JAMES BRUCE
ATTORNEY AT LAW

POST OFFICE BOX 1056
SANTA FE, NEW MEXICO 87504

369 MONTEZUMA, NO. 213
SANTA FE, NEW MEXICO 87501

(505) 982-2043 (Phone)
(505) 660-6612 (Cell)
(5050 982-2151 (Fax)

jamesbruc@aol.com

December 9, 2005

William F. Carr

Holland & Hart LLP

P.O. Box 2208

Santa Fe, New Mexico 87504

Re:  Pride/Yates

Dear Bill:

Regarding the future of the W' §12-12S-34E: Yates has completed a producing well in the E¥,
so the parties have to decide what to do in the W%. Although unsuccessful attempts were made
in the past, is Yates willing to consider an acreage trade? And, if not, is Yates willing to enter
into a JOA on the W4, as opposed to traveling down the compulsory pooling process again?
And, I believe Yates’ preference is to P&A the State X Well No. 1. However, Pride may be

interested in re-entering the X-1 again, and so does not want to plug the well immediately. Let’s
discuss this. :

Very truly yours,

BIL CONSERVATION DIVISICH
CASE NUMBER

@f& EXHIBIT NUMBER 2~

/
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PRIDE ENERGY COMPANY

(918) 524-9200 ¢ Fax (918) 524-8292 o www.pride-energy.com

Physical Address:  Kensingten Tower Mailing Address:  P.O. Box 701850
2250 East 73" Street, Sulte 550 Tulea, OK 74170-1950
Tulsa, OK 74136 Email Address: johnp@pride-energy.com
February 24,2006 Via Certified Mail
: Return Receipt #
Yates Petroleum Corporstion 91 3408 2133 3930 9391 7617
105 S. 4™ Street
Artesia, NM 88210

ATTN: Chuck Moran

RE:  State “X" #1
W !4 of Section 12-T12S-R34E
1,980" FNL and 660’ FWL
Lea County, New Mexico

Mr. Morau:

In reference to the above, Pride Energy Company proposes to re-enter the wellbore and drill off of the
cement plug, estimated top at 5,428’ to a total depth of 12,400’ to test the stsxssxppnan Austin Cycle and/or
Atoka Morrow and any other formations encountered.

Enclosed is an Authorization for Expenditure with a dry hole cost of $1,263,200, completion cost of $710,
500, for a total completed well cost of $1,973,700.

Please inform us as soon as possible as to your intent to participate, or not, in this proposed well. If you
decide to participate please sign and return the enclosed AFE. We would then send you a Joint Operating
Agreement covering this unit.

Sincerely,

¥, Thide

John W, Pride
Pride Energy Company

jp4157.a).doc
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PRIDE

(918) 524-9200 ¢ Fax (918) 524.8292 ¢ www.pride-anergy.com

Physical Address:  Kensington Tower Malling Address:  P.O. Box 701950
2250 East 73 Street, Suite 550 Tulea, OK 74170-1950
Tulsa, OK 74136 Email Address: johnp@pride-energy.com
February 24, 2006 Via Certified Maijl
Return Receipt #
Yates Drilling ‘ 91 3408 2133 3930 9391 7617

105 S. 4" Street
Artesia, NM 88210

RE:  State “X” #1
W % of Section 12-T125-R34E
1,980° FNL and 660’ FWL
Lea County, New Mexico

To Whom It May Concern:

In reference to the above, Pride Energy Company proposes to re-enter the wellbore and drill off of the
cement plug, estimated top at 5,428’ to a total depth of 12,400" to test the Mississippian Austin Cycle and/or
Atoka Morrow and any other formations encountered.

Enclosed is an Authorization for Expenditure with & dry hole cost of $1,263,200, completion cost of 3710,
500, for a total completed well cost of $1,973,700. ‘

Please inform us as soon as possible as to your intent to participate, or not, jn this proposed well. If you
decide to participate please sign and return the enclosed AFE. We would then send you a Joint Operating

. Agreement covering this unit.

Sincerely,

John W. Pride
Pride Energy Company

ipd159.aj.doc
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PRIDE ENERGY COMPANY

(918) 524-9200 ¢ Fax (918) 524.929Z ¢ www.pride-anergy.com

Physical Address:  Kensington Tower Mailing Address:  P.O, Box 701950
2250 East 73" Street, Suite 550 Tulsa, OK 74170-1950
Tulsa, OK 74136 Emait Address: johnp@pride-energy.com
February 24, 2006 Via Certified Mail
Return Receipt #
Abo Petroleum 91 3408 2133 3930 9391 7631
P.O. Box 900

Artesia, NM 88211-0900

RE:  State *X” #1
W ¥ of Section 12-T12S-R34E
1,980° FNL and 660° FWL
Lea County, New Mexijco

To Whom It May Concern:

In reference to the above, Pride Energy Company proposes to re-enter the wellbore and drill off of the
cement plug, estimated top at 5,428" o a total depth of 12,400" to test the Mississippian Austin Cycle and/or
Atoka Morrow and any other formatious encountered.

