3 T E 5 S. P. YATES
PRESIDENT

p FETRULEUM JOHN A. YATES
4 [ . 7 l UN VICE PRESIDENT

B. W. HARPER
SEC. - TREAS.

105 SOUTH FOURTH STREET
ARTESIA, NEW MEXICO 88210

TELEPHONE (505) 748-1471 C [" \ @EE}?——?E

October 3, 1986

crover \ 0cT - 61986 |||

State of New Mexico OIL CONSERVATICY DiViSioN .
0il1 Conservation Division SANTA FE

P.0. Box 871 ‘
Santa Fe, New Mexico 87501 : {2
Attention: Mr. R.L. Stamets (;@/¢$/
RE: Case No. 8987

Order No. R-8313

Application for Yates Petroleum

Corporation for Red Bluff Unit

Portions of:

Township 6 South-Range 24 East

Township /7 South-Range 24 East
CHAVES COUNTY, NEW MEXICO

Dear Mr. Stamets:

Regarding your telephone conversation with Mr. Randy Patterson last week,
the enclosed materials are being sent to replace certain pages of

the Operating Agreement; a new Unit Agreement; and the geologic exhibits
to the captioned Unit.

As you know, Yates Petroleum Corporation has chosen to reduce the size of
our proposed Red Bluff Unit. The decision to reduce the size of the unit
caused the Federal Lands to be removed from the unit boundaries.

If necessary, please send a revised Final Approval Order reflecting the name
change (Red Bluff State Unit) and the Unit boundaries. Should you require
anything further, please call.

Thank you.

Very truly yours,

JB/krg



OONSENT AND RATIFICATION

UNIT AGRERNENT AND UNIT CPERATING AGRERMVENT

FOR TMIIE RED BLUFF UNIT

(JAVES COUNTY, NEW MEXIQO

The undersigned, (whether one or more) hereby acknowledges receipt
of a copy of the Unit Agreement and Unit Operating Agreement for the
development and operating of the Red Bluff Unit embracing lands situated
in Chaves County, New Mexico, which said Agreements are dated‘29th day
of September, 1986, and acknowledge that they have read the same and are
familiar with the terms and conditions thereof. The undersigned also
being the owner of leasehold itnerests being cammnitted to said Unit
Agreement and Unit Operating Agreement do hereby consent to said Unit
Agreement and Unit Operating Agreement and ratify all the terms and
provisions thereof, exactly the same as if the undersigned had executed
the original of said Unit Agreement and Unit Operating Agreement or a
counterpart thereof.

IN WITNESS WHERIOF, this instrument is executed by the undersigned

as of the date set forth in their respective acknowledgments.

\vg
Norman L. Stevens, Jr.
Vice President

P.O. Box 1518
Roswell, New Mexico 88201

STATE OF N&wW MEIQ0 )

CCUNTY OFW ) >

The foregoing instrument was acknowledged before me this ond

day of oOctober , 1986, by Norman L. Stevens, Jr. ,

Vice President of READ & STEVENS, IIC., a New Nexico

Corporation, on behalf of said corporation.

My commission expires: Wﬁ;’ﬁjﬁ

MNotary Public J

8-11-90




COONSENT AND RATIFICATION

UNIT AGREEMENT AID UNIT OPERATING AGREENENT

FOR THE RED BLUFF UNIT

(HAVES QOUNTY, NEW MEXICO

The undersigned, (whether one or more) hereby acknowledges receipt
of a copy of the Unit Agreement and Unit Operating Agreement for the
development and operating of the Red Bluff Unit embracing lands situated
in Chaves County, New Mexico, which said Agreements are dated 29th day
of September, 1986, and acknowledge that they have read the same and are
familiar withAthe terms and conditions thereof. The undersigned al'so
being the owner of leasehold itnerests being committed to said Unit
Agreement and Unit Operating Agreement do hereby consent to said Unit
Agreement and Unit Operating Agreement and ratify all the terms and
provisions thereof, exactly the same as if the undersigned had executed
the original of said Unit Agreement and Unit Operating Agrcement or a
counterpart thereof.

IN WITNESS WHEREOF, this instrument is executed by the undersigned

as of the date set forth in their respective acknowledgments.

ATTEST: YATES DRILLING COMPANY

BY: BY: %A Jaizg ®
/AtErney—tncFact ‘

105 South Fourth Street
Artesia, New Mexico 88210

STATE OF NEW MEXICQO )
: ss

QOUNTY OF EIDY )
The foregoing instrument was acknowledged before me this 3rd

day of Octaber , 1986, by Peyton Yates s

Attomev—m—fa_gt of YATES DRILLING CI]\/IPANY, a New Mexico

Corporation, on behalf of said corporation.

My cannission expires: Shiiie) JJ//’I///WV

Notary Public

- _March 1, 1990




OONSENT AND RATIFICATION

UNIT ACREEMENT AND UNIT OPERATING AGREEVENT

FOR THE RED BLUFF UNIT

CHAVES OOUNTY, NEW MEXICO

The undersigned, (whether one or more) hereby acknowledges receipt
of a copy of the Unit Agreement and Unit Operating Agreement for the
development and operating of the Red Bluff Unit embracing lands situated
in Chaves County, New Mexico, which said Agreements are dated 29th day
of September, 1986, and acknowledge that they have read the same and are
familiar with the terms and conditions thereof. The undersigned also
being the owner of leasehold itnerests being cammitted to said Unit
Agreement and Unit Operating Agreement do hereby consent to said Unit
Agreement and Unit Operating Agreement and ratify all the terms and
provisions thereof, exactly the same as if the undersigned had executed
the original of said Unit Agreement and Unit Operating Agreement or a
counterpart thereof.

IN WITNESS WHEREOF, this instrument is executed by the unders-igned

as of the date set forth in their respective acknowledgments.

ATTEST: MYCO INDUSTRIES, INC.

BY: BY:

orpey-in-ract o
105 South Fourth Street
Artesia, New Mexico 88210

STATE OF NEW MEXICO )
COUNTY OF EIDY ) >
The foregoing instrument was acknowledged before me this Z.(/'{ I
day o LS , 1986, by /”r . )l
%@W%w);/ﬁf of My

Corporation, on behalf of said corporation.

TRIES, IMC., a New Mexico

My cammission expires:

Viembas 5 1955




CONSENT AND RATIFICATION

WNIT AGREEMENT AND UNIT CPERATING AGREEMENT

FOR THE RED BLUFF UNIT

GJAVES OOUNTY, NEW MEXICO

The undersigned, (whether one or more) hereby acknowledges receipt
of a copy of the Unit Agreement and Unit Operating Agreement for the
development and operating of the Red Bluff Unit enbracing lands situated
in Chaves County, New Mexico, which said Agreements are dated 29th day
of September, 1986, and acknowledge that they have read the same and are
familiar with the terms and conditions thereof. The undersigned also
being the owner of leasehold interests being committed to said Unit
Agreement and Unit Operating Agreement do hereby consent to said Unit
Agreement and Unit Operating Agreement and ratify all the terms and
provisions thereof, exactly the same as if the undersigned had executed
the original of said Unit Agreement and Unit Operating Agreement or a
counterpart thereof.

IN WITNESS WHEREOF, this instrument is executed by the undersigned

as of the date set forth in their respective acknowledgments.

Artesia, New Mexico 88210

STATE OF NEW MEXIQO )
COUNTY OF EDDY ) >
The foregoing instrument was acknowledged before me this /@CM

aay of Dyplik() 1986, by iy rQu Llgkeo) :
Q}Q‘m(\&(mi of ADO CORPORATION, a New Mexico

Corporation, on behalf of said corporation.

My commission expires: h H\ZQ C}}UML/&
Xtk 3 1988 ety it 8
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A.APL. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977

O =3 ® W

ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT, DATED SEPTEMBER 29, 1986,
BETWEEN YATES PETROLEUM CORPORATION, "OPERATOR", AND READ & STEVENS, INC., ET
AL, "NON-OPERATORS", COVERING LANDS IN CHAVES COUNTY, NEW MEXICO

ARTICLE XVI.
MISCELLANEOUS

This agreement shall be binding upon and shall inure to the benefit 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, each of which shall be considered
an original for all purposes.

8%\: WITNESS WHEREOF, this agreement shall be effective as of __2I90D _day of__Scptember
19_86 . -

OPERATOR

YATEJOLEUM CORPORATION
S Yr

Attorney-in-

NON-OPERATORS

ATTEST: READ & STEVENS, INC.
By By
Secretary President
STATE OF NEW MEXICO )
- H -
COUNTY OF EDDY )

The foregoing instrument was acknowledged before me this 29th day of
September, 1986 by QN akbn (L GaFeo , Attormey-in-Fact for YATES
.. FETROLEUM: CORPORATION,()a New Mexicb corporatlon, on behalf of said corporation.
My dommSston expires:’ DoaTiiow £ ﬁ/

ae 14 (191 Notary Public
\l'V\ 7

STATE OF NEW MEXICO )

: 8%
COUNTY OF CHAVES )
The foregoing instrument. was acknowledged before me this day of
1986 by s
>

for READ & STEVENS, INC., a
corporation, on behalf of said corproation.

My commission expires:

Notary Public

SHS SEAUINIRG Diav iy picmbited
when authenzed i wiry ity Sy T

Aunenicatt Assacician of Petriy) W!admon]

-l
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A AL FORM 610 - 1977
*JIODEL FORM.OPERATING AGREEMENT

RED BLUFF STATE UNIT
OPERATING.- AGREEMENT

DATED

September 29 19 86

3

“YATES PETROLEUM CORPORATION

. Township 6 South-Range 24 East, NMPM
©..+CT AREA A11 of Saction 36 . —
Township 7 South-Range 24 East, NMPM
All of Sectioms 1,2,3,10,11, 12,13,14,15,22,

,,,,,,,, - 23 Ws, NEX
24 N

Containing 7,845.71 acres, more or less.

© 3K PARISH OF__cmaves . . . . _SOATE OF__NEW_MEXICO

CLPVRIGHT 1977 - ALi RISHTS RESERVED
ARAELNIAN ASSICHAT N OF PETRCLEUM LANDMEN
APPRONTT,  ORM, AAGL NO. 510 - 1777 REVISED
AT BE ORDEKED DIRETTEY FROM Thi PUSLISBER’
RAFTBILT PRODUCTS, ROX 800, TLHSA 74101
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A.AP.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977
ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT, DATED SEPTEMBER 29, 1986,
BETWEEN YATES PETROLEUM CORPORATION, "OPERATOR", AND READ & STEVENS, INC., ET

=IO W

AL, "NON-OPERATORS", COVERING LANDS IN CHAVES COUNTY, NEW MEXICO

ARTICLE XVIL
MISCELLANEOUS

This agreement shall be binding upon and shall inure to the benefit 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, each of which shall be considered

an original for all purposes.

IN WITNESS WHEREOF, this agreement shall be effective as of _ 2901 _day of_ September

19_86 . -
OPERATOR
YATES TEUM CORPORATION |
<o
oy )7%/7/% .
K%émey?r(—Fact
NON-OPERATORS
ATTEST: READ & STEVENS, INC.
By By
Secretary President
STATE, OF NEW MEXTCO )
~ : ss
COUNTY OF EDDY )

The foregoing instrument was acknowledged before me this 29th day of
September, 1986 by , Attorney-in-Fact for YATES
PETROLEUM CORPORATION] a New Mexicd corporation, on behalf of said corporation.

My commission expires:’ é)g Ziiom ;? ;D.o:g

YNaw 14 1999 Notary Public
7 4 ‘

STATE OF NEW MEXICO )
. S8
COUNTY OF CHAVES )

The foregoing instrument.was acknowledged before me this
, 1986 by s

Tor READ & SIEVENS, INC., a

corporation, on behalf of said corproation.

My commission expires:

Notary Public

«lb-

"‘Ff; '
. :?.".

1
RN
®

"

Use of 1lus dentdying niark <& p:odidited
2xcept when autharized i wiiting by the
Aiperican Assaciabon of Petvoteuns Landown

i



ATTACHED TO AND MADE A PART OF OPERATING AGREEVENT DATED SEPTEVBER 29th, 1986,
BEIWEEN YATES PETCRLUEM CORPORTAION, "OPERATCUR", AND READ & STEVENS, INC., ET
AL, "NON-OPERATORS", OOVERING LANDS IN CHAVES QOUNTY, NEW MEXICO.

