BEFORE THE
( OIL CONSERVATION DIVISION
Santa Fe, New Mexico

LEASE NO:V05110 0000 N
Case No. 11839 Exhibit No. 2

OIL AND GAS LEASE

(Discovery Form)

Submitted by:__Yates Petroleum Corporation

THIS AGREEMENT, dated July 01, 1997, between the statc of New Mexico, ac
“lessor”, and
. Hearing Date:___September 4, 1997

YATES PETROLEUM CORPORATION
105 SOUTH FOURTH STREET
ARTESIA,NM 88210

hercinafter called the “lessee”,
WITNESSETH:

WHEREAS, the lessee has filed in the office of the commissioner of public lands an application for an oil and gas lease covering the lands hercinafler
described and has tendered therewith the required first payment; and

WHEREAS, all of the requirements of law relative to the application and tender have been duly complied with;

THEREFORE, in cousideration of the premises as well as the sum of FIFTY-FOUR THOUSAND and 00/1060 dollars

(354,000.00), the same being the amount of the tender above mentioned, and the further sum of $30.00 filing fee, and of the covenants and agreements
hereinafler contained, the lessor does hercby grant, demise, lease and let unto the said lessee, exclusively, for the sole and only purpose of exploration,
development and production of oil or gas (including carbon dioxide and helium), or both thereon and therefrom with the right to own all oil and gas so produced
and saved therefrom and not reserved as royalty by the lessor under the terms of this lease, together with rights-of-way, casements and servitudes for pipelines,
telephone lines, tanks, power houscs, stations, gasoline plants and fixtures for producing, treating and caring for such products, and housing and boarding
employees, and any and all rights and privileges necessary, incident 1o or convenient for the economical operation of said land, for oil and gas, with right for such
purposes Lo the free use of oil, gas, casing-head gas or water from said lands, but not from lessor's water wells, and with the nghts of removing cither during or
afier the term hereof, all and any improvements placed or erected on the premises by the lessee, including the right to pull all casing, subject, however, to the

covenants and conditions hereinafler sct out, the following described land situated in the count(y)ics) of Eddy, state of New Mexico, and more particularly
described as follows:

Subdivisions Section Twp Rge Acres  Institution
LOT(S) 1(40.45), 2(40.55), 3(40.65), 4(40.75), E2, 30 19S  26E 642.40 TPB
E2W2 (ALL)

Said lands having been awarded to lessee and designated as Tract No.VO-O-OOOl at public sale held by the commissioner of public lands on
June 17,1997,

To have and to hold said land, and all the rights and privileges granted hereunder, to and unto the lessee for & primary term of five years from the date
hereof, and as long thereafler as oil and gas, of cither of them, is produced in paying quantitics from said land by lessee, subject 1o all of the terms and conditions
as hereinafter sct forth.

In consideration of the premises the partics convenant and agree as follows:

1. Subject to the free use without royality, as hereinbefore provided, the lessec shall pay the lexsor as royalty onc-sixth part of the oil produced and
saved from the leased premises or the cash value thereof, at the option of the lctsor, such value to be the price prevailing the day oil is run into a pipeline, if the oil
be run into a pipeline ,or into storage tanks, if the oil is stored.

2. Subject to the free use without royalty, as hercinbefore provided, at the option of the lcssor at any time and from time 1o time, the lexsce shall pay
the lessor as royalty one-sixth part of the gas produced and saved from the lcased premises, including casing-head gas. Unless said option ix exercised by lensor,
the lessce shall pay the lessor as royalty onc-sixth of the cash value of the gas, including casing-head gas, produced and saved from the leased premiscs and
marketed or utilized, such value to be equal to the net proceeds derived from the sale of such gas in the ficld; provided, however, the cash value for royalty
purposes of carbon dioxide gas and of hydrocarbon gas delivered to a gasoline plant for extraction of liquid hydrocarbons shall be equal to the net proceeds
derived from the sale of such gas, including any liquid hydrocarbons recovered therefrom.
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be Iefl in any nonproductive well when lessor docms it 1o the interest of the bencficianies of the lands grantod hereunder 10 maintain said well of wells for water.
For such casing 80 lefl in wells the lexsor shall pay 1o the lessce the reasonable value thereol.

11. Lessec shall be liable and agree to pay of all damages to the range, livestock, growing crops or improvements caused by leasoc’s oporations on said
lands, When requested by the lessor the leasce shall bury pipclines below plow depth.