Enclosed is an Authorization for Expenditure with a dry hole cost of $1,263,200, completion cost of $710,
500, for a total completed well cost of $1,973,700.

Please inform us as soon as possxble as to your intent to participate, or not, in this proposed well If you
decide to participate please sign and return the enclosed AFE. We would then send you a Joint Operating
Agreement covering this unit.

Sincerely,

1 Yk

Yolin W. Pride
Pnde Energy Company

in4160.3j.doc
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S B, VATES

Crampenls OF DI BOARD
JQMN A. YATES
e o vares
PRANK W. YATES ExeeLn g VICR Paskioeay
1996 - 1008 " RANDY G. PATTERSON
105 SOUTH FOURTH STRERT BENNIS 8. KINSEY
ARTESIA, NEW MEXICO 868210-2118 ‘
' TELEPHONE (BOR 7481471
- Marech 3, 20C6
Via Facsimile

™o

=

Mr. John Pride o)

Pride Energy Company =
P. O. Box 701950

Tulsa, Oklahoma 74170-1950 -~

| 3
Re: State XiH1

Wr2 of Secton 12-T128-R374E s

1,980°' FNL and 660° FWL 8

Lea County, New Mexico

Dear Mr. Pridex

Yates Petroleum Corporation, Yates Drilling Company, Myco Industries, Inc. and
Abo Petroleum Corporation have received your proposal to re-enter the captioned well
and side track the well for an attampted Missisaippian Austin Cycle. As you are aware,
we believe it Is importarit to solve the issues from the first attempt to re-anter this well
before a second attempt is made. Thus, we again request that you Immedialely pay us
the monies you are fliegally holding for the first atternpt and make paymant of the costs
that Oll Coneervation Division has ordered you to pay. it Is prudent to solve this mattar
before we proceed with your proposal and payment can be made for undisputed costs at
this time prior to receipt of the order from the OCD from the hearing on January 5, 2006.

However, in an effort of caoperation, we are reviewing your proposal and ask that
answer the following questions so that we may evaluate your proposal,

1) From the limited Information you provided us on the last re-entry, would it

) be more prudent to drill a new top to bottom well?

2) Have you identified the drilling rig you plan to use and its capabilities?

J) What is the expected spud date?

4) Could you please provide a complets drilling and completian prognosis?

5) Do you plan to drill stem test any zones? No oosts for dnill stem tests
shown on AFE.

8) Do you plan to have a mud logger on location and If o at what paint in
the drilling process?

EXHIBIT B
04/05/2008 WED 15:27 [TX/RX NO $889] @002
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[4) Do you pian to directly supervise the drilling and completion of the well
wimaeompanymanonbcaﬁonormaswcawntractoﬂ if
contractor, please identify the contractor?

8) What methods do you plan to implement to provide currant information for
participants in the well? Current information being daily reports. This has
been a persistent problem with your company.

9) Are all permits on the well valid?

10) What is your financial ability as operator 10 keep the properties free of
mechanie and materialman liens?

W look forwarnd to receiving our checks and answers to thess questions.
Very truly yours, ‘
YATES PETROLEUM CORPORATION

[l Pl

04/05/2008 PED 15:27 [TX/RX NO 3988) @003




PRIDE ENERGY COMPANY

(918) 524-9200 ¢ Fax (918) 524-9292 ¢ www.pride-energy.com

Physical Address: Kensington Tower Mailing Address:  P.O. Box 701950
2250 East 73" Street, Suite 550 Tulsa, OK 74170-1950
“Tulsa, OK 74136 Email Address: johnp@pride-energy.com
April 19, 2006 Via FAX and US Mail

Y ates Petroleum Corporation

105 South Fourth
Artesia, NM 8821

Street
0-2118

ATTN: Chuck Moran

RE: State X #1 ‘
W 12 of Section 12-T12S-R34E
Lea County, NM

Dear Mr. Moran:

In reference to your letter dated March 3, 2006, there were some questions you had regarding the above well.

Question:
Answer:

Question:
Answer:

Question:
Answer:

Question:
Answer:

Question:

Have you identified the drilling rig you plan to use and it’s capabilities?
Yes, Golden Eagle Drilling, Rig #1, capable of drilling to 15,000°, with a combined 1,500
HP engines.

What is the expected spud date?
Approximately the third or fourth week in May, 2006.

Could you please provide a complete drilling and completion prognosis?
Yes (see copy enclosed). '

Do you plan to drill stem test any zones? No costs for drill stem tests shown on AFE.
No. *

Do you plan to have a mud logger on location and if so at what point in the drilling
process?

