffice of Federal Contract Compliance, the
Equal Employment Opportunity Commission and Plans for Progress with Joint FPe-
porting Committee, Federal Depot, Jcffersonville, Indiana, within thirty (30)
days of the date of contract award if such rerort has not heen Iiled for the
current year and otherwise comply with or £ile such other compliance reports
as may be required unéer Executive Order 11246, as amencded and Rules and fFe-
gulations adopted thereunder.

Cperator further acknowledges that he may be reguired to develop a written
affirmative action compliance program as recuired by the Rules-and Pegulations
approved by the Secretary of Labor under authcrity of Executive Order 11246 and
supply Non-Operators with a copy of such program if they so request.

CERTIFICATION OF MNON-SEGREGATED FACILITIES

Operator assures Non-Operatcrs that it does not and will not
maintain or provide for its emplovees any segreaated facilities at any
of its establishments, and that it doces not and will not permit its
employees to perform their services at any location, under its control,
where segregated facilities are maintained. For this purpose, it is
understood that the phrase "segregated facilities"” includes facilitiles
which are in fact segregated on a basis of race, color, recligion, or
national origin, because of habit; local custom or otnerwise. It is
further understood and agreed that maintaining or providing segreqated
facilities for its employees or permitting its emplecvees to verform their
services at any location under its control where segregated facilities
are maintained is a violation of the cgual cpportunity clause required
by Executive Order 11246 of September 24, 1965.

Operator further understands and agrees that a breach of the
assurance herein contained subjects it to the provisicns of the Order
at 41 CFR Chapter 60 of the Secretary ¢f Labor dated iay 21, 19G6&, ard
the provisions of the equal opportunity clause enumerated in contracts
between the United States of America and Non-Operators.

Whoever knowingly and willfullQFmakes any false, fictiticus or

fraudulent representation may be liable to criminal prosecution under 18
U.s.C. 8 100l.

Exhibit "F"
Page 2
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///’/, F’ETRDLEUM AUTHORITY FOR EXPENDITURE
' 4 Revised 4-24-89 AFE #_8§9-037-0__
i EDRFDRHTIDN * REVISION #
207 SOUTH FOURTH STREET DATE 3-22-89
ARTESIA. NEW MEXICO 88210 —
LEASE NAME Bajillo Draw WQ State #4 LOCATION _ 760/s, 990 /W, Sec. 28-7$-23E
COUNTY Chaves STATE NM FIELD
HORIZON ° Abo EST. T. D. 3250' EST. SPUD DATE
EST. COMPLETION DATE DRILLING CONTRACTOR
PRIMARY OBJECTIVE: OIL GAS OIL AND/OR GAS
PURPOSE \ : 7% ] DRILLING-NEW RECOMPLETION OTHER (SUPPLEMENTAL AFE, ETC.)
TYPE WELL : DEVELOPMENT EXPLORATION
INTANGIBLE COSTS: DRY 1IOLE COMPLETION
9210 STAKING PERMIT & LEGAL FEES $ 500 $ 500
9711 " LOCATION, RIGHT-OF-WAY 8500 8500
9212 "DRILLING, FOOTAGE 3250 @ $11.50/ft 37400 37400
9213 DRILLING, DAYWORK 1 day @ $3900/day 3900 3900
9214 DRILLING WATER 10000 10000
9215 DRILLING MUD & ADDITIVES 8000 8000
9216 MUD LOGGING UNIT 100 100
9217 SURFACE & INT. CEMENT, CSG., TOOLS & SERVICES 10000 10000
9218 DRILL STEM TESTING - _
9219 ELECTRIC LOGS - OPEN HOLE 4500 4500
9220 TOOL & EQUIP. RENTAL, TRUCKING, WELDING 4000 4000
9221 SUPERVISION & OVERHEAD 7000 7000
9223 CORING, TOOLS & SERVICES - -
9224 BITS, TOOLS & SUPPLIES 100 100
9235 PRODUCTION CEMENT, CASING, TOOLS & SERVICES - 5500
9222 CONTINGENCY 4900 5400
9241 COMPLETION UNIT - 4800
9242 WATER FOR COMPLETION - 1000
9243 MUD ADDITIVES FOR COMPLETION - 500
9244 CEMENT, TOOLS, SERVICES & TEMP. SURV. FOR COMP. - 1500
9245 ELECTRIC 1.OGS, PERFORATION TEST FOR COMPLETIO: - 3900
9246 TOOLS, TRUCK, WELD. & EQUIP. RENTAL FOR COMP. - 3800
9247 STIMULATION -~ COMPLETION - 25000
9248 SUPERVISION & OVERHEAD - COMPLETION - 500
9249 ADDT'L LOCATION, ROAD WORK & SURFACE DAMNAGES - - 2200
9251 BITS, TOOLS, ETC. PURCHASED FOR COMPLETION - 100
9250 CONTINGENCY - COMPLETION - 2700
TOTAL INTANGIBLES 98900 150900
EQUIPMENT COSTS:
9301 CHRISTMAS TREE AND WELL HEAD 1000 3700
9302 CASING 8-5/8" 40.5# K-55 @1200' 11400 11400
9302 4=1/2" 9,5# K-55_@3250" - 13800
9302 - - -
9303 TUBING 2-3/8" 4.7# J-55 @3000Q' - _6000
9304 PACKER & SPECIAL EQUIPMENT - -
9350 CONTINGENCY 200 500
WELL EQUIPMENT 12600 35400
LEASE & BATTERY EQUIPMENT COSTS:
9401 PUMPING EQULPMENT - -
9402 STORAGE 1-210b. welded tnk/walkway & stairs _— 2200
9403 SEPARATION EQUIP., FLOWLINES, VAB%ES, FITTINGS - 6400
9404 TRUCKING & CONSTRUCTION COSTS - 4400
TOTAL LEASE & BATTERY EQUIP. - 16000
wﬂw—~*~\> RS N
TOTALS < $111500 ('&202300 _

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

YATES PETROLEUM CORPORATION DATE SHARE

WA ’ ~ ‘ 30.0
BY .0%
BY

, YATES PETROLEUM CORPORATION
By Case No. 9657
3 4/26/89 Examiner Hearin

YATES DRILLING COMPANY Exhibit No. 5 I

By 15.0%

ABO PETROLEUM CORPORATION
By 15.0%




Bajillo Draw WQ State #4
Sec. 28-T7S-R23E
Chaves County, New Mexico

Name

LILLIE M. YATES
ESTATE OF MARTIN YATES III

By

Date

Frank W. Yates, Jr., as Attorney-
in-Fact for Lillie M. Yates,
individually and, with S. P.
Yates, Personal Representatives
of the Estate of Martin Yates III

RONADERO COMPANY -INC.

By

AFE #89-037-0
March 22, 1989
Page -2-

Share

7.5%
7.5%

25.0%
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