EXHIBIT "A"

I. 1. Lands Subject to Agreement:
Township 6 South-Range 24 East, N.M.P.M.
Section 36: All
Township 7 South-Range 24 East, N.M.P.M,
Section 1: All R v
Section 2: All
Section 3: All
Section 10: All
Section 11: All
Section 12:  All
Section 13: All
Section 14: All
Section 15: All
Section 22: All
Section 23: W}, NEi
Section 24: N}
Containing 7845.71 acres, more or less.
Chaves County, New Mexico

2. Depth Restrictions:
None

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

I1. Percentage interests of Parties Under the Agreement:

Name Acres Unit$ INITIAL TEST WELL
YATES PETROLEUM CORPCRATION 1,641.43 120.921370% 20.921370%
YATES DRILLING COMPANY 1,641.43 '20.921370% 20.921370%
ABO PETROLEUM OORPORATION 1,641.43 20.921370% 20.921370%
MYCO INDUSTRIES, INC. 1,641.42 20.921242% 20.921242%
READ & STEVENS, INC. 1,280.00 16.314648% 16.314648%
7,845.71 100.000000% 100.000000%

III. Leasehold Interest

See Attached Exhibit A-2

1v. Addresses of Parties to Which Notices Should be Sent:

Read & Stevens, Inc.
P.O. Box 1518

Roswell, New Mexico 88201
ATIN: Mr. Randall Fort

Yates Petroleun Corporation
Yates Drilling Company

Abo Petroleum Corporation
Myco Industries, Inc.

105 South Fourth Street
Artesia, New Mexico 88210
ATIN: Mr. Jim Ball
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EXHIBIT A-2
RED BLUFF STATE UNIT

LEASE NO. & ROYALTY & WORKING INTEREST
TRACT NO. DESCRIPTION ACRES EXP. DATE PERCENTAGE LESSEE OF REQORD ORRI% OWER PLRCENTAGE
1 T6S-R24E 1280.84 LG-4332 State Yates Petroleun Corporation None YPC--25%
Section 36: All 7/1/87 12.5 YDC--25%
T7S-R24E ABO--25%
Section 1: Lots 1,2,3,4 MYOD-25%
SiNi,Si
2 T7S-R24E 963.89 ILG-4335 State Yates Petroleum Corporation None YPC--25%
Section 2: Lots 3,4 7/1/87 12.5 YDC--25%
SiNwi, Swi ABO--25%
Section 3: Lots 1,2,3,4, _ MYQD-25%
SiNi, S} 4
3 T7S-R24E 1280.98 LG-4336 State Yates Petroleum Corporation None YPC--25%
. Section 2: Lots 1,2 7/1/87 12.5 YDC--25%
SiINEi, SE} ABO--25%
Section 11: E} MYQD-25%
Section 12: All
4 T7S-R24E 1280.00 LG-4341 State Yates Petroleum Corporation None YPC--25%
Section 10: All 7/1/87 12.5 YDC--25%
Section 11; W} ABO--25%
Section 14: Wi _ MYCD-25%
5 T7S-R24E 1280.00 LG-4342 State Read & Stevens, Inc. First Century Read &
Section 13: All 7/1/817 12.5 , Oil Inc.-2.5% Stevens
Section 14: E3} FISCQO, Inc. Inc.-100%
Section 24: N} 2.5%
6 T7S-R24E 640.00 1G-4343 State Yates Petroleun Corporation None YPC--25%
Section 15: All 7/1/87 12.5 YDC--25%
ABO--25%
MYQD-25%

Page 1 of 2



EXHIBIT A-2

RED BLUFF STATE UNIT

LEASE NO. & ROYALTY & WORKING INTEREST

TRACT NO. DESCRIPTICN ACRES EXP. DATE PERCENTAGE LESSEE OF REQURD ORRI% OMNER PERCENTAGE
7 T7S-R24E 160.00 LG-4344 State Yates Petroleun Corporation None YPC--25%
Section 23: NE} 7/1/87 12.5 YDC--25%
ABO--25%
' MY(QD-25%
8 T7S-R24E 960.00 LG-4346 State Yates Petroleum Corporation None YPC--25%
Section 22: All 7/1/87 12.5 YDC--25%
Section 23: Wi ABO--25%
MYCD-25%

Total:

7845.71 Acres of State Land

Page 2 of 2
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Attached to and made a part of .Qperating Agreement. dated September 29,
1986 between Yates Petroleum Corporation, "Operatar!, and

Read & Stevens, Inc.,. et al, "Non-Operators!, covering lands

in Chaves County, New Mexico.

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

1. Definitions

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

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

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

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

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

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

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

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

2. 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.

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

4. Adjustments

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

5. Audits

A. Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Ope-
rator’s accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month
period following the end of such calendar year; provided, however, the making of an audit shall not extend the
time for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this .
Section I. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to
conduct joint or simultaneous audits in a manner which will result in a minimum of inconvenience to the Opera-
tor, Operator shall bear no portion of the Non-Operators’ audit cost incurred under this paragraph unless agreed
to by the Operator.

6. Approval by Non-Operators

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

—_1—




EXHIBIT "D

ATTACHED TO AND MADE A PART OF
OPERATING AGREEEMENT

DATED SEPTEMBER 29, 1986, BETWEEN YATES PETROLEUM CORPORATION, "OPERATOR", AND

READ & STEVENS, INC., ET AL, "NON-OPERATORS", COVERING LANDS IN CHAVES COUNTY,
NEW MEXICO.

ADDITIONAL INSURANCE PROVISIONS

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

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

(A) Vorkmen's Compensation Insurance as contemplated by the state in
which operations will be conducted, and Employer's Liability
Insurance with limits of not less than $100,000.00 per employee.

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

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

Property Damage — $100,000.00 each occurence.

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

joint account.



ATTACHED TO AND MADE 4 \RT OF OPERATING AGREEMENT DA SEPTEMBER 29, 1986, BETWEEN
YATES PETROLEUM CORPORA.ION, "OPERATOR", AND READ & «£3, INC., ET AL, "NON-
OPERATORS", COVERING LANDS IN CHAVES COUNTY, NEW MEXICO.

EXHIBIT "E"

GAS BALANCING AGREEMENT

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

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

1. During the period or periocds when any parties hereto collectively
owning participation percéntages of less than 50% have no market for their share
of gas produced from any proration unit within the Contract Area, or their pur-
chaser does not take its full share of gas produced from such proration unit,
other parties collectively owning participation percentages of more than 50%
shall be entitled to produce each month 100% of the lesser of a) allowable gas
production assigned to such proration unit by applicable state regulatory au-
thority or b) the delivery capacity of gas from such proration unit; provided,
however, no party who does not have gas in place shall be entitled to take or
deliver to a purchaser gas production in excess of 200% of the lesser of c)} its
share of the volumes of gas capable of being delivered on a daily basis or 4d)
its share of allowable gas production. All parties hereto shall share in and
own the liquid hydrocarbons recovered from such gas by lease equipment in accor-
dance with their respective interests and subject to the Operating Agreement to
which this agreement is attached, but the party or parties taking such gas shall
own all of the gas delivered to its or their purchaser.

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

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

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

4, After notice to the Operator, any party at any time may begin 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 gas ac-
count as to its interest, shall be entitled to take or deliver to its purchaser
a share of gas determined by multiplying 50% of the interest in the current gas
production of the party or parties without gas in place by a fraction, the numer-
ator of which is the interest in the proration unit of such party with gas in



(1)

(2)
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Attached to and made irt of Operating Agreement dat(' September 29,1986,
between Yates Petroleut. Corporation, "Operator", and R€au & Stevens, Inc.,
et al, "Non-Operators", covering lands in Chaves County, New Mexico.

EXHIBIT “F"

EQUAL EMPLOYMENT OPPORTUNITY PROVISION

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

The Operator will not discriminate against any employee or applicant
for employment because of race, coloxr, religion, national origin or
sex. The Operator will take affirmative action to ensure that appli-
cants are employed, and that employees are treated during employment,
without regard to their race, color, religion, national origin or sex.
Such action shall include, but not be limited to the following: Employ-
ment, upgrading, demotion, or transfer, recruitment or recruitment ad-
vertising; layoff or termination; rates of pay or other forms of com-
pensation; and selection for training, including apprenticeship. The
Operator agrees to post in conspicuous places, available to employees
and applicants for employment notices to be provided for the contract-
ing officer setting forth the provisions of this non-discrimination
clause.

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

The Operator will send to each labor union or representative of workers
with which it has a collective bargaining agreement or other contract
or understanding, a notice to be provided by the agency contracting
officer, advising the labor union or workers'-representative of the
Operator's commitments under Section 202 of Executive Order 11246 of
September 24, 1965, and shall post copies of the notice in conspicuous
places available to employees and applicants for employment.

The Oéerator will comply with all provisions of Executive Order 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 Executive
Order 11246 of September 24, 1965, and by the rules, regulations, and orders
of the Secretary of Labor, or pursuant thereto, and will permit access to
its books, records, and accounts by the contracting agency and the Secretary
of Labor for purposes of 'investigation to ascertain compliance with such
rules, regqulations, and orders.

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

Exhibit "F"
Page 1



UNIT AGREEMENT -
FOR THE DEVELOPMENT AND CPERATION
OF THE

RED BLUFF STATE UNIT AREA

CHAVES COUNTY, NEW MEXICO

NO.

THIS AGREEMENT, entered into as of the 29th day of September

12 86 by and between the parties subscribing, ratifying or consenting hereto, and
herein referred to as the "parties ﬁereco";

WITNESSETH:

WHEREAS, the parties hereto are the cwners of working,royalty, or other -
oil or gas interests in the unit area subject to this agreement; and

WHEREAS, the Commissioner of Public Lands of the State of New Mexico is
authorized by an Act of the Legislature (Sec 3, éhap. 88, Laws 1943) as amended
by Dec. 1 of Chapter 162, Laws of 1951, (Chap. 19, Art. 10, Sec. 45, N. M. Statutes
1978 Annot.), to consent to and approve fthe development or operation of State Lands
under agreements made bj lessees of State Land jointly or severally with other lessce:
wﬁete:shch agreements provide for the unit operation or development ofvpart of or all
of any oil or gas pool, field, or area; and

WHEREAS, the Commissioner of Public Lénds of the State of New Mexico is:
authorized by an Act of the Legislature (Sec. 1, &hap. 162), (Laws of 1951, Chap.
19, Art. 10, Sec. 47, N.M. Statutes 1978 Annotated) to amend with the approval of
lessee, evidenced by the lessee's execution of such agreement or otherwise, any oil
and gas lease embracing State Lands so that the length of the term of said lease may
coincide with the term of sﬁch agreements for the unit operation and development of
part or all of any oil or gas pool, field, or area; and

WHEREAS, the 0il Comservation Division of the Energy and Minerals Depart-
ment of the State of New Mexico (hereinaf;er,reférred to as the "Division"), is ’
authorized by an Act of the Legislature (Chap. 72, Laws 1935, as amended, being
Section 70-2-1 et seq. New Mexico Statutes Annotated, 1978 Compilatiom) to approve
this agreement and the conservation provisions hereof; and

WHEREAS, the parties hereto hold sufficient ianterests in the Red Bluff

State

Unit Area covering the land hereinafter described to give reasonably

effective control of operations therein; and



WHEREAS, it is thc purpose of the parties hereto to conscrve natural
resources, prevent waste and securc other benefits obtainable through development and
operation of the zrea subject to this agreement under the terms, conditions and lim-
itations herein set forth;

NOW, THEREFORE, in ;onsidera:ion of the premises and the promises herein
contained, the parties hereto commit to this agreement their respective imterests
in the below defined unit area, and agree severally among themselves as follows:

1. UNIT AREA: The following described land is hereby designated and re-

cognized as constituting the unit area:

Township 6 South-Rangé 24 East N.M.P.M.
ATl of Section 36

Township 7 South-Range 24 East N.M.P.M.
ATT of Sections 1,2,%,10511,12,13, 14,15, 22,
23: Wi, NE}
24: N3 _
Containing 7,845.71 acres, more or less.
Chaves County, New Mexico '

Exhibit "A" attached hereto is a map showing the unit area and fhe‘bound-

aries and identity of tracts and leases in said area to the extent knowa to the unit
operator. Exhibit "B" acgécﬁed hereto is a schedule showing to the extent known to the
mit operator the acreage, percen;age and kind of ownership of oil and gas interests ir
all lan§§ in the unit area. However, nothing herein or in said schedule or map shall
be coﬁéiéued as a répresentation by any party hereto as to the ownership of any interés
other than such interest or interests a# are shown on said map or schedule as owned by
such party. Exhibits "A" and "B" shall be reviséd by the unit operator whenever change
“in ownership.in'the Qnit area render such rfvisions necessary or when requested by the
Commissioner of Public Lands, iéreinafter referred to as "Commissioner™ er the 0il

Conservation Division, hereinafter referred to as the "Division".