Answer: Yes, when we reach approximately 9,500°.

Question:

Do you plan to directly supervise the drilling and completion of the well with a company
man on location or use a service contractor? If contractor, please identify the contractor.

Answer: Directly supervise the drilling and completion of the well with a company man on location.

Question:

Answer:

Question:
Answer:

What methods do you plan to implement to provide current information for participants in
the well? Current information being daily reports.

Daily drilling reports will be e-mailed to the personnel designated by the participants in
the well.

Are all permits on the well valid?
Yes.

jp4179.aj.doc




Question: What is your financial ability as operator to keep the properties free of mechanical and
material man liens?

Answer: We are financially able to drill and complete this well without any mechanical and
material man liens.

Also, we propose all parties participating in the drilling of this well enter into a Joint Operating Agreement,
equivalent to the one we entered into in the drilling of the State 1-M well.

Please inform us of your decision to either participate in the drilling of the proposed well or notto
participate.

Sincerely,

Joht W. Pride
Pride Energy Company

jp4179.aj.doc




June 14, 2004

Geologic Tops:

Yates

San Andres
Glorieta
Tubb

Abo
Wolfcamp
Penn Series
Penn Zn (1)
Penn Zn (2)
Penn Zn (3)
Canyon ‘A’ -
Canyon ‘B’
L. Penn (1)
Atoka-Morrow
Miss

TD

*Hold mud wt at or below 9.8

Drilling Prognosis

PEC - State X-1
Sec 12, T12S-R34E
Lea Co, NMv

2833

4184

5614

7030

7795

9300

9640
10010-10025
10170-10210
10530-10540
10670-10680
10720-10810
11180-11200
11520-?

12070-12200

12350

*Bring Mud logger on @ 95001t
*Potential need for RFT to be determined at logging point

***Potential Pay
**¥Potential Pay
***Potential Pay
***Potential Pay
***Potential Pay
***Potential Pay

***Potential Pay
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MARTIN YATES, it
CHAIRMAN EMEMTLS

191%10808
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" 195 YOLUTH FOURTH BTRERT FRANK vaTES, JR.
ARTESIA, NEW MEXICD 88210-2118 EKPRUTIVE "nee PREsiqENT
TULRAWENE (9T5) 748-1471 JOHN A YATES, JR.
QENITIR VAT SUERIOENT
April 21, 2006
Via Facsimile
Mr. John Pride
Pride Energy Company
P. ©. Box 7C1950
Tufsa, Okiahoma 714170-1950
Re: Sfate X#1
W72 of Section 12-T128-R374E
1,880' FNL and 660" FWL
Lea County, New Mexico
Dear Mr. Prde:

We have reviewed the information you provided by facsimile in response to our
March 3, 2006 lefter. The answers provided are incomplete or have raised new
questions.

Tne following numbers correspond to the questions answered in our March 3,
2008 letter.

1} . Your letter did not address whather it would be more prudent to dril 8
new top to bottom well instead of re-entering the existing well? Please

answer this question,
2)  Answered.
3)  Answered. ‘
4} Incompiete response, see revised question below.
) 5) Answered,

6) Answered, ses naw question balow.
7). Answered, see new question below,
8) Answered, see new gquestion below
8)  Answered, see new question below.
10;  Answered, but failed to provide supportive information.

Tharefore we ask the foflowing questions:

wmtrr. . RaEYTERSDN DAV L. LANNING DENNIS 6. KINSIEY
VIRS PARoENT ASRGTANT VICE PREEGENT TR ATURRA
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1) Please provide & driling. prognosis for the well that defails the following
information:
a) Wellbore design.
b) The directional plan, including kickoff point.
c) Casing design.
d) Coment plan.
®) Drilling fluide and mud program,
f Time v. depth curve. ,
g) ‘Anticipated drilling problems (i.e. keyseats, deviation and tight
hole)

2) The irformation provide conceming a mud logger indicates you plan t place the

mud logger on the well at appraximately 8,500°. Would you consider placing the .

mud logger on the well to cover the top of the Basit Abo formation at
approximately 0,000'?

' 3) The information you provided concerning the geclogic tops indicates you are

quest oning the Atoka and Morrow farmations. Please explain your questions?

4) Your response did not provide a completion prognosis. Please address the
following issues on completion,

a) What type of logs do you plan to run and which company do you
plan to use?

b) What psrameters do you plan to use in making a determinstion on
when to frac the well? Conversely, if the well flows inltally, what
production rate will you consider nacessary to determine it is not
necessary to frac the well?

¢} What type of completions flulds do you plan to use?

5) Well information on previous wells drilled by your company has been incomplete

and inaccurate. Your response indicates that drilling reports will be emailed dadly
but ¢id not address the content or methods for providing accurate information?
Wha: assurances can you give that information will be accurate and complete?