12. The leasoc shall nol remove any machinery or fixtures placed on xaid premiscs, nor draw the casing from any well unless and unul all payments
and obligations duc the lcasor under the tams of this agreement shall have been paid or satisfiod. The Icasoc’s right 1o remove the casing is subject 1o the
provision of Paragraph 10 above,

13. Upon failure or default of the lessoc to comply with any of the provisions or covenants hereof, the leasor is hereby authorized to cancel this lease
and such canceliation shall cxiend to and include all nghts hercunder as to the whole of the tract so claimed, or posacasod by the lessoe, but shall not extend to, nor
affoct the rights of any other lessoc or assignee claiming any portion of the lands upon which no default has boen made; provided, however, that before any such
cancellation shall be made, the lessor shall mail to the kausec 30 defaulting, by regisiered or certifiod mail, addressed 1o the post-office address of such leasee as
shown by the records of the stale land office, & nolice of intention of canccllation specifying the default for which cancellation is 1o be made, and if within thirty
days from the date of mailing said notice the said lexsoc shall remedy the default specified in said notice, cancellation shall not be made.

14. If this leasc shall have boen maintained in accordance with the provisions hereof and if at the expiration of the primary term provided for herein oil
of gas is not being produced on 3aid land but lcsace is then engaged in bona fide drilling o reworking operations theroon, this jeass shall remain in full force and
cffoct 50 long as such opcrations are diligently prosccuted and, if they result in the production of oil oc gas, 30 long thereafler a3 oil and gas in paying quantlies, or
cither of themn, is produced from 1aid land; provided, however, such operations extending beyond the primary term shall be approved by the leasor upon written
application filed with the lessor on or before the expiration of said term, and a report of the status of all such operations shall be made by the leasee to the lessor
every thirty da> and g crssslion of such operations for more than twenly consecutive days shall be considered as an abandonment of such opcrations and this lease

shalf thereupon torminate,

1f during the dnilling or reworking of any well under this section, lassec loscs or junks the hole or well and after diligent cfforts in good faith
is unabie to complete said operations, then within twenty days afler the abandonmaent of said operations, laxsee may commence another well within three hundred
thirty fect of the fost or junked hole or well and drill the same with due diligence.

Opecrations commenced and continucd as herein provided shall extend this leasc as to all lands as to which the same is in full force and
cffoct as of the time said drilling opcrations are commenced; provided, however, this lease shall be subjoct to cancellation in accordance with Paragraph 13 hercol
for failure 1o pay rentals or file reports which may bocome due while operations are being conducted hercunder.

15. Should production of oil and gas or cither of them in paying quantities be obtained while this lease is in foree and cffoct and should thaeafler
ccase from any cause afler the expiration of five years from the date hercof this lease shall not terminate if leasce commences additional drilling or reworking
operations within sixty days aficr the cosaation of such production and shall remain in full force and cffect 30 long as such operations are prosecuted in good faith
with no cesxation of more than twenty consecutive dayx, and if such operations result in the production of oil or gas in paying quantities, so long thereafler as oil
or gas in paying quantitics is produced from said land; provided, however, written nolice of intention o commence such opcrations shall be filed with the lessor
within thirty days after the cessation of such production, and & report of the status of such operations shall be made by the Jessec to the lewsor cvery thirty dayy, and
the cexsation of such operations for more than twenty consccutive days shall be considered as an abandonment of such operations and this lcase shall thereupon
terminate.

16. Lessee, including their heirn, assigna, agents and contractors shall at their own expense fully comply with all laws, regulations, rules, ordinances
and requirements of the city, county, state, federal suthoritics and agencics, in all matters and things affecting the premiscs and operations thereon which may be
cnacted or promulgated under the governmental police powers pertaining to public health and welfare, including but not limited to conservation, sanitation,
acsthetics, pollution, cultural propertics, fire and coology. Such agencics are not to be deemed third party beneficianies hereunder, however, this clause is
enforoeable by the leasor in any manner provided in this leasc or by law.

17. Should leasor dasire to excrcise its rights to take inkind its royalty share of oif, gas or nxsociated substances or purchase all or any part of the oil,
gAs or associated substances produced from the lands covered by this lease, the lessee hereby trevocably consents ta the fexsor exercising its right. Such consent is
2 consent to the termination of any supplicr/purchaser reiationship between the lcssor and the lessee deemed to exist under federal regulations.  Lessee further
sgrees that it will sequire any purchascr of oil, gas of asocisted substance to likewise waive any such rights.

18. Lessor reserves a conlinuing option to purchase al any time and from time to time, at the markdt price peevailing in the area on the date of
purchase, all or any part of the mincrals (oil and gas) that will be produced from the lands covered by this lease,

19. Lossor raserves the right 1o exccute leases for geotharmal resource development and operation thercon; the right to sell or dispase of the
geothermal resources of such lands; and the right to grant rights-of-way and casements for theae purposcs.

20. All terms of this agreement shall extend (o and bind the heiry, executont, admisustrator, successors and assigns of the partics hereto.
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