All land committed .to this agreement shall constitute land referred to herein

as "unitized land" or "land subject to this agreement”.

2. UNITIZED SUBSTANCES: All oil, gas, natural gasoline,

and associated fleid

hydrocarbons in any and all formations of the unitized land are unitized under the for
of this agreement and hereinm are called “unitized substances®.

3. UNIT OPERATOR: _YATES PETROLEUM CORPORATION

ywhose addres;“{:
105 South Fourth Street, Artesia, New Mexico %84 nereby designated as mnit operacos

and by signature hereto commits to this agreement all interest in unitized substances

vested in it as set forth im Exhibit "B", and agrees and consents to accept the duei

and obligations of unit operator for the discovery, development and Production of uynj-
tized substances as hercin provided. Whenever reference is made herein to the unic

operator, such reference means the unit operator acting in that capacity and not as an
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owner of intercsts in unitized substances, and the term "working intercst owner” when
used herein shall include or refer to unit operator as the owner of a working interest
vhen such an interest is owned by it.

4. RESICNATION OR REMOVAL OF UNIT OPERATOR: Unit operator shall have the

right to resign at any time but such resignation shall not become effective until a

successor unit operator has been selected and approved in the manner provided for in
Section 5 of this agreement. The resignation of the unit operator shall not release
the unit operator from any liability or any default by it hereunder occurring prior

to the effective date of its resignﬁtion.

Unit operator may, upon default or failure in the performance of its duties
or obligations hereunder, be subject to removal by the same percentage vote of the
owners of working interests determi@ed‘in like manner as herein provided for the selec-
tion of a new unit operator. Such removal shall be effective upon notice thereof to
the Commissioner and the Division.

The resignation or removal of the unit operator under this agreement shall
not terminate his right, title or interest as the owner of a working interest or other
interest in unitized sugscances, but upon the resignation or removal of unit operator
becomi@g effective, such unit operator shall deliver possession of all equi%ment,
materials, and appurtenances used in conducting the unit operations and owned by the
working interest owners to the new duly qualified successor unit operator, or to the
owners thereof if no such new unit operator is elected, to be used for the purpose of
.conducting unit operations hereunder. Nothing herein shall be construed as authorizing
removal of any matefial, equipment and appurtenences needed for the preservation of

wells.

5. SUCCESSOR UNIT OPERATOR: Whenever the unit operator shall resign as unit

operator or shall be removed as hereinabove provided, the owners of the working interests

according to their respective acreage interests in all unitized land shall by a majority

N

vote select a successor unit operator; provided tﬁat, if a majority but less than seventy
five percent(75%) of the working interests qualified to vote is owned by one party to this
agreement, a concurring vote of sufficient additional parties, so as to constitute in
the aggregate not less than seventy-five percent (75%) of the total working interests,
shall be required to select a new operator. Such selection shall not become effective
until (a) a unit operator so selected shall accept in writing the duties and responsi-~
bilities of unit operator, and (b) the selection shali have been approved by the Corm~
issioner. If no successor unit opcrator is selected and qualified as herein provides,
the Commissioner at his election, with notice to the Division, may declare this unit agre

ment tcrminated.
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6. ACCOUNTING PROVISIONS: The unit operator shall pay in the first instance

all costs and expenses incurred in conducting unit operations hereunder, and such costs
and expenses and the working interest benefits accruing hereunder shall be apportionucd,
among the owners of the unitized working interests in accordance with an operating
agreement entered into by and between the unit operator and the owners of such interests,
vhether one or more, separately or collectively. Any agreement or agreements entercd

into between the working interest owners and the unit operator as provided in this section
vhether one or more, are herein referred to as the "Operating Agreement"”. No such agree-~
ment shall be deemed either to modify any of the terms and conditions of this unit agree-
ment or to relieve the unit operator of any right or obligation established under this
unit agreement and in case of any inconsistencies or conflict between this unit agree-

ment and the operating agreement, this unit agreéement shall prevail.

7. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR: Except as otherwise specifically
provided herein, the exclusive right, privilege and dﬁty of exercising any and all
rights of the parties hereto which are necessary or convenient for prospecting for,pro-
ducing, storing, allocating and distributing the unitized substances are hereby delega-
ted to and shall be exer;ised by the unit operator as herein provided. Acceptable evi-
dence of title to said rights shall be deposited with said unit<0perator and, together
with tﬁis agreement, shall constitute and define the rigﬁts, privileges and obligations
of unit operator. Nothing herein, however, shall be construed to transfer title to any
land or to any lease or operating agreement, it being understood that under this agree-
ﬁent the unit oPéraCOr, in its capacity as unit operator, shall exercise the rights of

possession and use vested in the parties hereto only for the purposes herein specified.

8. DRILLING TO DISCOVERY: The unit operator shall, within sixty (60) days

after the effective date of this agreement, commence operations upon an adequate test
well for oil and gas upon some part of the lands embraced within the unit area and shall
drill said well with due diligence to a depth sufficient to attain the top of the

LY

Abo formation or to such a depth as unitized substances shall

be discovered in paying quantities at a lesser depth or until it shall, in the opinion
of unit operator, be determined that the further drilling of said well shall be unwarran-
ted or impracticable; provided, however, that unit operator shall not, in any event, be

required to drill said well to a depth in excess of 4.000" feet.

Until a discovery of a deposit of unitized substances capable of being produced in paving
quantities (to wit: quantities sufficient to repay the costs of drilling and producinz
operations with a rcasonable profit) unit operator shall continue drilling diligently,

one well at a time, allowing not more than six months between the completion of one well

and the beginning of the ncxt well, until a well capable of producing unitized substanc-s
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.in.paying quantitics is completed to the satisfaction of the Commissioner or unmtil
it is reasonably proven to the satisfation of the unit operator that the unitized land
is incapable of producing unitized substances in paying quantities in the formation
drilied hereunder.

Any well commenced prior to the effective date of this agreement upon the
unit area and drilled to the depth provided herein for the drilling of an initial test
well shall be considered as complying with the drilling requirements hereof with respcct
to the initial well. The Commissioner may modify the drilling requirements of this
section by granting reasonable extensions of time when in his opinion such action is
warranted. Upon failure to comply with the drilling provisions of this article the
Cpmmissioner may, after reasonable notice to the unit operator and each working interest
owner, lessee and lessor at their last known addresses, declare this unit agreement

terminated, and all rights, privileges and obligations granted and assumed by this unit
agreement shall cease and terminate as of such date.

9. OBLIGATIONS OF UNIT OPERATOR AFTER DISCOVERY OF UNITIZED SUBSTANCES:

Should unitized suﬁs;ances in paying quantities be discovered upon the unit
area, the unit operator shall on or before six months from the time of the completion of
the initial discovery well and within thirty days after the expiration of each twelve
monthsip;;iod thereafter, file a report with the Commissioner and Division of the
status of the development of the unit area and the development contemplated for the
following twelve months period.

It is understood that one of the main considerations for the approval of this
agreement by the Commissioner of Public Lands is to secure the orderly development of
the unitized lands in accordance with good conservation practices go aé to obtain the
greatest ultimate recovery of unitized substances.

After discovery of unitized substances in paying quantities, unit operator shall
proceed with diligence to reasoﬁably develop the unitized area as a reasonably prudent
operator would develop such area under the same or similar circumstances. | v

1f the unit operator should fail to c0m§1y with the above covenant for reason-
able development this agreement may be terminated by the Commissioner as to all lands of
the State of New Mexico embracing undeveloped regular well spacing or proration units,
but in such event, the basis of participation-by the working interest owners shall
remain the same as if this agrecment had not been terminated as to such lands; preovidoed,

however, the Commissioner shall give notice to the unit operator and the lessees of recer

in the manner prescribed by (Sec. 19-10-20 N.M. Statutes 1978 Annotated,) of intention :o

-t

cancel on account of any alleged brcach of said covenant for reasonable development and =
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" decision entered thercunder shall be subject to appeal in the manner prescribed by

. (Sec. 19-10-23 N.M. Statutes 1978 Anno;atcd). and, provided further, in any cvent the
unit operator shall be given a reasonable opportunity after a final determination with-
in which to remedy any default, failing in which this agreement shall be terminated as
to all lands of the State of New Mexico embracing undcveloped regular well spacing or
proration units.

Notwithstanding any of the provisions of this Agreemenﬁ to the contrary, all
undeveloped regular well spacing or proration unit tracts within the unit boundaries
embracing lands of the State of New Mexico shall be automatically eliminated from this
Agreement and shall no longer be a part of the unit or be further subject to the terms
of this Agreement unless at the expiration of five years (5) after the first day of the
mﬁnth following the effective date of this Agrggmgnt diligent drilling oper#tions are

in progress on said tracts.

10. PARTICIPATION AFTER DISCOVERY: Upon completion of a well capable of pro-

ducing unitized substances in paying quantities, the owners of working interests shall

4

partiéipgté;in the production therefrom and in all other producing wells which may be
drilled pursua;;ﬁﬁére;o in t@e proportions that their respective leasehold interests
covered hereby on an acreage basis bears to the total number of acres committed to this
unit agréément, and such unitized substances shall be deemed to have been produced from
the respective leasehold interests particpating therein. For the purpose of determin-
ing any benefits accuring under this agreement and the distribution of the royalties
payable io the State of New Mexico and other lessors, each separate lease shall have
allocated to it such percentage of said production as the number of acres in each lease
respectively committed to this agreement bears fo the‘total number.of acres committed
hereto.

Notwithstanding any provisions contained herein to the contrary, each working
interest owner shall have the right to take such owner's proportionate share of the
unitized substances in kind or to personally sell or dispose of the same, and nothing
herein céntained shall be construed as giving or granting to the unit operator the right
to sell or otherwise dispose of the proportionate share of any working interest owner

without specific authorization from time to time so to do.

11. ALLOCATION OF PRODUCTION: All unitized substances produced from each tract

in the unitized area established under this agrcement, except any part thercof used for
production or devclopment purposes hereunder, or unavoidably lost, shall be deemed to be
produc;d equally on an acreage basis from the several tracts of the unitized land, and
for the purpose of determining any benefits that accrue on an acrcage basis, cach such

tract shall have allocated to it such percentage of said production as its arca bears to
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-, the entire unitized arca. It is hercby apreed that production of unitizued substances
from the unitized area shall be allocated as provided herein, regardless of whether
any wells are drilled on any particular tracts of said unitized arca.

12. PAYMENT OF RENTALS, ROYALTIES AND OVERRIDING ROYALTIES:

All rentals due the State of New Mexico shall be paid by the respective lease
owners in accordance with the terms of their leases.

All royalties due to the State of New Mexico under the terms of the leases
comitted to this agreement shall be computed.and paid on the basis of all unitized
substances allocated to the respective leases committed hereto; provided, however,
the State shall be entitled to take in kind its share of the unitized substances al-
located to the respective leases, and in such case the unit operator shall make de-
liveries of such royalty 0oil in accordance with the terms of the respective leases.

All rentals, if any, due under any ieagés embracing lands other than the
State of New Mexico, shall be paid by the respective lease owners in accordance with
the terms of their leases and all royalties due under the terms of any such leases
shall be paid on the basis of all unitized substances allocated to the respective
leases committed hereto.

1f the unit operatér introduces gas obtained from sources other than the
uﬁitizéd'substances'into any producing formation for the purpose of repressuring,
stimulating or increasing the ultimate recovery of unitized substances therefrom, a2
like amount of gas, if available, with due allowance for loss or depletion from any
cause may be withdrawn from the formation into which the gas was introduced royalty
free as to dry gas but not as to the product# extracted therefrom; provided, that
such withdrawal shall be at such time as may be provided in a plan of operation con-
sented to by the Commissioner and approved by the Division as conforming to good pet-
roleum engineering practice; and provided further, that such right of withdrawal shall
terminate on the termination of this unit agreement.