8) Fuel costs for the driliing rig are stated at $4,000 per day. Our experience with
drilling wells indicates that fuel costs should run about half this amount. Please
explain the need for such a high charge,

7) Our experience in drilling wells in this area indicates reclamation of the pits is
very expensive. Does your AFE include reclamation costs for the pits? if not,
could you please provide an explanation on how you will address this issue;

8) The operating agreement used for the State M#1 well that you reference in your
Apri 19, 2006 letier is & 1989 AAPL form agreement. The 1989 AAPL form
operating agreement contains seversl options/elections that need to be
completad to determine the responsiblitties of the parties under the agresment.
Depending on how the agreement is completad directly affects a signatory
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party's rights under the agreement. Pleace provide a completed copy of the
operating agreement you want ta use.

9) Pride Energy Company appears to be a corporation that is not registered with the
New Mexico Public Regulation Commission. Under the rules and regulations of
the New Mexico Oll Conservation Division (NMAC 19.15.3.100} an operator must
be registered in order fo receive 8 permit. How can you have just received a
valfd permit if you are not registered?

4

10) Can you provide additional financial assurance that you are capable of drilling a
well?

Your prompt attention would be appreciated.

Very truly youLrs,
YATES PETROLEUM CORPORATION

Chuck Morar:
Landman
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PRIDE ENERGY COMPANY

(918) 524-9200 » Fax (918) 524-9292 ¢ www.pride-energy.com

Physicsl Addrass:  Kengington Tower Mailing Address:  P.O. Box 701850
2250 East 737 Street, Suite 550 Tulsa, OK 74170-1950
Tulsa, OK 74138 Emaeil Address:  johnp@pride-energy.com

April 24, 2006

Yates Petroleum Corporation
105 S. 4™ St.
Artesia, NM 88210-2118

ATTN: Chuck Moran

RE:  State X #]
W Y of Section 12-T128-R34E
Lea County, NM

Dear Mr. Moran:

In response to your letter dated April 21, 2006, the cost to utilize the existing wellbore is less than drilling a
new top to bottom well and seems prudent to use the cxisting wellbore.

1. Drilling prognosis
(a) See Wellbore Diagram attached
{(b) See Diamond Back Well Plan attached.
(¢) See Wellbore Diagram attached
(d) To be determined following calculations made from OH caliper logging
(e) See permit
(f) Please see the attached deviation drilling plan and consult bit company records to make your own
determination of this matter. ‘
(8) We do not anticipate drilling or completion problems. However as an experienced, prudent,
registered operator in the State of New Mexico, should difficulties be encountered, we will evaluate,
notify working interest owners, and remedy said difficulties in a professional and industry accepted
manor.

2. If you are able to demonstrate to us the presence of production from the Lower Abo/Upper
Wolfcamp in close proximity to this weil with log characteristics similar to those recorded in the
subject well please notify us and we will consider adjusting our mudlogging program to include the
interval from 9000 ft.

3. We have not and do not question the presence of the Atoka/Morrow section in the subject well and
anticipate encountering this sequence from approximately 11,525 ft. to 12,070 ft. TVD. However,
due to the lenticularity and stratigraphic variances within the section(s) as well as the quality of the
existing log for the subject well through this interval, at this time it is not prudent to anticipate the
prels]eb:;rc: or l?(ck thereof, of permeable and porous commercial developments within the new
we track.

4. (a) We plan to employ standard DLL/MLL and CND/PD/GRN suite of logs run by Weatherford for
the openhole logging.
(b) Fracture h-eattnent(?) may be required in the event commercial zone(s) are encountered within
the Atoka/Morrow section. It would not be prudent to suggest when or under what conditions a

jp4180.3j.doc



fracture treatment should be performed prior to evaluating logs and securing initial testing
information from said zone(s).

(c) Fluids and additives used in the treatment of any zones will be determined in accordance with
recommendations made by service companies performing said work and with consideration to said
fluids compatibility and effectiveness to work within each individual reservoir.

5. Daily drilling reports containing pertinent information regarding the drilling progress will be
e-mailed as is typical industry standard.

6. Actual fuel costs, whatever they may be, will be charged. The AFE is only an estimate.

7. Reclamation of pits will be performed in accordance with the requirements of the State. We will
attempt to keep the cost to a minimum.

8. JOA (see copy of JOA being sent to you)

9. Pride Energy Company is a general partnership, not a corporation, and does not have to be
registered.

10. We have drilled many wells in New Mexico, as well as other states, and are currently drilling wells.
The wells we operate can be obtained from the OCD’s website. There are no liens on any of these wells,
which can be determined from an examination of the County records. We are certainly capable of
drilling this well.