1f any lease committed hereto is burdened with an overriding royalty, payment
out of production or other charge in addition to the usual royalty,the owner of each such

lease shall bear and assume the same out of the unitized substances allocated to the

lands embraced in each such lease as provided herein.

13. LEASES AND CONTRACTS CONFORMED AND EXTENDED INSOFAR AS THEY APPLY
TO LANDS WITHIN THE ULITIZZID ARZA: :

Nl

The terms, conditions and provisions of all leases, subleases, operating agree-
ments- and other contracts relating to the exploratioﬁ, drilling development or opera-
tion for oil or gas of the lands committed to this agrcement, shall as of the effective
date hercof, be and the same are hercby expressly modified and amended insofar as they

apply to lands within the unitized arca to the extent necessary to make the same

It



conform to.the provisions hereof and so that the respective terms of said leases and
agreements will be extended insofar as necessary to coincice with the terms of this
agreement and the approval of this agreement by the Commissioner and the respective
lessors and lessees shall be effective to conform the provisions and extend the tcrms
of each such lease as to lands within the unitized area to the provisions and terms of
this agreement; but otherwise to remain in full force and effect. Each lease committ.d
to this agreement, insofar as it applies to lands within the unitized area, shall con-
tinue in force beyond the term provided therein as long as this agreement remains in
effect, provided, drilling operatiéns upon the initial test well provided for herein
shall have been commenced or said well is in the process of being drilled by the unit
operator prior to the expiration of the shortest term lease committed to this agree—’
ment. Termination of this agreement shall not affect any lease which pursuant to the
terms thereof or any applicable laws would continue in full force and effect therecafter.
The commencement, completion, continued operation or production on each of the leasehold
interests committed to this agreement and operations or produétion pursuant to this
agreement shall be deemed to be operations upon and production from each leasehold in-
terest committed hereto and there shall be no obligation on the part of the unit oper-
ator or any of the owners of the respective leasehold interests committed hereto to dril
offset to wells as between the leasehold interests committed to this agreement, éxcep:
as provided in Section 9 hereof.

Any lease embracing lands of the State of New Mexico of which only a portion
is committed hereto shall be segregated as to the éortion committed and as to the por-
tion not committed and the terms of such leases shall apply separately as two separate
leases as to such segregated portions, commencing as of the effective date hereof. Hot-
withstanding any of the provisions of this agreement to the contrary, any lease embracin
lands of the State of New Mexico having only a portion of its lands committed heretao shal
continue in full force and effect beyond the term provided therein as to all lands ex-
braced within the uniti;ed area and committed to\this agreement, in accordance with the
terms of this agreement. If o0il and gas, or either of them, are discovered and are be-
ing produced in paying quantities from some part of the lands embraced in such lease

which part is committed to this agreement at the expiration of the secondary term of suc

lease, such production shall not be considered as production from lands embraced in suoh

lease which are not within the unitized area, and which are not committed thereto, anl
drilling or reworking operations upon some part of the lands embraced within the unitiz.
area and committed to this agreement shall be considered as drilling and reworking op v-
ations only as to lands embraced within the unit agreement and not as to lands cmbraced
within the lease and not committed to this unit agreement; provided, however, as to

any leasc embracing lands of the Statc of New Mexico having only a portion of its lands

>
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committed hercto upon which oil and gas, or either of them, has been discovered is
discovered upon that portion of such lands not committed to this agreemcnt, and arve
being produced in paying quantities prior to the expiration of the primary term of
such lease, such production in paying quantities shall serve to continue such leasc
in full force and effect in accordance with its terms as to all of the lands embraced
in said lease.

14, CONSERVATION: Operations hereunder and production of unitized substances

shall be conducted to provide for the most economical and efficient recovery of said
substances without waste, as defined by or pursuant to State laws or regulations.

15. DRAINAGE: In the event a well or wells producing oil or gas in paying
quantities should be brought in on land adjacernt to the unit area draining unitized
substances from the lands embraced therein, unit operator shall drill such offset well
or wells as a reasonably prudent operator would drill under the same or similar cir-

cums tances.

16. COVENANTS RUN WITH LAND: The covenants herein shall be construed to be

covenants running with the land with respect to the interests of the parties hereto
and their successors in interest until this agreement terminates, and any grant,
transfer or conveyance of interest in land or leases subject hereto shall be and here-
by is conditioned upon the assumption of all privileges and obligations hereunder to
the grantee, trgnsferee or other successor in interest. No assignment or transfer or
any working, royalty, or other interest subject hereto shall be binding upon unit op-
erator until the first day of the calendar month after the unit operator is furnished..
with the original, photostatic, or certified copy of the instrument of transfer.

17. [EFFECTIVE DATE AND TERM: This agreement shall become effective upon

approval by the Commissioner and the Division and shall terminate in five (5) years
after such date unless (a) such date of expiration is extended by the Commissiomer, or
(b) a valuable discovery of unitized substances has been made on unitized land during
said initial term or any extension thereof in which case this agreement shall remain in
effect so long as unitized substances are being produced in paying quantities from thc-
unitized land and, should production cease, so loﬁg thereafter as diligent operations are
in progress for the restoration of production or discovery of new production and so anu
thercafter as the unitized substances so discovered are being produced as aforesaid. This
agrcement may be terminated at any time by not less than seventy-five percent (75%) a=n

an acrcage basis of the owners of the working interests, signatory hereto, with the 2pprov.

of the Commissioncr and with notice to Division. Likewise, the failure to comply witi: the
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drilling requirements of Section 8 hereof, may subject this agreement to termina-
tion as provided in said section.

18. RATE OF PRODUCTION: All production and the disposal thereof shall be

in conformity with allocations, allotments, and quotas made or fixed by the Commission,
and in conformity with all applicable laws and lawful regulations.

19. APPERANCES: Unit operator shall, after notice to other parties affected,
have the right to appear for and on behalf of any and all interests affected herecby,
before the Commissioner of Public Lands and the Division, and to appeal from orders
issued under the regulations of the Commissioner or Division, or to apply for relief
from any of said regulations or in any proceedings on its own behalf relative to opera-
tions pending before the Commissioner or Division; provided, however, that any other
interest party shall also have the right at his own expense to appear and to parti-
cipate in any such proceeding.

20. NOTICES: All notices, demands, or statements required hereunder to be
given or rendered to the parties hereto, shall be deemed fully given, if given in
writing and sent by pos}paid registered mail, addressed to such party or parties at
their reipective addresses, set forth in connection with the signatures hereto or to
the raiification or consent hereof, or to such other address as any such party may
have furnished in writing to party sending the notice, demand, or statement.

- 21. UNAVOIDABLE DELAY: All obligations under this agreement requiring the

unit operator t6 commence or continue drilling or to operate on or produce unitized
substances from anyvof the lands covered by this agreement, shall be suspended while,
but only so long as, the unit operator, despite the exercise of due care and diligence,
is prevented from complying with such obligations, in whole or in part, by strikes,
war, act of God, Federal, State, or municipal law or agencies, unavoidable accidents,
uncontrollable delays in transﬁortation,inability to obtain necessary material in open
market, or other matters beyond the reasonable control of the unit operator, whethery

similar to matters herein enumerated or not.

22. LOSS OF TITLE: In the event title to any tract of unitized land or
substantial interest therein shall fail, and the frue owner cannot be induced to join
the unit agreement so that such tract is not committed to this agreement, or the oper=
ation thereof hereunder becomes impracticable as a result thereof, such tract may be
eliminated from the unitized area, and the interest Af the parties recadjusted as a re-
sult of such tract being eliminated from the unitized area. 1In the event of a dispute
as to the title to any royalty, working, or other interest subject hereto, the unit

operator may withhold payment or delivery of the allocated portion of the unitized
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" ‘substances involved on account thcreof, without liability for interest until the dis-

pute iy finally settled, provided that no payments of funds due the State of New Mexico
shall be withheld. Unit Operator, as such, is relieved from any responsibility for aay
defect or failure of any title hereunder.

23, SUBSEQUENT JOINDER: Any oil or gas interest in lands within the unit

area not committed hetctot prior to the submission of the agreement for final approval
by the Commissioner and the Division, may be committed hereto by the owner or owners
of such rights, subscribing or consgnting to this agreement, or executing a ratifi-
cation thereof, and if such owner is also a working interest owner, by subscribing to
the operating agreement providing for the allocation of costs of exploration, develop-

ment, and operation. A subsequent joinder shall be effective as of the first day of the

month following the approval by the Commissioner and the filing with the Division of
duly executed counterparts of the instrument or instruments committing the interest of

such owner to this agreement, but such joining party or parties, before participating

.in any benefits hereunder, shall be required to assume and pay to unit operator, their

proportionate share of .the unit expenses incurred prior to such party’s or parties
joinder in the unit agreement, and the unit operator shall make appropriate adjustments
caused by such joinder, without any retroactive adjustment or revenue.

24. COUNTERPARTS: This agreement may be executed in any number of counter-

parts, no one of which needs to be executed by all parties, or may be ratified or con-
sented to by separate instrument in writing spécifically referring hereto, and shall
be binding upon all those parties who have executed such a counterpart, ratification,
or consent hereto with the same force and effect as if all such parties had signed the
same document, and regardless of whether or not it is executed by all other parties
owning or claiming an interest in the lands within the'above described unit area.

IN WITNESS WHEREOF, the undersigned'parties hereto have caused this agree-
ment to be executed as of the respective dates set forth opposite their signatures.-

UNIT OPERATOR AND WORKING INTEREST OWNER

YATE ETRO M CORPORATION
- %RATOR
DATE: : By // %/g

Atgofrney-1n-Fact 7 w
ATTEST
BY
OTIIER WORKING INTEREST OWNERS
Company
DATE: BY: }
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EXHIBIT B

RED BLUFF STATE UNIT

LEASE NO. & ROYALTY & WORKING INTEREST
TRACT NO. DESCRIPTION ACRES EXP. DATE PERCENTAGE LESSEE OF REQCRD ORRI% OWER PERCENTAGE
1 T6S-R24E 1280.84 LG-4332 State Yates Petroleumn Corporation None YPC--25%
Section 36: All 7/1/87 12.5 YDC--25%
T7S-R24E . ABO--25%
Section 1: Lots 1,2,3,4 MYQD-25%
SiNi,S3
2 T7S-R24E 963.89 LG-4335 State Yates Petroleum Corporation None YPC--25%
Section 2: Lots 3,4 7/1/87 12.5 YDC--25%
SiNwi, Swi ABO--25%
Section 3: Lots 1,2,3,4, . . MYQO-25%
SiN3, S%
3 T75-R24E 1280.98 LG-4336 State Yates Petroleun Corporation None YPC--25%
Section 2: Lots 1,2 7/1/87 12.5 : YDC--25%
SINEi, SE} ADO--25%
Section 11: E} MYQO-25%
Section 12: All
4 T7S-R24E 1280.00 LG-4341 State Yates Petroleun Corporation " None YPC--25%
Section 10: All 7/1/87 12.5 YDC--25%
Section 11: Wi ABO--25%
Section 14: W} : MYQD-25%
5 T7S-R24E 1280.00 LG-4342 State Read & Stevens, Inc, First Century Read &
Section 13: All 7/1/87 12.5 Oil Inc.-2.5% Stevens
Section 14: E} FISQD, Inc. Inc.-100%
Section 24: Ni} 2.5%
6 T7S-R24E 640.00 LG-4343 State Yates Petroleum Corporation None YPC--25%
Section 15: All 7/1/87 12.5 YDC--25%
ABO--25%
MYQD-25%
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EXHIBIT B

RED BLUFF STATE UNIT

LEASE NO. & ROYALTY & WORKING INTEREST

TRACT NO. DESCRIPTION ACRES EXP. DATE PERCENTAGE LESSEE OF RECORD ORRI% OMIER PERCENTAGE
7 T7S-R24E 160.00 LG-4344 State Yates Petroleun Corporation None YPC--25%
Section 23: NEi 7/1/87 12.5 . YDC--25%
ABO--25%
MYQO-25%
8 T7S-R24E 960.00 LG-4346 State Yates Petroleum Corporation None YPC--25%
Section 22: All 7/1/87 12.5 ‘ YDC--25%
Section 23: W3 ABD--25%
MYOD-25%

Total: 17845.71 Acres of State Land
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OONSENT AND RATIFICATION

UNIT AGREIMENT AND UNIT OPERATING AGREENENT

FOR TIE RED BLUFF UNIT

—_— QIAVES QOUNTY, NEW MEXICO

The undersigned, (whether one or"{_{more) hereby acknowledges receipt
of a copy of the Unit Agreement and Unit Operating Agreement for the
development and operating of the Red Bluff Unit embracing lands situated
in Chaves County, New Mexico, which said Agreements are dated 29th day
of September, 1986, and acknowledge that they have read the same and are
familiar with‘the terms and conditions thereof. The undersigned alvso
being the owner of leasehold itnerests being committed to said Unit
Agreement and Unit Operating Agreement do hereby consent to said Unit
Agreement and Unit Operating Agreement and ratify all the terms and
provisions thereof, exactly the same as if the undersigned had executed
the original of said Unit Agreement and Unit Operating Agrcement or a
counterpart thereof.