Sincerely,

J

. O

n W. Pride

Pride Energy Company

jp4180.aj.doc
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J13A" 482 @ 389
w/ 325 sxin 17%" bole

wi 300 sx inn 121" bole
5% TOC @ shove 4300 calc

Well kicked off @ 5400°

2%" 4.78# N-80 SR EUE thg

IPBTD = 12,215%
544" N-80 @ 12,300 TVD
w/ XX sx m 774" hole

FH=730'N&.690'Eofsu'floc.

PAGE B8

Steve Gillett 3/9/05
AP1 # 30-025-01838

1980' FNL & 660' FWL
 Sec 12-128-34E

7%" open hole

| Top of fish @ 5812

Fish consists of around 5800" of
3% drill pipe which fell approx
1200 Milled past one piece @
5812 and on mnother piece to
5818". 7%" bit and drill collars on
btm of fish.

Washed down to 10,400

Bottom of fish below 10,400'

20 sx piug 12,956 13,019
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TELERMANE (508 7481471 JOWHN A, YATES, JR.
AENIOR WiC € PRESIOENT

April 28, 2008
Via Facsimile

Mr. John Prida

Pride Energy Company

P. 0. Box 707950

Tulsa, Oklahoma 74170-1950

Re: Settlement Proposal
State X#1
W/2 of Section 12-T125-R374E
1,980 FNL and 660" FWL
Lea County, New Mexico

Dear Mr. Pride:

Before we pursue further actions at the New Mexico Off Conservation Division
and incur mare ¢osts with regards 10 your attempt to force poal our interast for a secand
time and re-enter the State X #1, | think it's appropriate to make a proposal to settie
participation guestions in the second re-entry atternpt between us in a way that makes
business sense. To that end Yates Petroleum Corporation, Yates Drilling Company,
Myco Industries, Inc. and Abo Petroleum Corporation make this offer to setile without
making any admission or otherwise sitering our legal pasition.

We offer as mutually exclusive alternatives the following proposals:

" 1) Farmout our interest in the wellbore of the State X #1 well to Fride Energy
Company, reserving an averriding royalty equal to the difference between
25% and tease burdens of record; or,

2)  Trede our interest (160 acres gross/net) in State of New Mexico oil and
gas lease VO-5855 jocated in the NW/4 of Section 12-T12S-R34E,
NMPM which is held by production for Pride Energy Company’ interest
(160 acres gross/net) in State of New Mexico oil and gas lease VO-8303

- in SWNE, SENW, NESW, NWSE of Section 32, T11S-R35E, NMPM
which is due to expire August 1, 2006. Net revenue interests would be
equallzed preferably ta only lease burdens.

RANDY (3. sl TEASHINK DAVIO L, LANNING OENNIS 5. KinSEY
WVIGE MREBIPENT ARSINTANT VIGE, PREOTNT TRE SUREN
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Page 20f2

Alternatively, if you have a suggestion, we would cansider that as well.

Our offer is open until May 7, 2006, and does not address any other issues
between the companies including but not limited to participation in other wells, unpaid
joint interest bills, and outstanding issues between the respective companies.

Very truly youws,
YATES PETROLEUM CORPORATION

Chuck Moran
Landman
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PRIDE ENERGY COMPANY

(918) 524-9200 ¢ Fax (918) 524-9292 ¢ www,pride-energy.com
Physical Address:  Kensington Tower Maifing Address:  P.Q. Box 701950

2250 Enst 73" Street, Suite 550 Tulsa, OK 74170-1850
Tulsa, OK 74136 Email Address:  johnp@pride-energy.com
May 1, 2006
Yates Petroleum Corporation
105 South Fourth Street
Artesia, NM 88210-2118

ATTN: Chuck Moran

RE:  Scitlement Proposal
State X #1
W Y of Section 12-T128-R34E
Lea County, NM

Mr. Moran:

In reference to your letter dated April 28, 2006, containing a settlement proposal, we hereby offer the
following suggestion as a settlement proposal;

1. Yates parties farmout their leasehold interest in the W % of Section 12-T128-R34E, Lea County,
NM to Pride Energy Company, reserving an overriding royalty interest equal to the difference
between 25% and lease burdens of record, with the intent of delivering a 75% Net Revenue
Interest to Pride Energy Company, and

2. Yates parties trade their leasehold interest (160 acres gross/net) in State of New Mexico Oil and
Gas Lease VO-5873 located in the NW Y4 of Section 13-T12S-R34E, including their interest in
the wellbore of the State QE 13 #1 Well for Pride’s leasehold interest in State of New Mexico
Oil and Gas Lease V0-6303 in SW NE, SE NW, NE SW, NW SE of Section 32-T11S-R35E.
Net revenue interests would be equalized, preferably to only lease burdens.