IN WITNESS WIERIOF, this instrument is executed by the undersigned

as of the date set forth in their respective acknowledgments.

ATTEST: YATES DRILLING OONVPANY
BY BY:%*‘ 72770
Mmmct

105 South Fourth Street
Artesia, New Mexico 88210

STATE OF NEW MEXICO )
: Ss

COUNTY OF EIDY )
The foregoing instrument was acknowledged before me this 3rd

day of October , 1986, by Peyton Yates .

Attorney-in-fact of YATES DRILLING OOMPANY, a New Mexico

Corporation, on behalf of said corporation.

i

Notary Public

My ?&;}ﬂ;SSion expires: ZWJJ/ru’W

March 1, 1990




OONSENT AND RATIFICATION

WIT AGREEVENT AND UNIT OPERATING AGREEMENT

FCR TIE RED BLUFF UNIT

QIAVES OOUNTY, MEW MEXICO

The undersigned, (whether one or more) hereby acknowledges receipt
of a copy of the Unit Agreement and Unit Operating Agreement for the
development and operating of the Red Bluff Unit embracing lands situated
in Chaves County, New Mexico, which said Agreements are dated 29th day
of September, 1986, and acknowledge that they have read the same and are
familiar with‘the terms and conditions thereof. The undersigned also
being the owner of leasehold interests being camitted to said Unit
Agreement and Unit Operating Agreement do hereby consent to said Unit
Agreement and Unit Operating Agreement and ratify all the terms and
provisions thereof, exactly the same as if the undersigned had executed
the original of said Unit Agreement and Unit Operating Agreement or a
counterpart thereof.

IN WITNESS WHERIOF, this instrument is executed by the undersigned

as of the date set forth in their respective acknowledgments.

oo 104" South Fourth Street
Pl Artesia, New Mexico 88210

STATE OF NEW MEXICO )
i ss
COUNTY OF EDDY )

" The foregoing instrument was acknowledged before me this ZQM

d@;fgm ploratyy . 1986, by T ek

) bh@\&m\’ of ABO PETROLEUM OO ION, a New Mexico

Corporation, on behalf of said corporation.

My commission expires: \ m@. QKLLLM;
’ DR 9 Notary lic G )




-, STATE OF NEW MEXICO )

'+, COUNTY OF EIDY )

OORSENT AND RATIFICATICN
INIT ACREEMENT AND UNIT OPERATING AGREEVENT

FOR THE RED BLUFF UNIT

CHAVES COUNTY, NEW MEXICO

The undersigned, (whether one or more) hereby acknowledges receipt
of a copy of the Unit Agreement and Unit Operating Agreement for the
development and operating of the Red Bluff Unit embracing lands situated
in Chaves County, New Mexico, which said Agreements are dated 29th day
of September, 1986, and acknowledge that they have read the same and are
familiar with the terms and conditions thereof. The undersigned also
being the owner of leasehold itnerests being comnitted to said Unit
Agreement and Unit Operating Agreement do hereby consent to said Unit
Agreement and Unit Operating Agreement and rafify all the terms and
provisions thereof, exactly the same as if the undersigned had executed
the original of said Unit Agreement and Unit Operating Agreement or a
counterpart thereof.

IN WITNESS WHERBOF, this instrument is executed by the undersigned

as of the date set forth in their respective acknowledgments.

ATTEST: MYCO INDUSTRIES, INC.

BY: BY: /,%

Attorney fn-Fact

105 South Fourth Street
Artesia, New Mexico 88210

The foregoing instrument was acknowledged

day OfM, 1986, by i/, DAY
p%é?/wg /)] - //d of MYQD I IES,

Corporatlon, on behalf of said corporation.

My ission expires: %&/{7//@ ///%/77/4&

Notary Public |

) .
/JZ/ ﬂbﬂ /;)/ -pr / r

efore me this QZ Z{/

INC., a New Mexico




OONSENT AND RATITFICATICN

UNIT AGRERVENT AND UNIT OPERATING AGREINENT

FOR TIEE RED BLUFF UNIT

QIAVES OOUNTY, NEW LEXIQO

The undersigned, (whether one or more) hereby acknowledges receipt
of a copy of the Unit Agreement and Unit Operating Agreement for the
development and operating of the Red Bluff Unit enbracing lands situated
in Chaves County, New Mexico, which said Agreements are dated 29th day
of September, 1986, and acknowledge that they have read the same and are
familiar with the terms and conditions thereof. The undersigned also
being the owner of leasehold itnerests being comnitted to said Unit
Agreement and Unit Operating Agreement do hereby consent to said Unit
Agreement and Unit Operating Agreement and ratify all the terms and
provisions thereof, exactly the same as if the undersigned had executed
the original of said Unit Agreement and Unit Operating Agreement or a
counterpart thereof.

IN WITNESS WHERECF, this instrument is executed by the undersigned

as of the date set forth in their respective acknowledgments.

ATTEST: /
o il ‘/67 /C//

BY*‘</7//§//V2/ o7 /‘—’/ BY

(ubel M. Wigley, Secretary Norman L. Stevens, Jr.
Vice President

o .
N

P.0O. Box 1518
Roswell, New Mexico 88201

STATE OF NEW MEXICO )
: ss

CCUNTY OF mﬁwﬂ— )

The foregoing instrument was acknowledged before me this ond

day of october , 1986, by Norman L. Stevens, Jr. ,

Vice President of REFAD & STEVENS, INC., a New Mexico

Corporation, on behalf of said corporation.

. "/jy commission expires: ” d,(/(/ ; %'j/

Notary Pubiic

8-11-90




CONSENT AND RATIFICATION
UNIT AGREEMENT AND UNIT CPERATING AGREEMENT

FOR THE RED BLUFF UNIT

CHAVES OOUNTY, MNEW MEXIQO

The undersigned, (whether one or more) hereby acknowledges receipt
of a copy of the Unit Agreement and Unit Operating Agreement for the
development and operating of the Red Bluff Unit embracing lands situated
in Chaves County, New Mexico, which said Agreements are dated 29th day
of September, 1986, and acknowledge that they have read the same and are
familiar with the terms and conditions thereof. The undersigned also
being the owner of leasehold itnerests being comitted to said Unit
Agreement and Unit Operating Agreement do hereby consent to said Unit
Agreement and Unit Operating Agreement and ratify all the terms and
provisions thereof, exactly the same as if the undersigned had executed
the original of said Unit Agreement and Unit Operating Agrcement or a
counterpart thereof.

IN WITNESS WHERIOF, this instrument is executed by the undersigned

as of the date set forth in their respective acknowledgments.

ATTEST: YATES DRILLING OOVPANY

BY: ' BY:

105 South Fourth Street
Artesia, New lMexico 88210

STATE OF NEW MEXICO )
: Ss
QOUNTY OF ELDY )

The foregoing instrument was acknowledged before me this

D

day of , 1986, by s

of YATES DRILLING OQVIPANY, a New Mexico

Corporation, on behalf of said corporation.

My commission expires:

Notary Public




UNIT ACREEMENT o -
FOR THE DEVELOPMENT AND CPLRATION
OF THE

RED BLUFF STATE UNIT AREA

CHAVES COUNTY, NEW MEXICO

NO.

THIS ACREEMENT, entered into as of the 29th day of September

12 86 by and between the parties subsciibing, ratifying or consenting hereto, and
herein referred to as the "parties ﬁereCO";

WITNESSETH:

WHEREAS, the parties hereto are the cwners of working,royalty, or other
oil or gas interests in the unit area subject to this agreement; and

WHEREAS, the Commissioner of Public Lands of the State of New Mexico is
authorized by an Act of the Legislature (Sec 3, Chap. 88, Laws 1943) as amended
by Dec. 1 of Chapter 162, Laws of 1951, (Chap. 19, Art. 10, Sec. 45, N. M. Statutes
1978 Annot.), to consent to and approve the development or operation of State Lands
under agreements made by lessees of State Land jointly or severally with other lessee:
wﬁete;shch agreements provide for the unit operation or development of part of or all
of any oil or gas pool, field, or area; and

WHEREAS, the Commissioner of Public Lénds of the State of New Mexico is
authorized by an Act of the Legislature (Sec. 1, éhap. 162), (Laws of 1951, Chap.
19, Art. 10, Sec. 47, N.M. Statutes 1978 Annotated) to amend with the approval of
lessee, evidenced by the lessee's execution of such agreement or otherwise, any oil
and gas lease embracing State Lands so that the length of the term of said lease may
coincide with the term of sﬁch agreements for the unit operation and development of
part or all of any oil or gas pool, field, or area; and

WHEREAS, the 0il Comservation Division of the Energy and Minerals Depart-
ment of the State of New Mexico (hereinafter_ref;rred to as the "Division”), is ‘
authorized by an Act of the Legislature (Chap. 72, Laws 1935, as amended, being
Section 70-2-1 et seq. New Mexico Statutes Annotated, 1978 Compilatiom) to approve

this agreement and the conservation provisions hereof; and

WHEREAS, the parties hereto hold sufficient interests in the Red Bluff

State

Unit Area covering the land hereinafter described to give reasonably

effective control of operations therein; and



WHEREAS, it is the purpose of the parties hereto to conscrve natural
resources, prevent waste and secure other benefits obtainable through development and
operation of the zrea subject to this agreement under the terms, conditions and lim-~
itations herein set forth;

NOW, THEREFORE, in ;onsideration of the premises and the promises herein
contained, the parties hereto commit to this agreement their respective interests
in the below defined unit area, and agree severally among themselves as follows:

1. UNIT AREA: The following described land is hereby designated and re-

coanized as constituting the unit area:

Township 6 South-Range 24 East N.M.P.M.
~ATT of Section 36
Township 7 South-Range 24 East N.M.P.M.
ATT of Sections 1,2,3,10,11,12,13, 14,15,22,
23: W3, NE}
24: N3
Containing 7,845.71 acres, more or less.
Chaves County, New Mexico

Exhibit "A" attached hereto is a map showing the unit area and the bound-
aries and identity of tracts and leases in said area to the extent known to the unit
operator. Exhibit "B" attécﬁed hereto is a schedule showing to the extemt known to the
umit operator the acreage, percentage and kind of ownership of oil and gas interests ir
all lan§§ in the unit area. However, nothing herein or in said schedule or map shall
be coﬁéiéued as a répresentation by any party hereto as to the ounership of any interes
other than such interest or interes;s as are shown on said map or schedule as owned by
such party. Exhibits "A"™ and "B" shall be revised by the unit operator whenever change
“in awnership.in'the ﬁnit area render such tgvisions necessary or when requested by the
Commissioner of Public Lands, iereinafter referred to as "Commissioner™ er the Oil
Conservation Division, hereinafter referred to as thé‘hnivision".

All land committed to this agreement shall comstitute land referred to herein

as "unitized land” or "land subject to this agreement”.

2. UNITIZED SUBSTANCES: All oil,‘gas, natural gasoline, and associated fluid

hydrocarbons in any and all formations of the unitized land are unitized under the tor
of this agreement and herein are called "unitized substances".