This offer shall become nuil and void unless accepted by Yates parties on or before 5:00 PM, CST, May 3,
2006. This offer does not include any other issues between the companies, including, but not limited to
pmicipz_ltion in other wells, unpaid joint interest bills, and outstanding issues betwaen the respective
companies,

Sincerely,

i id

John W. Pride
Pride Energy Company

jp4181.af.doc
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May 2, 2006
Via Fagsimile

918-524-8292

Mr. John Pride ‘

Pride Energy Company

P. O. Box. 701950 '
Tulsa, Oklatoma 74170-1960

Re:  Seftiement Discussion
State X#1 .
W2 of Section 12-T12S-R34E
1,980’ FNU and 660" FWL
Lea County, New Mexico

Dear Mr. Pride:

We have received your proposal ¢ated May 1, 2006, conceming the captioniad
well and understand this letter to be a mejection of our April 28, 2008, letter. While these
ideas are stil’ viable, | have a new concept for a trade based on our understanding of the
offer you proposed. The complication of dealing with the State QE 13 Com. #1 as you
have proposed in your trade Is that the well has praduction and drilling do¥ars that have
olready been expended in this spacing unit.

Nonetheless, we are willing o consider the following:

e Al the selection of Pride, ownership in the Wi2 of Section 12-
T12S-R3M4E shall be exchanged for ownership of the W/2 of
Section 13-T128-R34E. The goal being to get 100% working
interest ownership to the respective sides at equalized net
revenues (praferably to only lease burdens, but a smail override
may be retained) inside the respactive spacing units.

- All perties would agree to execute all necessary documents o
properly transfer ownership of their respective interests in
exchange for the interest received, including If elected, change of
operator forms and communitization agreements.

- The effective date for the transfer would be May 1, 2006,

RANDY B. RATTERSON ' DAVID L, LANNING BENNIS G. KINSEY
vise MREGIDENT - T VICE P T TROAGUAEA




. ‘4 4 4 4 PR |\I R Y ' AGE .‘5

E-€006 TUE U2:18 PH YATES PETROLEUM LAND FAX NO. 5057484572

S
4
State X # 1 ~ Re-entry

§/2/08

Page 2 of 2

- All parties would reserve all claims prior fo this effective date for
monies owed under the operating agreement and this trade will
not address any other issues between the companies including
but not limited to participation in other wells, unpaid joint interest
bills, and outstanding issties between the respective companies.

If this type of transaction is something that you want to consider, please give me

an Indlcation as soon as possible because | will need to obtain final management
approval for this type of trade. | can be reached by telephone at 505-748-4349 if you

want o discuss this concept.

Lastly, now that both sides appear to be talking, we want you ta know we desire
both sides to use their best efforts to resolve all issuas between the companies.

Very truly ycurs,
YATES PETROLEUM CORPORATION

/ 47,
Pl Flgm

Chuck Moran
Landman
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PRIDE ENERGY COMPANY

(918) 524-9200 ¢ Fax (918) §24-9292 ¢ www.pride-energy.com

Physical Address:  Kenaington Tower Mailing Address:  P.O. Bax 701850
2250 East 737 Strest, Sulta 550 Tulsa, OK 74170-1950
Tulsa, OK 74138 Emall Address:  johnp@pride-anergy.com
May 2, 2006
Yates Petroleum Corporation
105 S. 4" St

Artesia, NM 88210-2118
ATTN: Chuck Moran

RE:  Settlement Proposals
State X #1
W Y2 of Section 12-T128-R34E
Lea County, NM

Mr. Moran:

In reference to your letter dated May 2, 2006, the question came up regarding our 160 acres of leasehold
interest in Section 32-T118-R35E, which was part of the settlement proposals previously made. It seems
logical that the acrcage in Section 32 would fit in with Yates existing Icaschold position, pipeline facilities,
etc. In an effort to reach a solution, the proposal made in my letter dated May 1, 2006 still remains on the
table. Please let us know whether the terms of our proposal dated May 1, 2006 are acceptable.

Sincercly,

{

Jéhn W_ Pride
Pride Energy Company

jp4183.3).doc
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May 3. 2006
Via Faesimile
918-524-8292
Mr. John Pride
Pride Energy Company
P. O. Box 701950
Tulsa, Oklahoma 74170-1850

Re:  Setltiemant Discusgion
State X#1 in W/2 of Section 12-T128-RME
1.880° FNL and 6§80’ FWL
kea County, New Mexice

Dear Mr. Pride:

} have reviewed your response dated May 2, 2008. in that response you have asked ff
your offer of May 1, 2006 is acceptable. | would like to respond that it has merits and
disadvantages. The merlls are readily apparent as you have sised. Howsever, the
disadvantages are as equally apparent and best steted as a request to exchange 160 acres
owned by Pride to receive 320 acres owned by Yates.