3. UNIT OPERATOR: _YATES PETROLEUM CORPORATION

,whose addres; i
105 South ¢ ia, New Mexico S07¥ ;
outh Fourth Street, Artesia, New Mexico s hereby designated as unit overator

and by signature hereto commits to this agreement all interest in unitized substane

’ QCes
vested in it as set forth in Exhibit ®“B", and agrees and consents to accept the duti
and obligations of unit operator for the discovery, development and production of uni-

tized substances as herein provided. Whenever reference is made herein to the unit

operator, such reference means the unit operator acting in that capacity and nac as an

(2) . -



owner of intercsts in unitized substances, and the term "working intercst owner' when
used herein shall include or refer to unit operator as the owner of a working interest
when such an interest is owned by it.

4. RESICNATION OR REMOVAL OF UNIT OPERATOR: Unit operator shall have the

right to resign at any time but such resignation shall not become effective until a
successor unit operator has been selected and approved in the manner provided for in
Section 5 of this agreement. The resignation of the unit operator shall not release
the unit operator from any liability or any default by it hereunder occurring prior
to the effective date of its resignition.

Unit operator may, upon default or failure in the performance of its duties
or obligations hereunder, be subject to removal by the same percentage vote.of the
owners of working interests determined in like manner as herein provided for the selec-
tion of a new unit operator. Such removal shall be effective upon notice thereof to
the Commissioner and the Division.

The resignation or removal of the unit operator under this agreement shall
not terminate his right, title or interest as the owner of a working interest or other
interest in unitized su;stances, but upon the resignation or removal of unit operator
becomiﬁg effective, such unit operator shall deliver possession of all equiément,
materials, and appurtenances used in conducting the unit operations and owned by the
working interest owners to the new duly qualified successor unit operator, or to the
owners thereof if no such new unit operator is elected, to be used for the purpose of
conducting unit-operations hereunder. Nothing herein shall be construed as authorizing
removal of any material, equipment and appurtenences needed for the preservation of

wells.

S. SUCCESSOR UNIT OPERATOR: Whenever the unit operator shall resign as unit

operator or shall be removed as hereinabove provided, the owners of the working interests
according to their respective acreage interests in all unitized land shall by a majority
vote select a successor unit operator; provided tﬂat, if a majority but less than séventy
five percent(75%) of the working interests qualified to vote is owned by one party to this
agreement, a concurring vote of sufficient additional parties, so as to constitute in
the aggregate not less than seventy-five percent (75%) of the total working interests,
shall be required to select a new operator. Such selection shall not become effectiwe
until {(a) a unit operator so selected shall accept in writing the duties and responsi-
bilities of unit operator, and (b) the selection shali have been approved by the Corm-
issioner. If no successor unit opcrator is selected and qualificd as herein provided,

the Commissioner at his election, with notice to the Division, may declare this unit agre

ment terminated.

(M



6. ACCOUNTING PROVISIONS: The unit operator shall pay in thg first instance
all costs and expcnses incurred in conducting unit operations hereunder, and such costs
and expenses and the working interest benefits accruing hercunder shall be apportionud,
among the owners of the unitized working interests in accordance with an operating
agreement entered into by and between the unit operator and the owners of such intcrests,
whether one or more, separately or collectively. Any agreement or agreements entercd
into between the working interest owners and the unit operator as provided in this section
vhether one or more, are herein referred to as the "Operating Agreement". No such agrec-
ment shall be deemed either to modify any of the terms and conditions of this unit agrece-
ment or to relieve the unit operator of any right or obligation established under this
unit agreement and in case of any inconsistencies or conflict between this unit agree-
ment and the operating agreement, this unit agreement shall prevail.

7. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR: Except as otherwise specifically

provided herein, the exclusive right, privilege and duty of exercising any and all
rights of the parties hereto which are necessary or convenient for prospecting for,pro-
ducing, storing, allocating and distributing the unitized substances are hereby delega-
ted to and shall be exer;ised by the unit operator as herein provided. Acceptable evi-
dence of title to said rights shall be deposited with said unit operator and, together
with this agreement, shall constitute and define the rights, privileges and obligations
of unit operator. Nothing herein, however, shall be construed to transfer title to any
land or to any lease or operating agreement, it being understood that under this agree-
ment the unit opérator, in its capacity as unit operator, shall exercise the rights of

possession and use vested in the parties hereto only for the purposes herein specified.

8. DRILLING TO DISCOVERY: The unit operator shall, within sixty (60) days

after the effective date of this agreement, commence operations upon an adequate test
well for oil and gas upon some part of the lands embraced within the unit area and shall

drill said well with due diligence to a depth sufficient to attain the top of the

N B

Abo formation or to such a depth as unitized substances shall

be discovered in paying quantities at a lesser depth or until it shall, in the opinion
of unit operator, be determined that the further drilling of said well shall be unwarran-
ted or impracticable; provided, however, that unit operator shall not, in any event, be

required to drill said well to a depth in excess of 4,000 feet.

Until a discovery of a deposit of unitized substances capable of being produced in paving
quantities (to wit: quantities sufficient to repay the costs of drilling and producinz
operations with a rcasonable profit) unit operator shall continue drilling diligently,

one wecll at a time, allowing not more than six months between the completion of one well

and the beginning of the next well, until a well capable of producing unitized substanc. s
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‘{A.Paying quantitics is completod to the satisfaction of the Commissioner or until
it is reasonably proven to the satisfation of the unit opcrator that the unitized land
is incapable of producing unitized substances in paying quantities in the formation
drilied hereunder.

Any well commenced prior to the effective date of this agreement upon the
unit area and drilled to the depth provided herein fof the driliing of anrinitial test
well shall be considered as complying with the drilling requirements hereof with respecct
to the initial well. The Commissioner may modify the drilling requirements of this
section by granting reasonable extensions of time when in his opinion such action is
warranted. Upon failure to comply with the drilling provisions of this article the
Commissioner may, after reasonable notice to the unit operator and each working interest
owner, lessee and lessor at their last known addresses, declare this unit agreement
terminated, and all rights, privileges and obligations granted and assumed by this unit

agreement shall cease and terminate as of such date.

9. OBLICATIONS OF UNIT OPERATOR AFTER DISCOVERY OF UNITIZED SUBSTANCES:

Should unitized substances in paying quantities be discovered upon the unit
area, the unit operator shall on or before six months from the time of the completion of
the initial discovery well and within thirty days after the expiration of each twelve
months‘pé;iod thereafter, file a report with the Commissioner and Division of the
status of the development of the unit area and the development contemplated for the
following twelve months period. :

It is understood that one of the main ;onsiderations for the approval of this
agreement by the Commissioner of Public Lands is to secure the orderly development of
the unitized lands in accordance with good conservation practices éo a5 to obtain the
greatest ultimate recovery of unitized substances.

After discovery of unitized substances in paying quantities, unit operator shall
proceed with diligence to reasonably develop the unitized area as a reasonably prudent
operator would develop such area under the same or similar circumstances. | T

I1f the unit operator should fail to comply with the above covenant for reason-
able development this agreement may be terminated by the Commissioner as to all lands of
the State of New Mexico embracing undeveloped regular well spacing or proration units,
but in such event, the basis of participation‘by the working interest owners shall
remain the same as if this agrecment had not been terminated as to such lands; providoed,
howevc;, the Commissioner shall give notice to the unit chrator and the lessces of ruecer

in the manner prescribed by (Sec. 19-10-20 N.M. Statutes 1978 Annotated,) of intention o

.t

cancel on account of any alleged brcach of said covenant for reasonable development and .

)
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" decision entered thercunder shall be subject to appeal in the manner prescribed by

 (sec. 19-10-23 N.M. Statutes 1978 Annotated), and, provided further, in any event the
unit operator shall be given a reasonable opportunity after a final determination with-
in which to remedy any default, failing in which this agreement shall be terminated as

to all lands of the State of New Mexico embracing undeveloped regular well spacing or

proration units.
4 Notwithstanding any of the provisions of this Agreemenf to the contrary, all
undeveloped regular well spacing or proration unit tracts within the unit boundaries
embracing lands of the State of New Mexico shall be automatically eliminated from this
Agreement and shall no longer be a part of the unit or be further subject to the terms
of this Agreement unless at the expiration of five years (5) after the first day of the
month following the effective date of this Agreement diligent drilling operations are

in progress on said tracts.

10. PARTICIPATION AFTER DISCOVERY: Upon completion of a well capable of pro-

ducing unitized substances in paying quantities, the owners of working interests shall

4

parcicipgté;in the production therefrom and in all other producing wells which may be
drilled pursua;tﬁﬁére;o in the proportions that their respective leasehold interests
covered hereby on an acreage basis bears to the total number of acres committed to this
unit agreément, and éuch unitized substances shall be deemed to have been produced from
the respective leasehold interests particpating therein. For the purpose of determin-
ing any benefits accuring under this agreement and the distribution of the royalties
payable Eo the State of New Mexico and other lessors, each separate lease shall have
allocated to it such percentage of said production as the number of acres in each lease
respectively committed to this agreement bears fo the‘total number.of acres committed
hereto.

Notwithstanding any provisions contained herein to the contrary, each working
interest owner shall have the right to take such owner's proportionate share of the
unitized substances in kind or to personélly sell or dispose of the same, and nothing
herein c&ntained shall be construed as giving or granting to the unit operator the right
to sell or otherwise dispose of the proportionate share of any working interest owner

without specific authorization from time to time so to do.

11. ALLOCATION OF PRODUCTION: All unitized substances produced from each tract
in the unitized area established under this agreement, except any part therecof used for
production or development purposes hercunder, or unavoidably lost, shall be deecmed to be
produc;d equally on an acreage basis from the several tracts of the unitized land, and
for the purpose of determining any benefits that accrue on an acrcage basis, cach such

tract shall have allocated to it such pecrcentage of said production as its arca bears to
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- the entire unitized arca. It is hercby agreed that production of unitized substances
from the unitized area shall be allocated as provided herein, regardless of whether
any wells are drilled on any particular tracts of said unitized area.

12. PAYMENT OF RENTALS, ROYALTIES AND OVERRIDING ROYALTIES:

All rentals due the State of New Mexico shall be paid by the respective lease
owners in accordanceé with the terms of their leases. -

All royalties due to the State of New Mexico under the terms of the leases
committed to this agreement shall be computedAand paid on the basis of all unitized
substances allocated to the respective leases committed hereto; provided, however,
the State shall be entitled to take in kind its share of the unitized substances 3l-
located to the respective leases, and in such case the unit operator shall make de-
liveries of such royalty 0il in accordance with the terms of the respective leases.

All rentals, if any, due under any iegﬁés embracing lands other than the
State of New Mexico, shall be paid by the respective lease owners in accordance with
the terms of their leases and all royalties due under the terms of any such leases
shall be paid on the basis of all unitized substances allocated to the respective
leases committed hereto.

If the unit operatér introduces gas obtained from sources other than the
unitized substances into any producing formation for the purpose of repressuring,
stimulating or increasing the ultimate recovery of unitized substances therefrom, a
like amount of gas, if available, with due allowance for loss or depletion from any
cause may be withdrawn from the formation into which the gas was introduced royalty
free as to dry gas but not as to the products éextracted therefrom; provided, that
such withdrawal shall be at such time as may be provided in a plan of operation con-
sented to by the Commissiongr and approved by the Division as conforming to good pet-
roleum engineering practice; and provided further, that such right of withdrawal shall
terminate on the termination of this unit agreement.

If any lease committed hereto is burdened with an overriding royalty, payment
out of production or other charge in addition to the usual royalty,the owner of each such
lease shall bear and assume the same out of the unitized substances allocated to the

lands embraced in each such lease as provided herein.