Thus, | have asked you to consider a trade that places parties at a more equal footing
when the trade is completed. The thought process behind my May 2, 2008, letter was to get
Fride in contral of one 320 acre spacing unit and Yetes in conirol of one 320 acre specing unit 50
the respective companies could go their separate ways with their pians for development. Giving
you the optior to meke the selectian of which spacing unit to keep was a concession we are

willing to make.
- t understand your offer of May 1, 20086 Is still on the table until 5:00 PM (CST) May 3.

2006. Likewise, plesse understand that this proposed transfer does not address any other
outstanding Issues between the companies and we will reserve all fights as to additional issues.

Very truly youss,
YATES PETROLEUM CORPORATION

Chuck Moran
Landman

RANSY #, HATTERSON DAVIO . LANNING DENNIE 2. QINBEY
VI vHESIDENY ARBISTANT VICE mREDIOFNY TREX JURRR



PRIDE ENERGY COMPANY

: (918) 524-9200 » Fax (918) 524-9252 ¢ www_pride-energy.com
Physical Address;  Kensington Tower Malling Address:  P,O. Box 701950

2250 East 73" Street, Suite 550- Tulsa, OK 74170-1950
Tulss, OK 74136 Email Addregs: jochnp@pride~-energy.com
May 4, 2006 Via Cettified Mail
Return Receipt #
Yates Petroleum Corporation 9] 3408 2133 3930 6188 3753
105 S. 4" Street
Artesia, NM 88210

ATTN: Chuck Moran
RE:  State “X" #2
W Y of Section 12-T12$-R34E
660° FSL and 1,980° FWL
Lea County, New Mexico
Mr. Moran:

In reference to the above, Pride Energy Company proposes to drill a well to a total depth of 12,400° o toc*
the Mississippian Austin Cycie and/or Atoka Morrow and any other formations encoutiterad,

Enclosed is an Authorization for Expenditure with a dry hole cost of $1,645,840, completion cost of
$748,560, for a total completed well cost of $2,394,000.

Please inform us as soon as posslble g5 to your intent to participate, or not, in this proposed weil. lf you
decide to paxtlcapate please sign and veturn the enclosed AFE. We would then send you a Joint 7,
Agreement covering this unit.

Sincerely,

bWk

Pride Energy Company

1p4184.aj.doc
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TELEPHONE IS0 748-1471 JOMN A, YATES, JR.
SENIOR VIDE PREBIDENT
May 8, 2006
Via Facsimiie
918-524-9202
Mr. John Prids
Prida Energy Company
P. O. Box 701950
Tulsa, Oklahoma 74170-1950

Re:  Pruposed Jolnt Operating Agreement
State X#1
W/2 of Saction 12-T125-R34E
1,98C' FNL and 860" FWL
Lea County, New Mexico

Dear Mr. Price:

Yates Petrolaum Corporation, Yates Drilfing Company, Myco Industries, Inc. and Abo
Petroleum Corporation (herelnafter Yates) received the proposed A.A. P. L Form 610-
1989 Model Form Operating Agreement for the captioned well on May 4, 2008. We
have reviewad the agreement and request the following changes be made to the
agreement:

1)  Page1line 84: Strike the word “telephone” and insert the word “facsimile”

2)  Page 1 Line 66 and 67: Restore the original language.

3} -Bage2Lline 17: The language insertad in the biank does not make sense and
we would recommend removal of this language and indusion of the following
wording: 1/8 of 8/8ths,

4)  Page2betweene ' start of line 32; Insert the following
paragraph:

"It is ‘ecognized by the parties hereto that in addition to each party's share of
working interest production as shown in Exhibit “A”, such party shail have the
right, subject to existing contracts, to market the royalty gas attributable to each
lease which it contributes to the Contract Area and to recelve payments due for
such royatty gas produced from or sflocated to such lease or leases. It is agrerd

RANDY G PATTERSOMN DAVID . LANNING DENNIS & KINSEY
VIDE PRESTAEN ARZIMNT VICE PRETINCNT TREAS. 1RER
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5)

6)

n
8}
9)

10)

11}

12)
13)

14)

15)

16)

Pride Energy Company- State Xt 1 #1
Joint Operating Agreerment

582008

Page 2 of 4

that, regardiess of whether each party markets or contracts for its share of gas,
including the royalty gas under the leases which it contributed to the Confract
Area, such party agrees to pay or cause to be paid 1o the royalty owners under
its lease or leases the proceeds attributable to their respectiva royalty interest
and 1o hold all other parties hereto harmiess for its failure to do so.”

Page 4,; Line 18: Modify the sentence on this line to read: “Operator may be
remcved only for good cause by the affirmative vote of twe or more Non-
Operators owning a majority interest...”

Page 4, Line 36: Modify this line to read: “...succeed itself, the successor
Operator shall be selected by the sffirmative vote of fwo or more {he-party-ar
parties owning a majority......."

Page 5, Line 55: Please provide the specific location of the Initial Wall.