13. LEASES AND CONTRACTS COWFORMED AND EXTENDED INSOFAR AS THEY APPLY
TO LALDS WITHIN THE ULITIZZD ARIA:

The terms, conditions and provisions of all leases, subleases, operating agree-
ments- and other contracts relating to the exploratioﬁ, drilling development or opera-
tion for oil or gas of the lands committed to this agreement, shall as of the effecrive
date hercof, be and the same are hercby expressly modified and amended insofar as they

apply to lands within the unitized arca to the extent necessary to make the same
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conform to the provisions hereof and so that the respective terms of said leascs and
agreements will be extended insofar as nccessary to coincice with the terms of this
agreement and the approval of this agreement by the Commissioner and the respective
lessors and lessees shall be effective to conform the provisions and extend the terms
of each such lease as to lands within the unitized area to the provisions and terms of
this agreement; but otherwise to remain in full force and effect. Each lease committ.d
to this agreement, insofar as it applies to lands within the unitized area, shall coan-
tinue in force beyond the term provided therein as long as this agreement remains in
effect, provided, drilling operatiéns upon the initial test well provided for herein
shall have been commenced or said well is in the process of being drilled by the unit
operator prior to the expiration of the shortest term lease committed to this agree-—
ment. Termination of this agreement shall not affect any lease which pursuant to the
terms thereof or any applicable laws would continue in full force and effect thercafter.
The commencement, completion, continued operation or production on each of the leaserold
interests committed to this agreement and operations or production pursuant to this
agreement shall be deemed to be operations upon and production from each leasehold in-
terest committed hereto and there shall be no obligation on the part of the unit oper-
ator or any of the owners of the respective leasehold interests committed hereto to dril
offset to wells as between the leasehold interests committed to this agreement, except
as provided in Section 9 hereof.

Any lease embracing lands of the State of New Mexico of which only a portion
is committed hereto shall be segregated as to the bortion comnitted and as to the por-
tion not committed and the terms of such leases shall apply separately as two separate
leases as to such segregated portions, commencing as of the effective date hereof. Not-
withstanding any of the provisions of this agreement to the contrary, any lease embracin
lands of the State of New Mexico having only a portion of its lands committed hereto shal}
continue in full force and effect beyond the term provided therein as to all lands ez=
braced within the unitiéed area and committed cu\this agreemeﬁt, in accordance with the
terms of this agreement. If oil and gas, or either of them, are discovered and are be-
ing produced in paying quantities from some part of the lands embraced in such lease
which part is committed to this agreement at the expiration of the secondary term of suc
lease, such production shall not be considered as production from lands embraced in suoh
lease which are not within the unitized area, and which are not committod thereto, and
drilling or reworking operations upon some part of the lands embraced within the unitiz.
area and committed to this agrecment shall be considered as drilling and reworking op v-
ations only as to lands embraced within the unit agrecement and not as to lands cmbraced
within the lease and not committcd to this unit agreement; provided, however, as to

any lecasc embracing lands of the Statc of New Mexico having only a portion of its lands

>
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committed hercto upon which oil and gas, or either of them, has becen discovered is
discovered upon that portion of such lands not committed to this agreement, and are
being produced in paying quantities prior to the expiration of the primary term of
such lease, such production in paying quantities shall serve to continue such lease
in full force and effect in accordance with its terms as to all of the lands embraced
in said lease.

14, CONSERVATION: Operations hereunder and production of unitized substances

shall be conducted to provide for the most economical and efficient recovery of said
substances without waste, as defined by or pursuant to State laws or regulations.

15. DRAINAGE: 1In the event a well or wglls producing oil or gas in paying
quantities should be brought in on land adjacent to the unit area draining unitized
substances from the lands embraced therein, unit operator shall drill such offset well

or wells as a reasonably prudent operator would drill under the same or similar cir-

cums tances.

16. COVENANTS RUN WITH LAND: The covenants herein shall be construed to be
covenants running with the land with respect to the interests of the parties hereto
and their successors in interest until this agreement terminates, and any grant,
transfer or conveyance of interest in land or leases subject hereto shall be and here-
by is conditioned upon the assumption of all privileges and obligations hereunder to
the grantee, transferee or other successor in interest. No assignment or transfer or
any working, royalty, or other interest subject hereto shall be binding upon unit op-
erator until the first day of the calendar month after the unit operator is furnished.
with the original, photostatic, or certified copy of the instrument of transfer.

17. EFFECTIVE DATE AND TERM: This agreement shall become effective upon

approval by the Commissioner and the Division and shall terminate in five (5) years
after such date unless (a) such date of expiration is extended by the Commissioner, or
(b) a valuable discovery of unitized substances has been made on unitized land during
said initial term or any extension thereof in which case this agreement shall remain in
effect so long as unitized substances are being produced in paying quantities from the
unitized land and, should production cease, so loﬁg thereafter as diligent operations are
in progress for the restoration of production or discovery of new production and zo0 i.anu
thercafter as the unitized substances so discovered are being produced as aforesaid. This
agreement may be terminated at any time by not less than seventy=five percent (757) o=n

an acreage basis of the owners of the working interests, signatory hereto, with the approv

of the Commissioner and with notice to Division. Likewise, the failure to comply witi tie

(9)



drilling requircments of Section 8 hercof, may subject this agreement to termina-
tion as provided in said section,

18. RATE OF PRODUCTION: All production and the disposal thereof shall be

in conformity with allocations, allotments, and quotas made or fixed by the Commission,
and in conformity with all applicable laws and lawful regulationms.

19. APPERANCES: Unit operator shall, after notice to other parties affected,
have the right to appear for #nd on behalf of any and all interests affected hereby,
before the Commissioner of Public Lands and the Division, and to appeal from orders
issued under the regulations of the Commissioner or Division, or to apply for relief
from any of said regulations or in any proceedings on its own behalf relative to opera-
tions pending before the Commissioner or Division; provided, however, that any other
interest party shall also have the right at his own expense to appear and to parti-
cipate in any such proceeding.

20. NOTICES: All notices, demands, or statements required hereunder to be
given or rendered to the parties hereto, shall be deemed fully given, if given in
writing and sent by pos}paid registered mail, addressed to such party or parties at
their reipective addresses, set forth in connection with the signatures hereto or to
the rafification or consent hereof, or to such other address as any such party may
have furnished in writing to party sending the notice, demand, or statement.

~21. UNAVOIDABLE DELAY: All obligations under this agreement requiring the

unit operator cé commence or continue drilling or to operate on or produce unitized
substances from any of the lands covered by this agreement, shall be suspended while,
but only so long as, the unit operator, despite the exercise of due care and diligence,
is prevented from complying with such obligations, in whole or in part, by strikes,
war, act of God, Federal, State, or municipal law or agencies, unavoidable accidents,
uncontrollable delays in tramsportation,inability to obtain necessary material in open
market, or other matters beyond the reasonable control of the unit operator, whetherr

similar to matters herein enumerated or not.

22. LOSS OF TITLE: In the event title to any tract of unitized land or
substantial interest therein shall fail, and the true owner cannot be induced to join
the unit agreement so that such tract is not committed to this agreement, or the oper-
ation thereof herecunder becomes impracticable as a result thereof, such tract may be
eliminated from the unitized area, and the interest af the parties rcadjusted as a re-
sult of such tract becing climinated from the unitized arca. In the event of a disputv
as to the title to any royalty, working, or other intcrest subject hereto, the unit

operator may withhold payment or delivery of the allocated portion of the unitized

(10)



.SUbStances involved on account thercof, without liability for interest until the dis-
pute iy finally settled, provided that no payments of funds due the State of Now Mexico
shall be withheld. Unit Operator, as such, is relieved from any responsibility tor aav
defect or failure of any title hercunder.

23. SUBSEQUENT JOINDER: Any oil or gas interest in lands within the unit

area not committed hercto, prior to the submission of the agreement for final approval
by the Commissioner and the Division, may be committed hereto by the owner or owners

of such rights, subscribing or consgnting to this agreement, or executing a ratifi-
cation thereof, and if such owner is also a working interest owner, by subscribing to
the operating agreement providing for the allocation of costs of exploration, develop-
ment, and operation. A subsequent joinder shall be effective as of the first day of the
month following the approval by the Commissioﬁ;;.and the filing with the Division of
duly executed counterparts of the instrument or instruments committing the interest of
such owner to this agreement, but such joining party or parties, before participating
.in any benefits hereunder, shall be required to assume and pay to unit operator, their
proportionate share of .the uﬂit expenses incurred prior to such party’s or parties
joinder in the unit agreeméﬁt, aﬁd the unit operator shall make appropriate adjustments

caused by such joinder, without any retroactive adjustment or revenue.

24. COUNTERPARTS: This agreement may be executed in any number of counter-

parts, no one of which needs to be executed by all parties, or may be ratified or con-
sented to by separate instrument in writing specifically referring hereto, and shall
be binding upon all those parties who have executed such a counterpart, ratification,
or consent hereto with the same force and effect as if all such parties had signed the
same document, and regardless of whether or not it is executed by all other parties
owning or claiming an interest in the lands within the above described unit area.

IN WITNESS WHEREOF, the undersigned'parties hereto have caused this agree-
ment to be executed as of the respective dates set forth opposite their signatures. -

UNIT OPERATOR AND WORKING INTEREST OWNER

YATES PETROLEUM CORPORATION

DATE: By ~Q:% } /R;:R%L/ W

Atp¢rney-in-Fact /7
ATTEST

.

BY

OTHER WORKING INTEREST OWNERS

Company
DATE: : BY:
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EXHIBIT B

RED BLUFF STATE UNIT

LEASE NO. & ROYALTY & WORKING INITREST
TRACT NO. DESCRIPTION ACRES EXP, DATE PERCENTAGE LESSEE OF RECORD ORRI% OMWER PERCENTAGE
1 T6S-R24E 1280.84 LG-4332 State Yates Petroleun Corporation None YPC--25%
Section 36: All 7/1/87 12.5 YDC--25%
T7S-R24E : ABO--25%
Section 1: Lots 1,2,3,4 MYQD-25%
SN}, St
2 T7S-R24E 963.89 LG-4335 State Yates Petroleum Corporation None YPC--25%
Section 2: Lots 3,4 7/1/87 12.5 YDC--25%
S SiNwi, Swi ABO--25%
Section 3: Lots 1,2,3,4, , . MYQD-25%
SiN}, S}
3 T7S-R24E 1280.98 LG-4336 State Yates Petroleun Corporation None YPC--25%
Section 2: Lots 1,2 7/1/87 12.5 YDC--25%
SiNE}, SEl ABO--25%
Section 11: E} MYQO-25%
Section 12: All
4 T7S-R24E 1280.00 LG-4341 State Yates Petroleumn Corporation " None YPC--25%
Section 10: All 7/1/87 12.5 YDC--25%
Section 11: Wi ABO--25%
Section 14: W} : MYQD-25%
5 .Emnwnpm 1280.00 LG-4342 State Read & Stevens, Inc. First Century Read &
Section 13: All 7/1/87 12.5 Oil Inc.-2.5% Stevens
Section 14: E3} FISQOD, Inc, Inc.-100%
Section 24: N3 2.5%
6 T7S-R24E 640.00 LG-4343 State Yates Petroleum Corporation None YPC--25%
Section 15: All 7/1/87 12.5 YDC--25%
ABO--25%
MYQD-25%
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EXHIBIT B

RED BLUFF STATE UNIT

, LEASE NO. & ROYALTY & WORKING INTEREST
TRACT NO. DESCRIPTION ACRES EXP. DATE PERCENTAGE LESSEE OF RECORD ORRI% OMIER PERCENTAGE

7 T7S-R24E 160.00 LG-4344 State Yates Petroleum Corporation None YPC--25%
Section 23: NE} 7/1/87 12.5 YDC--25%

. ABO--25%
MYQO-25%

8 T7S-R24E 960.00 LG-4346 State Yates Petroleum Corporation None YPC--25%
Section 22: All 7/1/87 12,5 YDC--25%
Section 23: Wj ABO--25%

", F\QBIwa
Total: 7845.71 Acres of State Land
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A ADPL FORM 610 -1977

*JODEL FORM. OPERATING AGREEMENT

RED BLUFF STATE UNIT

-OPERATING. AGREEMENT

‘DATED

September 29 86
s 19 ,

“YATES PETROLEUM CORPORATION

. Township 6 South-Range 24 East, NMPM
.+ CT AREA pA11 of Section 36 . —_—
Township 7 South-Range 24 East, NMPM
A1l of Sectioms 1,2,3,10,11, 12,13,14,15,22,

e 23 W, -NEX.
24: Ny
o Containing 7,845.71 acres, more or less.
- - PARISH OF__cuaves . . . . _SUAVE OF __NEW_MEXICO
EOPURIGHT 1977 - ALL 2I5HT5S RESERVED

SEARIHCAM ASSTT TN OF PETRCLEUM T ANDMEN
AUBECVIT QRIAL AN NOL ol - 170 HEVISED
AN FE CODEKED CIRETTIY FROM ThE PUSGSHBER’
FAARTBILT PROOUCTS, ROX 800, TLWSA 74101
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A.AP.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977
ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT, DATED SEPTEMBER 29, 1986,
BETWEEN YATES PETROLEUM CORPORATION, "OPERATOR", AND READ & STEVENS, INC., ET
AL, "NON-OPERATORS", COVERING LANDS IN CHAVES COUNTY, NEW MEXICO

ARTICLE XVI.
MISCELLANEOUS

This agreement shall be binding upon and shall inure to the benefit 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, each of which shall be considered
an original for all purposes.