‘Bage 7, Line 7: Strike and remove 300% to and insert 100%.

Page 9 Line 68: Strike the 50% and replace with 85.00%.

Eage 10 Line 19 - Modify this fine to read: “... Failure of a party to reply within
shety-'80) thirty (30) days of delivery of notice of proposed...”

Page 10 Line 20: Modify this line to read: “... if within shety-{80}-thirty (30) days
after dalivery of notice of the...”

Page 10 Line 81; Strike the 50% and replace with 85.00%.

M Change the word Oil to “Oil agnd Gas”, ..."

Page 14, Line 84: Add to end of section the foliowing sentence:

The provisions in this Article shall only apply fo leases, or portions of leases,
located within the Contract Area.

Page 14, Line 74: Add to end of paragraph the following sentence:

This parggraph shail not be applicable to the contribution of acreage by the
Contributing Parties toward the Initial, Substitute or Option Test Well.

Page 15 Line 4 throuah 10; Restore the original language.

PAGE 084

P. 03
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Pride Energy Company« Stale X1 #1

Joint Operaing Agremnent
582006
Page3of 4

17) Page 15Line §7: We recommend that the doliar amount be set a $10,000 and
{nserted in this blank

18) Page 17 Line 43: Replace Article XVI A. with the following language:

Each party eiecting io take in kind or separately dispose of its proportionate
share of the produetion from the Cantract Area shall keep accurate records of the
volume, selling price, royaity and taxes relative to its share of production. Non-
Operators shall, upon request, fumish operator with true and complete copies of
the rzcords required to be kept hereunder whenever, under the terms of thig
agreemsnt or any agreament executed connection herewith, it is necessary for
Operator tv obtain sald information. Any Information fumished to Operator
hereunder shall be used by Operator only to the extent necessary to carry out its
duties as Operator and shall otherwise be kept confidential, Operator shall make
arrangements 0

19) Page 17 Ling 57: Strike the 50% and replace with 85.00%.
20) Page 17 Line 42: Insert the following provisians:

No party's production, whether oil or gas, may be sold from the lease acreage, or
lands pooled  therewith, to any parly's subsidiaries, affiliates, or associates,
without such selling party's written consent. All preduction sold from the lease
acreage, or lands pooled therewith, will be an arm's length trade with a third party
purchaser, It is expressly agreed if written consent is given to a party selling to
themselves, its subsidiaries, affiliates, ar associates, the other parties to the
agreement will have the aption 1o also sell to sald purchaser, at the same or
better price. In the event any parly hereto, makes an am's length trade with 8
third party purchaser, the remaining parties will have the option to also sell at the
same or higher price.

21)  ExhibtA.: Add information required by Article |1 A(5) and A(6) as requested in
ltem #2. Lease VO-5585 has not burdens other than the State royalty of 1/6™,

22) COPAS Page 1, 1.3.A: Change the dollar amount in this line from $5000 to
$20,000 which is the humber used in Article VI.D,

23) COPAS Page 8, V.1 A(1}: Change the producing well rate from $600 to $500.
24) COPAS Page 8, VI.2.A{1).: Insert the following:
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25)

25.)

26)

Pride Engrgy Company. State Xg1 #1

Joini Operating Agreerent
5/8/2006
Paged of 4

at the date of transfer, qualized to the lowsst prevailing prics F.O.B. rairoad

receidng point.”

COPAS: We reserve the right to maka additional changes pending discussion
with our accounting department on this COPAS.

Exhiblt D: — Remove this Exhibit and provide replacement Exhibit D that
provides for only work-mans compensation insurance, public lability
insurance and automobile public liability insurance. The Yates' entities
carry their own cost of well control insurance and will not pay any other
insurance. Further, under New Mexico statute NMSA 1978 § 56-7-2 C a
provision that requires waiver of rights of subrogation is void.

EXHIBITE: The gas balancing agreement is still under review, but we request
the following be added:

Nothwithstanding the provisions above, It Is expressly agreed that any under
produzed party shali have the optional right, with respect to each proration unit,
10 receive a cash settiement bringing such underproduced party’s gas account
into balance at any time and from time to time prior {0 the final settiement, by first
giving each overproduced party 80 days’ written notice of demand for cash
setlement. If such optlon is so exercised, settiement shall be made (as of 7:00
o'clock aum. on the first day of the calendar month following the date of such
writtenn demands) within 90 days following the actual receipt of sueh written
demands by the overproduced parties, in the same manner provide for above.
The option provided for in this paragraph may be exercisad from time fo time, but
only 016 time each calendar year

Please make these changes and provide substitute pages accordingly for our review, |
will gladiy discuss any of the above with you.

Very truly yours,

YATES PETROLEU. CORFPORATION
4 /
CHuck Moran

Landman

PAGE @6
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