O I WD b WO

—
(-2 -

IN WITNESS WHEREOF, this agreement shall be effective as of 29th day ot September
19_86 . -

b= ek
W o -

OPERATOR

b
(S

YATES PETROLEUM CORPORATION
By . 7 %//'//¢/ g %

/ ‘ ,Kttomey—in?éct"

NON-OPERATORS

= st
[-- I B -

B DN N N
A Ok~ OO

ATTEST: READ & STEVENS, INC.

[ R ]
o =3

By By
Secretary President

[ 4
©

W W W W W
w N - o

w W w
Qo0

STATE OF NEW MEXICO )
- . Ss .
COUNTY OF EDDY )

[
©w &

The foregoing instrument was acknowledged before me this 20th day of

September, 1986 by 2 Gateo , Attorney-in-Fact for YATES
PETROLEUM - CORPORATION ,a New Mexicd corporation, on behalf of said corporation.

My ‘dommmission expires: \JCLillggg‘i 7(?1429ua
e, 4 (137 Notary Public o
.4 v l | » j V .-‘~ rd

e B b
N - O

B
R ]

S
© oo

STATE OF NEW MEXICO )
. S%
COUNTY OF CHAVES )

[3, I3 B y ]
W -Oo

The foregoing instrument.was acknowledged before me this day of
» 1986 by ,

for READ & STEVENS, INC., a
corporation, on behalf of said corproation.

o
[N

o
(4]

(5, RS S]
[=- TR0 I - )
q

My commission expires:

o
©

Notary Public

«a (B DW= O
..élz“/—u_

)
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ATTACHED TO AND MADE A PART OF OPERATING AGREBVENT DATED SEPTEMBER 29th, 1986,
BETWEEN YATES PETORLUEM CORPORTAION, "OPERATOR", AND READ & STEVENS, INC., ET
AL, "NON-OPERATORS", COVERING LANDS IN CHAVES OOUNTY, NEW MEXICO.

EXHIBIT "A"

I. 1. Lands Subject to Agreement:

Township 6 South-Range 24 East, N.M.P.M.
Section 36: All

Township 7 South-Range 24 East, N.M.P.M.
Section 1: All

Section 2: All

Section 3: All

Section 10: All

Section 11: All

Section 12: - All

Section 13: All

Section 14: All

Section 15: All

Section 22: All

Section 23: W}, NE}

Section 24: N3}

Containing 7845.71 acres, more or less.
Chaves County, New Mexico

2. Depth Restrictions:
None

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

I1. Percentage interests of Parties Under the Agreement:

Name Acres Unit$ INITIAL TEST WELL
YATES PETROLEAM CORPORATION 1,641.43 '20.921370% 20.921370%
YATES DRILLING OCMPANY 1,641.43 '20.921370% 20.921370%
ABO PETROLEUM CORPORATION 1,641.43 20.921370% 20.921370%
MYCQO INDUSTRIES, INC. 1,641.42 20.921242% 20.921242%
READ & STEVENS, INC. 1,280.00 16.314648% 16.314648%
7,845.71 100.000000% 100.000000%

I1I. Leasehold Interest

See Attached Exhibit A-2

Iv.

Addresses of Parties to Which Notices Should be Sent:

Read & Stevens, Inc.

P.O. Box 1518

Roswell, New Mexico 88201
ATIN: M. Randall Fort

Yates Petroleum Corporation
Yates Drilling Camparny

Abo Petroleun Corporation
Myco Industries, Inc.

105 South Fourth Street
Artesia, New Mexico 88210
ATIN: Mr. Jim Ball
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EXHIBIT A-2
RED BLUFF STATE UNIT

LEASE NO. & ROYALTY & WORKING INTEREST
TRACT NO. DESCRIPTION ACRES EXP. DATE PERCENTAGE LESSEE OF RECORD ORRI% OWER PLERCENTAGE
1 T6S-R24E 1280.84 LG-4332 State Yates Petroleun Corporation None YPC--25%
Section 36: All 7/1/87 12.5 YDC--25%
T7S-R24E ABO--25%
Section 1: lots 1,2,3,4 MYQD-25%
SiNi, S
2 T7S-R24E 963.89 LG-4335 State Yates Petroleum Corporation None YPC--25%
Section 2: Lots 3,4 7/1/87 12.5 YDC--25%
SiNwi, Swi ABO--25%
Section 3: Lots 1,2,3,4, MYQD-25%
SiN}, S} A
3 T7S-R24E 1280.98 LG-4336 State Yates Petroleum Corporation None YPC--25%
Section 2: Lots 1,2 7/1/87 12.5 YDC--25%
SINE}, SE} ABO--25%
Section 11: E} MYQD-25%
Section 12: All
4 T7S-R24E 1280.00 LG-4341 State Yates Petroleum Corporation None YPC--25%
Section 10: All 7/1/87 12.5 YDC--25%
Section 11: Wi ABO--25%
Section 14: Wi _ MYQD-25%
5 T7S-R24E 1280.00 LG-4342 State Read & Stevens, Inc. First Century Read &
Section 13: All 7/1/87 12.5 Oil Inc.-2.5% Stevens
Section 14: E} FI1SCQD, Inc. Inc.-100%
Section 24: Ni 2.5%
6 T7S-R24E 640.00 LG-4343 State Yates Petroleun Corporation None YPC--25%
Section 15: All 7/1/87 12.5 YDC--25%
ABO--25%
MYCQD-25%
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LEASE NO. &

EXHIBIT A-2

RED BLUFF STATE UNIT

ROYALTY &

VORKING INTEREST

TRACT NO. DESCRIPTION ACRES EXP. DATE PERCENTAGE LESSEE OF RECORD OFRI% OWNER PERCENTAGE
7 T7S-R24E 160.00 LG-4344 State Yates Petroleum Corporation None YPC--25%
Section 23: NE} 7/1/87 12.5 YDC--25%
ABO--25%
) LIYQD-25%
8 T7S-R24E 960.00 LG-4346 State Yates Petroleum Corporation None YPC--25%
Section 22: All 7/1/87 12.5 YDC--25%
Section 23: Wi ABO--25%
MYOD-25%

Total:

7845.71 Acres of State Land
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‘! : ‘! COPAS — 1974

Recommended by the
Council  of Petroleum
601, rursa 70 Accountants Societies of

3

EXHIBIT *“C*"

Attached to and made a part of .Qperating Agreement. dated September 29,
1986_between Yates Petroleum Corporation, "Operator', .and .
Read & Stevens, Inc.,.et al, "Non-QOperatars", covering lands

in Chaves County, New Mexico.

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

1. Definitions

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

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

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

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

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

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

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

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

2. 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.

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

4. Adjustments

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

5. Audits

A. Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Ope-
rator’s accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month
period following the end of such calendar year; provided, however, the making of an audit shall not extend the
time for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this .
Section I. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to
conduct joint or simultanecus audits in a manner which will result in a minimum of inconvenience to the Opera-
tor. Operator shall bear no portion of the Non-Operators’ audit cost incurred under this paragraph unless agreed
to by the Operator,

6. Approval by Non-Operators

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other gec-
tions of this Accounting Procedure and if the agreement to which this Accounting Procedure is attached containg
no contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator’s proposal, ang
the agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-of)e,-a_
tors. '

- . —_1—




EXHIBIT "D"

ATTACHED TO AND MADE A PART OF
OPERATING AGREEEMENT

DATED SEPTEMBER 2%21986; BETWEEN YATES PETROLEUM CORPORATION, "OPERATOR", AND

READ & STEVENS, INC., ET AL, "NON-OPERATORS", COVERING LANDS IN CHAVES COUNTY,
NEW MEXICO.

ADDITIONAL INSURANCE PROVISIONS

Operator, during the term of this agreement, shall carry 1insurance for the

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

(A) Vorlmen's Compensation Insurance as contemplated by the state in
which operations will be conducted, and Employer's Liability
Insurance with limits of not less than $100,000.00 per employee.

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

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

Property Damage — $100,000.00 each occurence.

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

joint account.



ATTACHED TO AND MADE \RT OF OPERATING AGREEMENT D§£SC‘3EPTEMBER 29, 1986, BETWEEN
YATES PETROLEUM CORPORh.ION, "OPERATOR", AND READ & «£S, INC., ET AL, "NON-
OPERATORS", COVERING LANDS IN CHAVES COUNTY, NEW MEXICO.

EXHIBIT "E"

GAS BALANCING AGREEMENT

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

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

1. During the period or periods when any parties hereto collectively
owning participation percentages of less than 50% have no market for their share
of gas produced from any proration unit within the Contract Area, or their pur-
chaser does not take its full share of gas produced from such proration unit,
other parties collectively owning participation percentages of more than 50%
shall be entitled to produce each month 100% of the lesser of a) allowable gas
production assigned to such proration unit by applicable state requlatory au-
thority or b) the delivery capacity of gas from such proration unit; provided,
however, no party who does not have gas in place shall be entitled to take or
deliver to a purchaser gas production in excess of 200% of the lesser of c) its
share of the volumes of gas capable of being delivered on a daily basis or 4)
its share of allowable gas production. All parties hereto shall share in and
own the liquid hydrocarbons recovered from such gas by lease equipment in accor-
dance with their respective interests and subject to the Operating Agreement to
which this agreement is attached, but the party or parties taking such gas shall
own all of the gas delivered to its or their purchaser.

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

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

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

4. After notice to the Operator, any party at any time may begin 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 gas ac-
count as to its interest, shall be entitled to take or deliver to its purchaser
a share of gas determined by multiplying 50% of the interest in the current gas
production of the party or parties without gas in place by a fraction, the numer-
ator of which is the interest in the proration unit of such party with gas in



Attached to and made irt of Operating Agreement dat( September 29,1986,
between Yates Petroleuts Corporation, "Operator', and Reau & Stevens, Inc.,
et al, "Non-Operators", covering lands in Chaves County, New Mexico.

EXHIBIT "F"

EQUAL EMPLOYMENT OPPORTUNITY PROVISION

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

(1) The Operator will not discriminate against any employee or applicant
for employment because of race, color, religion, national origin or
sexX. The Operator will take affirmative action to ensure that appli-
cants are employed, and that employees are treated during employment,
without regard to their race, color, religion, national origin or sex.
Such action shall include, but not be limited to the following: Employ-
ment, upgrading, demotion, or transfer, recruitment or recruitment ad-
vertising; layoff or termination; rates of pay or other forms of com-
pensation; and selection for training, including apprenticeship. The
Operator agrees to post in conspicuous places, available to employees
and applicants for employment notices to be provided for the contract-
ing officer setting forth the provisions of this non-discrimination
clause.

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

(3) The Operator will send to each labor union or representative of workers
with which it -has a collective bargaining agreement or other contract
or understanding, a notice to be provided by the agency contracting
officer, advising the labor union or workers'-. representative of the
Operator's commitments under Section 202 of Executive Order 11246 of
September 24, 1965, and shall post copies of the notice in conspicuous
places available to employees and applicants for employment.

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

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

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

Exhibit "F"
Page 1
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y -'-IE!i S } S. P. YATES
: ' PRESIDENT
iPETRULEU JOHN A. YATES
EuRFnRHT'DN VICE PRESIDENT

B. W. HARPER
SEC. - TREAS.

105 SOUTH FOURTH STREET
ARTESIA, NEW MEXICO 88210
TELEPHONE (505) 7468-1471

Red Bluff State Unit

Chaves County, New Mexico

Please find enclosed revised geological exhibits
regarding the captioned unit.

As has been discussed by telephone, after reconsidering
the unit area in regards to future exploration plans for
Township 7S-Range 24E, we have found it necessary to make such
revisions. We respectfully request your approval of these

Leslie Bentz
Geologist
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